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What is needed for sustaining
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know from growth accounting
that GDP growth can be broken
into growth in the labour force and
growth in labour productivity. Growth in the
labour force is largely determined by the stage
of demographic transition, the labour force
participation rate and net immigration.

Growth in labour productivity comes from
improvement in the quality of the labour force
(human capital formation thru education and
skills development), increase in capital per
worker and increase in the overall efficiency
of production (often called TFP, total factor
productivity). Technological progress and
improvement in resource allocation between
sectors underpin TFP growth.

The empirical literature on economic
growth is vast and diverse. Yet, in developing
countries, there always is a disconnect
between academic interests and the needs of
policy practitioners. The focus of the literature
on the very long run and on the incentives for
expanding the technological frontiers is not
as exciting as insights on accelerating short-to
medium-term growth by catching up with
already known innovations.

A very readable piece in February 2018
on The Financial Express titled “Why
investment and productivity is key to India’s
GDP growth” by Samiran Chakraborty, chief
economist of Citigroup, analyses annual
growth data in a panel of 26 developed and
developing countries from 1950 onwards.

This piece identifies threshold levels of
growth in labour productivity, investment
and TFP as the key drivers in most cases
of sustained high growth. The exercise is
extremely useful for putting into context the
growth aspirations of an emerging economy
like Bangladesh.

It helps get a sense of what would it take
to accelerate and sustain growth to levels
such as 8 percent plus, as envisaged in the
government's Medium-Term Macroeconomic
Policy Statement 2019-20 to 2021.

Labour productivity growth was more
than 6 percent in 75 percent of cases where
GDP growth exceeded 8 percent. Labour
productivity growth below 6 percent keeps
GDP growth below 8 percent. Note that
labour productivity shortfalls explain 80
percent or more the per capita GDP gap
with the United States (US) for most Asian
countries.

Growth of per-worker GDP in Asia
outstripped that in the US, allowing catch-
up. The low-income countries experienced a
labour productivity growth spurt in 2010-
2015. Mongolia achieved the fastest labour
productivity growth of 7.7 percent on average
per year, followed by China’s 7.2 percent,
the Lao PDR’s 6.9 percent, Sri Lanka’s 5.7
percent, India’s 5 percent, and Cambodia’s
4.9 percent, according to APO Productivity
Databook 2017.

Labour productivity growth in Bangladesh
approached 6 percent only in 2018. [t was

below 4 percent as recently as 2013 and
varied between 5 to 6 percent during 2016-18.

Growth in labour productivity depends on
capital deepening and growth in total factor
productivity. An 8 percent GDP growth rate
was associated with more than 10 percent
growth in investment in that year in 45
percent of the panel data points analysed
by Samiron. If investment growth is even
slightly lower, say between 8 and 10 percent,
the possibility of 8 percent GDP growth falls
dramatically.

Net investment increases the physical
capital stock, thus resulting in a high
correlation between long run economic
growth and high rate of net investment.
Japan, South Korea, China, Indonesia,
Vietnam and Singapore managed to have 10
plus percent annual investment growth for
decades.

India struggled between 5 to 8 percent
annual investment growth between 1950 and
2003 when GDP growth ranged between 3
to 7 percent. Investment growth averaged 11
percent during 2005 to 2011 taking Indian
GDP growth to 8 plus percent before it
slowed again to below 7 percent after 2011
when investment started moderating.

Investment growth in Bangladesh exceeded
10 percent on an annual basis only in 2018.
There is statistically significant correlation
between the five-year moving average growth
rate of real investment and the GDP growth
rate in Bangladesh.

TFP growth comes from technological
upgradation and improvement in resource
allocation between different sectors of the
economy. In Samiron’s sample, 60 percent of
economies experiencing more than 8 percent
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GDP growth had TFP growth of 3 percent or
more. Anything less was associated with GDP
growth ranging between 3 to 7 percent.

A recent survey by the General Economics
Division finds around 1 percent TFP growth
in Bangladesh historically, well behind India,
China and Vietnam.

Low production efficiency has been a
major drag on growth in Bangladesh. Capital
per worker (in real terms) in the large and

annually while that in micro and small
enterprises increased 2.6 percent between

Manufacturing Establishments 2019), but

trajectory of TFP growth.

medium establishments increased 9.9 percent

2013 and 2019 (according to BBS Survey of
this apparently had no impact on raising the
In India labour intensive growth until the

1980s gave way to a more capital-intensive
growth with TFP sharing the burden. Resource

misallocation resulting from distortions in
the policy environment can perhaps explain
why this was not the case in Bangladesh, but
that is a story for another day.

What drives production efficiency?
Samiron’s piece misses a crucial piece of the
puzzle by not paying any attention to the
relation between trade and growth. Sustained
positive economic growth has often been
accompanied by even faster growth in global
trade in most high growth countries most of
the time.

Country-level data from the last half
century shows countries with higher rates
of GDP growth also tend to have higher
rates of growth in trade as a share of output.
Competition, economies of scale and
learning and innovation are among the
potential growth-enhancing factors that come
from greater global economic integration.

Firms failing to adopt new technologies
are more likely to fail; firms exporting to the
world face larger demand, enabling them to
operate at larger scales where the cost per unit
of product is lower; and firms that trade gain
more experience and exposure to upgrade
technologies and industry standards from
foreign competitors.

The World Bank’s Commission on Growth
and Development in 2008 provided a
cautious assessment of how exports should
be promoted while underlining its role as a
critical ingredient of high growth.

Governments look for ways to diversify
exports and generate productive jobs in new
industries. Experience shows these efforts
should be subject to certain disciplines. They
must be temporary, because the problems
they are designed to overcome are not
permanent; they should be abandoned

high growth in Bangladesh?
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Garment workers are seen going to their workplace in Savar, Dhaka. Labour productivity growth in Bangladesh approached 6 percent only
in 2018, which was below 4 percent in 2013 and varied between 5 to 6 percent during 2016-18.

quickly if an export industry cannot keep
going without them; and they should remain
as neutral as possible about which exports.
Also, export promotion without supportive
ingredients such as health, education,
infrastructure and predictable regulation
cannot take the economy too far ahead.

Evidence on growth convergence provides
a strong basis for hoping that Bangladesh will
grow faster in the days to come. In Samiron’s
sample, countries with 8 plus percent GDP
growth had less than 5,000 in purchasing
power parity (PPP) adjusted dollars per
capita income in 33 percent of the cases with
another 28 percent below 10,000 PPP dollars.

This implies Bangladesh can have strong
growth to reach upper middle-income status
by mid-2030s. It's per capita GDP of around
3,900 in PPP adjusted dollars is well below
the threshold beyond which sustaining high
growth becomes very difficult.

However, convergence is not like a natural
law that always applies to all countries.

The number of low per capita income
economies stuck in a low-level growth trap
is not insignificant. Bangladesh is still short
of meeting the thresholds for sustained 8
percent plus GDP growth on all three fronts:
labour productivity growth, investment
growth and TFP growth.

The World Bank's South Asia Economic
Focus (April 2019) found Bangladesh's
potential exports are 2.3 to 2.7 times larger
than the actual. It is therefore vulnerable
to the perils of being trapped unless it
corrects resource misallocation and balances
tangible capital accumulation with skills and
innovation.

The author is an economist.

Anti-discrimination act a must to secure
rights of marginalised communities
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government to pass an ‘Anti-

Discrimination Act’ to ensure
the right-based development of the
plainland indigenous, Dalit and other
marginalised communities, analysts
said on Tuesday.

They said it is often found that
these communities are not properly
incorporated in various national
censuses and such systematic
discriminations deter the inclusion
of their development priorities in the
national policy frameworks.

The observations came at a
dialogue titled “Rights of plain land
indigenous people and Dalit in the
context of the SDGs,” at the Medha
Onushilon Kendra in Thakurgaon.

The event was organised jointly by
HEKS/EPER, Eco Social Development
Organization (ESDO), Network of
Non-Mainstreamed Marginalised
Communities (NNMC) and Citizen's
Platform for SDGs, Bangladesh.

The dialogue focused on the
plights and neglected areas of
marginalised groups’ lives and
livelihood, particularly in light of
SDGs, its commitment for inclusivity
and perspectives of various national
policies and plans.

Fazle Hossain Badsha, a lawmaker
and chair of the parliamentary caucus
on indigenous and minority affairs,
said the draft ‘Bangladesh Indigenous
Peoples’ Rights Act’ was submitted to

IT is the high time for the

Debapriya Bhattacharya, convenor of the Citizen’s Platform, speaks at a dialogue
on the rights of the marginalised communities, in Thakurgaon on Tuesday.

the parliament in 2014.

This law could be a critical tool
in bringing the desired change
in improving the livelihoods of
the indigenous and marginalised
communities and securing their
rights, Badsha said.

Debapriya Bhattacharya,
convenor of the Citizen's Platform,
mentioned that the undocumented
representation marginalised
communities in various national
censuses is affecting their
development opportunities, as
they are being deprived of adequate
budgetary allocations and other
amenities.

“An anti-discrimination act has
become a necessity now to protect
rights and social security of these

REUTERS, Bengaluru
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people,” said Bhattacharya, who is
also a distinguished fellow of the
Centre for Policy Dialogue.

Md Nur Kutubul Alam, additional
deputy commissioner of Thakurgaon,
said the government is very attentive
to the challenges of the marginalised
communities, so that they are
not left behind from the national
development process.

Md Shahid Uz Zaman, founder
executive director of ESDO and
chairperson of NNMC, presided over
the dialogue.

The event was also participated by
government officials, development
practitioners, politicians, academia,
journalists and representatives from
plainland indigenous and Dalit
communities of Thakurgaon.
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will restrain housing market

activity and price rises in coming
months and into 2020, according
to a Reuters poll of property market
experts who were skeptical aggressive
interest rate cuts will revive it.

House prices are expected to rise
just 1 percent on average this year
and 2 percent in 2020, the lowest
median predictions since polling
began for the two years, and well
below the current 3.15 percent rate of
consumer price inflation.

A majority of respondents in the
Aug. 13-27 survey said risks to those
already-modest predictions were
skewed more to the downside.

That comes despite the Reserve
Bank of India having slashed its
repo rate by 110 basis points so far
this year, to 5.40 percent. It is also
expected to cut it further to 5.15
percent over the coming months to
revive a slowing economy.

However, much of that easing
has not reached borrowers as
banking and non-banking financial
companies (NBFCs) are still
grappling with very large bad loans
on their balance sheets, which has led
to a liquidity crunch.

The government’s own assessment
is that the lack of available credit is
the worst in over 70 years.

“It is my expectation that we will
| continue to see more defaults over

options,” said Siddhart Goel,

ARAIS Consulting.

never in the same quantum.”

still facing liquidity issues due to
slow sales and lack of refinancing

principal consultant and founder at

“Even the recent rate cuts will
not have a positive impact on the
situation as easing by the Reserve
Bank of India (is) seldom passed on
by the banks to the loan seekers and

Indeed, nearly three-fourths of 18
analysts who answered an additional
question said the RBI's interest rate
cuts this year would have no impact

Rate cuts not enough to re-fire
damp India housmg market
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Labourers work at the construction site of a residential complex on the
outskirts of Kolkata.

would be stimulative and none said
very stimulative.

All 18 analysts who answered a
separate question unanimously said
the impact of the liquidity crunch
would last for at least another six
months and would either be severe or
VEIY Severe.

A continued deceleration in
housing activity will have serious
repercussions for the overall economy
as the real estate market provides jobs
to large swathes of people migrating
from rural areas to cities looking for
employment,



