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Growth: Can this bud

FAARIA TASIN

HE recent announcement of the

fiscal budget has triggered a wave of

opinions countrywide. Is the curios-
ity surrounding the budget necessary?
Absolutely. We know that for a developing
country like Bangladesh, fiscal policies may
tend to take precedence over monetary
since financial sectors are still developing.

Firstly, let us briefly take a look at some
of the figures presented this year. The
budget targets an acceleration of real GDP
growth to 7.3% (from 6.12%) and a fall
in inflation to 6% (from 7.5%). Some
have critiqued the enormous size of the
Tk. 2.5 trillion budget; However, a 15.9%
increase in spending may not be consid-
ered undue as nominal GDP growth rate
is targeted to be more than 13.49%; the
deficit level of 5% of GDP (excluding
grants) -- though increasing -- is still in
line with past budgets and debt
sustainability.

The real question now remains whether
Bangladesh can finally free itself and leap
to the 7% growth threshold. Many may
question the relevancy of this. A 6%
growth implies that the economy is
expanding nonetheless. However, for
Bangladesh it is more essential to increase
the growth rates especially to tackle the
problems of unemployment and poverty.
Each year, 1.8 million people enter the job
market, and without adequate expansion,
the economy would be unable to absorb
all the new people coming into the labour
force. Moreover, a rise in growth rate pro-
vides an opportunity for many people to
climb up the poverty line.

So what are the factors that are barring
us from attaining the desired growth year
after year? Let us rewind back to 1970s.
GDP of Bangladesh was at par with coun-
tries such as Korea, Indonesia, Malaysia
and Thailand. The annual average growth
rate (CAGR) for Bangladesh between 1990
and 2000 has been only 4.6% in contrast
to Korea (7.3%), Malaysia (7.9%); whilst
Indonesia ascended during the 2000s with
an average growth of 15%. High growth
rates are not magical, rather attainable
given the right policies.

[nvestment remains a crucial factor for
attaining high growth rates. In fiscal 2014,
proportion of investment to GDP in
Bangladesh was at 28.7%. In order to
attain 7.3% growth rate, the required
proportion of investment-GDP should be
34.3%. It would be a formidable task to
increase investment by 5.6 percentage
points over one year, especially since pri-
vate investment rates have been almost
stagnant over the last five years. For invest-
ment to grow, factors such as political
stability, energy, infrastructure and good
governance need to be present to boost
investors' sentiment.

As far as public investment is con-
cerned, further improvement in the man-
agement in ADP implementation is
required. According to a recent Asian
Development Bank portfolio review, half
of the project time elapses by the time
only 20% of the funds are released. This
mainly occurs due to poor project readi-
ness. In addition to procedural constrains,
inefficiency subsists in the planning cell of
executive agencies and line ministries.
Delays in procurement and recruitment of

consultants remain common in infrastruc-
ture projects. Resettlement and land
acquisition can delay project implementa-
tion by 2 to 2.5 years.

Foreign direct investment is an area
where Bangladesh has potential for
growth; In Fiscal 13, FDI inflow was $1.73
billion, compared to Vietnam ($7.4 bil-
lion) and India ($32.2 billion). FDI can
bring in new technology and management
know-how into the country.

Attaining a galloping growth rate of 8%
in the later years also requires investment
in human capital. Let us take a look at the
case of education and health. Between
fiscal 10 and fiscal 14, public allocation
for education was increased by 1.7 times.
Stripping away the effects of inflation, we
can see that it was raised by 1.3 times
only. Public spending on education as a
proportion of GDP has been hovering
around 2% whereas countries like
Vietnam, Malaysia and India are spending
6.3%, 5.9% and 3.3% respectively.
Proportion of public spending on health
has been on the wane: from 6.2% in fiscal
10, to 4.4% in fiscal 15. As the returns on
education and health may encompass a
time lag, investment in human capital
should be increased immediately in order
to reap the benefits in the near future,

Growth rates can be expected to
improve considerably in fiscal 2015 with
the help of political stability, robust
exports, remittances and global recovery.
Crossing the 7% growth rate threshold
remains the biggest challenge!

The writer is Head of Research, The Daily Star and can
be reached at faaria.ts@gmail.com
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The 'social entrepreneurship' conundrum

It is pertinent to
question whether
the people imple-
menting this
model have taken
into account 1its
likely implications
and whether they
believe it will
solve social prob-
lems rather than
create a debt-
ridden situation
of development
where the poor
remain continu-
ally stuck in their
cycles of poverty.
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HEN the idea of
microcredit first came to
the fore, it captured the

imagination of millions. Here was a
way to tie in business and develop-
ment together to finally put poverty in
a museum. As many put it, then, it was
one of the kinder faces of capitalism,
an ideal which has effectively left many
destitute and living in decrepit condi-
tions. And so it took the world by
storm and since then we have come a
long way. Microcredit now forms one
of the fundamental pillars of our
developing society and has been
praised the world over for providing
sustenance, mobilising the resources
of the extreme poor and empowering
women. It is not without its detractors,
who often say it is not enough to raise
the poor out of their conditions and is
just a temporary band-aid over a deep

wound. Still, the general census
remains that the world would have
been much worse off without
microcredit, whatever its drawbacks.
By 2013, 'the kinder face of capital-
ism' began to incorporate another
dimension to its features -- that of
social businesses. Grameen Bank's
new mantra, as stated by Dr. Yunus
himself, is to make sure that its bor-
rowers remind themselves, “We are not
job-seekers, we are job-givers.”
Grameen Bank's Nobin Udyokta (NUI)
or New Entrepreneurs programme
focuses on shifting the path of its bor-

rowers from traditional jobs to entre-
preneurship. The idea of social busi-
nesses puts their priority on tackling
and solving a problem rather than on
the profits of the business. According
to Dr. Yunus, “If someone can be per-
suaded to only keep 1% profit, they
can also be persuaded to keep 0%
profit.” The investor does not take any
dividend apart from the amount of
money he invested and stops taking
dividends once that amount has been
paid. In other words, it presents a per-
fect setting of altruistic utopia whereby
social development can thrive.
However, on closer viewing, there

appear to be several pitfalls in the idea
of a social business. The first one is this
-- the entrepreneur, the heartstring of
the business, the brains on whose
ideas the business is set, may have no
shares in his business. “He can be the
managing partner or a paid manager of
the business owned by the investor,”
says Dr. Yunus (The Daily Star, June
10). This means that even after the
investor has received his share of the
invested amount as dividend, he still
owns the business. But since the idea
of a social business is to make entre-
preneurs out of the people, the inves-
tor then sells his shares to the entrepre-
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neur to make him the principal owner
of his own business. In real terms, itis a
heavy burden for the person to pay
after having already paid the original
invested amount. It effectively means
that, in theory, there might be little or
no money left for the entrepreneur after
all his debts and shares are paid for.
What is more, the NU programme only
accepts those whose families already
have a borrowing history of at least
seven years from Grameen Bank. There
will already be a significant amount of
debt for the household. Is it wise to
push them into more debt?

And what of the investor? Social
business guidelines, according to Dr.
Yunus, dictate that the investor is enti-
tled to sell his shares at market value or
face value of the shares. If the investor
sells his shares at the market value, then
he cannot hold on to the extra earning
over the face value that he has received.
This amount has to be reinvested into
another social business or the same
business. This is perhaps the biggest
loophole in social business
programmes that will cause lending
firms such as Grameen Bank to rake in
millions in profit. The investor has
already by now recouped the original
loan through dividend and has now
also sold his shares and, with the extra
money he has received, he can dive into
another social business -- and the cycle
can go on and on following the princi-
ple of diminishing returns until Tk.1 of
investment has effectively turned into
Tk.1 lakh. In Grameen Bank's NLI
programine, the investor receives a 20%

share transfer fee over the face value of
the shares. Even if this is free from
increasing interest rates on loans, it
provides a loophole for a firm to make
exponential profit from a small original
sum. It is the perfect example of the
multiplier effect being put into use.

According to Dr. Yunus, Grameen
Bank plans to consolidate the NUI
programme by deepening its institu-
tional infrastructure. What are the
implications of this? For one, it stands
to create a generation of borrowers
who will stand to pay back exorbitant
amounts of money in order to own a
business that was their idea to begin
with. It stands to earn Grameen Bank a
lot of money and will resultin a further
widening of the income disparity
between the poor and the rich 1%. It
stands to create the illusion of cash
flow amongst the entrepreneurs who
might be mired in a deeper cycle of
poverty because of it.

At this point it is pertinent to ques-
tion whether the people implement-
ing this model have taken into account
its likely implications and whether
they believe it will solve social prob-
lems rather than create a debt-ridden
situation of development where the
poor remain continually stuck in their
cycles of poverty. As it stands, this
model falls in nicely with the ethos of
capitalism and it might just be that the
'kind face of capitalism' is really just a
mask hiding a reality of opportunism.

The writer is Editorial Assistant, The Daily Star.
(Views expressed are the writer's own.)
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