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In order to
fight inflation,
BB should be
more
aggressive
with its
monetary
policy. The
policy of
abandoning
the cap on
lending rate
has certainly
pushed up the
interest rate,
but it is
having its
desirable
effects in
containing
import growth
and gradually
helping to
restore
balance of
payments
stability

Why is Bangladesh Bank so timid?

AHSAN MANSUR

On May 3, the Reserve Bank of India raised interest
rates by half a percentage point. This represents its
ninth hike in just over a year. At the time of raising
the interest rate, inflation was cited as the primary
concern for the economy. Similarly, a closer look at
the monetary policy stance of China would reveal
that the central bank has intervened four times
over the past year to cool down the economy. This
naturally poses a question as to why Bangladesh
Bank (BB) and our policy makers in general are so
hesitantwhen itcomes to adopting a tighter mone-
tary policy stance, which is so important for main-
taining macroeconomicstability.

As economic growth picks up, economies
generally tend to become overheated. The
overheating is usually measured in terms of
inflation (consumer price index and wage pres-
sures), asset price developments, and external
sector imbalances. In China and India, policy
makers are concerned about the overheating of
the economy as inflation rates are considered
to be higher than their respective policy tar-
gets. Authorities in both countries are also
concerned about property prices (more so in
China since property prices in India came
down at the time of global economic melt-
down). Accordingly, both countries have
adopted tighter monetary policy by increasing
intervention interest rates and continuing with
further tightening of policies to ensure macro-
economic stability.

Inflation in Bangladesh is now running at a
pace higher than that of India and at double the
inflation rate of China.

Land and real estate asset prices in Bangladesh
are unquestionably inflated, exceeding most of
its comparator countries. One katha of land sell-
ing at $1 million in Gulshan Avenue cannot be
justified in terms of discounted present value of
the future stream of income. Stock prices, with
price-earning ratio reaching about 35 at its peak
in January 2011, have already gone through a
bubble and burst cycle and not yet settled.

Unlike China and India, Bangladesh is also
experiencing a somewhat difficult balance of
payments situation. A sharprise in import (more
than 40 percent) and other payments associated
with services and income accounts will swing the
external current balance from a surplus of $3.7
billion in fiscal 2010 to a deficit of more than %1
billion in fiscal 2011. This sharp deterioration,
arising primarily from import payments, is surely
asign of excess demand in the economy.

Just because China and India have better per-
formance in terms of higher real GDP growth
rates than Bangladesh does not mean the Bangla-
desh economy is not yet overheated. Infrastruc-
ture bottlenecks are certainly much worse in
Bangladesh and are binding constraints for its

MONETARY POLICY MEASURES (JAN 2010 TO APRIL 2011)

Current Reserve Number of Changes Reverse  Number of

Requirement (%) in Reserve Repo(%) Changes
Bangladesh 19 _ 2 4.25 3
India 24 T 3 625 9
China 21 L 11 625 4

Source: Bangladesh Bank, Reserve Bank of India, People's Bank of China

BALANCE OF PAYMENTS OUTLOOK, FY11
ITEMS (Millions of USD) ~ FY10.  FY11(Proj)

Trade balance -5152 -9676 &
Export f.0.b.(including EPZ) 16236 22405 =
Import f.0.b (including EPZ) -21388 -32082 =
Services -1237 -2252 g
Income -1487 -1627 =
Current transfers 11610 12212 i
Of which : Workers' remittances 10987 11536 <
Current Account Balance 3734 -1344 S
Overall Balance 2865 -1468 :

economy than in the other two countries.

Thus, creating domestic demand through
loose monetary policy would create much more
inflationary pressures and external imbalances in
Bangladesh than in China and India. We must
take note of the situation that expansion of credit
to the private sector in Bangladesh at about 29
percent far exceeds that of India and China. Same
is the case with expansion of broad money in
Bangladesh. Furthermore, Bangladesh is much
more vulnerable to balance of payments shocks
since we do not have the level of FDI inflows and
level of external reserves (relative to our needs)
are far below that of China and India.

Compared with the Reserve Bank of India and
bank of China, BB raised its two key rates by a
mere quarter of a percentage point in
(April/March). This represents only the third time
that BB has increased the interest rates since
2009; and before that, it increased the reserve
requirements twice during the same period. In
broadly the same time period, RBI increased the
intervention rates and reserve requirements by
12 times and the BOC by 15 times. While eco-
nomic growth is desirable and welcome, one
must also be cautious to ensure its sustainability.
Currently, the demand pressures in the economy
must be contained, if there is a desire to restore
stability in the money market. In order to ensure
macroeconomic stability, the central bank must
take up a much more proactive fight against infla-
tion. Inflation is the worst enemy of the poor and
the most distortionary form of taxation.

Representatives of the business community

and some populist policy makers often do not like
the tightening of monetary policy and the conse-
quent high interest rates. But they need to under-
stand that an excessive amount of credit expan-
sion is not good for the economy. For sustainable
industrial expansion, what really matters is ade-
quate credit and real interest rates (not nominal)
at reasonable levels. If the Indian economy can
expand at about 9 percent with 17 percent credit
expansion for the private sector, why would Ban-
gladesh need 29 percent credit expansion to
achieve 6.7 percentreal GDP growth?

International experience shows that in coun-
tries with high inflation, often, the business
community ends up paying very high real inter-
est rates, which ultimately chokes investment
and growth. To those who propose appreciation
of the exchange rate to contain inflation, I will
simply say, please do not play with fire if you do
not have experience with fire fighting.

An appreciation of the exchange rate in an
artificial manner would simply lead to loss of
reserves and export competitiveness, and
push the country into a balance of payments
crisis. While continuing government's all out
efforts to improve supply, it is only through
tighter demand management policy that Ban-
gladesh will be able to contain inflation. We
must realise that the value of the Bangladesh
taka is eroded by inflation in the domestic
economy and value of the taka can only be
protected by containing inflation and not
through an artificial appreciation of the taka
exchange rate.
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In order to fight inflation, BB should be more
aggressive with its monetary policy. The policy
of abandoning the cap on lending rate has
certainly pushed up the interest rate, but it is
having its desirable effects in containing
import growth and gradually helping to restore
balance of payments stability.

Higher interest rates will also enhance the
attractiveness of the taka as an asset and help
stabilise the exchange rate. BB's recent interest
rate liberalisation and stricter imposition of
prudential rules, although late, are working
slowly, with some signs of that are already visi-
blein both the money and exchange markets.

This is not the time for BB to relax its fight
against inflation. The inflation data for April, with
headline inflation reaching 10.67 percent, indeed
call for stronger action on the monetary front. To
the critiques of BB's recent tighter monetary
policy stance, I will urge that let BB work on its
most important mandate of price and macroeco-
nomic stability. This is not the time to inject
liquidity into specific markets (stock market) or
sectors (small and medium enterprise, public
enterprises or agriculture) through administra-
tive interventions.

For example, the Bangladesh economy and the
government certainly cannot afford an injection
of Tk 5,000 crore (Tk 50 billion) in the name of
Bangladesh Fund to engineer a recovery of the
stock market. The stock market needs reforms,
enhanced transparency/accountability and the
regulators need credibility. No amount of liquid-
ity injection can achieve that.

The fight against inflation and for macroeco-
nomic stability must not be lost. Policymakers in
Bangladesh need to take lessons from experience
and the policy strategies of India and China in
their fight against CPI and property price infla-
tion. It would be interesting to see whether BB
continues along its timid route and gets dis-
tracted by its critiques, or adopts a more forceful
approach like its Chinese and Indian counter-
parts.

The writeris the executive director of Policy Research Institute
and can be reached at amansur@pri-bd.org.

Sony forecasts return to profit in year to March 2012

AFP, Tokyo

Japanese electronics and entertain-
ment giant Sony Thursday reported its
third annual loss in a row but forecast a
return to the black this year despite a
huge attack from hackers.

Sony confirmed it suffered a net loss
of 259.6 billion yen ($3.2 billion) in the
year to March, citing a large write-
down in deferred tax assets, but fore-
cast a net profit of 80 billion yen for the
year to March 2012.

The Tokyo-based maker of
PlayStation consoles and Bravia televi-
sion sets was forced to shutter plants in
Japan after the quake and tsunami
disaster battered supply chains, dam-
aged some facilities and dampened
consumer demand.

The grim post-quake outlook forced
Sony to set aside reserves worth 362
billion yen on certain deferred tax
assetsin the fourth quarter.

Since last month Sony has also been
targeted in cyber attacks involving the
theft of names, passwords and
addresses from more than 100 million
accounts on its PlayStation Network
and Sony Online Entertainment ser-
vices.

Sony said that despite the huge net
loss, its operating profit grew to 199.8
billion yen for the year to March, from
31.8 billion yen, and that it expects a
similar operating profit this year.

Sales would likely rise 4.4 percent to
7.5 trillion yen in the year that started
April 1, the company said.

"Sales are expected to increase year-
on-year, despite the negative impact of
the earthquake, primarily due to
higher sales in LCD televisions... and
higher sales in semiconductors," the
company said in a statement.

Sony's chief financial officer,
Masaru Kato, said at a Tokyo news
conference that, despite the antici-
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Japan's electronics giant Sony CFO Masaru Kato announces the company's financial result ended March 31 in Tokyo yesterday.

pated higher TV sales, he wasn't
expecting the sector to return to the
black anytime soon.

"We are not expecting to see profits
this fiscal year in the TV business. The

market environment is not so simple,”
he said, citing tough competition, high
panel costs and falling prices.

"Of course, there are the effects of
the disaster. But we just have to focus

on the basics. We have to cut fixed
costs, lower material costs, and pro-
duce attractive products that can com-
mand higher prices."

On Monday the electronics giant

said the impact of the March 11 quake
on sales was estimated at 22 billion
yen, while it expected to record 12
billion yen in charges related to idled
plants and insurance policy previsions.

In the latest blow, Sony shut down its
PlayStation Network and Qriocity
services on April 20 after it was hit by
hackers, and said it could not rule out
that millions of credit card numbers
may have been compromised.

The security break led CEO Howard
Stringer to apologise in a letter to cus-
tomers, saying the company was
"working with the FBI and other law
enforcement agencies around the
world to apprehend those responsi-
ble".

Earlier this week hackers attacked
Sony Ericsson's Canadian website,
affecting 2,000 users, while Sony sites
have also been hitin Thailand, Indone-
sia and Greece inrecent days.

Sony estimates that the initial data
breach will result in at least a $170
million hit in "currently known costs"
to operating profit this financial yearin
terms ofinsurance and damages.

Sony stock ended the trading day up
0.08 percent, before the results were
released, after falling slightly earlier in
the day.

Mizuho Securities senior analyst
Ryosuke Katsura said "the market is
concerned whether Sony can post
profits in the segment including TV,
digital cameras and semiconductors
amid the negative impacts of the
quake.

"But we expect the company s likely
to show performance that beats mar-
ket expectation mainly on its chip
business," Katsura told AFP.

"A possible downside risk is the
ongoing personal information leak
and hacking problem, if costs to cover
damages turn out to be bigger than
Sony currently expects."

"Sales are
expected to
Increase
year-on-year,
despite the
negative
impact of the
earthquake,
primarily due
to higher sales
in LCD
televisions
and higher
sales in semi-
conductors”



