DHAKA MONDAY OCTOBER 7, 2013

OP-ED

The E_Haﬂu Star 7

When principles of democracy conflict

5. R, CLARKE
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HE national political situation currently remains at an

impasse. The opposition maintains that the general

election should be held under a caretaker government,
while the government maintains that this will not happen.
The High Court has decided that the caretaker government
system is unconstitutional. This impasse is at one level a clash
of interests; each side favours the situation that is more likely
to give it power. However, it is also possible to see the disagree-
ment as a conflict of principles, and it is important to identify
and explore these principles.

The principle underlying the caretaker system is the impor-
tance of free and fair elections. The government has said that
even without a caretaker government, the elections will be run
by the Election Commission. But this will be overseen
by the government, and elections held under it are
unlikely to be as neutral as they would be if run by a
caretaker system. Under that system, the government
steps down from power and an interim body takes over
the running of the election. Elections under a caretaker
system are more likely to be free and fair.

What is the principle underlying the resistance to the
caretaker system? The Court's reasoning was that the
constitution rules out having an unelected government;
the caretaker government would be appointed rather
than elected, and so would be unconstitutional. So the
underlying concern here can be called the principle of
'no unelected government.’

The principle of free and fair elections favours the
caretaker system while the principle of no unelected
government favours the government staying in power
during the election period. Which of the two principles
is more important? Both are fundamentally democratic
and it seems difficult to determine which should pre-
vail. Perhaps it is just a matter of political outlook and
simply choosing which one you like the best. However, we can
try to decide between them by examining the deeper values of
democracy. If we examine what the meaning and purpose of
democracy is, we may have some guidance on which principle
should prevail.

The history of political thought and experience furnishes us
with two main rationales for democracy. The first is that democ-
racy is the best political system for protecting and promoting the
interests of the people. Non-democracies do not do a good job
of this. Benevolent dictatorship is possible in theory, but seldom
works in practice. Venice in the fourteenth century is sometimes
cited as an example of undemocratic rule which actually did

promote the interests of all the people, but against this are all the
examples of dictatorships throughout history and in the present
which have been brutal and corrupt.

Democracy protects the interests of the people in several
ways. When the people have a say in political rule, informa-
tion about their interests is fed through to decision-makers.
Also, the people are able to veto any regimes that are acting
against their interests. Amartya Sen has argued, for example,
that famines are less likely to occur in democracies because
popular opinion forces government, through the threat of the
ballot box, to respond promptly to such emergencies.

Can this rationale for democracy -- protection of the peo-
ple's interests -- help us adjudicate between the two conflicting
principles? Free and fair elections are essential for protecting
the interests of the people. Without free and fair elections, the
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parliament that is formed will not be representative of the
people. Instead, it will be skewed towards one sector of society.
If so, then the parliamentary mechanism will not adequately
respond to information about people's interests, or to public
opinion which expresses those interests.

Consider the other principle. While there is the danger that
an unelected caretaker government could ignore the people's
interests, the period of that system will only be short, so there
will only be a brief interruption. Moreover, it is not as though
the unelected caretaker government would be completely free
of the control of the current democratically elected govern-
ment. Any temptation it may have towards dictatorship
(which is very unlikely) can be reined in. So promoting the

interests of the people favours the principle of free and fair
elections over the principle of no unelected government (at
least, assuming the unelected government is temporary and
limited).

Protecting and promoting the interests of the people is not
the only function or purpose of democracy. A second main
rationale for democracy is the intrinsic value of collective self-
rule. Even if the first rationale does not hold and democracy
does not protect and promote the people's interest (say because
the people are poor judges of their own interests) there is some-
thing to be valued about the people ruling themselves. Itisin the
nature of freedom and autonomy that we be free to make our
own decisions even if sometimes those decisions are mistaken
or misguided. Democracy enables people to exercise this collec-
tive self-rule. They decide for themselves what laws and policies
they live under, rather than having laws and policies
imposed upon them by somebody else.

This was the contention of Jean-Jacques Rousseau in
his great political work The Social Contract (1762), a
work that helped inspire the French Revolution. Under
democracy, he argued, people live according to laws that
derive from the general will of all, rather than from a
monarch, an elite group, or a foreign ruler. By doing so,
each person achieves “moral liberty which alone makes
him truly master of himself; for the mere impulse of
appetite is slavery, while obedience to a law we prescribe
to ourselves is liberty.” It is liberty in the sense of collec-
tive self-rule, which is possible only under democracy.

Let us see now what the value of collective self-rule
can tell us about the clash of principles so far discussed.
Free and fair elections are essential for a nation to
achieve collective self-rule. If elections are biased, then
parliament will not represent the general will of the
people. Instead of the people as a whole giving rules to
themselves, one sector of society would be unfairly
imposing its own will on the rest.

An unelected caretaker government would also mean a
suspension of the general will, but again it would be for a
short-term period only. Moreover, the temporary suspension
is necessary for collective self-rule to prevail in the long run.
That goal requires free and fair elections and if the only way of
achieving them is to have a temporary suspension of the
elected government, then that is a price worth paying.

Hence, both rationales for democracy point us to the same
conclusion. The principle of no unelected government should
be subordinate to the principle of free and fair elections.

The writer is Assistant Professor at Asian University for Women, Chittagong.

Open new banks or go for merger?

MD. MIZANUR RAHMAN

T might be difficult to say whether it is the time to open

new seven banks in the Bangladeshi banking sector or go

for merger. Before answering the said question let us look
at the challenges facing the banking industry, and the benefits
of merger to see if it can overcome the challenges.

The banking industry has grown manifold over the years,
making double-digit profit percentages, sustaining growth
and surviving with competition while providing attractive
returns to shareholders. However, the greed for more without
appropriate platform and fundamentals brings its own chal-
lenges and questions in people's minds. The image of this
sector has also been tarnished by several stories released in the
media.

Usually, competition in any sector brings positive develop-
ment but excessive competition also encourages malpractice. In
comparison to the size of the Bangladesh economy, 53 banks
are definitely too many. It is obvious that a significant percent-
age of people in the country are still un-banked so, to bring
them into the banking channel, banking services have to be
expanded. But this could have been done by increasing the
number of branches of existing banks rather than opening new
banks. Because new banks start their services in the urban areas,
branches of all banks are concentrated in some particular areas
and compete with each other. So, the rural areas do not receive
their services. There is also competition from non-bank finan-
cial institutions (NBFI) and micro finance institutions (MFI).

Under this unhealthy competitive environment regulators
and customers are also pitted one against the other, making
the situation extremely difficult. Because of this unhealthy
competition, interest rate of deposit goes up sharply and,
consequently, investment interest rate also goes up, which
resulted in reduction of investment in the country.

This unhealthy competition in the banking industry hit the
country's capital market as the shortage of equity and deposit
forces bank owners to raise funds from the capital market. In
addition, this situation can force them to make their position
risky through overexposure to the volatile capital market
through proprietary trading and position taking in order to
maintain profitability.

Shortage of efficient manpower is also a key problem in the
banking sector. Because, academic institutions fail to supply
enough quality banking professionals, people having no
academic background in banking or finance are holding the
key chairs in the leading banks, especially in the state-run
banks. The government's policies and the emerging economic
challenges have caused troubles for the sector since we don't
have efficient people to face the problems.

This shortage of skilled human resources also hampers
creation and launching of new innovative products, which

results in reduced efficiency and productivity of the banks. A
report of 2012 on financial ability of the banking sector shows
that banks earn only 60 paisa against Tk. 100 taka assets, while
it was Tk.1.30 last year. On the other hand, income was
Tk.7.80 against Tk.100 taka equity, which was Tk.14.30 taka
last year. In 2012, the net profit of the banking sector was only
Tk.4,466 crore while it was Tk.9,121 crore in 2011. In June
2013, the profit situation is worse than any recent past year.
Most banks' share prices in the stock market are close to book
value, and prices of at least three of them have even gone
below the book value.

The recent scams in the state-run banks and also some
private banks have exposed the sector to risk. But the number
of banks is increasing without having enough professionals to
manage the sector efficiently.

Therefore, the question is whether this was the time to open
7 more new banks, or to merge some banks.

Bank merger means uniting two banks to form a new bank.
After the merger, the separately owned banks become jointly
owned and obtain a new single identity. When two banks
merge, stocks of both are surrendered and new stocks in the
name of the new bank are issued.

There are many reasons behind mergers and takeovers. For
instance, a particular bank is very good at administration
while some other bank is good at marketing strategies or in
operations. If the expertise of both are amalgamated, it pro-
duces synergy. A new bank is formed in the process, which has
a potential much higher and superior to what the individual
companies previously had.

The specific gains in mergers are the following:

Mergers generate greater value: It is expected that the
shareholder value of a bank after merger would be greater
than the sum of the shareholder values of the parent banks.
Mergers generally succeed in generating cost efficiency
through the implementation of economies of scale.

Mergers generate tax gains: Merger also leads to tax gains
and can even lead to revenue enhancement through market
share gain. Companies go for mergers because the joint bank
will be able to generate more value than the separate banks.
When a bank buys out another, it expects that the newly gener-
ated shareholder value will be higher than the value of the
sum of the shares of the two separate banks.

Mergers can rescue the banks in tough times: Merger can
prove to be really beneficial to the banks when they are weath-
ering the tough times. If a bank, which has a strong market
presence, buys out the weak firm, then a more competitive and
cost efficient bank can be generated. Here, the target bank
benefits as it gets out of the difficult situation and after being
acquired by the large firm, the joint bank accumulates larger
market share,

Gaining cost efficiency: A merger is able to create econo-
mies of scale which in turn generates cost efficiency. As the two
firms form a new and bigger bank, the productionis doneona
much larger scale, and when the output production increases
there are strong chances that the cost of production per unit of
output is reduced.

Merger cut down expenses and increase revenues. It hap-
pens when a bank is not self-sufficient enough to operate on
its own. Hindrances may be in the form of insufficient invest-
ment capacity, or excessive competition due to which the bank
is not able to keep pace with other companies. Under such
circumstances, the subsidiaries may merge with the parent
bank for better output.

Mergers may seem to be beneficial, resulting in the amal-
gamation of two conglomerates. They have been found to lead
to cost cuts and increased revenues.

However, merger failures are not uncommon. These failures
may harm the companies, tarnish their credibility in the market,
and ruin the confidence of their shareholders. Studies reveal
that significant percentages of mergers prove to be disappoint-
ing. The reason is that their value in the stock market declines.
Although it is believed that when two companies merge the
combined output will increase the productivity of the merged
companies. However, this increase in productivity does not
always materialise.

There are several reasons for merger failure. Some of the
prominent causes are summarised below:

If a merger is planned depending on the (bullish) condi-
tions prevailing in the stock market, it may be risky.

There are times when a merger may be effected for the pur-
pose of seeking glory, rather than viewing it as a corporate
strategy to fulfill the needs of the bank. Regardless of the
organisational goal, these top level executives are more inter-
ested in satisfying their “executive ego.”

In addition to the above, failure may also occur if a merger
takes place as a defensive measure to neutralise the adverse
effects of globalisation and a dynamic corporate environment.

Failures may result if the two unifying banks embrace dif-
ferent “corporate cultures.”

Still there are many examples of mergers that have boosted
the performance of a bank and addressed the well-being of its
shareholders. The primary issue to focus on is how realistic the
goals of the prospective merger are.

Although studies show that not all mergers were successful,
policy makers and regulators should think whether it is time
for opening new banks in Bangladesh or go for merger. But to
me, it is obvious that the Bangladeshi banking sector is over-
crowded, which results in unhealthy competition.
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AMRAN HOSSAIN

Saving the
RMG sector

TARIQ SADAT

HE ready-made garments (RMG) sector in

Bangladesh is at a crossroads. The long

term sustainability of the sector can be
called into question. It has now become
extremely important to take immediate measures
to safeguard the sector that makes a most vital con-
tribution to the economy of Bangladesh.

There is a need to overhaul the entire industry,
its structure as well as the way it functions. How
can this be achieved? Well, here is one way.

In industrialised economies, large companies
listed on the stock market encourage employees
to purchase company shares through offering
employee discounts on share purchase. The
employees are free to sell off their shares almost
anytime. So the employees are also small owners of
the large companies they work for.

The ownership of RMG companies can be
diluted to a small extent (10-20% or more) so
that the RMG workers can collectively seek sec-
ondary ownership of their companies through
contributing a small fraction of their wages to
build what can be called secondary owner's equity.
The companies need not be floated on the stock
market. Instead of handing out to workers the total
sum of the agreed wage, which is the subject of the
current dispute in the RMG sector, a small fraction of
the wage, say, Tk.100-200, or more, each month, can
be held by the company as secondary owner's
equity. This is expected to give the primary company
owners access to sufficient funds to improve the
safety as well as working conditions of the compa-

nies. An agreed fraction of the company's annual
profit will be transferred to the secondary owner's
equity. So at the end of the year, each worker's equity
value will not only accumulate but also grow larger
through addition of annual profit shares. Also the
workers will be able to legally withdraw or access
their equity contributions anytime, similar to a

share sell-off.
The above arrangement can leave room for

negotiation in relation to determining the mini-
mum wage of RMG workers. However, a few ques-
tions come to mind. Will the arrangement work?
Will it be transparent? Is secondary ownership
sufficient to address workers' rights or safety con-
cerns? Will the primary owners agree to implement
such an arrangement?

Instead of significantly raising the ceiling of
minimum salary handouts, the workers can be
encouraged to leave the money with the company
as equity investments, and can be told that they
can access the money anytime they need, but the
longer they leave the money with the company, the
higher it will grow as it accumulates over time and as
the profit share accumulates as well. With this
arrangement, the primary company owners will be
able to use the equity funds that otherwise would
have gone into the workers’ hands.

Transparency can be increased through deter-
mining and negotiating each year's profit share
that will add to the secondary owner's equity. It is
not a provident fund. The equity stays with the
company and can be used for the company's devel-
opment and growth. As secondary equity holders,
the workers can negotiate with the primary owners
regarding the use of the equity funds. Such uses may
include employee welfare funding, workplace injury
cover etc., or even expansion of the company that
will facilitate growth of business as well as employ-
ment.

An arrangement like the above can benefit
both the owners of factories and the workers, and
can safeguard the RMG sector from the current
turmoil if implemented through appropriate
policy dialogues.
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Each day the code letters

by Mort Walker
QUOTABLE

AXYDLBAAXR BEETLE BAILY
is LONGFELLOW
One letter stands for EEEU%AL%Er{:"E}i;yS;T
..anc-ther: In this sampllr:, A LIKE YOU! BIG, FAT
is used for the three L's, X AND FLU ',:[:'-,/_f

the words are all hints.

are different.

HEY, BEETLE! THAT
CLOUD LOOKS JUST
LIKE You!
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