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IS DEPRECIATION WARRANTED¢

OPEN SKY

The exchange
rate which
Bangladesh
Bank

determines

BIRU PAKSHA PAUL

F China can devalue

its currency, why

can't Bangladesh?
The answer lies in market
power which has
snatched substantial part
of the manoeuvring
capacity of the central
bank to manage the
exchange rate. The central
bank cannot take actions

now has been
largely
market-based
since May
2003,
although the
central bank
irons out
fluctuations to
maintain
stability in the
exchange rate
so that foreign
investors feel
confident
while
investing in
Bangladesh.

that go against market

signals. Nor can it change the long term value of
the currency by resorting to short term
opportunistic interventions of buying, selling, and
sterilisation in the foreign exchange market. The
market is cruel enough to recover the true value of
any asset, including currencies in the long run.

While Chinese and Indian currencies are
depreciating, there seems to be a pressure for the
taka to appreciate, especially since January 2012,
as shown in Figure 1, leading to a higher
exchange rate where the taka will be able to buy
more dollars and euros than before. In theory
this sounds interesting as the taka will become
stronger than it is now when compared to the
US dollar, but the results have been mixed. We
need to start from the concept of the exchange
rate to interpret these mixed impacts on exports
and imports owing to any move in the value of
our domestic currency.

Although there are two ways to define the
exchange rate, the best way to define it is to
determine the amount of the foreign currency that
one unit of the domestic currency can purchase.
Simply, the amount of the US dollar that Tk 1 can
buy is the exchange rate for Bangladesh. If we
need to spend Tk 80 to buy $1, the exchange rate
in Bangladesh will be 1 over 80, equalling 0.0125
as shown in Figure 1.

The benefit of defining the exchange rate this
way is to relate the term 'depreciation,’ with a fall,
and the term 'appreciation,” with a rise in the
number. Economists like Paul Krugman, Oliver

Blanchard, and Gregory Mankiw followed this, as
students find it to be a straightforward and

comfortable definition, while economist David
Romer followed the inverse style, which is often
confusing. Say tomorrow we need Tk 100 to buy
$1- this makes the exchange rate 1 over 100, i.e.
0.01, which is clearly a depreciation because 0.01
is less than 0.0125.

Having defined the exchange rate this way,
expectations have risen to see depreciation of our
taka in the backdrop of depreciation of the
Chinese yuan or the Indian rupee. If depreciation

erodes their purchasing power of foreign goods.
The best way to avoid criticism from either side
is to authorise the market to determine the
exchange rate based on the demand and supply
of the foreign currency. And the exchange rate
which Bangladesh Bank determines now has
been largely market-based since May 2003,
although the central bank irons out fluctuations
to maintain stability in the exchange rate so that
foreign investors feel confident while investing
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Figure 1: Foreign reserves and the exchange rate Source: Bangladesh Bank 2015

does take place, the domestic currency, taka,
becomes weaker before the dollar, making our
exports cheaper, therefore, leading to an increase
in foreign demand for Bangladeshi garments.
Thus, depreciation fuels export competitiveness
and that is why exporters often lobby for
depreciation.,

Importers, however, represent the other side
of the coin, and they dislike depreciation which

in Bangladesh.

We call this the 'managed float’, while the
Western world termed it the 'dirty float.' If the
supply of the dollar, for example, is greater than
its demand, excessive supply of the dollar will
reduce its price, making the taka stronger even
though the bank or the government has done
nothing to deliberately pump the value of the
taka. In another situation, if the euro loses its

Re-humanising death in the media

BY ANDREW EAGLE

T HIS writer firmly believes that
all deaths are equal, As such,
he confesses as a personal flaw
that, being an Australian living
Dhaka, it has taken the recent deaths
of Italian Cesare Tavella and Japanese
Hoshi Kunio for him to reconsider
how such deaths are reported. Like
all Bangladeshis, he is used to the
violent deaths to be found in any
day's broadsheet.

There can be no doubt that human
life is highly valued in Bangladesh. One
only needs to attend a funeral to
witness the devastation of grieving
friends and relatives. At times, this grief
is depicted in newspaper photographs
or shott, grief-stricken televised
statements by relatives, such as in the
case of the victims burnt to death by
petrol bombs earlier this year.

While the value of the media
publicising such moments of sheer
grief can rightly be questioned in
terms of needing to be balanced with
a family's right to grieve privately, all
too often this is the only chance
readership and viewership has to
better appreciate the humanness of
the tragedy:.

The uniqueness of the murdered
individual is almost never elaborated
upon, that uniqueness which makes
each of us irreplaceable. From the
moment their chests ceased to rise and
fall with breath, Tavella and Kunio
were reduced to a list a statistics:
nationality, occupation, age. A few
additional details filtered through:
NGO-worker Tavella had been in
Bangladesh for a few short months.
Kunio had a grass farm in Kaunia.

There is much more to know.

Bangladesh is not a usual choice
for either Italians or Japanese to live
and work. How did Tavella come to
decide to move to Dhaka, what were
his thoughts upon arriving, how was
he settling in, what did he think of
the food, culture and society? I'd be
interested in what he did before and
it'd be meaningful to know anecdotes

such as the often humorous
misunderstandings that are a part of
settling in any new country. Too, |
wonder about his opinions of Islam
and working in a Muslim-majority
nation, which likely run counter to the
intolerant views of his murderers.
With work colleagues in Dhaka, it
cannot be too difficult to uncover at

least some of what made him unique.

Such reporting could highlight his
value to Bangladesh by way of
specific contribution or simply in
contributing to Dhaka's wealth of
human diversity.

From a Bangladeshi perspective,
Kunio's life seems even more
intriguing. Did he speak Bangla? Did
he often spend an evening in a
teashop laughing with local friends
or was he bookish? He must've
known many people in Rangpur.

They must know what he thought of
the place, what it was that kept him
returning. Given he has a long
history with Bangladesh, it seems
likely his contribution, at the least in
building cultural bridges, 1s
substantial. And yet we don't know.
Some days following their deaths,
the two have sometimes even lost

when considering possibilities, it is
important not to lose sight of the fact
that two precious, individual lives
have been violently ended.

Too, in reports of reaction by the
government officials, there has been
little focus on condolences. Often I

have criticised Australia but one
thing the media there seems to do a

respect.

PHOTO: AFP

value against the US dollar, the taka automatically
becomes stronger against the euro, since we are
pegged to the US dollar. Both these incidents have
taken place recently, making the depreciation of
taka almost impossible.

The supply channels of the dollar are now
stronger than those the demand channels. We
have a $10 billion trade deficit and almost a $6
billion service deficit, our remittances amounting
$15 billion eventually help us land on the current
account deficit of more than $1 billion - less than
1 percent of the GDP and thus, easily manageable.
The dollar glut that we are facing is mainly
attributable to our burgeoning capital and
financial accounts, which have been net receivers
of billions of dollars in the recent past. Since our
domestic lending rate, close to 12 percent, seeins
very high to domestic investors, they have resorted
to London's lending rate close to 5 percent, and
thus have kept on borrowing foreign funds to
reach $5 billion. In addition, we have foreign
direct investments and trade credits.

These huge balances in capital and financial
accounts easily eclipse a meagre current
account deficit, ultimately ballooning the
overall balance in the balance of payment. The
overall balance has been between $4 to 5
billion in the last three fiscal years. And this
amount has been added to the previous year's
balance of international reserves, making it
healthier than before,

Figure 1 shows how our exchange rate has been
on an appreciating trend since January 2012 - a
timeline that marks the dawn of vigorous growth
in foreign reserves. A positive relationship
between them is obvious. This scenario makes the
taka stronger and exerts an appreciation stimulus
on the exchange rate. Mega infrastructural
investments and further liberalisation are needed
to check this appreciating pressure on our
currency. While India or China share different
scenarios, following their steps in depreciation
would be akin to going against the stream of
market forces and thus, is unwarranted.

The writer is chief economist of Bangladesh Bank.

country's journalists, I am not a
Japanese expert. But it only takes a
minute to discover on Google that in
Japan a surname comes first. Taking a
minute to clarify a man's correct
name would surely demonstrate

I feel that I still know nothing
about these two individuals. [ want

I feel that I still know
nothing about these
two individuals. I
want to know,
because the tragic
irony is that
reducing humans to
a list of basic facts is
not altogether
different, though of

course less extreme,
than what

fundamentalists do.

their names. They've become 'the two
foreigners’. While in newsprint there
are space constraints, is that entirely
necessary?

Then there comes speculation
about responsibility. While it is of
course valid to report on such issues,
at times it becomes so abstract that it
borders on offensive. After all, a
corpse is a corpse no matter whether
or not there is a conspiracy at work,
or if those responsible are home
grown or directed from abroad. Even

little better is to ensure that such
simple gestures of sympathy and co-
humanity take more central space.
When the Prime Minister expresses
sadness at the loss of life, she does it
on behalf of all Bangladeshis. It's
important, more important than the
subsequent speculation about who
might be responsible.

Then there is the question of the
Japanese name. In some reports he is
referred to as Hoshi Kunio; in others
he is Kunio Hoshi. Like most of the

to know, because the tragic irony is
that reducing humans to a list of
basic facts is not altogether different,
though of course less extreme, than
what fundamentalists do. It was
dehumanising the individual that
made them targets. The media could
better reflect the high value life holds
in Bangladeshi society. They could do
more to humanise reporting of
violent deaths.
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The writer is an English Instructor and Feature
Writer at The Dally Star:
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geometry that deals with spirals

ACROSS

1 Sugar trees

7 Stopped down

11 Getin

12 Song forone

13 Royal Servants
14 Vacation spot

15 Punctual

17 Game callers

20 Like four Sandy
Koufax games

23 Paris pal

24 Meet

26 California red, for short
27 Reverent wonder
28 Tack on

29 Octogenarian, e.g.
31 Free (of)

32 Equip anew

33 Orderto Fido

34 Nevertheless

37 Self-satisfied

39 Incense

43 Lacking color

44 Blade star

45 College study

46 Perfectly

CROSSWORD BY THOMAS JOSEPH .

BEETLE BAILEY

DOWN fic

HERE ARE MY

KEYS. I'LL BE
LEAVING IN
TWO HOLURS
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1 Spring month

2 Common verb

3 Old hand

4 Prom transports

5 Divisible by two

6 Dispatched

7 "1, Robot" writer

8 Become discouraged
9 Suffering

10 Sock part

16 Personal

17 Shaving need

18 Hirsch of "into the wild”®
19 Nitpick
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YESTERDAY'S ANSWER BARY BLUES

y | OFFICERS'
CLUB

by Mort Walker
HOW PID YOU GET HE THI Hh:ﬁ:-c’m
THE GENERAL'G CARZ PARKING IT !

by Kirkman & Scott

21 Nepal Neighbor
22 Frilly nightwear
24 Spiteful

25 Have debts

30 Burns a bit

33 Turkey neighbor
35 Sunset setting
36-- Domini

37 Spring site

38 Ruin

40 Fitting

41 "Golly!"

42 Language suffix
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THE CUTE ONE
1S BITING WIS
G\6TeER!




