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Mahfuz Anam: | welcome you
all to The Daily Star
Roundtable on Priority
Agenda for 1996. This is a
very broad topic and we have
tried to define it a little by
the agenda which all of you
have received. As you will
see, there are three main
thrust areas: making belter
use of public resources; at-
tacking poverty; and the
third, energising the private

sector.
For these three thrust ar-

eas | will invite three speak-
ers to start the discussion.
Our Finance Secretary
Nasimuddin Ahmed has very
kindly agreed to start the
discussion on the public re-
source issue. For poverty, we
will ask Mr. Landell-Mills of
the World Bank. Then, for
the private sector, Mr. Taufig
Elahi Chowdhury, Chairman
of the BOI.

I now request Nasimuddin
Ahmed, our Finance
Secretary, to speak on the
first subject — making best
use of public resources.

Nasimuddin: | propose to
touch on the first two
sub-items of item one. The
third sub-item, on taxation, I
think Dr. Akbar Ali Khan
could elaborate.

We are looking at the
agenda for the future, 1996
onward. | propose to high-
light some of the important
and salient dimensions of re-
form of the public sector
with a view to reducing its
losses and eventually to take
it to the path of profitability.
The first issue which needs
to be addressed is develdping
a corporate culture in the
public sector. Corporatisation
of state-owned entities, en-
terprises. We have a
three-tier system at the mo-
ment. The government is the
owner of public corporations
and the corporations are un-
der the terms of the
President's Order No. 27 of
1972.

In 1977 we introduced
this new concept, of holding
corporation, with the
Petroleum Corporation. All
the shares of public enter-
prises of the petroleum sec-
tor were transferred to the
corporation. This was impor-
tant in order to develop an
appropriate framework of
inter-relationship between
the ministries representing
the government, the corpora-
tion and enterprises, to de-
fine the boundaries of each,
and these boundaries should
not be transgressed. Cor-
poratisation also includes the
issue of converting state-
owned entities, as far as
feasible, into companies, pre
ferably public limited compa
nies with a view to their
eventual privatisation. This
should be within a time-
bound action programme.
This the government should
enunciate in the form of a
public policy statement on
the role of the public sector
and privatisation. This will
facilitate the privatisation
process.

We also need to go into
the modalities and mechan-
ics of privatisation. It is con-
venient to do so through the
capital market, the equity
market. It achieves two sin-
gular purposes. One, it helps
public participation and
broad-based capital forma-
tion, and it helps in the de-
velopment of the equity mar-
ket itself [t energises, stimu-
lates an equity market.

The next issue for improv-
ing the efficiency of SOEs
(state owned enterprises) is
the reorganisation of capital
structure and rationalisation
of manpower. We need to es-
tablish also, in clear as possi-
ble terms the boundaries of
authorities in the corporation
structure. We need to look
also into whether or not
SOEs should remain within
the purview of national
scales. Today, most of the
corporations are governed by
the relevant law which is
equivalent to national scales.

Whether we should give
the new compensation pack-
ages or not is an issue to be
deliberated upon. My per-
sonal opinion is that we need
not do so, but this may be
discussed. But there is a need
for a complete refurbishing.
review of the recruitment,
promotion policies of the
corporate sector. We have to
build into the system the cul-
ture of meritocracy. which is
a performance-oriented sys-
tem, a structure which re-
wards merit on the basis of
objective performance crite-
ria already laid down. and
which penalises delinquency
and inefficiency. It is the
most . eritical factor in im-
proving beth financial and
operational performance in
the public sector.

The issues of effective
management are very impor-
tant. The issues relating to
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to 8 per cent that we need to make any substantial dent in our poverty situation.

the role of CBA should be
confined strictly within the

boundaries of law. Today we
witness flagrant transgres-

sion of those boundaries and
consequent demoralisation of
corporation management.

There is a need to clearly
define the role of the public
sector and its future place in
the economy so that it is
widely understood. There are
of course some vested inter-
ests in any reformn measure in
some form or the other. So
there will always be resis-
tance to change. If we are
taking a longer term view, it
is simply imperative that
there will be political com-
mitment to reform without
which sustainability is incon-
ceivable.

The public sector suffers
today from problems of tech-
nological obsoleteness, poor
and wasteful industrial prac-
tices leading to declining
profitability. Everyone knows
about the alarming financial
losses which the state-owmned
enterprises are suffering to-

We have to build into
the system the culture
of meritocracy, which
is a performance-
oriented system, a
structure which
rewards merit on the
basis of objective

performance criteria
already laid down, and
which penalises delin-
quency and ineffi-
ciency. It is the most
critical factor in im-
proving both financial
and operational per-
formance in the public
sector,

day and the consequential
burden on the national bud-
get as well as the financial in-
stitutions. This the govern-
ment directly or indirectly
will have to bear, the tax
bearers will have to bear

Moudud Ahmed: | agree to a
great extent with the points
Mr. Nasim has raised and |
do not want to dispute them
But one thing we see from
experience is that we have
been discussing these points
for many, many years. | think
it would be better if in the
parliament or in the govern-
ment they come forward with
an evaluation of how things
are going. | think that the
Independent Review done by
Professor Rehman Sobhan
did a wonderful job in this
regard. There are some
points in that of which we
could take note of.

We have still not been able
to establish true accountabil-

ity and transparency in the
running and management of
business in the public sector
| think the basic philosophy
should be that business
should be left with the busi-
nessman. and the govern-
ment should, as fast as possi-
ble, come out of the public
sector, particularly from the
enterprises which are en

in business That will
in itself reduce the burden
on the government in manag-
ing these enterprises These
will also improve if they are
put on a competitive plane If
they are run on a corporate
basis. As Mr Nasim has
hinted. a corporate culture
has to develop They have
been given total indepen-
dence. freedom and they
must also operate on the
principles of market econ-
omy. If that can be done then

.
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perhaps public seclor re-
sources could be utilised in a
more fruitful manner and the
burden could also be re-
duced.

Mahfuz Anam: Moudud Bhai,
you were the Industries
Minister for a period. What
were the major obstacles you
faced, that prevented you
from going in the direction
that you have just men-
tioned?

Moudud Ahmed: | do not
want to make any rash com-
ment but I think the main
problem is realisation on the
part of the political leader-
ship. It is the question of the
leadership's commitment.

Mahfuz Anam: Which you
didn't have during your time,
or what?

Moudud Ahmed: We did.
Some of us had, but there is
no point in the Industries
Minister having a commit-
ment, the President or the
Prime Minister having
commitment. It is down the
line the people who really
handle all these things, start-
ing from an Assistant
Secretary upwards in a min-
istry and in the corporation
people who are handling
these things. The basic orien-
tation is still not proper, and
congenial for a market econ-
omy. There is no change in
the old orientation as such.
The basic issues are still the
same old things that we have
been trying to rectify and

Moudud Ahmed

I think the basic phi-
losophy should be that
business should be left
with the businessman,
and the government
should, as fast as pos-
sible, come out of the
public sector, particu-
larly from the enter-
prises which are en-
gaged in business.
That will in itself re-
duce the burden on the
government in man-
aging these enter-

prises.

improve. There were certain
measures. like a public sector
management law was made
there was a monitoring sys-
tem, a scrutiny system. a
criterion system and all sorts
of things. We use to preside
over these meetings quite
regularly but | don't know
how much has been achieved
Al-Hussadny | have a question

here When you say the
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Industries Minister or the
Prime Minister may have the
commitment, but it does not
work down the line, is it a
reflection of the weaknesses
in leadership or the weak-
ness in the system? Perhaps
the commitment wasn't firm
enough and so it didn't work
all the way down?

Moudud Ahmed: | think that
it is both. An individual is not
important here. I will give
more importance to the sys-
tem itself. But the system
cannot improve unless there
is a commitment from the
leadership. By leadership. 1
don't only mean the political
leadership. The secretaries
are very much the leaders.
They are heading ministries,
a lot of things are depending
on them. So the bureaucratic
leadership is also equally im-
portant as the political lead-
ership.

Akbar Ali Khan: The first
point I would like to make
concerns what the Finance
Secretary mentioned about
the direct losses of the public
sector entrepreneurs. They
are very important and may
even amount to one or two
per cent of the GDP per year.
| would like to highlight the
indirect effect of the public
sector enterprises on our
economy. | would like to
submit that there are dead
weight losses Incurring to
the society because of the
public sector enterprises.
Most of these are monopolies
and because of their exis-
tence we do not allow any
competition. These monopo-
lies charge enormous prices
from the consumers and they
stifle economic growth. For
example, what is happening
to the power board? If the
losses were limited just to
the losses which are shown
in the balance sheet, then
things would not be so bad.
But the power board system

loss is one ol the highest. |
think it is the third highest
in the world according to the
latest world development re-
port. Investment in energy
sector is not taking place. As
a result, the cost of power
consumption is going up. It is
adversely affecting our indus-
try. our agriculture. These
spill-over effects are far more
dangerous. We should not
only think of corporatisation.
We should think of introduc-
ing more competition and we
should have no monopoly ei-
ther in the public sector or
the private sector. This
should be the cornerstone of
our economic policy.

Rehman Sobhan: | think the
Finance Secretary made the
point that the agenda should
be on creating a corporate
culture for the public sector.
Of course, he has been in the
service for a very long time.
Mr. Al-Hussainy has been
both in the public sector and

in the secretariat. The opera-
tive issue really is that the
concept of a corporate cul-
ture and this has been under
debate for quarter of a cen-
tury. The main hostility to
liberating the public sector,
to corporatising it, has tradi-
tionally come from the secre-
tariat. What | have never un-
derstood is that when there
is virtually universal consen-
sus on the creation of a mar-
ket-driven competitive cor-
porate culture in the public
sector, why have successive
governments not been able to
create this freedom of ac-
lion?

The second point arising
[rom this is. we have all been
given copies of the World
Bank's Country Economic
Memorandum which, in spite
of the preparation of our own
Independent Review, | am
very happy to quote and have
found always most useful. In
Table 5.5, on the f{inancial
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performance of state-owned
enterprises, you will note the
progressive deterioration in
the financial performance in
the public sector. By some
peculiar coincidence, the de-
terioration has become more
severe during the period

where economic reforms
have been at their high tide.

The main hostility to
liberating the public
sector, to corporatising
it, has traditionally
come from the secre-
tariat. What I have
never understood is
that when there is vir-
tually universal con-
sensus on the creation
of a market-driven
competitive corporate
culture in the public
sector, why have suc-
cessive governmendis
not been able to create

this freedom of action?

In the last few years it has
become astronomical. It is
not that the performance of
all corporate public enter-
prises have universally been
bad or have been bad as they
have been particularly in the
last few years. Sometimes
they did actually make prof-
its. In some public sector en-
tities., profits were made for
quite a sustained period of
time. In the bad days of the
early 70s, out of about eleven
sector corporations, at least
about seven were operating
profitably, including the
much more adversely af-
fected textile mills ceorpora-
tion. Why have all these de-
teriorated so badly in these
years? Someone has lo ex-
plain this otherwise we will
be faced with a universal de-
terioration of performance

Thirdly, does automatic
privatisation solve the prob-
lem? Whilst you have a soft
budget constraint for public
corporations, Bangladesh has
pioneered the soft credit
constraint uniquely over here
where the accumulated
losses of the private sector
can be transformed into debt
defaults which will then be
absorbed by the banking sys-
temm and then will be com-

pounded by the exchequer
who will reclassify this, will
recapitalise the banks. S50 you
are surely facing here not
some peculiar dichotomy be-
tween the practice of the
public and the private sector

but a universal deterioration
in the qualities of governance
which seem to be common to
the per-formance of the pub-
lic and the private sector.

Someone around this table

who has been around the
government long enough
should explain this qualitative
deterioration in governance
which is permeating the per-
formance of the public sec-
tor.
Nasimuddin Ahmed: The
financial performance or op-
erational performance is
clearer today because we
have a more transparent sys-
tem now. And particularly in
the jute sector, when subsidy
was done away with then its
impact on their profitability
of the finance performances
was more clearly evident,
otherwise it was hidden.

The other point was that,
with the reform of the finan-
cial system, the financing
facilities were denied to
them as well as the low rates
of interest, well below the
market, which they had be-
fore. Corporations were al-
lowed free access to money
in those days. They no longer
have that facility. So reform
does have an impact, but it is
eventually in the final analysis
a good thing that we have a
clear perception of what is
happening. Then there are
other factors as well. Textile,
for example. The cotton situ-
ation over the past two years
has been very difficult. The
world prices have gone up.
Jute, too, has had difficulties.
The pricing policies have
something to do with it, as
far as the internal market is
concerned. There is no
denying the fact. Then we
have to keep the wage set-
tlements in view. The wage
enhancementis have con-
tributed to the deteriorating
financial performance of the
corporations. Productivity is
stagnant, trapped.

Rehman Sobhan: About dete-
rioration. the numbers are
quite conspicuous.

Morshed Khan: | would like
to make some quick observa-
tions on what Professor
Rehman Sobhan has said and
also what our Finance
Secretary has said. 1 am very
glad that as usual Mr. Moudud
has been very frank on suc-
cesses and failures,
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Morshed

If the total political
leadership play the
tune in total harmony,
the reforms and the
delivery system should
work like an orches-
tra. Therefore, I think
we should be very
in the delivery
system. I am not going
to blame the politi-
cians or bureaucracy
or any others. I think
we are all to be
blamed. It is the
mindset. We must
play this game of re-
in total harmony.

Over the years since the
reforms started, there is
more one can say in favour of
reforms than against it
Maybe one or two pockets
would be hurt. but reforms
itself cannot be blamed
About economic deteriora
tion. We expected it to dete
riorate. in fact much faster
than it actually did Because
when competition comes,
when market opens up and
they lose their monopoly,

when more and more compe-
tition is coming in private
sector, they cannot squeeze
the consumer in the manner
they squeezed earlier.
Obviously the public sector
will lose more. In the energy
sector, the way we are
squeezing the petroleum
sector. We should be very
frank in a roundtable like
this. We have only one refin-
ery in the whole country,
none of us can escape from
this responsibility. With one
refinery in the country we
have three marketing com-
panies, three boards. For
each marketing company
there is a full board, a full
structure. And selling what?
Selling the product of one
factory, one outlet. Three
marketing companies and all
are in the public sector. :

Let us first identify the
area where the taxpayers'
money is going, where the
donors' fund is going, how

~much money was spent to

create infrastructure in the
country, why infrastructure is
not built. One after another
we accept the dictates of
somebody else, like we have
accepted the Machine Tools
Factory. We accepted the GM
Plant at the dictates of some-

body.
I think the politicians, in

the government and in the
Opposition, in their heart of
hearts feel it. The senior bu-

reaucrats all feel it. But
somewhere in the mid-level
delivery system, we get
stuck. There is much left to
be done. Let us take the case

of BOI. The Executive

Chairman of BOI is here, also

Mr. Moudud Ahmed is here.

We spent days in and days out
during the flood of 1988. Mr.

Moudud Ahmed sent for me.

I came and worked out a

statute for BOl. We wanted to

change but could not. What

has happened? BOI today is

nothing but a group of six

hundred people. Some are

mid-level clerks and

low-level clerks. It is noth-+
ing but the old office of the

Director General Industries

in a new name. Old wine in a

new bottle. No matter if you

send a super star in BOI. he

can deliver nothing. Why has

BOI been kept within the

government pay structure?

BOI does not need 600

clerks. BOI does not need 64

upazila or district town of-

fices. BOI needs 40 brilliant
MBA with engineering back-

ground or financial back-

ground and then BOI will be

all right.

Mahfuz Anam: Why aren't we
doing it now? You are a part
of the government.

Morshed Khan: | told you we
need a political consensus.
What | was saying is let us not
blame the reforms. The gov-
ernment has got no business
to be in business. That should
be the cardinal principle, for
all of us.

Moudud Ahmed: We all know
the problems as a matter of
tact. It's not that we do not
know. It is a question of co-
hesiveness in the (a) ideolog-
ical biases of what kind of
economy or system you would
like to have and (b) to really
have the determination of
implementing or trying to
solve these problems. | think
the government is too big
and those who are in deci-
sion-making position. are too
busy with too many trivial
matters to concentrate on
one or two or three particu-
lar issues. If they are commit-
ted and if they really concen-
trate say for a period of six
months or so. to bring in co-
hesiveness in the implemen-
lation problem that we have,
I think it can be improved.

Mahfuz Anam: Moudud Bhai,
as a member of the public
and as a journalist what is
frustrating to us is to hear
people like yourself say
things that we like to hear,
but when you go to power,
you do things that don't
change things. That is our
frustration.

Moudud Ahmed: This | think
will take a long time to ex-
plain. | don't have so much
time. As | had said earlier. we
lack cohesion not only in the
policy making but more so in
implementing policies. And
every government, not of the
past only, in future also. will
face the same problem and
they will have the same kind
of frustration. The system
will take time to change. But
in order to change. the
amount of cohesiveness and
determination that you need,
is lacking in the leadership
level. By leadership | mean,
not only political leadership.
Even a bank manager is a
leader, a factory manager is
also a leader, a school head-
master is also a leader. Mine
is a leadership concept as a
whole. They need a lot of
Continued on page 14



