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MID the ongoing episodes of
political and social unease in
angladesh, a piece of good

economic news is the improvement
in the balance of payments. The
memory of the sharp decline in
reserves and a substantial deprecia-
tion of the taka during January 2011
to February 2012 is still fresh in the
minds of investors and citizens. So
the improvement in the balance of
payments, reflected in rising
reserves and appreciation of the
taka, must be welcome news. What
explains this positive outturn? How
sustainable is this development?
What are the implications for policy
management? These questions have
emerged in several conversations
with business, researchers and
journalists. Given this interest, I am
providing my views for the broader
audience.

[ will first explain what factors
have caused this positive develop-
ment in the balance of payments.

First, a major policy improve-
ment that has supported this result
is the much-needed correction in
the monetary policy. We are all
acutely aware of the negative effects
of loose monetary policy of FY10
and FY11 in terms of fuelling infla-
tion, contributing to an asset price
bubble, and creating excess
demand pressure on the balance of
payments during FY11-FY12. The
monetary policy correction since
the second half of FY12 has contrib-
uted to lowering inflation, reducing
the pressure on asset prices and
eliminating the excess demand
pressure on the balance of pay-
ments in the first half of FY13. This
is a testimony to the fact that proper
conduct of monetary policy is
essential for inflation control,
exchange rate management and
stabilising asset prices.

A second factor is the modest
recovery of exports, growing by an
average of 7 percent during July-
December in 2012 over the same
period in 2011. This is somewhat
higher than the growth in exports in
the full FY12 (6 percent). The recov-
ery in exports is led by garments
and jute goods, but there is a down-
turn in food products, tea, raw jute,
leather and chemicals.

A third factor is the remarkable

performance of remittances. If pres-
ent trends continue, Bangladesh
will register a record increase in
remittances in FY13 exceeding $14
billion.

A fourth factor, and perhaps most
significant, is the slump in imports.
Total imports in the first half of
FY13 are lower by 8.2 percent in
nominal dollars as compared with
an expansion of 17 percent in the
first half of FY12. The decline in
imports is broad based, although
consumer goods are down relatively
more. This import outcome pro-
vides a mixed signal. In particular,
the fall in intermediate and capital
imports might be symptomatic of a
sluggish investment climate and an
associated slowdown in GDP
growth.

A fifth factor is the surprisingly
sharp improvement in net capital
inflows. Both public and private net
inflows gained momentum in the
first half of FY13. While a fuller anal-
ysis of this development is neces-
sary before making any conclusive
statements, a priori a part of the
explanation might lie in the slow-
down of private capital outflows as
happened in FY11 and FY12. The
correction of monetary policy and
the associated reduction in the
demand for dollars is likely to have
played an important role. Another
supporting factor is the more liberal
stance of the Bangladesh Bank on
foreign private borrowing. On the
whole, the substantial improvement
in the capital account is a major
positive development which, if
sustained, will have a beneficial
effect on investment and growth in
Bangladesh.

How sustainable is this improve-
ment in the balance of payments?
On the export side, while the recov-
ery of commodity exports is wel-
come, it mostly came from gar-
ments while many export items
registered negative growth. Asa
result, the share of garment exports
in total commodity exports grew
even further. Although Bangladesh
has good prospects for further
expansion in garment exports, the
inability to meaningfully broaden
the export base continues to chal-
lenge policy and presents a serious
long-term downside risk. Addition-
ally, there are immediate issues
relating to labour safety in garment

that pose significant risks to the
sector and must be managed force-
fully. Detailed analysis of the con-
straints to export diversification
suggests that the anti-export bias of
the trade policy is a serious con-
cern. This needs to be addressed
sooner than later. The poor state of
infrastructure is yet another con-
straint on export diversification.

Regarding services exports, the
continued expansion of remittance
earnings is welcome. The recovery
of investment and growth in the
Middle East and strong oil prices
suggest that this source of earnings
will remain strong in the coming
years. The improvement in banking
services and the flexible manage-
ment of the exchange rate are addi-
tional supporting factors for the
continued growth of remittance
earnings.

The developments on the import
front send mixed signals. The reduc-
tion in the demand for imports
from the unsustainable expansion
pace of the past three years is a
positive development, partly sup-
ported by the correction in mone-
tary policy. But the broad-based
decline in imports, particularly
capital imports and raw materials,
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Bangladesh has seen a modest recovery of exports growing by an average of 7 percent year on year in July-December.

1s worrisome. Investment data show
that the investment rate has been
basically flat at the 24-25 percent of
GDP for the past 4-5 years. This is
not good news for the country
because without acceleration in the
investment rate the projected
growth of the economy and exports
in the Sixth Plan will not happen.

It is tempting to blame this slug-
gish investment performance on
the monetary policy correction. A
review of the evidence clearly shows
that this is misleading. There is no
shortage of domestic liquidity for
investment. Private credit is
expanding at a healthy rate of 18-20
percent, The reason why the invest-
ment rate is flat is largely because of
the government's inability to imple-
ment its infrastructure development
programme in the power and trans-
port sectors. Availability of land is
another constraint. The scarcity of
skills is a third constraint. Low for-
eign direct investment that brings
new technology, know-how and
global market penetration is a
fourth factor. These binding con-
straints on the expansion of the
investment rate have nothing to do
with monetary policy.

The upshot of all this is that
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when these binding constraints are
addressed import demand will go
up significantly. So, the short-term
increase in reserves partly based on
depressed import levels is no cause
for celebration.

Finally, the sustainability of the
improvement in capital account
needs further review and analysis.
Some of the improvements in the
capital account emerging from
corrective monetary policy and
supportive foreign private borrow-
ing policy will likely sustain if these
policies are preserved. But Bangla-
desh does not have a well articu-
lated foreign borrowing strategy.
FDI flows remain very low. The
investment climate for both domes-
tic and foreign investments remains
worrisome. Without noticeable
policy improvements in these areas,
the sustainability of the improve-
ment in the capital account is
doubttul.

The policy implications going
forward emerge clearly from the
above analysis.

First, the prudent management
of the monetary policy since early
2012 must be sustained. This will be
a challenge in an election year,
especially if fiscal policy is too
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expansive.

Second, the policies for diversifi-
cation of exports must begin to be
addressed. The finance ministry
needs to find other sources of reve-
nue (income tax, value added tax,
property tax) rather than rely on
trade taxes that distort investment
decisions in favour of domestic
activities and against exports. In the
past, a balanced exchange rate
management that avoids an appre-
ciation of the real exchange rate has
supported the growth of exports. So,
the appreciation of the real
exchange rate in recent months
needs to be averted to avoid hurting
exports.

Third, evidence suggests that
infrastructure constraints are a
binding constraint on private
investment in general and manu-
facturing investments and exports
in particular. So, the easing of the
infrastructure constraints will also
support export diversification. This
will require a carefully developed
foreign borrowing strategy; finding
pragmatic ways to implement the
public-private partnership arrange-
ments for infrastructure; moving to
a system of turn-key contracts for
large infrastructure projects; devel-
oping a social contract by which any
government in power comimits to
ensure corruption-free procure-
ment of at least all large public
projects; and strengthening the
project implementation capacity of
the public sector.

Finally, the government must
take some policy actions to improve
the investment climate for domestic
and foreign investment. In addition
to the focus on infrastructure noted
above, much more attention needs
to be given to land procurement.
The export processing zone and
industrial park initiatives are good
ideas but need to be managed well
with participation by stakeholders,
primarily FDI investors and con-
cerned business chambers. Lessons
of positive experiences from China,
Malaysia and Korea might be very
helptul. The EPZs and IPs are best
done by the private sector with the
government playing a supportive
enabling role.

The author is vice chairman of Policy
Research Institute of Bangladesh. He can be
reached at sahmed1952@live.com.
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RESIDENT Barack Obama's State of the Union
Pspeech this week confirmed it: The pre-eminent

political and economic challenge in the indus-
trialised democracies is how to make capitalism work

for the middle class.

There 1s nothing mysterious about that. The most
important fact about the United States in this century is
that middle-class incomes are stagnating. The financial
crisis has revealed an equally stark structural problem

in much of Europe.

Even in a relatively prosperous age -- for all of
today's woes, we have left behind the dark, satanic mills
and workhouses of the 19th century -- this decline of
the middle class is more than an economic issue. It is
also a political one. The main point of democracy is to
deliver positive results for the majority.

All of which is why understanding what is happening
to the middle class is urgently important. There is no
better place to start than by talking to David Autor, an
economics professor at the Massachusetts Institute of
Technology. Autor is one of the leading students of the
most striking trend bedeviling the middle class: the
polarisation of the job market. That is a nice way of
saying the economy is being cleaved into high-paying
jobs at the top and low-paying jobs at the bottom, while
the middle-skill and middle-wage jobs that used to
form society's backbone are being hollowed out.
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middle class

did hollow out those essential jobs in the middle.

The big surprise, at least for believers (like me) in the
classic liberal economic view that trade benefits both
parties, is the strong and negative impact of globaliza-
tion on US workers -- Autor estimates it accounts for 15

to 20 percent of jobs lost.

“The rise of China was such a huge change. It really
did matter,” Autor said. "First, China is such a huge
country. Two, China was 40 or 50 years behind in tech-
nology, so it had a lot of catching up to do. Third, it

happened so fast.”

What is striking, and frightening, is the extent to
which, at least in the US-China trade relationship, the
knee-jerk, populist fears intellectuals tend to deride

actually turned out to be true.

“US-China trade is almost a one-way street. This
trade relationship doesn't clearly give you the benefit
that you can sell a lot of stuff to your trade partner,”
Dorn said. “If you talk to someone who is somehow
involved in the promotion of free trade, they may say
that maybe the headquarters of Apple benefits. That
may be true. But the first-order effect is of job loss.”

The impact of technology is more familiar. Autor,
Dorn and Hanson found that it did not create fewer
jobs overall, but it did hollow out the jobs in the middle.

“Technology has really changed the distribution of
occupation. That doesn't necessarily go hand in hand
with reduced unemployment, but it creates a more
bimodal set of opportunities,” Autor said. “There is an

Telenor India unit
to shut Mumbai
operations

ELENOR'S India unit said on Saturday it
would close down its mobile phone ser-

vices in Mumbai zone immediately after a

But when [ asked him this week what had gone wrong
for the US middle class, he gave a different answer: “The
main problem is we've just had a decade of incredibly
anaemic employment growth. All of a sudden, around
2000 and 2001, things just slowed down.”

Academics can usually be counted on to have a con-
fident explanation for everything. That is why I was
surprised and impressed by Autor's answer when [
asked him where the jobs had gone. “No one really
understands why that is the case,” he said.

It was a winningly modest reply. But work by Autor
and two colleagues -- David Dorn, a visiting professor
at Harvard, and Gordon Hanson of the University of
California, San Diego -- is starting to untangle the two
forces that both the conventional wisdom and the acad-
emy agree are probably responsible for a lot of what is
happening to the middle class.

Those forces are technological change and trade. The

AFP

President Barack Obama arrives at Palm Beach
International Airport on Friday in Florida.

easy assumption is that the two go together. After all,
trade needs technology -- it is hard to imagine
outsourcing without the Internet, sophisticated logistics
systems and jet travel. Technology is dependent on trade,
too: The opportunity for global scale is one reason tech-
nological innovation has yielded such outsize rewards.

But in a careful study of local labour markets in the United
States, Autor, Dorn and Hanson have found that trade and
technology had very different consequences for jobs.

“We were surprised at how distinct the two were,”
Autor said. “We found that the trade shock had a very
measurable impact on the employment rate. Technology
led to job polarization, but its employment effect was
minimal.” Trade, at least in the short term, really did ship
jobs overseas. Technology did not kill jobs per se, but it

abundance of work to do in food service and there is an
abundance of work in finance, but there are fewer mid-
dle-wage, middle-income jobs.”

What is challenging about both of these trends, and
what makes the hollowing out of the middle class a
political problem as well as an economic one, is how
different they look depending on whether you own a
company or work for one.

Shipping middle-class jobs to China, or hollowing
them out with machines, is a win for smart managers
and their shareholders. We call the result higher pro-
ductivity. But, looked at through the lens of middle-
class jobs, it is a loss. That profound difference is why
politics in the rich democracies are so polarised right
now. Capitalism and democracy are at cross-purposes,
and no one yet has a clear plan for reconciling them.

Chrystia Freeland is the editor of Thomson Reuters Digital.

court ordered that carriers whose permits were
revoked and did not win fresh rights to airwaves
must stop services.

Telenor's permits in 22 zones were among
those ordered to be revoked by India's supreme
court last year after a massive scandal over the
grant of cellular licences in a 2008 sale.

Telenor won rights to airwaves in six of those
zones in an auction in November and has said it
might decide to bid for spectrum in Mumbai
zone in an auction due in March.

"Unfortunately, we have no choice now but to
follow the court's order and close down our
network immediately,” Sigve Brekke, managing
director of Telenor's India operations, said in a
statement.

The Telenor unit had 1.8 million customers in
Mumbai as of December.




