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Preface

This volume (volume 23) includes papers presented at the regional
conferences held in Chittagong and Rajshahi in April and July 2006
respectively. The usual review and modification processes were
followed for the articles included in this volume. In addition, four
articles submitted for publication in the journal have also been
accepted by the Editorial Board after review and modifications made
as required. The articles cover different aspects of the conference
themes and other issues and together should make the volume very
interesting.

Let me sincerely thank the authors, the reviewers and the members of
the Editorial Board. Their efforts and cooperation are deeply
appreciated.

/1.;%’;424 fgﬁ«f_i

(Qazi Kholiquzzaman Ahmad)
President, Bangladesh Economic Association
Editor, Bangladesh Journal of Political Economy
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In Search of a Self-Reliant Poverty Reduction
Policy for Bangladesh

Md Abdul Wadud™

Abstract

This paper examines the question whether with a heavy burden of debt
on its shoulder it is possible to embark on an effective and self-reliant
programme of poverty alleviation for Bangladesh. This is done by
looking into the dynamic debt burden of Bangladesh, comparing the debt
service payments with poverty reduction funding and then confronting
the question of ownership of the poverty reduction strategy, that is,
whether it is internally or externally funded.

1. Introduction

Bangladesh had a total external debt outstanding of over 16 billion U.S. dollars in
2002 and paid nearly a billion dollar in debt service payments for this debt.
Between 1978 and 2002, Bangladesh paid over 13.5 billion dollars, or nearly
95,000 crore taka, as debt service. With such heavy burden of debt on its shoulder
is it possible to embark on an effective and self-reliant programme of poverty
alleviation in our country? This paper examines this question by looking into the
dynamic debt burden of Bangladesh, comparing the debt service payments with
poverty reduction funding and then confronting the question of ownership of the
poverty reduction strategy, that is, whether it is internally or externally funded.
Since this paper is related to the Poverty Reduction Strategy, we also make some
comments on the implementation of the programme.

The paper is organized as follows. Section 2 deals with external debt and debt-
service payments of Bangladesh. The dynamic burden of debt is analysed and an
estimate of burden is obtained in Section 3. Section 4 looks into the
implementation of poverty reduction strategy. Section 5 examines poverty
reduction strategy funding and debt burden. Section 6 deals with ownership of the
PRS, while Section 7 contains the conclusion.

* Paper presented at the Regional Conference of the Bangladesh Economic Association held at
Rajshahi University on July 15, 2006.
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2. External Debt and Debt Service of Bangladesh

Bangladesh is a heavily debt-ridden country. Data on various aspects of external
debt of Bangladesh are given in Table 1. Total external debt of Bangladesh which
stood at 3,083 million U.S. dollars in 1978, rose to 5,651 million after five years
in 1983. This trend continued and external debt outstanding amounted to 10,692
million in 1988. After another five years in 1993, the amount stood at 14,650
million. Then it fell to 14,033 million in 1998. By the year 2002, the figure rose
to 16,276 million dollars.

Table 1 : External Debt and Debt Service of Bangladesh (1978-2002),
million U.S. dollars

Year Total debt Debt service
1978 3,083 145.9
1979 3,282 237.2
1980 4,230 277.8
1981 4,663 226.5
1982 5,233 253.7
1983 5,651 217.4
1984 5,857 286.7
1985 6,870 355.2
1986 8,282 479.0
1987 10,149 546.8
1988 10,692 504.2
1989 11,118 522.5
1990 12,768 790.6
1991 13,482 629.8
1992 13,928 574.3
1993 14,650 567.8
1994 15,373 603.4
1995 16,767 811.7
1996 15,166 698.0
1997 15,025 704.6
1998 14,033 644.6
1999 14,843 781.4
2000 16,211 915.9
2001 15,074 838.8
2002 16,276 910.9

Source: World Bank, World Development Indicators, 1999.
Government of Bangladesh, Bangladesh Economic Review 2003.
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Debt service payment stood at 145.9 million U.S. dollars in 1978 and it rose to
910.1 million in 2002. This means that Bangladesh paid about Tk 52,267 million
taka in 2002 as debt service. This is a huge amounts.

3. Dynamic Burden of Debt

Dynamic debt burden can be viewed as a burden, which is likely to prevail in the
foreseeable future. For estimating dynamic burden, Domar’s famous debt burden
model is used here. We first describe the model and then use real data to estimate
the dynamic burden for Bangladesh.

3.1 Domar’s Burden of Debt Model

Government pays interest charges on its debt. If it is assumed that this amount is
paid from tax revenue then that can constitute a burden on the public. According
to Domar (1944), the burden of public debt should be measured by the ratio of the
additional tax and national income. Domar argued that if income grew then an
absolute increase in tax might not inflict any hardship on the public. What matters
is an increase in the tax-income ratio. Domar’s debt model is succinctly described
below. ! This part is

If total public debt outstanding is denoted by 2t) | debt lag by D(?), GDP by Y(1),
then

D'(t)=aY(t

(¢)=ar() (0<a<1) )

If the interest is assumed to be constant at rate 7, then the interest induced tax ” (t)
is proportional to the debt outstanding:

T(z)=iD(t)

2

Domar analysed the burden of public debt under alternative scenarios of income
growth. Of these, the case of income growing at constant relative rate is
considered in this paper. This is because this leads to a bounded estimate of debt
burden.

If income grows at a constant relative rate B then the following equation
holds:

Y'()=pr(e) (0<p<1) 3)

1 This part is based on an earlier work of one of the authors of this paper by Islam (2005). A
more elaborate description of Domar’s model is available in Chiang (1999).
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The debt burden can now be written as follows:

8(0)= 1) _ ;.2

=]—=

Y(e) Y()

To derive the debt burden, the time paths of D(?) and Y(?) should be found before.

One possible approach is to integrate (3) in order to get Y(z) and then to substitute
this into (2) and solve the resulting first-order differential equation for D(?). The
problem can be treated as one of solving a second-order differential equation. By
differentiating (2) with respect to ¢ and utilizing (3) and (2) successively, the
following equation can be obtained

D'(t)=aY'(t)=epr(t)= BD'(¢)

That is,

D'(t)- AD'(£)=0
“
The general solution for the above equation is:

D(t)= Ae” + 4,

To definitize this, the initial values of D and Y are denoted as D(0) = D) and Y(0)
= Y. Setting t = 0 in the general solution, it is found that
D(0)=4, + 4, =D, 5)
By setting t = 0 in the derivative of the general solution, it is found that,
D(0) = A;.Since equation (1) implies D (0) = aY(0) = a¥y it follows that

P4, =al,
(6)
Now if equations (5) and (6) are simultaneously solved, then
4=2y, a
1‘;0 and 4, =D, _EYO

So the definite solution of (4) is in the form below:
D) =% yna D,- %y,
(t) ﬂ Y()e + ﬂ
This depicts the time path of the public debt.

The other time path is easier to find. If the initial condition is taken into
consideration, it can be derived from equation (3) that

Y(t) = Aet
or, Y(t) = YOet
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Now it is possible to write the debt burden function as follows:
B(t) = iD(t)/ Y(t) = {i(o/p)Y0ePt + iDO + i (a/B) YO } / YOePt

What will happen to B(t) if government borrowings is to continue indefinitely at
the indicated rate or what is the limit of B(t) as t becomes infinite can be evaluated
with the help of the above equation. For this, each term on the right is multiplied

by e_ﬁt, thereby transforming the burden function into the following:
B(t) = {i(a/p)YO + [ iDO - i (a/B) YO 1 &Pt} /YO

Since e Pt 0 ast , the second term in the numerator will tend to zero. Therefore,
it can be concluded that,

tim B(r) - nyﬂ e o

From the above equation, it is seen that, if income grows at a constant rate, the
debt burden will not increase without bounds but will approach a finite limit,
depending on the values of the parameters ,a, f and i.

3.2 An Estimate of Dynamic Debt Burden of Bangladesh!

In Domar’s Dynamic Burden of Debt Model, equation (1) states that
D'(t)=a¥(r) (0<a<1)

Using the OLS method, the estimate of for Bangladesh is,
=0.0139

Equation (2) states that if interest rate is a constant i so that the interest induced
tax T(t) is proportional to the debt outstanding:

7(r)=iD(z)

Using OLS, the estimate of i for Bangladesh is,
i=0.1737

Equation (3) states that if income grows at a constant relative rate, then the
following equation holds:
r(0)=pr() (0<p<1)

Using OLS, the estimate of for Bangladesh is,
= 0.0446

1" The estimates were obtained by Islam (2005).
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The dynamic debt burden is given by the following relationship

lim B(t) = i/, _ia

t—m YO ﬂ

Putting the estimated values of ,a, p and i

Dynamic debt burden = 0.0024 /0.0446
=5.4%

This means that Bangladesh has to raise tax for repaying external debt to the tune
of 5.4% of GDP. This estimate being dynamic and based on past values also
implies that Bangladesh will have to live with this, or a rate close to it, in the
foreseeable future.

4. Assessing the Performance of PRSP in fiscal Year 2006

In Table 2, PRSP macroeconomic targets and actual attainments are presented.
Overall balance remained lower that the PRSP target, while government failed to
implement the ADP target by 0.73 per cent of GDP. Average inflation was also
higher for the period as it reached 7.04 per cent in contrast to PRSP target of 6.5
per cent. Gross domestic investment (24.97%), total revenue (10.78%) and tax
revenue (8.69%) all fell short of PRSP targets by 0.03 per cent, 0.22 per cent and
0.31 per cent of GDP respectively. Borrowing from the banking sector was 0.28

Table 2 : Measuring Budget Performance with PRSP Targets

Macroeconomic Indicators PRSP Actual Deviation
Real GDP Growth (per cent) 6.50 6.70 0.20
CPI Inflation (average) 6.50 7.04 0.54
Gross domestic Investment (% of GDP) 25.00 24.97 -0.03
Total revenue 11.00 10.78 -0.22
Tax 9.00 8.69 -0.31
Non-tax 2.00 2.09 0.09
Total expenditure (% of GDP) 15.50 14.67 -0.83
Current expenditure (% of GDP) 8.60 8.90 0.30
ADP (% of GDP) 5.90 5.17 -0.73
Other expenditure 1.00 0.60 -0.40
Overall balance -4.50 -3.89 0.61
Domestic financing 2.00 1.96 -0.04
Foreign financing 2.50 1.93 -0.75

Source: Centre for Policy Dialogue (2006).
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per cent higher than the PRSP targets. Higher current expenditure and interest
payment with respect to PRSP target (0.30 and 0.11 per cent, respectively) put
pressure on the balance of payments.

Target was achieved in terms of GDP growth rate. Targets were achieved in
various degrees in non-tax revenue, financing (net) of budget deficit and domestic
financing. Targets were not achieved in case of such important indicators as gross
domestic investment, CPI inflation, total revenue collection including tax
revenue, total public expenditure including ADP. Overall assessment shows that
while GDP growth surpassed the PRSP targets, most of the other indicators failed
to achieve them (CPD, 2006).

5. Poverty Reduction Strategy Funding and Debt Burden

We could not exactly determine the size of annual allocation the PRS. Bhuyan
(2005) mentioned that in the FY06 budget, an allocation of 767 million dollars
was made for targeted poverty reduction, social safety net, and employment
generation programmes. This can be viewed as annual expenditure on the PRS. If
we compare this amount with annual debt payment of nearly 950 million dollars,
question definitely arises as to the justifiability of such a huge foreign aided
programme. Will it not further raise our debt burden and make our poverty
reduction effort self-defeating?

6. Ownership of the PRS

It is necessary to know who funds this programme and whether this makes us even
more indebted. If in the process of reducing our poverty we end up being more
debt ridden, will not then the programme be self-defeating? That PRS was not
only completely funded by the donors, but also used as means to attract foreign
loan was eloquently stated by Sobhan (2004: 157):

“The PRSP was, however, identified as the basis around which both the WB and
IMF, through its PRGF, would channel aid to Third World governments. The GoB
therefore embarked on the process of preparing its PRSP on the clear
understanding that this was a sine qua non for securing program loan from both
the WB and the IMF. It was far from clear that the GoB or any other government
would have autonomously prepared a PRSP if this was not connected to the
promise of sizeable aid flows not just from the WB and IMF but other DPs. Thus,
as the Five Year Plans, in vogue in the 1960s and 1970s, were seen as
indispensable for laying claim to aid funds, the PRSPs have become the document
of choice of the DPs around which their aid will be disbursed in the days ahead.”
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So far from conclusively reducing poverty, it appears to us that PRSP could make
the country more debt ridden and eventually more dependent on the donors.

7. Conclusion

So, we have failed in our search for a self-reliant poverty reduction policy and
ended up with another grand programme based completely on foreign aid. With
yearly debt service payment of around a billion dollar and total debt outstanding
of around 17 billion, how justified is it to undertake a programme of poverty
alleviation completely on foreign aid? Will it not accentuate debt service payment
problem further, raise the already high level of total debt, and make us
increasingly dependent on donors for our economic decision making?

Lest we be misunderstood and thought to be unsupportive of poverty alleviation
programmes, we make it emphatically clear that not only do we support such
policies but think that those should be an integral part of our economic agenda.
Where we differ is that in order to be effective, a poverty alleviation programme
ought to be self-reliant. Bangladesh’s success in growth of the real sectors has
been mostly the result of indigenous effort. If ever an indigenous poverty
reduction policy is devised, not as grandiose as the present one fed by foreign aid
but much smaller and based on our meager resources, that day we shall see real
poverty alleviation, that day we shall have reasons to feel proud of.
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Implementation of Poverty Reduction Strategies (PRS) in
Bangladesh: Some Comments?

AN.K.Noman*

Abstract

The article highlight some problems on the way to implementing poverty
reduction strategies written in the Poverty Reduction Strategy Paper
(PRSP). In this strategy paper, agriculture and rural development has
rightly been given the highest priority for the poverty reduction
efforts.But some of the realities which are not mentioned may serionsly
limit the efforts, for example, the recent reduction in soil sertility, the
trade-off between household fuel price and supply of bio-mass (soil
nutrients) and slowing down of agricultural productivity, problems of
further expansion and intensification of existing irrigation approach etc.
After a brief discussion of some of these matters some way outs are
indicated in this article.

1. Introduction

Since the launch of the Millennium Development Goals (MDGs) at the
Millennium Summit in New York in September 2000, the MDGs have become the
most widely-accepted yardstick of development efforts by governments, donors
and NGOs. The MDGs are a set of numerical and time-bound targets related to
key achievements in human development. These include:

a) halving income-poverty and hunger;

b) achieving universal primary education and gender equality;

¢) reducing infant and child mortality by two-thirds and maternal mortality
by three-quarters;

d) reversing the spread of HIV/AIDS and other communicable diseases; and

e) halving the proportion of people without access to safe water.

1 Paper presented at the regional seminar in the senate building, Rajshahi University on15 July
2006 arranged jointly by Bangladesh Economic Association and Department of Economics,
Rajshahi University.

Associate Professor, Dept. of Economics, University of Rajshahi. Tel: 0721-750041-
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These targets are to be achieved by 2015 from their levels in 1990 (United Nations
2000). Bangladesh like most other developing countries in the world, has
committed herself to attaining the targets embodied in the Millennium
Declaration by 2015.

To achieve these targets Bangladesh has prepared the IMF and World Bank
sponsored Poverty Reduction Strategy Paper (PRSP) and has started
implementing these strategies from the financial year 2005-2006. This process of
implementation is a comprehensive one and will continue through successive
budgets.

2. Poverty and the Poor in Bangladesh

Poverty refers to a situation where people are deprived of fundamental rights to
lead a normal life. It also refers to poor access to fundamental rights, economic
wealth, social wealth and cultural and environmental aspects of life. In social
terms, the poor are those who must live below what most people in a particular
time and place regard as the minimum acceptable standard. Poverty is a relative
concept and in its true sense, it can not be compared internationally.

The concept of poverty is classified in two categories, income (Consumption)
poverty (people live below a certain level of income, say, one dollar a day, World
Bank definition) and Human Poverty (United Nations Development Program
(UNDP) definition). UNDP defined Human Poverty in terms of a complex index
(Human Poverty Index, HPI) of life (over 30% of people in the least developed
countries are unlikely to live beyond 40 years of age), of basic education (as
measured by the percentage of adults who are illiterate, with an emphasis on
educational deprivations for girls), and of overall economic provisioning
(measured by the percentage of percentage of people without access to health
services and safe water plus the percentage of children under 5 who are
underweight).

Using a complex formula Human Poverty Index is computed and the developing
countries are ranked according to their level of human development. UNDP
publishes this index in its annual Human Development Reports. Since the HPI
value indicates the proportion of population adversely affected by the three key
deprivations (survival, knowledge and economic provisions), a low HPI is good
(i.e., a smaller percentage of the population is deprived), and a higher HPI is
reflective of greater deprivation.
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Poverty is widespread in most of the developing countries located mostly in Asia,
Africa and Latin America. Based on their socio-economic characteristics, it could
be generalised that the poor are disproportionately located in rural areas, that they
are primarily engaged in agricultural and associated activities, that they are more
likely to be women and children than adult males, and that they are often
concentrated in minority ethnic groups and indigenous people. Poor people are
also frequently seen in the slums of big metropolitan cities. Most of these urban
poor are self employed and engaged in informal sectors of the economy.

2.1 Measurement of Poverty

The measurement of poverty is done in many different ways. Those interested in
measuring the amount of poverty existing in a country usually begin by drawing
a poverty line. This line is defined in terms of household income per capita.
Households with per capita incomes below the poverty line are defined as poor
while those with incomes above the line are not poor. Poverty is also measured in
terms of daily per capita calorie intake. In Bangladesh, we consider calorie intake
below 2122 kilo calorie per day as absolute poverty and calorie intake below 1805
kilo calorie per day as hard-core poverty (GOB 2005a). After counting the number
of people below the poverty line, their percentage in total population is calculated.
This measure is called Head-Count ratio. This is the most frequently used measure
of poverty.

In measuring poverty, two different concepts are considered important. These are
Absolute Poverty and hard-core Poverty.

Absolute Poverty: A situation where a population or a section of population is
able to meet only a bare subsistence essentials of food, clothing and shelter to
maintain minimum levels of living. In Bangladesh, 40.9 percent of total
population is estimated as living in absolute poverty in 2004 (GOB, 2005).

Hard-core Poverty: A situation where a population or a certain section of
population is not able to meet even the bare subsistence essentials of food,
clothing and shelter. Hard-core poverty in Bangladesh is calculated as 18.7
percent in 2004.(GOB, 2005).

3. Development Plans and Issues of Poverty in Development Plans in
Bangladesh

A development plan is a comprehensive document with a set of objectives and
targets to be achieved through a predetermined strategy within a certain period of
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time. These plans could be short-term, medium-term or long-term say for fifteen
to twenty years. Economic development is basically the broad objective of a
development plan though the technique of the plan formulation and
implementation could be different.

Since the country’s independence till the end of 2002 five Five Year plans and a
two year plan were implemented. These are:

1)  First Five Year Plan (1973-1978);

ii) Two Year Plan (1978-1980);

iii) Second Five Year Plan (1980-1985);

iv) Third Five Year Plan (1985-1990);

v) Fourth Five Year Plan (1990-1995); and
vi) Fifth Five Year Plan (1997-2002).

Poverty reduction was always a prime concern of all these plans and all of these
plans were implemented through annual development programmes. After the
completion of Fifth Five Year Plan, Bangladesh government has changed the
policy of preparing Five Year plans. Instead of five year plan procedure, it has
prepared Interim—PRSP first, and then the final version of the PRSP.

4. Poverty Reduction Strategy Paper (PRSP)

In December 1999, the Executive Boards of the IMF and the World Bank
approved a new policy instrument, the PRSP to serve as a common context for the
Bank and the Fund interventions in low-income countries receiving concessional
assistance. PRSPs are prepared by governments in low-income countries through
a participatory process involving domestic stakeholders as well as external
development partners, including the IMF and the World Bank. A PRSP describes
the macroeconomic, structural and social policies and programs that a country
will pursue over several years to promote broad-based growth and reduce poverty,
as well as external financing needs and the associated source of funding (IMF
2005).

Starting with the 41 heavily indebted poor countries (HIPC), the PRSP will be
applied to an additional 30 countries receiving financing from the IDA (World
Bank’s concessional loan window) or the IMF’s Poverty Reduction and Growth
Facility (PRGF). As end of February 2005, the Fund Executive Board reviewed
44 full PRSPs, and an additional 14 countries completed preliminary, or
“interim”, PRSPs.
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According to the Bank and the Fund, the central objective of a country’s PRSP is
to try to ensure that policy actions to increase growth and reduce poverty are
integrated in a coherent macroeconomic framework after extensive consultations
with national stakeholders. Additionally, this country-owned document seeks to
identify policy targets and interventions that would allow a country to make
progress towards the agreed 2015 International Development Goals.

In the process of preparation of the PRSP document in Bangladesh, the whole
gamut of civil society members including economists, professionals, development
activists, NGOs and community based organisations participated. On the one
hand, the PRSP process initiated by the Bank and the Fund was termed as a tool
to impose further reform agenda on the country in favour of promoting
globalisation and privatisation. On the other hand, different groups of society
raised multiple questions with regard to the formulation process and the
ownership of the poverty reduction strategy document.

5. PRSP Process in Bangladesh

Bangladesh took its decision to prepare the PRSP in the Bangladesh Development
Forum in 2000 and formed an inter-ministerial task force headed by the Secretary,
Economic Relations Division, Ministry of Finance in the same year to prepare the
PRSP. The time frame set to finish the job was July 2002. The taskforce members
included Secretaries, Additional Secretaries and Joint Secretaries of some relevant
ministries. Additionally two professional consultants, one from the World Bank
office in Bangladesh and the other from Bangladesh Institute of Development
Studies (BIDS), a government owned autonomous research institute were hired to
lead the drafting of the PRSP.

Till then up to March 2003 the government prepared several drafts and organised
some consultation meetings with relevant stake holders to prepare the final
version of the Interim Poverty Reduction Strategy Paper (I-PRSP), “A National
Strategy for Economic Growth, Poverty Reduction and Social Development” and
submitted the I-PRSP to the World Bank and the IMF in March 2003. After
revision in the Joint Staff committee of the World Bank and the IMF the final
version of the PRSP was published in October 2005 under the title, Unlocking the
Potential: National Strategy for Accelerated Poverty Reduction (GOB-
2005a).



46 Bangladesh Journal of Political Economy Vol. 23, No. 1 & 2

6. Policy Priorities in the PRSP

There are eight specific avenues--four strategic blocks and four supporting
strategies--through which the goal of accelerated poverty reduction will be
pursued. These are firstly supportive macroeconomic policies; secondly choice of
critical sectors to maximise pro-poor benefits from growth process with special
emphasis on the rural, agricultural, informal and Small and Medium Enterprise
sectors; thirdly, safety net measures; fourthly, human development; fifthly,
participation and empowerment of the poor; sixthly, promoting good governance;
seventhly, service delivery in the areas of basic needs; and finally, caring for
environment and its sustainability.

In strategic block II, agriculture and rural development are considered as the most
important sector, whose performance is outstandingly important to have any real
impact on poverty alleviation. This is rightly so because, three-quarters of the
country’s total population and 85 percent of the total number of the poor live and
earn their livelihood in rural areas. With about 22 percent of GDP contributed by
agriculture (crops 12 percent, forestry 2 percent, livestock and poultry 3 percent,
and fisheries 5 percent) and another 36 percent of the rural non-farm sector, the
rural economy as whole contributes nearly 60 percent of total GDP. Agriculture
generates two-thirds of total employment, contributes a quarter of total export
earnings and provides food security to the increasing population (PRSP, page 83).

So agriculture is in the heart of the problem solving and some of the problems
relating to agriculture are mentioned in the following section..

7. The Comments about the Implementation

There are a number of general concerns about the implementation of the overall
poverty reduction strategy, such as weak infrastructure, maintaining a low fuel
and energy price, corruption, weak governance and above all political unrest and
uncertainty:.

Serious questions have already been raised from different Departments and
Ministries, such as Ministry of Water Resources, Fisheries and Livestock,
Agriculture, Local Government, Education, Primary and Mass Education, Health
and Family Planning, Social Welfare, Communication and the Ministry of Women
and Child affairs about preparedness for the implementation of the strategy. These
Ministries have raised concern about the inexperience and inefficiency for the
preparation and implementation of the medium term budgetary plan.



AN.K.Noman : Implementation of Poverty Reduction Strategies (PRS) in Bangladesh 47

There are some other concerns which are not even mentioned in the strategy
paper. These are discussed below.

In greater northern districts cow dung is used as a major source of household fuel
consumption among the majority of the low income people, even in the cities and
towns in recent years. With ever increasing demand of household fuel and the
increasing unavailability and consequent high price of fuel wood people are
forced to substitute cow dung for fuel wood.

Again with the rapid expansion of fisheries, the use of cow dung as food for
fisheries is increasing very fast, causing a huge and highly growing demand for
this once low priced product and principal source of nutrient of soils. So price of
cow dung is rising very fast and going to be very scarce in near future.

Again due to scarcity and very high price of cattle food, lack of grazing land and
sharp increase in real wages in agriculture this very highly labour intensive cattle
raising sector is shrinking gradually. Mechanised tilling system is substituting
cattle ploughs causing threat to bio-mass supply.

If we compute internal terms of trade, it could be seen easily that the terms of
trade is gradually moving against crop production and cattle raising in comparison
to fisheries and other sub-sectors.

Again, with the increase in fish production, as it is still highly profitable in
comparison to other agricultural practices, the owners of ponds and other water
reservoirs are not allowing the crop producers any more to use their water. So the
crop producers now rely more and more on underground water. Even the jute
producers suffer due to the lack of access to use the pond water for rotting the raw
jute sticks. Consequently, the dispute over the access to use pond water is now a
days a growing concern about the harmony in rural Bangladesh.

There must be a proper policy planning immediately to keep the bio-mass
contents of the soil intact. There should be a definite policy which could stop the
use of cow dung as the major source of fuel for household consumption.

In some parts of the country, some water plants are used as bio-mass in the
cropped lands but these are not available in all parts and again there is a trade off
between the growing production of fish and the availability of water plants. This
process is also labour intensive, and with the increase of real wages in agriculture
as well as transport costs, this process is becoming less remunerative.

Alternative must be found out, for otherwise the effort to increase the productivity
of agriculture will be in absolute jeopardy, which will ultimately threaten the
objectives of poverty reduction and achievements of MDGs.
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Unfortunately as the use of underground water is increasing, it is getting more and
more scarce causing a serious threat to the sustainability of underground water
based production. Presently, it is a real fear in greater Barendra Zone that the deep
tube wells are failing gradually. There is a real concern that in the near future,
there would be no alternative to surface water use and appropriate plan must be
taken without any delay for the infrastructural development for surface water use.

The poverty reduction effort is very highly dependent on the performance of the
agriculture sector in general and on the crop sub sector specifically. If the above
mentioned problems are not addressed properly, it can be said without any
hesitation that the productivity of agriculture will go down soon. The sign of such
slowing down is already in display (PRSP, page 85).

Again, tourism is identified as a sector which could contribute to poverty
reduction. In the sort-term, tourism may help a little bit, but in the longer term it
can only aggravate the situation. This sector must be dealt with extreme caution
otherwise its long term consequences may be extremely dangerous. Experiences
could be gathered from many of the African countries and also from Cuba,
Thailand etc.

8. Conclusion

PRSP is a comprehensive policy document, and the government with the help of
the IMF and World Bank will try to implement the policies written there. The
whole process of preparation of the PRSP was a complex one and its
implementation will be even more difficult. We have already seen many dissents
about the document itself and also simultaneously about the preparedness of the
government for implementation of the strategies.

One thing one should always keep in mind is that the IMF and the World Bank are
the initiators, sponsors and also owners of this document. So this policy document
will be implemented under the active supervision of these institutions. So, this
may not always be a blessing for this country.

Increasing the productivity of agriculture and more specifically of the crop sector
depends on many factors, many of which are not addressed in the PRSP
document, such as land ownership, tenancy pattern, renting contracts etc. These
may not pose immediate threat for the productivity increase in the country but the
problems which are mentioned in this paper should be addressed immediately.
The government should take initiative with the help of the researchers to solve the
problem.
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Finally, whether the low-income countries will be benefited from the PRSP or
whether it will only serve the purpose of the IMF and the World Bank and in a
broader sense the purpose of the developed world through promotion of further
structural change and economic liberalisation and globalisation, needs to be seen
in future. But at the least, it can be said that the similar interventionist Structural
Adjustment Packages of the IMF and the World Bank failed to achieve the well-
formulated targets for the poor countries. In most cases, it only helped the interest
of developed countries. So many of us will remain curious about the final
outcome of the very well formulated and highly advertised document (i.e. PRSP)
of the IMF and the World Bank.
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Economic Growth and Income Inequality in Bangladesh

Md. Farid Uddin Khanﬂ<

Abstract

This paper identifies the relationship between income inequality and
economic growth in Bangladesh for 1984-2000 by analyzing the
measures of income inequality, Lorvenz curves and Gini coefficients. The
standard view of the relationship between growth and inequality is that
broad based economic growth is poverty reducing. But, growth may also
be associated with rising inequality. This point was first made by
Kuznets who suggested the hypothesis that the distribution of income
initially worsens in the course of economic growth and then improves.
Although economists have for a long time investigated the trade-off
relations between growth and inequality, yet no consistent and
systematic relationship can be referred between income distribution and
economic growth. This paper reveals that Gini Co-efficient increased
from 0.360 to 0.472 over the sixteen-year period, 1984 to 2000 in
Bangladesh, whereas, GDP growth rate increased from 4.3 to 5.9
percent over the same period. It appears that in Bangladesh both GDP
growth and income inequality are taking place and we are yet to reach
the second half of the Kuznets curve when inequality declines with GDP
growth.

1. Introduction

In both developing and developed countries the pursuit of economic growth along
traditional GNP— maximizing lines as the major objective of economic activity
was widely heard. This exclusive principal indicator of development and
economic well-being has been rising significantly throughout the world. But the
term inequality misleads or confuses the whole success story of achieving

* Lecturer, Department of Economics, University of Rajshahi



52 Bangladesh Journal of Political Economy Vol. 23, No. 1 & 2

economic growth as about half of the world population is fighting against hunger
and poverty.

The idea that relentless pursuit of growth is the principal economic objective of
society is now in question. As a result, both in rich and poor countries, concerns
for the problems of poverty and income inequality became the major theme of the
1970s. In the developed counties, the major emphasis seemed to shift toward the
concern for the quality of life and in the poor countries the main concern focused
on the question of growth verses income distribution. Obviously development
requires a higher GNP and faster growth rate, but the basic issue is not only how
to make GNP grow, but also who would make it grow — the few or the many. If it
were the rich, they would likely appropriate it, and poverty and inequality would
continue to grow worse. But if it were generated by the many, then the fruits of
economic growth would be shared more evenly. Realizing this pertinent issue
Bangladesh government is taking the policy of promoting pro-poor economic
growth for increasing income and employment of the poor to continue the anti-
poverty strategy under Poverty Reduction Strategy Paper (PRSP).

This paper seeks to find the relationship between growth and income inequality.
It takes no explicit stance on causality between inequality and growth,but
addresses a simpler question: Does the pursuit of economic growth tend to
improve, worsen, or have no necessary effect on, the distribution of income in
Bangladesh? Or when growth occurs, how do the poor fare?

The major objectives of the study are to examine the relationship between
economic growth and income inequality and to reexamine the Kuznets hypothesis
in the case of Bangladesh. Specifically the paper has three objectives. First: to
observe whether income inequality at the beginning of the period significantly
affected per capita growth over the years, 1984 to 2000. Secondly: to look at
whether the growth affected the evolution of inequality over the same period.
Thirdly: based on the findings of the first two objectives, to obtain a Kuznets
relationship in the case of Bangladesh.

Methodologically, this paper uses simple arithmetic and graphics, instead of
attempting an econometric analysis for studying the questions of inequality and
growth. We use two convenient and well-known tools for graphing and measuring
income inequality, Lorenz curves and Gini coefficients to analyze the relationship
between growth and inequality. In this study secondary sources of data are used
which have been collected mainly from the successive issues of Bangladesh
Economic Review of the Government of Bangladesh and Household Income and
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Expenditure Survery (HIES), Bangladesh Bureau of Statistics. Gini Index is
calculated with the Brown Formula:

G=11->(Xp — Xp—1)(Yi + Yi1)|

k=1
where
G is the Gini coefficient

Xy is the cumulated proportion of the population variable, for k = 0,...,n, with X
=0,X,=1

Y is the cumulated proportion of the income variable, for k =0,...,n, with Y, =0,
Y, =1

The paper is organised as follows. It is divided into four sections including the
introduction. Section II reviews some of the earlier studies regarding the
relationship between growth and inequality. Estimation and Data issues are
discussed in Section III. Section IV analyses the results and sketches a picture of
what happened to growth and inequality in Bangladesh between 1984 and 2000.
It also illustrates the possible reasons behind the relations between inequality and
growth. Section V concludes the study.

2. Literature review

The subject of income inequality and its growth over time is widely discussed but
has rarely been researched in Bangladesh. We hear a lot about the growing income
inequality but there is little evidence to substantiate it. Professor Khan talked on:
Accelerating Growth and Poverty Reduction in Bangladesh in a seminar
organised by the World Bank in June 2003.The paper by Khan reports that the
annual increase in per capita GDP doubled, from about 1.5 per cent to about 3 per
cent, between the late 1970s and the late 1990s. In the decade since the mid 1980s
the poverty-reduction effect of growth became much weaker. What follows from
Khan’s observations is that per capita income in rural areas increased with modest
positive impact on poverty reduction. But the serious concerns emerge on the
growing inequality of income.

Kuznets (1955) had asked if income inequality rose or fell in the course of
economic growth. He documented that both occurred: looking across countries,
from poorest to richest, within country in the early stages of economic growth the
distribution of income will tend to worsen, while at later stages it will improve.
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This hypothesis has come to be known as the “inverted U” Kuznets curve. The
possible explanations about why inequality seemed first to worsen during the
early stage of economic growth might be the nature of structural change. At the
earlier stage, growth may be concentrated in the industrial sector and
consequently the income gap between the modern and the traditional sector may
widen quickly.

Osmani presented an estimate based on surveys conducted between 1963-64 and
1973-74. The contributions of khan (1986) and Rahman (1988) were based on
surveys upto the early 1980s. Rahman and Huda (1992) considered inequality
between occupational groups using the 1983-84 HES.

Alesina and Rodrik (1994), Perotti (1996), and Persson and Tabellini (1994)
conclude that inequality and growth are negatively related, while Barro (2000),
Forbes (2000), and Li and Zou (1998) report a positive or varying relation
between the two. Barro (2000), Ravallion (2001), Sarel, (1997), Chang and Ram
(2000) and Li et al. (1998) investigate how income equality evolves over time and
the impact of growth on income inequality. They generally fail to find any
systematic pattern of change in income distribution during recent decades or even
any systematic link from fast growth to increasing inequality. Some recent
empirical evidence has tended to confirm the negative impact of inequality on
growth. Others have found that the level of initial income inequality is not a
robust explanatory factor of growth.

Deininger and Squire (1998) used regression analysis and more elaborate data, in
contrast to the minimalist, arithmetic approach of this paper. They concluded: The
poor benefit more from increasing aggregate growth by a range of factors, than
from reducing inequality through redistribution. Dollar and Kraay (2001) studied
directly average incomes of the poorest fifth of the population, across many
different economies, and noted that those incomes rose proportionally with
overall average incomes, for a wide range of factors generating economic growth.
They concluded that the poor benefit, whatever drives aggregate economic
growth. Similarly, Ravallion and Chen (1997) found in survey data that changes
in inequality were orthogonal to changes in average living standards.

3. Measuring Income Inequality in Bangladesh

The Lorenz Curve

One of the most elegant devices for understanding income inequality is the Lorenz
curve. Conrad Lorenz, an American statistician, devised this convenient graphical
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tool in 1912. The Lorenz curve is used in economics to describe inequality in
wealth or income. Lorenz curves place the cumulative percentage of income
received on the vertical axis, and the cumulative percentage of population on the
horizontal axis. The Lorenz curve diagram, then, is a square, and if all individuals
are the same size, the Lorenz curve is a straight diagonal line, called the line of
equality since if the Lorenz curve were coincident with this line, income could be
described as being equitably distributed. If there is any inequality in size, then the
Lorenz curve falls below the line of equality. It is also convenient to scale the
graph in decimal units, so that the sides of the square are exactly one unit. If the
Lorenz curve diagram is scaled in decimal terms, area A + B is always equal to
0.5. Thus, it remains only to estimate area A. We find it easier to take advantage
of the fact that, A = 0.5 — B, that is, we estimate area B first, and then calculate
area A from that result. The total amount of inequality can be summarized by the
Gini coefficient (also called the Gini ratio).

The Gini Coefficient

At this point, the Gini coefficient, which is simply a quantification of the Lorenz
curve, can be introduced. Gini coefficient is simple and handy summary measure
of Lorenz curves. It is the ratio of the area between the line of equality and the
Lorenz curve and the area beneath the line of equality. It is often used to measure
income inequality. It is a number between 0 and 1, where 0 corresponds to perfect
equality (e.g. everyone has the same income) and 1 corresponds to perfect
inequality (e.g. one person has all the income, and everyone else has zero
income). It was developed by the Italian statistician Corrado Gini and published
in his 1912 paper “Variabilita e mutabilita”.

The Gini coefficient is defined as a ratio of the areas on the Lorenz curve diagram
in Figure 1. If the area between the line of perfect equality and Lorenz curve is A,
and the area under the Lorenz curve is B, then the Gini coefficient is given by the
following:

Gini coefficient = A/(A + B).

By considering the above definition and a graph such as Figure 1 a more “bowed
out” Lorenz curve results in a larger Gini coefficient since area A becomes
relatively larger. That is, large Gini coefficients imply greater degrees of income
inequality.
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Figure 1 : Graphical representation of the Gini coefficient
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4. Data Analysis

Table 1 contains the information on the percentages of households in various
deciles income shares from 1983-84 to 2000 at the national level in Bangladesh.
From the Table it can be found that the relative share of income of the percentage

Table 1 : Decile partitioning of shares of income accruing to

percentage of households in national level.

Deciles of 2000 1995-96 1991-92 1988-89 1985-86  1983-84
households

Lowest 5% 0.67 0.88 1.03 1.06 1.18 1.17
Decile-1 1.84 2.24 2.58 2.64 2.81 2.89
Decile-2 3.13 3.47 3.94 4.00 4.18 431
Decile-3 3.96 4.46 4.95 4.96 5.13 5.39
Decile-4 4.77 5.37 5.94 5.93 6.05 6.36
Decile-5 5.68 6.35 7.08 6.95 6.98 7.38
Decile-6 6.84 7.53 8.45 8.10 8.09 8.56
Decile-7 8.32 9.15 10.09 9.61 9.48 9.99
Decile-8 10.40 11.35 12.10 11.62 11.25 11.74
Decile-9 14.30 15.4 15.64 15.2 14.58 15.08
Decile-10 40.72 34.68 29.23 31 31.46 28.30
Highest5% 30.66 23.62 18.85 20.51 21.35 18.30
Gini Index 0.472 0.432 0.388 0.379 0.370 0.360

Source: The Household Expenditure Survey 1991-92 and 2000, BBS
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of households with lowest 5 percent declined over the years, from 1.17 percent in
1983-84 to 0.67 percent in 2000. On the other hand, the relative share of income
of the percentage of households with highest 5 percent increased during the
periods, from 18.30 percent in 1983-84 to 30.66 percent in 2000, which clearly
indicates that inequality in income distribution has been rising over the periods.
Analysis of data also reveals that between 1995-96 and 2000, income attributable
to the poorest 10 percent of the population declined further from 2.24 percent to
1.84 percent. Conversely, the control on the income by the richest 10 percent of
the population increased from 34.68 percent to 40.72 percent. Further, up to
deciles 4 income bracket the households’ share of income decreased from 18.95
percent in 1983-84 to 13.70 percent in 2000 whereas the last 2 deciles’ i.e. 20
percent households’ income share increased from 43.38 percent in 1983-84 to
55.02 in 2000.

It can also be calculated that the top 10 percent of family receives almost 32
percent of the total income received in an average over the period, and the richest
20 percent receive around 47 percent of income. We apply the Brown formula
given above to calculate the value of Gini coefficient. Gini coefficients over the
1984 —2000 period are presented in Table 1. We note that it increased fairly slowly
in 1984, 1986, 1989 and 1992, but it increase more rapidly in 1996 and 2000 than
before. Discussing Gini coefficients and changes in the income distribution over
the period it is interesting to note that the Gini coefficient from 1984 to 2000 only
increased by 31 percent.

Figure 2 : Lorenz curves for the period 1984 to 2000.
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The Lorenz curves for various family income groups over the period 1984 to 2000
are shown in Figure 2. Here we note that as time goes by Lorenz curves are going
far away from the perfect equality line over the period. It is easy to see that the
further the Lorenz curve bows from the line of equality, the more unequally
income is distributed. It can also be seen that the 2000 curve is below the 1996
curve, and the 1996 curve is below all previous years’ curves, reflecting an
increase in income inequality. Because the distribution of Income changed
gradually between 1984 and 2000, these curves provide a convenient way to look
about the increasing trends of income inequality and also say about the
distribution over the period of time in Bangladesh.

Now it is time to see what happens to growth. Table 2 exhibits the per capita GDP
and GDP growth for some specific years during the period 1984 to 2000,

Table 2 : Per capita GDP and Gini coefficient and their growth rates

Year Per Capita GDP Gini co- Growth rate of Growth rate of

at current efficient ~ GDP at constant Gini coefficient
market price price (%)

1984 5063.5 0.360 - -

1986 5176.6 0.370 4.3 2.78

1989 5282 0.379 2.5 2.43

1992 10551 0.388 4.2 2.37

1996 13768 0.432 4.6 11.34

2000 18511 0.472 5.9 9.26

Sources: World Bank, World Development Indicators, 1998 & Government of Bangladesh,
Bangladesh Economic Review, 2003 and 2004 editions.

particularly for the years when income distribution data are available. As we
observe, there is, by and large, a consistency among the per capita GDP at
different years and also a little bit upward trend of GDP growth during the period.

The Table above also shows the Gini coefficient and its growth for the same
selected years during the period 1984 to 2000 as income distributions among
different family groups are not available for every year. Similarly we observe the
increasing values of Gini coefficient and a little bit of its fluctuating growth in the
different years over the period.
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Figure 3 : Comparison of GDP growth and Gini coefficients’ growth
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Figure 3 shows the comparative growth pattern of GDP and Gini coefficient.
Growth rate is increasing steadily whereas, at the initial stage Gini coefficient
rising at a decreasing rate until 1992 and then drastically rising in an increasing
rate from 1992 to 1996 and finally it is declining. We can observe that income
inequality increases more rapidly than that of income.

Figure 4 : Kuznets curve in case of Bangladesh
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Diagrammatically, the Kuznets curve fitted by the growth and inequality data for
1984-2000 of Bangladesh shown in figure 4 can be illustrated as follows: In the
diagram, the curve is not consistent with the ‘Inverted U’ Kuznets curve which
reflects that at the earlier stage of development income inequality will tend to
worsen, while at later stages of development inequality improves.

In the case of Bangladesh it is evident from the growth and inequality data that
economic growth does not tend to improve the distribution of income over the
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period but worsens it. The country is still in the left wing of the Kuznets curve
where both growth and inequality are taking place together. However, it is
obvious from the paper that at the initial stage of development in Bangladesh,
inequality was taking care of economic growth but the growth is not doing the
same for the distribution. As a result, inequality is getting worse in spite of the
increase in income.

The upward trend of income inequality can roughly be described as the fact that the
economy is growing but such growth is limited in specific sector particularly in
modern sector. This sector is conducted by a more or less fixed number of rich
people keeping wages constant in the traditional sector that causes the Lorenze
curve to shift downward and further from the line of equality, as shown in Figure 2.

In the modern economy especially in developing countries, government has the
extra responsibilities to ensure a reasonable distribution of income through
different social welfare and development policies targeting the poor. As it is
established, macroeconomic instability and lack of sufficient public investment in
physical and social infrastructure are widely recognized as important reasons for
inequality. In addition, because the rural poor’s links to the economy vary
considerably, public policy should focus on issues of their access to land and
credit, education and health care, support services, and right to food through well-
designed public works programs and other transfer mechanisms.

It is well recognized that the income tax rates, the minimum wage laws, and all
the major government welfare and transfer programs can improve income
distribution. But the problems we find in Bangladesh are: firstly, after adopting
structural adjustment policies (SAP) the country has relaxed its trade barriers by
reducing import duties which resulted in the loss of a huge amount of revenues
from import duty. Secondly, the tax collection systems in the country is not
transparent and corrupt. Rich people, as a result, frequently hide their income and
evade taxes. Thirdly, foreign aid has recently declined and is subject to strong
donor conditionalities.. So, the availability of funds allocated for social welfare
has not been increasing sufficiently. Finally and more importantly, lack of
accountability and transparency in public sector, political instability, corrupt
politicians, vindictive politics and bureaucratic complexities are the main hurdles
on the way of reducing inequality in Bangladesh. In addition, high concentration
of land ownership and asymmetrical tenancy arrangements, large and rapidly
growing families with high dependency ratios, rural-urban wage gap, and internal
and external shocks stemming from natural factors and changes in the
international politics and economy are some other noticeable obstacles in the way
of improving inequality.
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5. Conclusion

This paper has applied a simple arithmetic approach to analyze growth and
inequality of incomes in Bangladesh over the period 1984-2000. A positive
relation is observed between the income inequality and GDP growth i.e. in spite
of growing GDP, income inequality is large and increasing in Bangladesh.
Bangladesh has experienced relatively high rates of economic growth in the
recent years but it brought little benefits to the poor.

The lesson drived is that exclusive reliance on economic growth to reduce the
extent of absolute poverty in developing countries would probably be insufficient.
The possibilities that inequality causes economic growth positively are
empirically tenable for Bangladesh. But even as growth occurs, the poor might be
disadvantaged anyway, because inequality has risen over the period. So, it can be
concluded from the finding of the paper that only under inconceivably high
increases in inequality, economic growth would not benefit the poor.
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Floating Exchange Rates in the Developing World:
The Bangladesh Context
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Abstract

We find that independent floating is not a viable option for least
developed countries. During the last one decade, the number of
countries with independently floating exchange rate declined
significantly. However, developed countries, such as the USA, Canada,
UK, Japan etc. have been consistent floaters. Many least developed
countries went for independent floating, but failed to stick. Some also
suffered damages in the process. Bangladesh belongs to managed
floaters’ group. However, Bangladesh's floating behaviour looks like an
independent one. The result has been unpleasant. Our opinion is that
Bangladesh's move toward floating has not been timely. To continue with
floating, Bangladesh will have to exercise total independence at
managing the float on the one hand and devote to developing such
complimentary factors as are essential for floating to work.

Exchange rates are theoretically divided into two categories, namely, fixed and
flexible exchange rates. There are, however, quite many variants of each of these
categories. The fixed exchange system has about as many variants as has the
variable system. Edwards and Savastano (1999) list as many as nine different
exchange rate systems that prevailed in the world until 1999. According to IMF
Annual Report 2005, the total number of variants ! is eight. FExchange rate
arrangement with no separate legal tender, and independent floating appear
respectively in the first and last places of both the lists. Coexistence of many
systems has, among others, turned the task of estimating their relative merits

Since Edwards and Savastano (1999) and the IMF use distinct terms to describe various systems we
cannot determine if fonner details any particular system or some particular system vanished during
the interval.
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problematic. The profusion of exchange rate systems and the blurred boundaries
between many of them makes any attempt to empirically determine the merits of
alternative regimes extremely difficult—(Edwards and Savastano 1999, p.5).

Between 1988 and 1998, the number of countries having floating— a variant of the
flexible exchange system— rose from just 38 to 101. The rush seems to have
waned since. According to IMF Annual Report 2005, 86 countries out of a total
of 187, were pursuing floating as of end April, 2005. Of them 52 were using
managed floating and the rest pursued independent floating. At the other extreme,
the number of countries with no separate legal tender is also on the rise. Between
1999 and 2004, the number of countries under the latter, in turn a variant of the
fixed exchange rate system, rose from 37 to 41. The fact that an overwhelming
majority of the world’s countries, 127 out of 187 now belong to either extreme has
also led some experts (e.g., Eichengreen and Hausmann, 1999; Fisher, 2001) to
predict that the intermediate regimes will vanish, and as between the corner
solutions, floating will dominate.

The bipolar view has been refuted by Velasco (2000), OECD (2001), and
Williamson (1999). Velasco (2000) points out that, except for some extreme cases,
neither currency boards nor a clean float of currencies seem appropriate for
developing countries. Williamson (1999), for instance, sees equally admissible
the possibility of countries reverting to intermediate regimes. Recent statistics too
seem to provide credence to this possibility. The number of independent floaters,
for instance, fell from 50 in 1999 to 34 in 2005. This might also go some way to
dispel the IMF’s foresight. It is the bipolar view that might rather fade away.
Table-1 in the appendix shows how rapidly the numbers of countries affiliated to
the various variants are fluctuating. There are instances of countries hiring and
firing certain system in a span of just one year. Exchange rate system of the
world, particularly, the developing one is seemingly passing the most turbulent of
episodes ever.

This article is organized in the following manner. In section two, we prepare a
short note on the prospect of floating by developing countries. In section three,
there appears a perspective account of Bangladesh’s move toward floating.
Section four points out Bangladesh’s problems and prospects with floating.
Concluding remarks appear in the last section.

2. Floating by the Developing Countries

The job of determination of the relative advantage of floating exchange for the
developing countries is complicated due to the very nature of the problem. As
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Frankel (2003) notes, The advantages and disadvantages of various exchange
rate regimes — fixed versus floating as well as various other places along the
spectrum — are far too numerous to be readily captured and added up in a single
model. Studies on floating by developing countries so far have remained almost
confined with addressing the broad issue: whether a developing country should
float or fix. Opinions, as usual, are divided. While the IMF is almost the sole
advocate for floating by developing countries, other experts differ and seriously
object to applicability of floating for them.

2.1 The IMF’s Point

No single exchange rate regime is best for all countries in all circumstances (IMF,
2000). Member countries continue to have scope to choose the type of exchange
rate regime that best suits their needs, always with the proviso that the chosen
regime must be credibly supported by policies consistent with the choice. ... While
increased capital mobility has been leading an increasing number of countries to
either end of the spectrum between firmly fixed rates (or monetary unification)
and free floating, intermediate regimes are likely to remain viable and
appropriate in many cases (IMF 2000, op. cit.).

In the contemporary world, however, the IMF, in not quite keeping with this
position, is found to put pressure upon those developing countries, which seek its
help to switch to floating exchange system. To the sheer disregard for the
arguments that highlight inappropriateness of floating system for the developing
countries, more and more countries are allured to introduce it. “Fixed exchange
rates pose significant challenges because they require much greater reliance on
fiscal, monetary and structural policies to provide the flexibility needed in the
economy” declares Anne Krueger, the managing director of the IMF (Krueger
2005).

Floating exchange system, thus, is supposed to overcome the necessity of
excessive reliance by developing countries with fixed exchange system on fiscal
monetary and structural policies for economic flexibility. Unfortunately, we will
see soon how experts refer to the same fiscal, monetary, and structural matters to
express reservations about appropriateness of floating for developing countries.

2.2 The Counterpoint

Number of countries belonging to independent floating declined from 50 in 1999
to 34 in 2005. Although, a few least developed countries, such as, Somalia,
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Uganda, Sierra Leone, Papua New Guinea, Madagascar, continued to be in the
independent floating group until 2005, they too may be expected to follow suit
considering the observed trend. Ecuador, finding itself in ruins, abandoned
floating after experimenting with it less than one year. Of the 50 countries, which
belonged to independent floating group in 2000, only 24 remained in the same
group in 2005. They are mostly the developed countries, e.g., the US, UK.,
Canada, Japan, Australia etc. Floating exchange system initially evolved in those
countries. That is, independent floating suits the developed countries.

In the absence of hard data on the outcome of floating in the developing countries
authors until now concentrate on its theoretical aspects. These include issues on
regional blocks, competition for world market for similar range of products,
difficulty of defining floating proper for a developing country, likely volatility of
exchange rate, uncertainty, and loss of confidence, fiscal and monetary
weaknesses, adverse implications of combination of floating and international
capital flows, potential negative impact on investment and debt service, etc.

Bénassy-Quéré and Coeuré (2000) have stressed upon the regional dimension of
the debate on corner solutions. They argue that both pure floating and hard pegs
make future regional cooperation more difficult. This is important in a world of
regional trade blocs, which look for ways to intensify cooperation. A float is an
inherently unstable regime for countries competing on world markets for a similar
range of products and hence sets incentives for beggar-thy-neighbor competitive
devaluation. Floating induces non-cooperative strategies, especially when the
competing neighbors face a common shock

In the similar vein, Cooper (1999) points out prescriptions regularly extended to
developing countries by the international community, including the IMF and the
US Treasury, namely to move toward greater exchange rate flexibility and to
liberalize international capital movements, may be in deep tension, even deep
contradiction. It is an open question whether a broad, diversified financial market
based on the domestic currency can develop under floating exchange rates, says
Cooper (op. cit.), who also argues that jumping asset prices and absence of
hedging instruments in underdeveloped countries could trouble lives under
floating exchange system by hampering well-being and investment. Cooper
concludes by noting that,

as time goes on flexible exchange rates will gradually evolve from being
mainly a useful shock absorber for real shocks into being mainly a
disturbing transmitter of financial shocks, increasingly troublesome for
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productive economic activity. Thus a cost-benefit calculation for flexible
versus fixed exchange rates will gradually alter the balance against
flexibility, even for large countries.

This conclusion will look justified empirically since the number of independent
floaters declined from 50 to 34 between 1999 and 2005 (see table-1). Table-1 also
shows that number of managed floaters has almost doubled to 52 between 1999
and 2005. Edwards and Savastano (1999) asks if it is at all possible to distinguish
fixed and flexible exchange rates in the context of the developing countries. To
quote the authors,

to our knowledge, there have been no serious attempts at establishing an
economically-based divide between a ‘flexible” and a ‘floating”
exchange rate in developing countries. Moreover, given the dearth of
episodes with floating exchange rates in those economies, it is not entirely
clear whether such a distinction is even possible and, therefore, what
countries or experiences outside the developing world should provide the
yardstick for evaluating this option. ...

This argument notwithstanding, Edwards and Savastano (op. cit.), conclude,

Mexico's experience after the 1994 peso crisis provides an opportunity to
gain some insights on behavior of floating exchange rates in emerging
economies. Of course, it is not possible to extract general conclusions
from a single episode, but in the absence of other experiences with
anything that resembles a floating rate, analyses of Mexico's foray with
exchange rate flexibility should prove very useful. ... Although
preliminary, and based on only a few months of the floating exchange rate
experiment, these results suggest that middle-income countries can have
a reasonably well functioning floating exchange rate system.

Likely volatility and uncertainty has been highlighted by Standard and Poors (Feb
15, 2002), which notes that in Mexico, foreign exchange rate dropped 24 percent
in a week in Venezuela after the announcement of floating and that interest rates
on commercial loans peaked near 100 percent.

“The high uncertainty prevailing in the economy and the loss of
confidence are likely to drive the fx (foreign exchange) rate well over
VB1000 per US dollar. While the sharp increase in interest rates should
benefit intermediation margins, with banks able to get spreads as wide as
40 percentage points, the negative effect on asset quality will be more
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significant given the weak loan portfolios. High interest rates will curb
customers’ capacity to service their debts, driving problem loan ratios in
the system up from the 7.1% (including restructured loans) reported at
year-end 2001 ( see, Standard and Poors Feb 15, 2002).

OECD (2001) argues that corner solutions are not as crisis-free as is often
maintained. The prospect of regional integration invalidates corner solutions as
non-cooperative (float) and costly to exit (hard pegs), but it revives the
intermediate exchange-rate regime (OECD, op. cit.)

Similar fate befell Guinea, which introduced floating on 1 March 2005. Guinean
Franc has free-fallen, losing 38 percent of its value against currencies like the
dollar, according to the IMF. Informal money-changers reportedly hawk on the
streets of Conakry Guinean Franc.

About floating by least developed countries one can thus expect to witness
repeating of similar events. It should be so because a host of fundamental issues
remain unresolved in those countries. These, according to a list made by Joshi
(2003), include

(1) Floating needs inflation targeting — a task quite beyond the capability a typical
least developed country to handle successfully, due to, among others, dominance
of fiscal policy there.

(2) These countries lack the financial infrastructure that is appropriate for floating
exchange rates. Their financial and foreign exchange markets lack depth. This
may amplify exchange rate fluctuations to enormous social costs. These thin
markets are potentially subject to manipulation by hedge funds.

(3) Weak or fragile financial credibility of developing countries can arouse market
fears of likely irresponsibility on the part of financial authority. This limits heavily
flexibility of monetary policy, which, in turn is the main advantage claimed for a
floating exchange rate.

(4) Developing countries cannot undertake local-currency-denominated foreign
borrowing. Since domestic bond markets are also undeveloped, debt structure
becomes over-dependent on unhedged external borrowing. This makes the
national balance sheet vulnerable to large exchange rate changes.

Thus, even if floating can be useful for middle- and high-income countries, it
might prove be highly volatile and destabilising in countries with underdeveloped
financial markets, especially, in those whose banking sectors are weak. Also, in
the absence of hedging instruments local companies would be exposed to
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exchange rate risk and the already financially troubled state-owned enterprise
sector might collapse. Freely floating exchange rates are particularly harmful to
developing countries with underdeveloped financial markets and highly open
economies. Compared with the industrial countries, their exchange rates would
be more volatile and the availability of financial instruments for hedging against
exchange risks would be limited (Kwan, 2000). The classic objection against
floating is that it leaves the system bereft of nominal anchor. A new critique of
floating rate is that the latter is volatile in the short term and thus potentially may
inhibit trade flows (see, Bernanke, 2004). Bernanke (op. cit.) also note that
historically, floating exchange rates emerged in countries where there existed no
less worse alternatives.

IMF Annual Report 2005 shows that level of development plays no role at
countries’ becoming managed or independent floaters. Thus while countries like
Somalia and Malawi are having independent floating systems, Singapore, Russia,
and Czech Republic are managed floaters. Wickremasinghe (2004) refutes the
validity of PPP hypothesis for Sri Lanka. Qayyum et al. (2004), find a substantial
undervaluation of the Pak-rupee vis-a-vis the US dollar under the managed
floating system that it introduced in 2000.

India did revert to managed-floating from independent floating in 2000. Sri Lanka
belongs to independent floating regime, under which its economy has not done
well. Inappropriateness of independent floating for underdeveloped countries has
also been witnessed other countries too. Ecuador lost its sovereignty over a legal
tender of its own; it has dollarized. Ghana, Guinea, Guyana, Mauritius, Mongolia,
Angola, Indonesia, Zambia abandoned independent floating and moved to
managed floating in 2001. Ghana qualified for debt relief amounting to $3,5bn
under the heavily indebted poor countries initiative. It also recorded strong growth
in foreign investment from $65,37m in 2002 to $88,6m in 2003. Congo and
Eritrea abandoned independent floating and moved to some pegged systems.

According to IMF classification, Bangladesh belongs the group of countries
whose currencies are subject to managed floating. This group is the largest one
with, according to 2005 data, as many as 52 members. Its size rose from as low
as 27 in 1999.

3. Bangladesh Floats Exchange Rate

On May 31, 2003 Bangladesh replaced its fixed peg arrangement against a single
currency (see, IMF Annual Report, 2003) by floating exchange system.
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Bangladesh now belongs to the 7th group in the IMF’s categorization of countries
into groups according to exchange rates in place. The system used by this group
is called Managed Floating with no predetermined path for the exchange rate. On
May 31, 2003, inter-bank market trading in foreign currency began in
Bangladesh. Under the new system “the monetary authority attempts to influence
the exchange rate without having a specific exchange rate path or target.
Indicators for managing the rate are broadly judgmental (for example, balance of
payments position, international reserves, parallel market developments), and
adjustments may not be automatic. Intervention may be direct or indirect” (IMF
Annual Report 2005).

Bangladesh’s move to floating exchange rate system was not warranted by
economic condition as such; it was one of the conditions that the IMF wanted
GOB to meet in order for her to be able to borrow under PRGF. On May 31, 2003
Bangladesh introduced floating exchange rate. And in June 2003 the IMF’s
Executive Board approved Bangladesh’s request for a three-year arrangement
under the Poverty Reduction and Growth Facility (PRGF). In order to qualify for
funds under the PRGF the government had to prepare an Interim Poverty
Reduction Strategy Paper (I-PRSP). While the latter was on progress the
government also had to undertake a series of “belt-tightening” measures in the
macro economy in order to qualify for loans under PRGF. The government
launched in June 2003 a comprehensive reform program based on a poverty
reduction and growth strategy as set out in our Interim Poverty Reduction
Strategy (I-PRSP). Monetary policy was tightened in the second half of FY03 to
facilitate the transition to the float (GOB, 2003).

Thus the development programs of the government were selectively shelved or
curtailed to save foreign exchange and boost international reserves. The current
account of the BOP was going negative for a couple years preceding the austerity
phase; it began to show surplus during the years that followed. International
reserves rose close to two billion US dollars. The government had to make fresh
promises to the IMF about, among others, privatization of SOEs. The Adamjee
Jute Mills was closed. International trade was liberalized further (see, Nag and
Salimullah, 2005). Despite all these developments and an I-PRSP ready by April
2003, the IMF did approve loan under PRGF only after Bangladesh switched to
floating exchange rate system on May 31, 2003. “The government has been
negotiating with the IMF for a multi-million dollar poverty reduction credit
programme, but the agency said it would only consider the request if the
authorities floated the taka by June” (BBC news, May 29, 2003).
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Floating system has not been a welcome phenomenon in Bangladesh; arguments
opposed to the measure look both substantive and overwhelming. Interestingly,
the finance minister himself has been quoted, prior to floating, as saying, “I do not
have any rigid stand but the current exchange rate policy is serving us better at
least for the time being ... The depth and strength of our money market does not
suggest that we should opt for a policy which we cannot handle and would create
problem for us.” The Daily Star, January 03, 2003. But it took the minister only
a couple of months to change his stand. On April 22nd, 2003, - he said that the
government was planning to introduce floating currency exchange rate shortly to
promote export against the backdrop of “anti-export atmosphere” in the
international arena. “We need it to support our export, which can’t be done
through subsidy anymore,” he told reporters after a meeting with a visiting
International Monetary Fund (IMF) mission at his secretariat office here (BSS,
April 22, 2003).

A synthesis of the finance minister’s statements will only reveal the government
abandoned the exchange rate policy that was “serving us better” only because the
IMF asked for it. Nothing untoward happened in the said couple of months to
transform the international arena into an “anti-export atmosphere”. Experts (e.g.,
Islam, 2003) opposed to Bangladesh’s floating emphasize upon such factors as
non availability of credible nominal anchor, absence of central bank’s
independence necessary for, among others, controlling fiscal deficits, absence of
competent professionals necessary for predetermining inflation targets, absence of
deep and competitive foreign exchange market, absence of sound banking system,
low level of international reserves, etc. The government seemingly was not in a
position to pay heed to such suggestions.

In June 2003, the IMF approved a loan to Bangladesh of over half a billion US
dollars. The IMF got Taka floating; and the government got IMF money.

4. Float Starts to Bite

As mentioned, Bangladesh is a managed floater. Under the system Bangladesh
can influence the exchange rate, considering such factors as balance of payments
position, international reserves, parallel market developments etc. It may be noted
that under managed floating system India managed her exchange rate so heavily
that the system may be best described as a “dirty crawl” (see Joshi, op. cit.).
Indian rupee-dollar exchange rate has exhibited longish periods of stability,
punctuated by crawling depreciations in order to keep the real effective exchange
rate roughly constant. A question thus arises as to whether Bangladesh has done
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its managing right. Available data indicate that the economic agents —consumers
and producers— almost did not feel any pinching of the new system until end
calendar year 2004. Nominal exchange rate against US dollar showed a small
depreciation. It rose from 57.9 to 60.3 between May 31 2003 and December 2004.
The monetary authority even would claim credits to the effect that the very shift
to floating had stabilized the exchange rate.

Since the beginning of the calendar year 2005 nominal exchange rate began to
depreciate rapidly. In June 2005 nominal exchange rate rose to about 64; by
December was above 66. Early months of the year 2006 saw further erosion of the
exchange rate. Business people of late complain that they buy/sell US dollar for
Taka 72 to as high as Tk. 74. Monetary authority no longer highlights its efficacy
of having stabilized the exchange rate through moving to floating. Instead, they
can now be found to preach that u3nder floating exchange system the government
cannot control import prices via intervention in the foreign exchange market.
They can also be found to glorify the ongoing depreciation of Taka by attributing
to it larger export earnings and foreign remittances.

Neither of the claims, however, seems to be authentic. To quote the Government
of Bangladesh, Monetary policy was tightened in the second half of FY03 to
facilitate the transition to the float. Treasury bill rates were raised and reserve
money rose by only 4 percent, below program. Nonetheless, private sector credit
remained robust, growing by 13 percent in FY03 and the exchange rate has been
stable. Given this favorable environment, Bangladesh Bank (BB) began to ease
monetary conditions in the first quarter of FY04 to better support growth ... With
a substantial increase in external assistance, gross official reserves rose by about
$1 billion from June 2002 to $2.4 billion (worth three months of imports) by end-
November 2003, well above our target (GOB, 2003). Thus it was the tightened
monetary policy to facilitate the transition to float and a substantial increase in
external assistance not the movement to floating itself that helped the exchange
rate to stabilize during the months that followed May 2003.

Available data also do not support the monetary authority’s claim that the rising
exchange rate helped Bangladesh to receive larger export earnings and higher
foreign remittances. Table-2 shows that monthly average rate of growth of
remittance declined from 2.76 in the pre float period to 2.42 in the post float
period despite growth rate of number of persons going abroad rose from 2.42 to
2.55 in the same period. Table-3 shows that export growth rate went negative in
2002, to be followed by a positive single digit rate. During the latest year, 2005,
export growth showed a decline. Although the most recent months of the current
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fiscal year remittances grew considerably, experts wonder as to what could have
caused it.

Course of events reversed during the years since the beginning of calendar year
2004. The Bangladesh Bank eased the monetary policy in the interest of growth
as mentioned above. Growth of narrow money M1 and broad money M2, which
were respectively 8 percent and 13 percent in 2002, rose to respectively 16.5 and
16.8 percent in 2005 (Table — 4). The government borrowed heavily from the
central bank. During fiscal 2005, the government borrowed Taka 3500 from the
central bank as against only Tk. 64 crore in preceding year. At the same time
inflow of foreign aid fell. According to reports, during the current year
Bangladesh received only US $ 500 million in foreign against the committed US
$1.5 billion. Bangladesh received a total of US$ 488 million in foreign aid during
July-December period of fiscal 2005-06, down from $ 815 million during the
same period of the previous year Aid flow is declining gradually due to the
government’s failure to carry out the conditions imposed by the donors,”
(Financial Express, Mar 12, 2006). Naturally, floating had to bite. That is,
exchange rate’s depreciation has been but a consequence of the above events.

Unfortunately, the course of events would look very familiar among concerned
observers. Internally, the public exchequer was having hard time consequent upon
oil price shock. Administered price of oil has been raised on several occasions of
late to public misery. The government wants to take time to raise oil price further.
But the donors are stubborn.

It may be remembered that during the structural adjustment era the IMF would
keep pressing the government to devalue Taka. Presently, by having compelled
the government to go to floating exchange system it has secured one objective
seemingly permanently. Devaluation is no longer its headache. The donors
reportedly also opine that if the installments of loans are disbursed the
government might abuse in the months prior to election. We wonder what else can
be a more silly reasoning. The fact of the matter we believe is that even if the
government fulfills all the conditions attached to foreign aid, the donors would in
one or another pretext refuse to disburse committed funds timely. There are also
instances of similar behaviours of donors. In another occasion, during early 1980s
the IMF refused to disburse funds committed to Bangladesh despite Bangladesh
fulfilled all the conditions attached (see, Matin, 1986). Studies (e.g., Nag and
Salimullah, 2005) show that the poverty reduction strategy presently pursued by
the government is only nominally different from the previous structural
adjustment policies.
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Although Bangladesh is entitled under the system of exchange rate policy it is
pursuing to intervene according to the economy’s priority, as mentioned, she is
made to behave as if she belongs the so called independent floater’s group. Had
the donors disbursed timely the committed funds the country’s external reserves,
with other things remaining the same, could stand near four billion US dollars, in
turn worth nearly five months import. Bangladesh could then be able to intervene
properly in the foreign exchange market to the greatest interest of the country.

The ongoing episode, on the other hand, involves all the perils that one could
imagine.

The hefty devaluation of the exchange rate will, theoretically, reduce output,
employment through both supply and demand sides of the economy (see, Nag,
1990.) Real tax revenue will also tend to decline (see, Nag, 1999).

Aside from these, the de facto independent floating like behaviour of the country’s
currency will also cost the economy in terms of volatility of macro variables.
Volatile exchange rates make international trade and investment decisions more
difficult because volatility increases exchange rate risk. According to a study on
small island developing countries (SIDS) (Vella, 2005) volatility of the macro
economic variables showed considerably higher variations in those countries
which floated exchange rates compared to those who did not float. In the appendix
we quote from Vella (op. cit.) (Table-5) to compare volatilities of a set of macro
variables (measured in terms of standard deviation) with those of the ones in
Bangladesh economy. Table-2 compares the pre-float and post-float standard
deviation of a number of macro variables of Bangladesh. We see that post-float
standard deviations are consistently higher that the pre-float standard deviations.

Bangladesh and the developing countries in the sample in question have
considerable amount characteristic similarities. All are price takers in the world
economy and have very small share of world trade. Susceptibility to fluctuations
of terms of trade is high for both SIDS and Bangladesh. Both have small market
sizes and large numbers of small firms. These small firms do not enjoy any
economy of scale, so any variability in exchange rate translates into costs. Lack
of hedging instruments limits firms’ potential efforts to insulate themselves from
damages originating from exchange rate fluctuations.

Contents of tables 2, 3, and 4, can be compared with those of table-6 to have a
guess about rates of growth in the pre-float and post float periods.

It may be observed standard deviations of interest rate, international reserves,
exchange rate, price are higher under floating, reflecting higher volatility of the
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variables. The implication is that the economy had to bear the costs. For example,
there is a negative relationship between volatility of prices and GDP growth (see,
Vella op. cit.). Exchange rate volatility hampers trade flows and thus overall
economic activities. Now, the question remains whether the country deserved all
these.

5. Concluding Remarks

Floating exchange system is truly a developed country’s profligacy. Least
developed countries are not viable floaters as of now. Total number of countries
practising floating exchange rate has declined during the current decade.
However, number of managed floaters has increased considerably. Bangladesh is
a managed floater. But it has behaved like one with independent floating. The
reason, we argue, is the IMF’s influence over the country’s economic policy. The
consequence has been damaging. We are afraid, unless the country can exercise
independence at management of it exchange rate system only more damages
await it.

One question, of course, remains as to whether it has been wise to abandon the
previous regime that, in turn, was serving the country better according the finance
minister himself. Empirical data do not indicate any final location for any
particular country, particularly a least developed one. Things at best are changing
continuously. None can challenge a possibility of countries returning once again
toward intermediate regimes — regimes that have shown signs of being vanished.
Bangladesh, it may be remembered was having an intermediate regime prior to
the present and also doing better.
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Appendix

Table 1 : Number of Countries under different Exchange Rate Regimes

Exchange Rate April 30 Dec 31 March 31 Dec 31 April 30 April 30 April 30
Regimes 1999 1999 2001 2001 2003 2004 2005.
Exchange arrangements 37 37 39 40 41 41 41
with no separate

Legal Tender

Currency Board 8 8 8 8 7 7 7
Arrangements

Other Conventional 44 45 44 41 42 41 42
fixed-peg arrangements

Pegged exchange rates 8 6 6 5 5 4 5
within horizontal bands

Crawling Pegs 6 5 4 4 5 5 5
Exchange rates within 9 7 5 6 5 5 1

crawling bands

Managed floating with no 25 27 33 42 46 49 52
pre-determined path for
the exchange rate

Independently floating 48 50 47 40 36 36 34

Source: IMF Annual Reports, various years.
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Table 2 : Mean and Standard Deviations of Macro Variables

Variables Mean Standard Deviation
Pre-float Post-floatPre-float  Post-float
Money (M1) (n=32) 231.61 31435 15.01 40.00
Money (M2) (n=32) 935.35 1356.04 97.16 159.79
Domestic Credit Growth (n=31) 7.31 6.15 3.99 3.95
Forex Reserves (n=32) 1418.02  2750.88 241.48 262.03
Exchange Rate (Tk/USD)(n=32) 56.75 61.17 1.60 2.88
Exchange Rate (Tk/Pound) (n=32) 84.54 109.378  5.50 8.14
Exchange Rate (Tk/Yen) (n=32) 0.47 0.55 0.02 0.03
Exchange Rate (Tk/Euro) (n=32) 53.45 74.92 5.30 5.19
Export Earnings (Taka) (n=29) 2924.62 4010.68 384.80 820.15
Import Payments (Taka) (n=29) 3860.45 5561.83 657.57 1149.97
Export Earnings (USD) (n=32) 518.18 710.23  65.10 121.36
Import Payments (USD) (n=32) 684.06 93427 111.98 143.18
Price Level (CPI) (n=23) 105.62 114.24 2.63 3.87
Interest rate on Commercial Lending (n=32) 12.59 10.82 0.55 0.64
Current Account Balance (n=19) 44.08 5.11 156.78 140.31
Remittances 209.70 314.69  43.82 50.37
Growth rate of Remittances 2.76 2.42 --
Growth rate of persons left for abroad 242 2.55 --
Call money rate 13.82 16.51 7.39 12.04

Source: Calculated by the authors’ based on monthly data obtained from Economic Trends,
Bangladesh Bank and International Financial Statistics (IFS).

Table 3 : Export Growth

Year Export (Million USD) Annual Growth
1998 5161.2 16.81
1999 5312.8 2.94
2000 5752.2 8.27
2001 6467.3 12.43
2002 5986.1 -7.44
2003 6548.4 9.39
2004 7603.0 16.10
2005 8654.5 13.83

Source: Bangladesh Bank.
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Table 4 : Growth of money supply

Year Money Supply (M1) Money Supply (M2)
In Crore Taka Growth In Crore Taka ~ Growth

2000-01 223474 12.40 87174.1 16.60
2001-02 24161.1 8.12 98616.0 13.13
2002-03 26743.4 10.69 113994.5 15.59
2003-04 30500.2 14.05 129773.8 13.84
2004-05 35546.1 16.54 151588.5 16.81
2005-06 36559.6 15.39 158722.5 16.93

Source: Economic Trends, Bangladesh Bank. For 2005-06, M1 and M2 figures are seven months’
(July to January) average and have been compared with the previous year’s seven months’ average
to calculate the growth rates.

Table 5 : Indicators of Volatility (Standard Deviation)

Hard Pegs Soft Pegs Floating
Terms of Trade 7.5 9.8 14.0
GDP growth rate 4.8 3.4 34
Export Growth rate 10.5 11.5 11.7
CPI 13.4 16.5 24.9
NEER 9.7 9.1 24.1
REER 52 4.1 9.4
Reserves 16.4 254 56.5

Source: Vella (2005)

Table 6 : Average Macroeconomic Performance (%) (1990 - 2002)

Hard Pegs Soft Pegs Floating

GDP growth rate 23 3.0 3.1

Export Growth rate 5.1 5.7 3.1

FDI/GDP 9.2 3.0 53

Fiscal Performance/GDP 2.0 0.5 -4.2
Inflation rate 2.5 4.0 10.9
Money Growth rate 8.3 10.2 18.2
Interest rate 7.7 6.6 16.1
Unemployment rate 11.0 9.5 9.9
Current Account/GDP -15.6 -5.1 -2.6
External Debt growth rate 11.0 7.0 3.0

Source: Vella (2005)



Export of Port Services and Private Port in Chittagong

Abul Kalam Azad*

During the days of Adam Smith, David Ricardo and Karl Marx, services were
viewed as unproductive and the mention of trade in services was hardly found in
economic literature. But those days are gone now. Things have changed
dramatically since then. At present, services are recognized to constitute an
important sector of the economy no less than agriculture or industry. Not only do
services contribute significantly towards GDP and employment in both the
developed and developing countries, the use of new technologies has made many
services storable, transportable and consequently, tradable. Lately, a large
proportion of the world economic transactions is taking place in the service trade'.

Again, services may be divided into those consumed directly and those used as
intermediate inputs. These input services play a much more complex and
important role in the development process than is suggested by their direct
contribution to GDP and employment-creation. This is reflected in the inter-
linkages between services and the rest of the economy?. Production and export in
agriculture, industry and services sectors require many infra-structural services
like port, transport and storage, utilities, telecommunication besides banking and
insurance. The lack of access to adequate and efficient services is considered as
an impediment to economic development of the developing countries. National
efficiency and international competitiveness of a country depend on the
availability of adequate infrastructure services. This makes the efficient supply of
services important in any economy. The efficient supply of services, in turn, is
linked to production of and investment in services by government and private
enterprises, both local and foreign. In this paper, we look at the importance of port
services and of the Chittagong Port in the economy of Bangladesh; the latter’s
current and prospective uses; the organization of production and the cost of supply
of port services in the Chittagong Port along with its impact on the economy and
finally we suggest ways to improve the situation. We, however, begin with a brief
historic profile of the Chittagong Port.

*  Professor, Dpartment of Economics, University of Chittagong, Chittagong.
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A Brief Historical Account of the Chittagong Port

It is difficult to say exactly how old the Chittagong port is. But it can be said
without doubt that this port is as old as the land is. It is learnt from the writings of
the Roman, Greek and Arab sailors and geographers that the Chittagong port was
established about two thousand years ago. History testifies the fact that by age and
prosperity, this port was one of the oldest elite ports of the world. Historians
unanimously admit that since 200 B.C., the pre-Islamic Arabs of Yemen and
Babylon dominated and conducted the international trade between Arab,
Abisinnya (Ethiopia), Yemen, Assyria (Syria, Iraq, Iran) Greece and Rome in the
West and China in the east through ports like Ceylone, Malabar, Kalikot, Java,
Sumatra etc. including Chittagong. This domination of the Arabs on the sea route
continued till the arrival of Portuguese in 1500 A.D. in Chittagong’.

The Portuguese and the Arakanese established supremacy over Chittagong for
some time before the conquest of Chittagong by the Mughals in 1666. The
English East India Company made a failed attempt to capture Chittagong in 1685
when they were beaten back by the Mughal army. The English instead settled at
Sutanati—the present Calcutta. They were however back to Chittagong in 1761
when it was conceded to them by Nawab Mir Quasim. Although Chittagong was
the biggest port of Bengal, the English had invested a lot of time and resources by
then in building Calcutta that was to become the capital of British India later on.
In the following 200 years of English rule, the East India Company/British Royal
Government favored Calcutta over Chittagong and the latter was developed, if at
all, only as a ‘second fiddle’. It was only after the partition of India in 1947 that
the Chittagong Port was rebuilt and developed as the principal port of this country.

The short historical background of the Chittagong Port has been described above
just to remind ourselves the fact that this port, more than two thousand years old,
once enjoyed the status of an important international seaport linking the West and
the East. It is a matter of great regret that the port that once served as the
‘entreport’ for the whole region now-a-days cannot even serve this country
efficiently.

Importance of the Port Services and the Chittagong Port

Port or harbor services are directly related with the export and import trade of the
country. Presently almost 99% percent of our export trade and more than 90% of
our import trade are carried out by sea route and hence depend on port services*.
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Again, the trade-intensity index of our economy, given by the ratio of volume of
trade vis-a-vis total GDP, increased over the years. This index was about 31%in
the year 1999- 2000. This means that the port services are directly related with an
amount of out put as large as almost the one third of our national output.

The Chittagong port, as the largest seaport of Bangladesh, handles 80% our
import trade and 75% of our export trade’. Besides, the volume of cargo-handling
in the Chittagong port shows a direct and positive correlation with the growth of
GDP of the country. Between 1992-93 and 2001-2002, average annual growth of
our real GDP was roughly 5% and average annual growth of cargo handling in the
Chittagong Port during the same period was about 10% (Table I). This means that
cargo-handling in the Chittagong Port grew twice the growth rate of GDP. So in
the future, our drive to achieve higher growth rate will necessarily require larger
and larger capacity of cargo handling in the Chittagong Port.

Thus we see that the port service plays an overwhelming role in our economy and
the Chittagong Port plays the largest role in that act.

Present and Prospective use of the Chittagong Port

Presently the Chittagong Port and its services are used for handling our exports
and imports only. While the service content of the Chittagong Port in our imports

Table 1 : Growth of Cargo in the Chittagong Port and GDP

Year Volume of Cargo Year-to GDP Year-to-
(Thousand M. Tons) Year Growth (Million Year Growth
1992-93 7616 8.23 1455680 4.57
1993-94 7897 3.69 1515140 4.08
1994-95 10278 30.15 1589760 4.93
1995-96 10301 0.22 1663240 4.62
1996-97 10554 2.46 1752850 5.39
1997-98 11087 5.05 1844480 5.23
1998-99 13903 25.40 1934290 4.87
1999-00 15141 8.90 2049280 5.94
2000-01 16907 11.66 2155060 5.16
2001-02 17748 4.97 2258480 4.80

Source: Bangladesh Economic Survey 2002, Min. of Finance, GOB.
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may beregarded as our domestic consumption, the same content in our exports
may be viewed as our export, that is, export of port services.

But we can export this service of the Chittagong Port in at least two more ways:

Presently, we export this port service embodied in our exported commodities. But
we can also allow other countries like Nepal, Bhutan, India, (particularly,
landlocked seven sisters of north-east India) to use our port facilities on payment
of service charges.

Alternatively, we can import commodities from other countries using our port
facilities and re-export them to a different set of countries. In this way also we can
export our port services in embodied form in commodities that are neither
produced nor consumed by us®.

But the use of port services in general and that of the Chittagong Port, in
particular, for both domestic consumption and export purpose depends on the
efficiency of service supply in the Chittagong Port.

Efficiency of Service supply in the Chittagong Port

If we look at the increase of revenue, expenditure and cargo volume, we find that
all of them increased at roughly the same average rate per annum (revenue
increased by 11.3%, expenditure increased by 11.2% and the volume of cargo
increased by 10.1%) between 1992-93 and 2001-2002 (Table 2). Consequently,
the staggering high operating cost/revenue ratio, instead of showing any declining
trend as expected by some people, maintained an almost constant ratio. This is
further reflected by the fact that the cost of handling per ton of cargo remained
almost the same between 1992-93 and 2001-2002 (Tk. 188 per ton in 1992-93 and
Tk. 184 in ). To be more specific, the operating cost/revenue ratio never declined
below 63% and went up as high as 77% between 1992-93 and 2001-2002. In
input-output terms, this means that most of the value of port services was used up
as costs of production of output.

However, from the national point of view, the cost of output of the Chittagong
Port is even larger than what is actually incurred by the port. According to a study
by Hossain, the illegal rent-seeking in the Chittagong Port was as high as 1.7
times the revenue earned by the Chittagong Port in the year 1999-2000’. In
nominal monetary terms this means that the nation had to spend about Tk. 11352
million for producing an output of only Tk. 4204 million.
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Table 2 : Revenue, Expenditure and Volume of Cargo

Year Revenue Expenditure ~ Volume of Cargo
(Million Taka) (Million Taka) (Thousand M. Tons)
1992-93 1875.8 1434.4 7616
1993-94 2055.6 1571.3 7897
1994-95 2604.0 1963.2 10278
1995-96 3158.6 2234.6 10301
1996-97 3243.1 2133.3 10554
1997-98 3452.2 2427.2 11087
1998-99 3745.1 2621.7 13903
1999-00 4204.3 2983.5 15141
2000-01 4770.0 3022.8 16907
2001-02 4795.2 3258.9 17748

Source: Bangladesh Economic Survey 2002, Min. of Finance, GOB.

The Lost Production in the Chittagong Port

The principal activity of a port is connected with the ‘loading’ and ‘unloading’ of
cargo from the ships carrying goods in and out of the country. It has been
estimated that the average turn-around time for every ship visiting the Chittagong
Port is at least 6 days which should be normally no more than 2 days. This means
that if the port operation was run efficiently, the Chittagong Port could handle 3
times larger amount of cargo than what it handles presently.

Since, at present, the yearly output of the Chittagong Port is about Tk. 5000
million, so the lost output of the port due to higher turn-around time may be given
as 5000X2 = 10000 million taka. The rent-seeking by the unscrupulous employees
and workers has been estimated to be about 10000 million taka. So the total
production loss of the Chittagong Port stands to be (10000 + 10000=) 20000
million taka annually.

If we add the total annual production-loss with the cost incurred by the Port
Authority (4204 million taka in 1999-2000), the total national costs of output
(services) of the Chittagong Port stands to be 20000 + 4204 = 24204 million taka.
The total production-loss is paid, directly and indirectly, by all the users of the
port. The total value of export and import in 1999-2000 was about 620000 million
Taka. The national cost of port services for handling the total volume of export
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and import was about 24204 million taka which is about 4% of the total value of
export and import. So we can conclude that the price of both our exports and
imports increases by at least 4% because of inefficiency in the Chittagong Port.

The exorbitantly high operating cost incurred in running the operation of the
Chittagong Port (Table 3) naturally leaves very small net surplus. Table IV shows
the amount of profit deposited in the Government treasury on the account of
Chittagong Port in various years. Leaving all other investment on infrastructure
aside, if we consider only the value of the total land area of the Chittagong port,
the rate of return will be very insignificant. Simple bamboo-huts built on this land
would have fetched more revenue as rent for the Government/country!

The reason for inefficiency of the Chittagong Port in terms of input-output, cost-
structure and asset-return ratio may be looked into the organizational structure of
the Chittagong Port as an individual production unit.

An Analysis of the Chittagong port as an individual Production Unit

Table 3 : Revenue, Expenditure and Operating Costs

Year Revenue Expenditure Operating
(Million Taka) (Million Taka) Cost Ratio
1992-93 1875.82 1434.40 i
1993-94 2055.63 1571.30 .76
1994-95 2604.00 1963.20 75
1995-96 3158.63 2234.60 71
1996-97 3243.10 2133.30 .66
1997-98 3452.22 2427.20 .70
1998-99 3745.08 2621.70 .70
1999-00 4204.30 2983.50 1
2000-01 4770.00 3022.80 .63
2001-02 4795.20 3258.90 .68

Table 4 : Profits Deposited by the Chittagong Port in the
Govt. Treasury (million Taka)

Year 1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02
Profit 50 200 200 200 350 400 - 00 500

Source: Bangladesh Economic Survey 2002, Min. of Finance, GOB.
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Simple microeconomics says that an individual business firm producing
goods/services will try to maximize its profits. Chittagong Port catering port
services will be no exception to it. In a competitive situation, a firm not only tries
to reduce costs of production by technical innovation and restructuring, it also
resists any move by labors to raise wages and, thereby, costs. Again a firm can try
to maximize its profits by raising price of its products/services or by reducing
costs of production or by both. When a firm sells in a competitive market, its
scope for raising the price of its product is limited because if it raises price, it risks
losing customers. In such cases, the option left to the firm for maximizing profit
is to reduce costs of production. And this is good for the producer as well as the
consumers and the nation. The producer benefits from the increased margin of
profit, the consumers benefit from the reduced price and the nation benefits from
lesser use of resources for producing a given amount of goods/services.

But in the case of monopoly, the firm does not have to be afraid of losing
customers. So it can go for raising prices if it wants to maximize profits. Not only
to maximize profits but to avoid any erosion in profit margin also, the firm will
raise price in response to any wage increase by the workers and employees.

This is how Scitovsky tried to explain inflation in his Market Power Theory®.
According to him, producers with dominance or monopoly power in market find
it more convenient to raise the price of product instead of resisting demand from
workers for higher wages. Consequently, instead of traditional antagonism
between the producers and workers (because of conflicting interest), we see an
“unholy alliance” of the producers and workers who use their monopoly power to
exploit the consumers and the nation.

And this is exactly what has happened in the case of Chittagong Port. But that is
not enough. The situation, here, is even worse. In the case of private monopoly,
the monopolist producer at least tries to maintain his own profit margin. But, since
the Chittagong Port is a state monopoly, here the government does not prefer to
raise the price of services supplied, instead it concedes its own share to the
workers and employees. This is what reflected in the very little contribution made
by the Chittagong Port to the national exchequer. Though the government as the
owner of the port does not go for raising the price of port services, the workers
and employees do not stop. They do not mind going after the users of the port for
illegal rent seeking, taking advantage of the monopoly position of the Chittagong
Port.

But, is the Chittagong Port a Perfect Monopoly?
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No, it is not. Though the Chittagong Port has got some captive users, a lot of
potential users are barred from using the port services because of its direct and
indirect, legal and illegal high costs of services. Not only that, it may even lose
some of its present users to its competitors, if things change. Who are the
competitors of the Chittagong Port? We can think of at least two—-one within our
border and another outside the border. Mongla Port in the south-west of our
country could be a potential competitor for the Chittagong Port. But its small size
and inefficient organizational structure (same as that of the Chittagong Port)
prevent it from becoming a real competitor of the Chittagong port. The other rival
of the Chittagong Port is the Calcutta Port. Chittagong Port could provide port
services to producers and consumers of the nearly land-locked seven sisters of
northeast India. Barring the government policies of India and Bangladesh, the
factor that keeps the port-users of this region locked to the Calcutta Port is the
inefficiency of the Chittagong port. And this may not be the end, things may turn
even worse. [f mismanagement, inefficiencies continue to rule the operation of the
Chittagong Port and if the Indian government decides to seize the opportunity of
allowing transshipment of cargo to Bangladesh through Calcutta Port, Chittagong
Port may even lose many of its present users. And, no one will deny that it will
spell disaster for our country.

The Way Out

In order to avoid the possibility of such disaster and undesired consequences, we
need to reorganize the supply of port services and the present system and scope of
operation of the Chittagong Port in order to increase its efficiency. The
reorganization of the supply of port services in Bangladesh should be such that the
Government should not be the sole supplier of this service. Both private and
public sectors should supply port services. Next, the Chittagong Port should be

allowed to cater the needs of not only the users from Bangladesh but also users
from the entire region in the neighbourhood of Bangladesh.

The first measure to involve private sector in the supply of port services will be
to encourage private investors to set up private ports in Chittagong at suitable
locations (and also in Khulna). Besides, Mongla Port may be leased out to the
private sector on a free, transparent and open auction basis. Next, while keeping
the management of a number ‘jetties’/ terminals reserved exclusively for the
Chittagong Port Authority (CPA), others may be leased out to private agencies.
This will create an atmosphere of healthy competition between the private and
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public suppliers, thereby increasing the efficiency of supply of the port services.

As for allowing the Chittagong Port to serve the users from outside the national
boundary of Bangladesh, we may at least adopt the trading arrangement suggested
by the present author in another article [6] if direct transit or transshipment of
goods to and from other countries in the region through Chittagong Port is not
desired. We should not for get the age-old adage of the international trade theory
that ‘some trade is better than no trade’.

It may be recalled here that when Chittagong was a ‘porte Grande’, Sutanati—-
the present day Calcutta was mere a fishing village. The persisting inefficiency of
the Chittagong Port goes only to the advantage of its competitor in Calcutta.
Those who want to save the Chittagong Port by stalling the introduction of private
port services in Chittagong should better realize that their actions help only
perpetuate the inefficiency of the Chittagong Port and, thereby, will ruin it
ultimately. Instead of trying to save the Chttagong port, they should rather be
eager to ensure the uninterrupted and efficient production and supply port services
in Chittagong for domestic users as well as users from the neighbouring
countries. In the end, only will this make Chittagong the real ‘porte Grande.The
perpetuation of inefficiency in the Chittagong Port will only help its ‘arch rival’
in Calcutta.

So, we may conclude by saying that those who discover the ‘Cronies of Clive”
among the supporters of private port in Chttagong should better be watching for
the ‘Chellahs’ of Yagat Shett' among their ranks and files.
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Globalization of Maritime Commerce: The Rise of Hub &
Mega Ports and The Importance of Chittagong

Ataul Karim Chowdhury*

Globalization is the inexorable integration of markets, nation-states,
and technologies to a degree never witnessed before-in a way that is
enabling individuals, corporations and nation-states to reach around
the world farther, faster, deeper and cheaper than ever before
—— Sam J. Tangredi

Containerization, telecommunication, globalization and privatization are
among the most important recent trends that have affected shipping &
maritime trade.

Current trend & future look

In an era of economic globalization, ports are evolving from being traditional
interfaces between land and sea to providers of complete logistics networks. The
momentum of this trend is creating a port shakeout, leading to the development of
a sharply delineated hierarchy on a global scale. Ports are being increasingly
differentiated by their ability to handle the latest generation of container ships
coming on stream. With the trend toward even bigger container ships, fewer ports
are becoming capable of handling them. As a result, the flexibility of the world
sea borne trade flow is becoming increasingly constricted-particularly in the event
of a natural or man-made crisis or disturbance.

Trends in Maritime Transport and Port Development in the Context of World
Trade Structural changes in international trade and the evolution of maritime
transport have a direct impact on port growth and expansion. Therefore, these
elements and their recent characteristics must be examined. These factors also
determine future port development. Globalization, production, trade, and ports.
Globalization, or the expansion of markets and hence of the economic prospects
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of societies, is taking place not only because of the supra-national nature of
market, but also because of the flow of foreign investment and the strategies of
multinational enterprises. These multinationals today account for two/thirds of
global exports of goods and services and nearly 10% of domestic sales worldwide.

In this environment of increasing interdependence in the world, the international
division Pf labor is changing as a result of structural changes in trade and
unprecedented mobility of international capital. However, while the integration of
goods and services and capital is progressing at a rapid pace, integration of the
labor market is much slower. In addition, ever more sophisticated technologies are
being disseminated, in a framework of spectacular streamlining in
communications and telecommunications. The development of information
technology has, in turn, boosted productivity and, in many cases, worker income.
In general, electronic transactions and communications technology have been the
necessary complement to full internalization and globalization and their major
impact on production and world trade.

Fragments of maritime History

It is commonly claimed that the wheel is the greatest invention in history. Yet,
common sense suggests that water transport was a reality before wheeled vehicles
became important, something which is confirmed by archeology. Water transport
with a history of more than 5,000 years is an integral part of civilization itself, and
the world of shipping has a unique place in the history of mankind. Without it the
world might have been nothing more than a quilt of isolated tribes confined to
survive on whatever local resources they could find. It is difficult to even imagine
that science and knowledge could develop very far in a world without water
transport.

The first development of major sea routes on a regular basis took place during the
Renaissance and expanded rapidly during the industrial revolution. The following
quote from Sir Walter, Raleigh, succinctly sums up the prevailing view on
shipping as the 17 century began:

Whosoever commands the sea commands trade; whosoever commands
the trade of the world commands the riches of the world, and
consequently the world itself

Shipping was not only for adventurers and traders. It attracted the interest of
Kings and Emperors, of philosophers and intellectuals. What Adam Smith (1776)
did for our understanding of markets and industry late in the 18th century, Richard
Hakluyt (1589) had done for trade and shipping two centuries earlier. His
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monumental The Principal Navigations, Voyages, Traffiques and Discoveries of
the English Nation (1589-1600) was written to be useful to merchants and
entrepreneurs and ~to-influence -the direction and nature of public policy and
indeed played a significant role in 16” century England.

Shipping was seen as much more than a means of transport, and was linked to
broader concepts of technology and growth. Francis Bacon (1605) observed in
Advancement of Learning “The proficiency in navigation and discoveries may
plant also an expectation of the further proficiency and augmentation of all
sciences”. Almost three centuries later (1870), Emerson, the American poet and
philosopher, expressed similar thoughts: “The most advanced nations are also
those who navigate the most”.

These fragments of maritime history remind us that there is something so
profoundly fundamental about maritime transportation that it has no direct
parallel in other industries. Shipping has shaped and formed, not only entire
economies and world trade, but also cultures and cooperation between peoples.
Merchant shipping developed and existed for centuries as a political, military and
economic instrument.

After World War 11 there came a period when shipping appeared to be on the
decline. Following tile introduction of commercial jet aircraft in the late 1950s,
proud ocean liners were soon eclipsed by air travel. The merchant marines of most
Western countries declined and as ports moved away from city centers, ships
literally disappeared from view. Yet shipping was there all alone and rather than
being displaced by the emerging globalization, it contributed in a major way to
make globalization possible.

Shipping as an Agent of Change

Globalization is said to be the collapse of time and space. Today’s communication
systems allow instant contact between businesses around the world and
intermodal transport has so reduced the importance of freight charges for
manufactured goods as to practically eliminate the effect of distance.

As a result, major shifts have taken place in the global location of manufacturing.
This trend accelerated with the opening of China and its Special Economic Zones
in the 1980s. These zones are no longer called ‘special’ as practically all of China
turns into one giant factory. The new industrial giant that China has become is
often compared to 19” century United States. An almost inexhaustible supply of
labor keeps wages low yet falling prices keep demand high and growing at the
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present time there is even talk of the possibility of global deflation and invariably
China’s enormous industrial capacity is mentioned as an important contributing
factor to that possibility.

The Economist of London has described today’s world as ‘as single machine’ and
goes on to say that “Rich countries worry that manufacturing is passing into the
hands of poor countries.” It concludes that this is indeed the case. World
production of textiles is cited as an example. In 1975 China produced about ten
percent of the world’s textiles. By 1997 this share had increased to more than
20%. During the same period the United States went from being the top producer
to being, second and saw its share of the total decline significantly.

Developing countries have gone from being exporters of raw materials and
inexpensive handicraft to becoming major players in world markets for
manufactured -goods. In 1980, 42% of merchandise exports from such countries
in Southeast and East Asia were manufactured goods. By 1998, this share had
nearly doubled to 82%, the same level as in high-income countries.

When Malcom McLean introduced highway containers in water transport on a
limited scale in the 1950s, nobody could foresee the impact this would
subsequently have on the structure of world trade. This new form of intermodal
transport did much more than simply, change the way of carrying industrial goods.
Starting in the 1970s, maritime containerization became a logistics tool that
dramatically affected location of manufacturing industries around the world.
What camels and clippers had done for silk and spices during the Middle Ages,
and bulk carriers did for raw materials during the first half of the 2 O1h century,
container vessels are now doing for manufactured goods.

Historically, countries traded with their neighbors and only a small part of world
trade was over long distances. Most goods could simply not justify the high cost
of long distance transportation. Two developments have, contributed towards
making long distance trade possible in manufactured goods on a large scale. First,
value added marketing, the use of lighter materials and miniaturization of many
products have resulted in higher product value per cubic foot or unit of weight.
This is as true for cellular phones as for coffee pots.

Second, there has been a dramatic leap in the productivity of maritime transport
services for manufactured goods. Containers now move ‘seamlessly’ from factory
floor to port, across the ocean, and then inland at destination, continuing all the
way to the customer’s warehouse. This represents an enormously simplified
operation compared with the old-fashioned break-bulk systems, which required
individual packaging, handling, stowing etc. of each item shipped. Tile transition
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from traditional break-bulk operations in pre-container times to multimodal
through transport can be compared with the transition from forge to factory or
from ‘job shop’ to “‘flow shop’.

Not all regions and countries have benefited equally form globalization and
containerized ocean transport. For both goods transport and telecommunications,
volume, not distance is the key. The large container routes of the world are the
(global highways - a true interstate system of the oceans - but these routes are
limited to a few strategic corridors, which call generate enough traffic to support
large capacity intermodal systems. Despite Marshall McLullan’s catchy phrase
about the global village it does not exist. Global highways favor regions of large
concentrations of population, travelers and goods. Much remains to be done to
facilitate access to global systems for regions that today are peripheral to the
global highways.

There are important questions to be explored concerning the regional and local
impact of containerization on trade and the world economy. This brings it’s to
questions of national shipping policy and globalization.

Changes in container terminal operators. With the expansion of the container
industry, the structure and organization of terminal operations have changed.
Today there are three categories of container terminal operators: (i) port
authorities that have decided to become directly involved in handling containers,
such as the public ports of Singapore and the Virginia Port Authority or the private
ports of Felixtowe or Freeport. However, this category has been on the decline
with the emergence of port corporations; (ii) private port terminal operating
companies involved in a process ‘of concentration, including stevedoring. The 15
main operators have expanded their activities outside of their ports of origin,
associating themselves with large stevedoring groups (e.g. PSA Corporation,
Hutchinson, ECT, P&O Ports, and SSA); and (iii) the shipping lines that have
decided to control and manage their own container terminals. This decision was
made for two main reasons. The first was for strategic reasons, because these
global transporters are involved in hub and transshipment ports and therefore need
to control their operations, including docking priority and guaranteed availability
of equipment for use. The second was to reduce costs, i.e. for savings, based on
economies of scale and better control of terminal expenses.

Bangladesh the historical perspective of regional integration. Prior to 1947, the
-region comprising, the North East of India had substantial economic and social
intercourse with the neighboring countries. East Bengal (later called East Pakistan
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and ultimately Bangladesh) was well integrated with the North East. There is
evidence that trade and migration into territories today comprising Tibet,
Myanmar, Yunnan province of China, Nepal, Bhutan and Sikkim were important
to the economy of the region.

However, partition and independence ended whatever remained of this
intercourse. The partition transformed the region at the crossroad of emerging
Asia, into a landlocked outpost of a large continental economy. The huge
landmass comprising the seven states (Assam, Arunachal, Manipur, Meghalaya,
Mizoram, Nagaland and Tripura), approximately 225,000 sq. km., was now cut
off from its hinterland by the creation of Bangladesh. Linked by 37 km. wide
Siliguri corridor with the rest of India, it soon lost its natural advantage as its
integration with the economy in the south and the west was disrupted by trade and
industrial policies pursued by independent India.

It needs to be emphasized that the physical infrastructure for facilitating trade and
economic links between the North East Indian states and the neighboring
countries is lamely absent. Indeed, one can argue that the links are weaker today
than they were in 1947. The Stilwell Road is now a mere muddy track and the rail
links with Bangladesh stand severed. Infrastructure bottlenecks and delays at
border points add substantially to the transaction cost in international trade.

The environs of Chittagong & Mega port development

The role and significance of ports has changed dramatically during the past
decade and today they have a much higher profile both economically and
technically in maritime and international trade. Not only is the port a link in
international transport chain, but also many of the major ports such as Rotterdam,
Singapore and Hong Kong have become trading center.

The development of the free trade zone situated in the port environs offers to
international entrepreneur a range of industrial and marketing benefits which are
difficult to find elsewhere. These include: unrestricted international exchange of
goods, free of Custom duty or examination until leaving the area, excellent
distribution access to the Port’s global/regional maritime services and overland
infrastructure systems, low land

Rents and favorable tax breaks and availability usually of high-tech low cost
labour and Immediate access to local and regional markets with less risk of trade
impediments. Overall, the FTZ enables companies to import products/
components for assembly, Processing, labeling and distribution to neighboring
markets or for dispatch to more distant ones.
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The vision was rightly explained by Professor Mohammad Yunus as “Mega-port
at Chittagong is the key to making Bangladesh the cross-road of the region. With
the economy of the region growing at a sustained high speed, demand for the
access to a well equipped well managed port will keep on growing. A region,
which includes two giant economies, will be desperately looking for direct
shipping facilities to reach out to the world. Chittagong will offer the region the
most attractive option. Evan today despite the problems of present Chittagong
port, Kunming is requesting permission to utilize this facility.

With global competition becoming more fierce shorter and shorter lead time for
delivery will become magic formula to attract business. An efficient mega port at
Chittagong will be in high demand. This port can be built and owned by national
or international company with government participation in equity. It can contract
out the management of the port to a professional port management company. “

Conclusion

A key effect of economic globalization is the continuing increase in maritime
trade and traffic. While the new economy that helps fuel globalization is
knowledge-based, the fact is that knowledge needs to be transformed into goods
and services. These goods and services need to be transported internationally.
While personnel may travel by air, most goods can travel economically only by
sea. If globalization indeed results in an increase of world trade and cross-border
networks and flows. it will necessarily result in an increase in maritime traffic.

In the coming years Bangladesh should strive for a surge of foreign private
investment in power, as telecommunications services and ports. More reliable
supplies of power. Gas, telecommunication, transportation and port facilities
would support the accelerated growth of industry and agriculture. Private
participation in these sectors is just starting and Bangladesh needs to provide
credible assurances to investors that their efforts will not be thwarted by
bureaucratic process, lack of adequate resolve in implementing declared policies
or regulatory stranglehold. Quick, effective implementation of port reforms could
help mitigate a major constraint for the export-led growth which Bangladesh
wants to pursue.

Let’s make Bangladesh the cross-roads of the region — Professor
Mohammad Yunus.
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Institutional Framework for Halda Fisheries:
Drawing Lessons from CBFM Experiences!

Mohammed A. Rab*

Abstract

River fisheries in Bangladesh is characterized as “open-access” and the history
of administrative and legislative measures bear “contradiction and dilemmas *
in resource extraction. The 1950 Fisheries act, the proclamation of 1973 that
restricted lease to the registered fisher cooperatives and the experimental New
Fisheries Management Policy (NFUP) of 1986 could not contribute to devolve
into any participatory institution to introduce sustainable fisheries management.
Because of persistent “commons dilemmas”, increasing fishing pressure and
other anthropogenic reasons, the River resources degraded substantially. Over
the past ten years, the Department of Fisheries (DOF) in collaboration with
NGOs has been implementing community based fisheries management (CBFM)
approaches with the technical assistance from the World Fish Center. The
principal goal of the approaches is to provide access rights to the fishers
through organizing poor fishers and the community to introduce sustainable
fisheries management in beels, floodplains and River sections. The CBFM
experiences suggest that management and institution building process in River
sections is complex, and require participation of all concerned stakeholders
including local government institutions and administration. CBFM-2 river
fisheries management has broad based institutional framework to include the
community at large and ° the local government along with the direct
beneficiaries and resource users..4 positive feature of such institutions is its
ability to facilitate flow of information among agents, which is a key to maintain
solidarity within and across group s. In this paper, an institutional framework
is suggested to manage the Halda Fisheries. that can be debated and refined.

Submitted for presentation in the regional seminar organized by the Bangladesh Economic
Association, Chittagong Chapter. This paper is based on CBFM project documents, monitoring
reports and field observations of World Fish staff and partners. Author acknowledges the
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1. The River Fisheries in Bangladesh: The “Commons Dilemma” Persists

The open-access river fisheries in Bangladesh resembles the characteristics of
“common-pool resources” where property rights are not clearly defined as to who
can use these resources and who can regulate it. The history of administrative and
legislative measures since 1950 bears a “contradiction and dilemma in
government policies.> that could not contribute to devolve into effective
participatory institution at the resource user level. The Fisheries Conservation Act
of 1950 provided management responsibilities to the Ministry of Land (MOL) and
enforcement of fisheries law to the Department of Fisheries (DoF) without
adequate power of convicting the offenders. Nevertheless, the Act mainly focused
to protect few important species like carps and hilsha fish from premature catch
rather than focusing on the modem fisheries conservation and management that
can protect other indigenous species and the fish habitats. The gear restriction
provisions provided by the Act cannot keep pace with the innovations in using
gears that are more destructive.

Since 1950, the MOL managed these resources with the objective of raising
revenue by providing short-term access rights to the highest bidders through
auction, not necessarily to the fishers. The proclamation of 1973 restricted the
lease to the registered fisheries cooperatives without changing the
revenue-focused strategy. The introduction of the experimental New Fisheries
Management Policy (NFMP) in selected 270 water bodies in 1986 could not yield
intended result to restrict open-access through issuing license to the “genuine”
fishers. Under the NFMP, the DOF and a few NGOs joined hands in fisheries
management. One of these projects was the “Improved Management of Open
water Fisheries” (IMOF) implemented by the DOF in collaboration with four
NGOs with the financial assistance from the Ford Foundation. The World Fish
Center (formerly known as ICLARM) provided technical support to the project.
Experience of the project suggest that although licensing provided limited gains
in achieving equity (Aguero and Ahmed (1989), most of the benefits were
diverted to the ex-leaseholders who in many instances were able to retain control
by advancing funds to pay license fees (Pomeroy and Viswanathan 2003). The
new policy contributed to grow a class of rent seeking powerful non-fishers who
managed to procure the licenses and created a type of “patron-client”
relationships in which real fishers lost their traditional access to the resources. In

3 Pomeroy and Viswanathan, 2003. Fisheries and Co-management in Southeast Asia, In “The
Fisheries Co management Experience: Accomplishments, Challenges and Prospects” eds. D.C.
Wilson, J.R. Nielsen and P. Depbol, Kluwer Academic Publishers, Dordrecht/Boston/London.
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1995, government abolished the licensing system and continued to rely on the
revenue-oriented policy. Therefore, dilemma of the commons accumulated over
the years and continues to persist and the result is over fishing. In addition,
increasing fishing pressure due to exploding population growth, anthropogenic
causes, siltation and trans-boundary water sharing problems aggravated the
resource degradation. Its productivity has been declining every year; many of the
indigenous species are either extinct or nearly extinct. Declining catch from open
waters has made the livelihoods of the poor fishers worse. this paper is an attempt
to review the experiences of project base alternative management approaches in
river fishery and how these experiences are useful in designing institutional
framework for management.

2. Commons Dilemma: Melting the Ice

The most important characteristic of the common-pool resources is the
“subtractabilty of resourceunits once extraction occurs™. That is ones harvest
from the resource unit subtracts from the amount left at any point in time that
creates rivalry in consumption among the resource users. Another feature of these
resource systems is the impossibility of excluding beneficiaries once
improvement of any set of resource unit had been made. This is the classic case
of “free ridee, problem in collecting revenues once a public good is provided.
Experimental psychologists and game theorists explain this individual behaviors
by playing one shot Prisoner’s Dilemma game with the assumption that each
individual in the society pursue his self interests, that is competing with each
other, and the end result is over extraction of resources or “tragedy of commons”
as emphasized by Hardin (1968) in his celebrated article “The Tragedy of
Commons”. Implications of this theoretical development had been to establish
private property rights in the resource system and the obvious solution was the
introduction of leasing system. This made the government defacto owner and
manager of the common resources. History of resource management until late
1990s echoed the one shot prisoners’ dilemma game, which could little solve the
commons dilemma.

Throughout the 1970s and 1980s, social scientists, experimental psychologists
examined the factors that influence cooperation across a range of social dilemmas

4 Dietz, T., Dolsak, N., Ostrom, E., and Stem, P.C. 2002. The Drama of the Commons, In “The
Drama of the Commons”, eds, Ostrom, E, Dietz, T., Dolsak N., Stem, P.C., Stonich, S., and
Weber, E.U. National Academy Press, Washington, DC.
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including commons dilemma (Olson,1965); Kelley and Stahelski, 1970; Kelley
and Grezlak, 1972; Dawes, et al., 1977)*. These, theoretical developments
suggest that the individuals’ decision not only determined by his self interested
motives but also by social motives and “altruism”, that is individuals take others’
welfare into account. Kelley and Stahelski (1970) identified two types of
personalities using repeated prisoners’ dilemma game “cooperative” and
“competitive”. Now the baffling question is how and under what circumstances
the “competitive” individuals become motivated to extend cooperation.
Experimental research suggests that cooperative behavior may be achieved
through a “payoff structure” that will provide rewards and punishment (Van
Lange et al., 1992). Gatcher and Fehr (1999) moved beyond the economic
rewards to examine the effects of social approval on people’s willingness to
participate in cooperative games. Social approval yields optimum results when
participants in the resource units have the opportunity to interact over time and the
participants belong to group. This emphasizes the importance of communication
within group members that enhances group solidarity, elicits commitments to
cooperate (Kopelman et al., 2003).

Empirical research provides evidences of successful resource management in
different parts of the world that devised community-based management or
co-management institutions applying the above theoretical developments over the
past two decades. Reviewing the stories of implementation of co managed
institutions all over the world, Agarwal (2003) concluded that successful
institutions are those “that last over time, constrain users to safeguard the resource
and produce fair outcome”. This means that the common property arrangements
can result in efficiency, equity and sustainability, but all these come at a cost. The
features of sustainable common property institutions can be summarized below:

e Information sharing and communication

e Networking of stakeholders

e  Equal participation (homogeneity of identities and interests)

e  Shared norms

e  Built-in incentive structure both moral and material

e  Appropriate leadership/democratic values

e Interdependence among group members and group solidarity

e  Accountability and transparency in financial management and decision
making
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3. CBFM Experience in Bangladesh

3.1. Background

The experience of IMOF project that was implemented to support the NFMP
provided important insights about the importance,~ of collaboration between
NGOs and DOF, and only NGOs has the capacity to organize effective
participatory institutions of fishers for collective management. This led to a more
flexible community-based approach, which strengthened NGO involvement
through the CBFM Projects phase I and 2. The World Fish Center has been
playing a vital role by providing technical and research support. The phase I was
initiated in late 1995 and continued until July 1999. It worked in 19 widely
scattered water bodies (10 rivers and 9 beels and baors) with the support from
three NGOs and the DOF worked as the implementing agency. The project
worked to empower fishing communities to become co-managers of these
fisheries, and to ensure a more equitable distribution of benefits from fishing.

Although the CBFM-I proved effective in establishing participatory management
of fisheries and providing equitable distribution of benefits, sustainability of the
community organizations and its coordination across extensive inland floodplains
and appropriate CBFM models for various social and environmental conditions
remained unanswered. The CBFM-2 was designed in response to these lessons,
needs and policy issues with funding from Department for International
Development (DFID). The goal of the CBFM-2 project is to improve livelihoods
of the poor people dependent on inland aquatic resources through testing and
assessing arrangements for user-based (community-based) fisheries management
across the diversity of inland fisheries in Bangladesh, and by informing and
facilitating appropriate changes in policy. The CBFM-2 is being implemented
through a partnership of Department of Fisheries (DoF), World Fish Center and I
non-government organizations (PNGOs). The project has been successful in
mobilizing fishers and communities for fisheries management and capacity
building over the last four years. It has covered 117 water bodies including 14
CBFM- I sites spread over in 47. Upazillas of 22 districts. In addition, 17 water
bodies have been selected as control to assess the impact of CBFM approaches
and interventions.

The project is testing three institutional approaches for fisheries management.
Fisher managed approach is being largely implemented in government khas water
bodies that involves lease payment to the* government revenue department.
Beneficiaries and management committee members are absolutely fishers who
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were selected based on project set criteria. Community led approach is mostly
applicable in flood plains where most of the lands are belong to private owners
and therefore, support from all concerned including the larger community is
essential in establishing fisheries management. The water body management
committee includes all stakeholders although much weight is given to fishers who
have fishing as their primary occupation. The third approach involves women as
the dominant stakeholders although other stakeholders are eligible to participate
in either the management committee or the advisory committee as members. The
overall leadership belongs to the women members and the poor women have the
access to project support such as training and credit.

3.2. Institutions and Fisheries Management

Community Based organizations (CBOs) are in place in all the project water
bodies and receiving continued support from the PNGOs to enhance their capacity
in fisheries resources management, leadership development, financial
management and alternative income generating activities, etc. As part of
providing legal status, 117 out of total 136 CBOs have been registered with the
relevant government entities (Department of Social Welfare or Department of
Cooperatives). Forty-nine CBOs constructed community centers with the partial
assistance from the PNGOs; CBOs donated land and the PNGOs provided
construction costs of the structure. Cluster management established in 13 clusters
covering 80 water bodies. The CBOs and the beneficiaries received trainings to
enhance their management skills and income generating activities. The project has
so far organized 23,096 poor fisher families around rivers, closed beels, open
beels and floodplains. In addition, the project provided indirect benefits
(secondary and tertiary) to 113,029 beneficiaries.

The project has made significant contribution in fisheries management and habitat
restoration in the working water bodies. Project beneficiaries and the community
are practicing sustainable fisheries management by creating sanctuaries,
protecting illegal and destructive fishing, stocking indigenous fish that are extinct
and banning fishing during spawning season. The project has successfully
established fisheries management principles in 117 water bodies. The project
efforts enabled community leaders and local government officials to resolve
problems and conflicts. One hundred sixty four sanctuaries have been established
in 81 project water bodies. Conservation measures such as 3 months’ ban period
in each year, restriction of harmful gear, prohibition of kuas and kathas (fish
aggregation devices) in floodplains are also being implemented. Substantial
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progress has been made in disbursing micro-credit for alternative income
generating activities (AIGAs) to the beneficiaries. Almost 93% of the principal
amount has been disbursed and evidences (in the form of case studies) show that
there is a link between AIGAs and reduction of fishing pressure.

3.3. Institutional Sustainability

Sustainability of the CBOs has been an issue since the beginning of the CBFM-2
project. The only way to assess the sustainability of the CBOs is to withdraw
project support from the water bodies. The project severed from the CBFM-1
water bodies (14) during August- September 2005. These water bodies are under
periodic monitoring about their performance. Monitoring results suggest that
almost all the CBOs are performing well and a sense of self-dependency has been
created across the CBO leaders and beneficiaries. They are conducting regular
meetings, keeping meeting minutes and financial records. NGO workers have
limited activities that are confined to credit. CBOs are maintaining linkages with
the local elites and local government agencies and they are happy about the
cooperation they are receiving from the DOF and other local government
agencies.

To strengthen the scope of CBFM institutional framework the project organized
CBO networking committees both at the regional and national levels. All the
committees are still ad hoc. A draft constitution for the CBO networking national
committee has been drafted with the help of BELA. The national committee will
be registered with the social welfare department of the government of
Bangladesh. The registration process is being held up as the government
temporarily stopped new registration.

3.4. Impacts

The project is not yet prepared to provide conclusive results on its impacts. Full
four year cycle of monitoring data are now available and are being analyzed. We
are expecting to provide conclusive results on impacts of CBFM once the impact
survey is completed. However, partial analysis of catch monitoring and gear
survey data of 22 water bodies until 2004 provides good indications about
productivity and biodiversity increase in the project water bodies. Preliminary
analysis show that fish production increased by 132% and 40% in closed water
bodies and river systems as compared to the base period 1997, and the same
increased by 45% and 72%, in semi-closed and floodplains, respectively as
compared to the baseline year 2002. A difference in productivity is also observed
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between project and control water bodies. Average fish production per man hour
in the closed, open, floodplain water bodies and river system during 20032004
showed 0.51, 0.40, 0.56 and 0.44 kg/man-hour for the project sites and 0.28, 0.31,
0.27 and 0.34 kg/man/hour for the control sites, respectively. Species diversity
also increased compared to baseline year.

Although improving the livelihoods of the beneficiaries is the major objective of
the project, the project impact on livelihoods is not straightforward. Pathways of
impacts on the livelihoods follow building of capable institutions to establish
access rights and to introduce fisheries management that will enhance production.
Benefits to the poor fishers will follow through the establishment of access rights
and distribution of increased production. Provisional results on the livelihood
impacts based on income expenditure and consumption monitoring data until
2004 and few interim surveys and case studies suggest that 68% of the project
fishers’ income has increased, and the magnitude of the increase in income is
26%. Forty four percent of the control fisher indicated that their income increased
by 14%. Similarly all other indicators including the food security and basic
necessities showed improvement, and the rates of improvement were higher for
the project fishers.

3.5. Partnership and Linkages

The basic strength of the CBFM-2 project lies with the solid foundation of
partnerships between government agencies, NGOs and the “WorldFish Center.
This partnership provided the opportunities to learn from core strength of each
other. Nine out of I NGOs have been implementing the CBFM-2 project activities
at the field level directly working with the communities. Between the two
specialized PNGOs, FemCom. is responsible for providing media and message
dissemination support. BELA, a legal NGO provides legal support to the project
and project beneficiaries and to DOF/MOFL to frame new laws. World Fish
Center has three types of roles: overall coordination, research, monitoring and
capacity building support. Role of DOF in the project is to ensure government
revenue collection from the leased water bodies, providing and facilitating local
administrative support to protect the fishers’ user rights, and providing technical
advice to communities for sustainable fishery management.

Although the project partnership has much strength, it has many weaknesses and
challenges. Field level DOF staff lacks resources and time to provide their full
potential in CBFM activities. As member of government bureaucracy, in addition
to their normal departmental duties they have to maintain local administrative
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protocols and have to participate in local level administrative duties assigned by
the Thana or district administration. Therefore, it is hard for them to keep up with
the project activities. Nonetheless, the quality of partnership at the field level very
much depends on quality and perception of the individual. In some instances, the
project could not realize enough support the District and Thana level officers. As
a result, the project had to drop four water bodies in 2005.

Similarly, field level implementation of CBFM activities and establishing better
links with local administration and community at large to minimize shocks and
conspiracy of the vested interests are to some extent depend on the personality,
character and capacity of the assigned NGO worker. Politicization of NGOs has
made the field level implementation worse in few cases as the local
elites/leaseholders take advantage of the politically week position of the NGOs.
In such situation, local level administration is also reluctant to take any positive
action when something becomes too political. Despite weaknesses, the CBFM-2
project has accomplished most of its objectives through this partnership.

4. CBFM Experiences in River Fishery Management

As the River fishery is open-access public property, resource appropriation is not
subject to revenue payment. Mobility of the fish resources and heterogeneity of
the stakeholders in the River system have made management and institution
building process complex, and require participation of all concerned stakeholders
including local government institutions and administration. The most prominent
beneficiaries (also stakeholders) of the river system are the poor fishers
(dependent on fishing); rich fishers who can afford most efficient but destructive
fishing gears, katha/kua owners (mostly rich and influential) and the subsistence
fishers (only fish for consumption). Implementation of any fisheries management
in river sections should have built-in incentive structure that motivates agents to
introduce fisheries management through collective action. A flexible and
inclusive institutional framework allows actors with diverse interests to come into
a common platform to pursue their common goals. Actors/agents in such
institutions are able to negotiate their interests and expected to reach to an
agreement that is close to Pareto Optimal. A positive feature of such institutions
is its ability to facilitate flow of information among agents, which is a key to
maintain solidarity of the group.

CBFM-2 river fisheries management follows this inclusive and broad based
institutional framework to include the community at large and the local
government along with the direct beneficiaries and resource users. However, the
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institutional building process is somewhat painful and long that requires a
motivated driver (NGO) who carefully selects the beneficiaries and stakeholders,
provides motivational (moral incentive) and awareness trainings. Probability of
building a resilient institution is much higher if the institution building process
involves this multi-stage processes. However, given the nature of the resource
system, management of the river sections becomes challenging when it is
implemented in a section of a flowing river. It is hard to motivate the stakeholders
to invest in fisheries management like establishment of sanctuaries, observation
of ban period etc., as the benefits are spilled over to the whole river system. In
such a situation, drivers and the implementing agencies have to show the positive
results through investing public resources in fisheries management. In most
instances CBFM-2 has positive results where fish production and biodiversity
have shown a positive trend although not conclusive yet.

CBFM-2 has been implementing CBFM approaches in 39 river sections of which
the Fatki River consist of 15 sections (30 km long) located in Magura and Shalika
Upazila under Magura district. Although management responsibility is vested
with the river section management committee, the project developed an
institutional mechanism for linkages and coordination among the river section
management committees. This was necessary because resources are linked and
the downstream beneficiaries have the incentive to “free ride” as they are in a
position to -get positive externality benefits from the upstream management
interventions. Discrete management of one river section will not be effective in
improving fisheries resources and the lives of fishers dependent these resources.
The adjacent floodplains that are also linked with the river system and share
resources were included under the same institutional framework. In the river
sections, 5 Cluster Committees have been formed taking 3 closely located river
sections in each cluster, and one Cluster Committee has been formed in 3
floodplain beels. The nested structure of this institutional framework began with
the election of 87 fisher groups or village committees. Next level committees are
River Section Management Committees (RMSC) that are formed with
elected/selected representatives from the village committees and the cluster
committees are composed of 15 members elected from the RMSCs. A 23-member
Apex Committee has been formed with the representatives of 17 water-body level
management committees. The Cluster Committees and Apex Committees proved
effective in minimizing conflicts across the water bodies and in establishing
linkages and coordination with the district and Upazilla level government
officials, politicians and other stakeholders.
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5. Institutional Framework for Halda Fisheries Management

The 80 km long, River Halda passes through four Upazillas (Fatickchari, Rauzan,
Hathazari and Chandgaon) to join the tidal River Karnaphuly. A number of
streams also feed the River in its course from watersheds that carry nutrient
materials from rather large catchments (Khan and Azadi 2006). Recently it has
drawn attention of the government and policy makers due to the alarming decline
in spawn production, which is the major supplier of genetically pure broods and
spawns of Indian major carps and Galda. One can mention many reasons from
anthropogenic causes to excess fishing pressure for the degradation of the River
resources, but these entire boil down to the basic question- how is it managed. The
management history of the River is not isolated from the big picture scenario of
the country. Whatever the official policy to manage this River fishery, evidences
suggest that commons dilemma exists. Although there is no official provision to
secure license to have the right to fish, there are many instances that the old
auctioneers/leaseholders sublease the right of fishing to the ignorant poor fishers
using their social power and influence. There are also evidences that the fishers
and the community living along the riverbank have established a kind of
proprietorship over a segment around their homesteads. Every family sets a Ghira
Jal, katha or kua in the edge of the* river adjacent to their homesteads or paddy
lands. In some instances, this right is transferable (Khan and Azadi 2006). Thus
along with the open access nature of resource extraction a class of people have
grown over the years who claim proprietorship in some segments of the River.
Once fishing was the profession of a selected Hindu caste called “Jaladasa”. Over
the years due to explosive population growth new entry in to the fishing
occupation occurred mostly from the Muslim community. These new entrants
have more capital to afford technologically superior destructive gears that
contributed to the over fishing (Khan and Azadi 2006).

Along with these commons dilemmas, human interventions both government and
private aggravated the resource degradation. The private interventions occurred to
straighten the loops to protect the nearby inhabitants from river erosion. Over the
past decades, government also constructed flood protection dams and sluice gates
for irrigation purposes. Once there were five loops that facilitated carp spawning,
now only one loop is left which is also in the process of straightening. Sluice gates
interrupted fish movement to the rich nutrient areas that was otherwise fish
habitat. Restoration of the Halda fisheries require immediate intervention to stop
cutting of last remaining loop and regulated use of the sluice gates, in addition to
fisheries management measures such as enforcing ban period, restricting harmful
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gears, sanctuary declaration, etc. These fisheries management measures have
implications on the livelihoods of the poor fishers dependent on the River
resources. In this respect government safety net programs can be extended during
ban period and Public support such VGF Effective enforcement during ban period
government support.

Enforcement of fisheries management rules as developed by the community will
require a broad based consensus among the diverse stakeholders through careful
designing of an institutional framework. However, given the vastness of the river
area and heterogeneous stakeholders, institution building is not an easy task and
it has high transaction cost. In this regard, CBFM experiences may provide
necessary guidelines, but the institutional framework should satisfy the scale of
the resource unit and heterogeneity in resource users. The River flows through
four Upazillas, connected with many streams of canals and seasonal floodplains.
The institutional framework should cover all the River catchments to be able to
introduce meaningful fisheries management. Again, stakeholder characteristics
are diverse and in many instances, their interests are opposing to each other as
their livelihoods are mostly related to it. Any intervention to support one group
affects another group. In these circumstances, co-managed institutions can
provide division of responsibilities between government and the resource users
through delegation of responsibilities to the community based resource user
groups. Government has a key role to set the initial conditions or rules that will
provide incentives to the parties to come together and as a co-manager, it has dual
role as sponsor and stakeholder. As a sponsor, government can play a vital role by
providing technical support, credit, marketing support, safety nets to the
vulnerable groups of fishers during ban period and protective legislation.
Government is also a stakeholder as it has relationship with many affected actors
and the government itself also affected by the outcome, i.e., government might
have to forgo revenue and incur costs while participate. The resource users are
unorganized, scattered, and lack capacity. They need support, which can be
provided by competent NGOs. These shared responsibilities can be described as
integration of both vertical and horizontal institutional models.

With these notes above, ‘ an institutional framework (Fig. 1) has been suggested
as a starter that may be improved and refined through debate and at the
implementation stage. The framework suggests dividing the river into several
sections and each river section will include existing fish habitats and streams.
Within river sections, each village will form a group in which among others,
fishers, farmers and fish traders will be member. River Section Management
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Committee (RSMC) will be formed with four representatives (at least two fishers)
from each village. Union Parishad Chairman and two members will also become
member of the RSMC. RSMC will elect an executive committee through
democratic process. Each RSMC will also create a surveillance team to guard
against illegal and destructive fishing. At the Upazila level, Upazila River
Management Committee (URMC) is suggested but its formation will be little bit
different from the lower level institutions. The Upazila Nirbahi Officer will be the
Chair and the Upazila Fisheries Officer will work as member secretary.
Representatives from the RSMC and selected line ministry
representatives/officers at the Upazila level will be the members of the RSMC.
Similarly, District River Management Committee will be formed at the District
level. Thus, in the institution building process government officials will be
integrated in a nested institutional framework. This will provide more power to
provide incentive and sanctions, the important element of effective fisheries
management.

6. Conclusion

It is easy to dream about an institutional framework but, hard to implement. The
implementation process is painful and requires time. It is not an easy task to
change peoples’ age-old behavior, it requires continuous motivation, skill
development and awareness building. Folk songs and Folk Theater may be the
important tool to motivate and raise mass level awareness among the resource
users along with training and workshops. We have to think about the costs and
benefits of introducing fisheries management through co management
institutional framework. Major costs are related to institution building, awareness
raising and ensuring compliances, most of which are one shot. Benefits may not
be limited to the restoration of degraded resources; it may have prospects of
developing eco-tourism in the Halda River. If it is possible to restore its spawn,
brood stocks and fish production to its previous peak without affecting genetic
purity, we can easily brand the product and market it both nationally and
internationally.
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Local Resources of Chittagong Hill Tracts
Present Status and Prospects

Zahirul Alam*

1. Introduction

This paper attempts to review the present status and prospects of local resources
of Chittagong Hill Tracts and prepared based on personnel experience, visits, and
information collected both from primary and secondary sources.

The Chittagong Hill Tracts (CHT) is a 13,295 sq.km region of hills consisting of
Bandarban, Rangamati and Khagrachair districts located in the south-east of
Bangladesh. As per the Population Census 2001, the total population of CHT is
1,325 million, of which about 52 percent are tribal people. Thirteen different
tribes with different languages and cultures live in the CHT. Historically the
Chittagong Hill Tracts enjoyed the status of a self-governing territory and
administered by Hill King until the British East India Company annexed Bengal
in 1787. The Chakma Raja (King) then signed an agreement after a long armed
conflict, under which Chakma territory became a British tributary on the payment
of 20 tons of cotton per annum. This was later extended to other parts of CHT. In
1860, the British formally annexed CHT and upgraded its status to a full-fledged
district. Subsequently, regulations were promulgated in the form of CHT Manual
to regulate administrative affairs of the region in 1900. The current civil, revenue
and judicial administration of the CHT substantially draws on the spirit of these
regulations.

The major events of CHT history in next phases are (1) construction of 666 meters
long and 43 meters high hydro-electric dam of Kaptai in 1957-62 which caused
submergence of 54,000 acres of arable land, hardship and out-migration of local
population; and (2) the CHT Peace Accord between the Government of
Bangladesh and PCJSS (Parbotto Chattagram Jono Sanghati Samity) which
provided decommissioning of areas, formation of Land Commission to settle local
land disputes and decentralization of authority to the CHT local government.

* Executive Director, Integrated Development Foundation
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Chittagong Hill Tracts was very rich in forest resources till the dam was built in
Kaptai on Karnafully River. As an impact of creation of lake, population growth,
conflict between the PLJSS and the Government, illegal and un-planned cutting
of trees from the forests and lack of re-plantation have made many hills barren.
The area was also endowed with various fruits and bamboos. But it was very
difficult to market them due to very poor communication system.

2. Local Resources

The major local resources of Chittagong Hill Tracts are reviewed in this paper.
These are (1) Land, (2) Agriculture, (3) Forest, (4) Kaptai Lake and fisheries, (5)
Tourism and (6) Bamboo.

2.1 Land

The whole CHT can be divided into four specific divisions by valleys formed by
the rivers Karnafully, Sangu, Matamuhuri and Feni and tributaries. These valleys
are the Chengi, Kasalong, Rankhyang, Sangu and Matamuhuri. The hills
surrounded by these valleys ranges from 30 meters to 915 meters. The hills,
valleys and cliffs are covered with dense bamboos, trees and creeper Jungle. The
hills are located along the boundary with Tripura and Mizoram states of India in
the North and East and with Myanmar in the southwest. The terrain is the largest
mountainous region of the country. It covers 1.32 million hectare, which is about
10% of the total area of the country. Approximately 90% of the area is hilly to
mountainous. The mountains are steep and difficult to ascend. Valleys and steep

Table 1 : Categorization of Land

Category- Nature- Area- %
A-Suitable for cultivation- 76,466 3.24
B-Located at the edges of hills, and mountain can be

cultivated by preparing terrace 67,871 2.88
C-Located at the edges of hills; and mountain can be

cultivated by preparing terrace 3,66,622 15.53
C-D-Located at the top of the mountains, and can

be made suitable for agriculture 32,024 1.36

D-Not suitable for cultivation, afforestation is possible in

this area 1,816,930 76.99

Total 2,359,913 100.00
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hills restrict the mobility and impede movement of essential utilities to remote
areas. Visibility is also restricted due to hills and dense shrubs.

The total area of CHT is about 3.26 million acres, of which 75% are not suitable
for cultivation. A survey undertaken in May 1966 covered about 2.36 million
acres of land which are categorized in the following ways:

The major rules for land administration and management as per CHT Manual
1900 are described below:

Rules-10: The Deputy Commissioner acts both as Deputy Commissioner and
District Judge;

Rules-12: Transfer of land in any form, mortgage etc. must be registered;

Rules-20: Deputy Commissioner or his representative will act as Registration
Officer;

Rules-34: Rules on Lease transfer and sublet of Government Land is as follows:

A (1) A maximum of 5.00 acres of land can be allotted to a hilly or non-
hilly family as lease Deputy Commissioner. An additional amount of
5.00 acres grove land could be leased out to the same family. The
Deputy Commissioner could also provide additional 5.00 acres of
grove land if he finds the activities of the family are satisfactory. But
the amount of total allotment of grove land must not exceed 10.00
acres.

A(ii) Grove land shall be approved by the Deputy Commissioner and
shall remain tax-free in first 3 years and this type of land could be
classified as 3" class land and later could be charged tax
accordingly. Grove land

The mountainous land comparatively with low altitude and suitable
for orchard or other plantation/gardens.

34 (1) No lands either agriculture or grove land can be leased out (allotted)
to non-residents of CHT.

34(1)(b)(1): For establishing commercial rubber or other plantation or gardens,
Deputy Commissioner can provide long term lease of maximum
25.00 acres, while this limit is maximum 100.00 acres in case
Commissioner. Approval from the Land Ministry is required if the
amount exceeds 100.00 acres.
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34(1)C(1)

C (ii)

D(i)(ii)

D(iii)

Rules-37:

Rules-40:

Rules 41:
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The Deputy Commissioner can lease out maximum of 10.00 acres
outside municipal area and 5.00 acres within municipal area for
establishing industry to either permanent or non-permanent residents.
The non-permanent residents will pay 100% and permanent residents
will pay 50% of market price as lease money for this land.

The amount of tax to be paid per year is 0.5% of the market price of
the land.

The Deputy Commissioner can also lease out for residential purpose
in the same way. But the family is not required to pay lease-money if
the land is in rural area. The annual tax in this case is 0.25% of the
market price of the land.

The Deputy Commissioner can not lease out for residential purpose
more than 0.30 acres in urban area without permission of the
Ministry.

All the lands except reserve-forest will be divided into “Mouza”. The
area of Mouza will be demarcated by the Deputy Commissioner.

Administrative Authority of Circle Chief and Headman:

Mouza headman is responsible for mitigating all disputes in the
Mouza as per their law. He can fine maximum of Tk. 25.00 and can
force to return theft goods. In such a case circle chief can fine
maximum of Tk. 50.00.

Circle Chief & Headman:

In 1900, CHT was divided into 4 circles. These are- (i) Chakma
Circle, (ii)) Bomang circle, (iii)) Maung circle and (iv) government
Reserve Forest. The Rajas of each Circle is Circle Chief. He is
assisted by Mouza Chief who are called Headman. Headman are
assisted Karbari and Roaja at Para level.

Control of Jhum Cultivation: The Deputy Commissioner controls the
Jhum cultivation. He can stop the Jhum cultivation.

Rules 41(A)Headman is responsible for the maintenance of resources and wealth

Rules-42:
42(A)

of the mouza.
Every Jhum cultivator shall pay tax for Jhum land to headman.

Headman will maintain a registrar on Jhum related information.
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42(12) Headman shall submit the Jhum register to Circle Chief on 15t June
of every year and Circle Chief shall submit them to Deputy
Commissioner on 15t August of every year.

Rules-48: The Deputy Commissioner shall appoint and dismiss Headman in
consultation with Circle Chief.

Rules-50(1) Headman can allot a maximum of 0.30 acres of Khas land to a hilly
person in his Mouza in rural area.

At present, clearance from District Council is also required for the transfer and
registration of any land in Chittagong Hill Tracts.

The majority of the people particularly poor tribal poor are not aware of land
ownership and the process of getting land from the government on lease. As a
result majority of them do not own land. However, they take land from the
headman for Jhum cultivation as mentioned earlier.

We found in some places that the government rehabilitated tribal families with
5.00 acres of land, but most of them sold them out and became landless again.
This was mainly because the programme did not immediately provided
rehabilitation support (financial & technical). Another great problem in the CHT
with land is proper demarcation of land. Most cases the area mentioned in the
ownership title does not match with the possession. There are cases that some
influential people possess land without ownership title.

Therefore, a total extensive survey of land is very important. This will not only
help to resolve many local land related conflicts, but also will help to rehabilitate
displaced families through proper distribution of land.

2.2 Agriculture

There are mainly 4 types farming in the CHT. These are, (i) Jhum cultivation; (ii)
Cultivation at the hill-side plains; (iii) Cultivation in Lake-side land; (iv) Fruits
and vegetables in high and mountains land.

Jhum Cultivation

The main profession of tribal people in CHT was agriculture, and Jhum was the
only system of agriculture production. The tribal people of CHT has been
cultivating land through this system since old days. In Jhum system, the farmers
cut the shrubs, small trees and branches of big trees and just leave them at the
sites. They burn them into ashes when they dry. They believe that ashes increase
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the fertility of the land. They sow seeds of deferent crops in one pit, just before
the rains start. They can harvest these crops one after another beginning from end
of July.

Cultivation at the Hill-sides Plain

The cultivation at the hill sides plains started by non-tribal people with plough
sometime in 1865. Subsequently, this system spread throughout Chittagong Hill
Tracts. The farmers now use improved technology in this system.

Lake-side lands

People of Lake-area can use this land in dry season only when water-level in
Kaptai Lake goes down for one crop only. The total area available from the lake
during dry season is about 13,552 Rectors. People produce paddy, watermelon,
vegetables etc. in this land. Crops production affects here when there is early rain
or emergence of land from lake in late.

High and Mountainous land

People use their land of this category to produce vegetables and various spices and
fruits. People produce verities of fruits in this type of land. These mango, jam,
jack fruits, pineapple, orange, cashew-nuts, banana etc. The production of
Jackfruits, pineapple and banana are huge. The production can even be increased
by several folds. The people face serious problem during the season in marketing
their products which bring down the price very low. A plenty of such land are un-
utilized & under utilized which could be developed for more production.

For getting optimum returns from this land, the following measures can be
considered.

e Land survey and specific demarcation of land;

e  Land Reform;

e  Creation of outlets for marketing of products;

e  Preservation facilities like cold-storage;

¢  Financial and technical support to the farmers;

e  Establishment of fruits and food processing plants.

2.3 Forest

Chittagong Hill Tracts was enriched with forest resources even 50 years ago. A
majority of population of this area were directly or indirectly dependent on forest
for their livelihood. Forest resources were damaged severely due to Kaptai Lake
and abnormal situation prevailed in the area for the last 3 decades. In many places,
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the deep green forest became barren. Population growth, unemployment and lack
of appropriate planning and its implementation also contributed in deforestation
process. Many people think deforestation started from the day when government
forest management and control system established about 150 years ago due to
mainly corruption of the people involved in the system. Due to Kapatai dams, not
only submerged a large part of the cultivable area but also of about 46,76 acres of
reserve forest had also to de-reserved for the rehabilitation of displaced people
which also damaged a large area of forest. Burning of forest for Jhum cultivation
also damages the forest to a great extent. Deforestation had severely affected
economy, ecology and bio-diversity of the area.

Chittagong Hill Tracts was once the safe-heaven of wildlife. This area was
inhabited by various species of animals. There were about 75 species of
mammals, 100 species of birds, 25 species of reptiles and 7 species of amphibians.
But these animals are diminishing gradually in this area due to un-planned Jhum
cultivation and rapid deforestation.

The expansion of Jhum cultivation due to increase in population has led to un-
planned Jhum cultivation causing low productivity. The new settlements and
habitation are also contributing to deforestation to a great extent. On the other
hand, the government also does not have plan for aggressive afforestation
programme. The government must take the following measures in order to protect
the destruction of forest.

e  Stop illegal occupation of forest land;

e  Rehabilitation of Jhumia

e Jhum cultivation in a planned way without destroying forest and bio-
diversity.

e  Take necessary action to stop smuggle of timber from the forest

e  Afforestation in barren hills and mountains should immediately be started on
participatory basis involving the local poor families.

e  The Development Organizations including MFIS can be involved in the
afforestation programme.

2.4 Kaptai Lake and Fisheries

Kaptai Lake is an artificial lake created in 1961 due to establishment of Dam in
River Karnafully. The average size of water body is 58,300 hectors with average
depth of 9 meter. Kaptai Lake is very rich in local fish diversity. There are 76
types of species of fishes in Kaptai Lake of which 42 species are raised harvested
commercially.
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The capacity of fish production of Kaptai Lake as per its size is about 31,360
metric tons. But as per statistics of Landing Station of Fisheries Department at the
Lake the amount of marketed fish per annum are about 6000 metric tons, which
is about 20% of the capacity. The main problems in achieving the target are as
follows:

e there was not suitable plan for fish cultivation during the creation of Lake;

e the bottom of the lake is not suitable for harvesting fish;

e  the depth of the lake is very high which is not favorable for fish production.

e  gradual damage of hatching place of Rue at the upper part of the lake-due to
situation;

e use “current net” by the fishermen for catching fish;

e lack of supervision and protection pirates;

o  illegal fishing;

e lack proper storage facility and lack of knowledge of packaging;

Measures

(i) improvement in management and planning;

(i1) facilities for exporting fish directly from Rangamati should be created.

(ii1) quality control, processing and cold storage facilities should be created;

(iv) plant for producing improved dry fish in scientific way, which can also be
exported.

(v) dredging of lake in required places.

2.5 Tourism

The Chittagong Hill Tracts is a beautiful and strange piece of land with rocks, hills
forests, lakes and colorful tribal life & culture. It is really beautiful combination
water, hills forests and plains which easily attracts tourists both from country and
abroad. The whole Chittagong Hill Tracts can be developed and decorated to
make one of the most attractive tourist resorts of the world. People from Europe,
America and other continents will come here to spend their holidays once we can
ensure law and order safety.

2.6 Bamboo

Chittagong Hill Tracts is enriched with bamboo resources. CHTs contributes
major portion in bamboo production of the country, and most of them are natural.
However, there are no conservation plots or reserves bamboo forest.
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Quality of the bamboo products are gradually decreasing mainly because of (i)
burning of hills for Jhum cultivation; (ii) lack & complication of supervision from
the forest department and (iii) irregular felling/harvest.

The government should declare reserve Bamboo sanctuaries in three hill districts
and proper felling policy should be formulated in order to get good and quality
harvest. The current demand and supply of bamboo estimated around 810 and 750
million respectively. The shortfall alarmingly increases by the year 2008 in 1013
due to expected large-scale death of a major forest bamboo species (Melocanna
baccifera). Bangladesh Bamboo has good international market particularly in
Middle East and Pakistan.

3. Conclusions & Recommendations

The Chittagong Hill Tracts is endowed with enormous resources, which is
decaying day by day due to lack of proper planning, management and lack of
agreement between the tribal leaders and the government on the strategy of the
overall development of the area. The agreement between the Government and
tribal leader on goals, objectives and strategy are very important for the
development of the area.

A long-term strategic plan indicating present weaknesses and strengths, list of
actions required for the development of the area and a detail action plan would be
very helpful. Both government and tribal policy and decision makers should be
involved in the process of preparation of the strategic plan. Some issues which I
think would be helpful in designing strategic plan of Chittagong Hill Tracts are
presented here.

3.1 Land
e implement land survey and have specific demarcation of land as in the
plan land

e implement land reform and distribution of land to displaced families with
support services and follow-up for its proper utilization.

e the land distributed to the displaced families shall not transferable.

e the poor and landless people of CHT should ;make aware on the process
and importance of land ownership.

3.2 Agriculture
e Land survey and specific demarcation of land,
e Land Reform;
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e C(Creation of outlets for marketing of products;
o Preservation facilities like cold-storage;
e Financial and technical support to the farmers;
e Establishment of fruits and food processing plants.
3.3 Forest

Stop illegal occupation of forest land;

Rehabilitation of Jhumia

Jhum cultivation in a planned way without destroying forest and bio-
diversity.

Take necessary action to stop smuggle of timber from the forest
Afforestation in barren hills and mountains should immediately be started
on participatory basis involving the local poor families.

The Development Organizations including MFIS can be involved in the
afforestation programme.

3.4 Kaptai Lake and Fisheries
(vi)improvement in management and planning;
(vii)facilities for exporting fish directly from Rangamati should be created.
(viii) quality control, processing and cold storage facilities should be created;
(ix)plant for producing improved dry fish in scientific way, which can also be

exported.

(x) dredging of lake in required places.

3.5 Tourism

ensure law & order and security;

ensure cleanliness and environment friendly public transport;

undertake beautification scheme ;

encourage private sector to establish holiday resorts with all possible
amenities.

3.6 Bamboo

Rehabilitation of Jhumia
Jhum cultivation in a planned way without destroying bamboo forest.
Supervision and maintenance of bamboo forest by the Government
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Government Expenditure Composition-
Impacts on Growth of the Economy

Mohammad Altaf-Ul-Alam *

Introduction

Fiscal policy could play pivotal role for stabilization and growth in developing
countries which are thriving to eradicate poverty. If fiscal policy helps to facilitate
private sector then it is better for the country rather than replacing private sector
activities. Government should provide or spend on only those goods and services
which private sector cannot produce due to the non-exclusion principle and free
rider problem of public good. Government spending comprises government
consumption, investment, transfers, subsidies and interest payments. Only
eulogistic role of private sector cannot enhance the development of a country.
Public sector has greater responsibility to ensure a sustainable and high growth
rate. The impact of fiscal policy on growth depends on two indicators (1) the
expenditure/GDP ratio and (2) Composition of government expenditure. The first
one indicates the size of the government. The second one is also very important
but was always neglected by economist during policy making. Composition of
expenditure is not well thought out during the preparation of fiscal policy.
Although in macroeconomics there are lot of research regarding the impacts of
total government expenditure, a few research has been done on the composition
of government expenditure. In this article our objective is to discuss the impacts
of the change of government expenditure composition starting from an initial
position and to sort out pertinent fiscal policy.

We want to describe here 1) Impacts of the change of government expenditure
composition according to economic classification on income, growth and
stabilization 2) Impacts of the change of government expenditure composition
according to sector wise classification on growth and stabilization. The discussion
is for a developing country perspective with certain assumptions.

Related theory and literature review is presented first. Then we assumed a model
developing country with some assumptions. After that Government expenditure

1 The views expressed herein are those of the author and do not necessarily reflect the views of
the Finance Division

*  Senior Assistant Secretary, Finance Division, Ministry of Finance, Government of Bangladesh
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composition according to economic classification is discussed. Then sector wise
government expenditure composition is explained especially the way of
calculating the priority sector.

Theory and Literature Review

Theoretically, output and price level is determined by the intersection of aggregate
demand and aggregate supply. Aggregate demand and aggregate supply is
determined by various variables. Government expenditure and government
revenue are only two of many variables which determine aggregate demand.
These two variables also can affect aggregate supply if structural reforms are
done. Here we start from explaining the relationship between aggregate demand
and growth and then explain the impact of government expenditure composition
on growth. Aggregate demand management policy can ensure sustainability if
there is internal or external imbalance in the economy. Three major types of
internal imbalances are (1) when aggregate demand is greater than potential
output (2) when fiscal deficit is monetized (3) when aggregate demand is less than
potential output (Green, 2006). In all three cases government is capable of doing
something to overcome the problem derived from imbalance, although in case (2)
government may not be capable when monetary authority is completely
independent to take its decision ( Sergent and Wallace, 1981). Internal imbalance
is also linked to external imbalance. Major external imbalance happens due to
current account deficit. Heavy external debt service burden also creates external
imbalances. These internal and external imbalances are also interrelated as we
know that in short-run,

S-1=(Sg-1g)+(Sp-Ip)=CAB=(X-M)+Yf+TRf

where S and I are national savings and investment, Sg and Ig are government
savings and investment, Sp and Ip are private savings and investment. CAB is the
current account balance.

The imbalances we have so far talked create problem for the economy such as
high inflation and sluggish growth. Government can apply stabilization and
structural policies as remedy for these imbalances. Two major stabilization
policies are 1) Adjustment using AD which is called the expenditure reducing
(augmenting) policies 2) Ensuring that relative prices in the economy gives
appropriate signal through change in exchange rate which is called the
expenditure switching policy. (Green, 2006). There are economic theories which
prove the rationale for stabilization measures. Many economists believe that
sustainable economic growth requires establishing reasonable price stability and
a viable external position ( Hemming et.al. 2002). We can also reduce imbalance
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by adjusting AS. These are called structural policies and are long-term policies
like price adjustment and liberalization, reforms in tax structure/rules,
privatization etc. Again Aggregate Demand could influence aggregate supply in
both short-term and long-term. Such as government investment on building roads,
bridges or schools help to increase the aggregate supply. Aggregate demand
increases the productive capacity and thus the ability of the economy to supply
full employment level of production.

Keynes is the pioneer in explaining demand side effects of fiscal policy. He starts
with basic assumptions 1) price rigidity 2) Excess capacity and 3) consumption as
a function of current income. With these assumptions Keynes explains that, if a
government spends more, then AD will increase and it will increase income.
However how much aggregate demand will increase for a certain amount of
government expenditure increase depends on various factors like change of
interest rate, price level etc. Extension of simple Keynesian model allow for
crowding out through induced change in interest rate and exchange rate i.e.
explained by the IS-LM framework (Hemming et.al. 2002). The extent of
crowding out affects the size of fiscal multiplier. So if there is less crowding out
then output effect is high but high crowding out limit the performance of fiscal
policy. The amount of crowding out depends on different types of relationship
between investment, current income, interest rate, money demand and national
income.

In an open economy, extent of crowding out depends on the system of exchange
rate and capital mobility. In case of price flexibility crowding out happens with
greater complexity. In an open economy with flexible exchange rate, there is
scope that exchange rate is adjusted with domestic prices. If the domestic price
responds rapidly with exchange rate then competitiveness of domestic goods are
not hampered and exports are not reduced or imports are not increased. Now it is
easily understandable that in case of fixed exchange rate and flexible price
crowding out is higher.

Aggregate demand increase acts as the driving force for growth in short-term.
Increased aggregate demand compels government to prepare deficit budget. So
there are plenty of literatures on government budget deficit and its impact on
growth. John Maynard Keynes first states theoretically the idea of budget deficit
and included it in macro economic model as a variable. During that time the
notion of cyclically balanced budget was developed as a norm for fiscal
behaviour. Pre-Keynsian presumption was that in peacetime the budget should
generally be balanced or even in surplus to pay off the government debt generated
by wartime deficits. Keynes said that the aggregate demand depends on the
budget deficit or fiscal policy (Fischer and Easterly,1990). But the concept of
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balance budget multiplier shows that deficit is not the only measure of the effect
of fiscal policy on aggregate demand. The theoretical development of life cycle
and permanent income theories of consumption by Franco Modigliani and Milton
Friedman is a deviation from standard Keynesian analysis on the effects of fiscal
policy. Barro-Ricardo equivalence proposition is also an important contribution
about consumption behaviour and thus has effect on aggregate demand. Although
this theory was later rejected by Ricardo, Harvard professor Robert Barro have
developed more sophisticated variations on the same idea particularly using the
theory of rational expectations. Sargent and Wallace (1981) in their article “An
unpleasant monetarist arithmetic” says about the coordination of monetary policy
and fiscal policy and assumes that fiscal authority moves first. If fiscal authority
has the dominance, monetary policy cannot restrain inflation. Because if the fiscal
authority’s deficits cannot be financed by new bond sales (i.e. less demand for
bonds ) then the monetary authority is forced to finance the deficit with additional
seigniorage which creates inflation.

All the above discussions are on total amount of government expenditure and how
aggregate demand could be a driving force for economic growth in short-run.
Now we want to dissect composition of government expenditure which is suitable
for growth in short-term and long-term. Theoretically we cannot mention any
approved shape of total government expenditure. Because, initial condition of the
fiscal variables are very important, when we want to predict the impact of
government expenditure. The economy could be highly indebted and thus external
imbalance could be very high. In 1960s economists gave emphasis on finding out
the relationship between fiscal policy and economic growth. In their model Arrow
and Kurz (1970) assumed that consumers utility increase by private consumption
as well as public capital stock. and all government investment are productive.
Barro’s work on endogenous growth has generated a model linking public
spending and long-term growth rate of the economy. He takes government
expenditure to be complementary with private consumption. Barro (1990) and
many other economist were emphatic on segregating the role of public goods and
services that enter into families utility function and those that complement private
sector production. That is he differentiates public expenditure between the
expenditure that facilitates private consumption and that which complement
private sector production. Related literature regarding productive and
unproductive government spending are Landau,1983; Aschauer, 1989; Barro
1990,1991 etc. One of the relevant literatures regarding our topic is by
S.Devarajan et.al.(1996) presents a theoretical model and also have done
empirical analysis. His model is on a strict assumption that budget is always
balanced. He proves that a shift in composition to increase the growth rate
depends both on the productivity of the components and also the initial share of
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the components. His empirical results suggest that expenditures which are
normally considered productive could become unproductive if there is an
excessive amount of them. So the belief that capital expenditure always increases
growth may not be true and it might be unproductive if the share of capital
expenditure is high. The reduction of domestic financing during contraction has
better effect than the reduction of foreign financing. The empirical evidence
reinforces the active role of expenditure composition in promoting economic
growth in low income countries. He also adds that additional research is needed
to disentangle the channels through which fiscal policy affects growth. Another
empirical research on expenditure composition is done by Gupta et.al.(2002). His
study is on 39 ESAF and PRGF supported countries during the period 1990-2000.
His data analysis proves that, in low income countries fiscal consolidations are not
harmful for both short and long-term growth during that period. A reduction of
one percentage point in the ratio of fiscal deficit to GDP leads to an average
increase in per capita growth of 1/4 to 1/2 of a percentage point both in the long
and in the short term. Perotti (1999) shows that consolidation tend to be
expansionary when debt is high or growing rapidly, while Alesina and Perotti
(1996) and Alesina and Ardanga, (1998) find that private sector responses to fiscal
policy depends not only on the size or continuity of fiscal stance but also on the
budget composition. Fiscal adjustments that rely primarily on cuts in transfers and
wage bill tend to last longer and can be expansionary, while those that rely
primarily on tax increases and cuts in public investment tend to be contractionary
and unsustainable. Some empirical research has been done only on industrial
countries to find out the conditions of small or negative fiscal multiplier. It
happens that for some low income countries fiscal contraction might be
expansionary by changing the ratio of expenditure composition. This means that
there are unproductive or unnecessary expenditure which should be cut down.
This expenditure reduction actually increases the growth. It is seen from different
studies that in industrialized countries, growth is more sustainable in case of
reducing transfers and wage bill than tax increase and capital spending cut.
Ardagna ( 2001) shows that fiscal stabilization that rationalize public employment
can stimulate the economy , provided that public employment does not have a
positive effect on the productivity of capital and labour.( Gupta et.all 2002). Some
economists also explain the impacts of fiscal policy assuming a production
function approach. One of them is Phillip Gerson (1998) who assumes a
production function with minor modification of the standard neo-classical form.
Fiscal policy can affect the aggregate output through various ways/channels.
Instead of total factor productivity he added two more variables in the production
function. These are quality of the stock of labour and similar measure for physical
capital. Increasing the amount of government expenditure for increasing the
productivity of labour and capital could increase output growth. However, there
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are two types of expenditure composition. One could be functional and the other
could be sectoral. Functions are like pay and allowances, supplies and services,
new purchase etc. Sector-wise components are like education, health, energy,
local government etc.

Explanation with respect to a developing country perspective

There are gulf of differences between developed and developing countries in
various aspects like availability of labour, capital, resources, infrastructure,
technology, law and order situation, anticorruption institution, laws related to
development etc. However we are assuming a country with the following
assumptions.

a) It is a developing country with plenty of labour, there is unemployment or
disguised unemployment in the country. It happens if the country has market
imperfection, sticky wage situation or for using capital intensive technology.

b) There is lack of law enforcement or not a better law which affects revenue
earning of the government. Only law enforcement and strengthening of
administration can increase the revenue earning i.e. without increasing the
tax base and tax rate. Expenditure/ GDP ratio is low.

c) Government expenditure is not allocated among sectors/ministries according
to priority. Rather budget is prepared on incremental basis. Ministries does
not have long-term policy framework. So marginal social benefit among
sectors are not considered. Ideal way is to calculate marginal social benefit
of different sectors and additional amount is allocated chronologically from
the highest one.

d) Many people live below poverty line income, so if real income increases
then demand for essential goods increases at a higher rate than demand for
luxury goods.

e) A vivid phenomena of most of the developing countries is that lot of people
are working outside in different parts of the world. So although GDP is low,
GNDI is very high. High GNDI keeps the external sector in a better position.
Government buys food or import from outside by internal or external
borrowing. The people who are earning from other countries, at first improve
their daily consumption of food staffs, and then they invest on buying flats
and plots. So investment is not happening on commerce and industry rather
it is happening on long-term needs of the people. A few people are investing
to set up new industries. It has hurdles and also various types of risks.

f) It is assumed that fiscal dominance is prevailing. So monetary authority is in
associative role to ensure sustainability and growth.
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In such a country, a pertinent and prudent fiscal policy would be discussed. Our
aim is to find out comfortable amount of total government expenditure as
percentage of GDP and suggest a prudent composition of government expenditure
for enhancing growth. Expenditure composition could be sector-wise or function-
wise. Function wise classification of total expenditure are: 1) Purchase of Services
like payments to employees, 2) Purchase of final goods and utilities like
purchasing pens and papers and also paying electricity bills etc., 3) Purchase of
capital goods like materials for public hospitals and materials for road
construction and expenditure against depreciation i.e. repair and maintenance,
4) Interest payments, 5) Subsidy, 6) Net transfer etc. The impacts of the change of
the above components on GDP growth, inflation and external sector of the
economy are not similar and very much complex in reality.

It is difficult to suggest the best amount of total government expenditure of a
country. Firstly a country can’t raise tax as much as it wants. It is important but
unpopular sometimes called necessary evil. However raising tax today with better
law enforcement could have inter-temporal benefit. It depends on the attitude of
the political leaders how much they want to sacrifice for the future generation. But
even if politicians are afraid to be unpopular, they should think of the future as
being lavish today could do tremendous harm in future blocking the outlets for
sustainable growth.

There is link between ‘Government expenditure to GDP’ ratio and the GDP
growth rate. It could be an upward sloping curve with diminishing slope. If
expenditure/GDP ratio is low then GDP growth rate is low. If expenditure GDP
ratio increases gradually then GDP growth rate also increases gradually. But there
is a limit to increase government expenditure because government should only
provide goods and services of public nature. Government should not produce
private goods. So it is assumed that after certain level the upward sloping curve

GDP
growth
rate

A B Expenditure GDP Ratio
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would be flat and later on if expenditure ratio increases then expenditure goes to
unproductive areas of the economy. Part of government expenditure is financed
from tax and non-tax revenue. The rest amount is financed from domestic and
foreign loans. These loans have also different types of adverse impacts in both
short-term and long-term which are not covered by this article. Let us start from
a zero situation or balanced budget Eg-Rg=0, where Eg=Government expenditure
and Rg= Government revenue. In the economy, there is no pressure or impact of
deficit financing. Ratio of government expenditure to GDP is linked to GDP
growth rate. This can be shown by the following figure,

The above figure is showing that as the expenditure/ GDP ratio increases from A
to B, it increases the growth rate of the economy. But there is a limit to increase
the amount of government expenditure. If government looks after everything,
then there will be a downward pressure on growth as private sector activities
would be constrained.

Economic category wise explanation

Let us start our discussion regarding purchase of services by the government.
Expenditure on wages and salaries could change either for new employments and
retirements or salary and wage increase (New pay commission). Public sector
employment opportunity increases in every country. If population growth rate is
positive, then more people enter into the labour force. A country with increasing
population needs higher number of people from all professions i.e. more doctors
and more civil servants. In the same way government also needs to employ more
people than the number of people going for retirement. However, government
expenditure increases over time for net new employments and for adjusting the
salaries with the inflation rate. Government pays wages and salaries for buying
‘service’ from the people. On the other hand a government employee sells his
service to the government. This expenditure is a part of the aggregate demand of
the economy. There are empirical investigations on this area (Gupta et.al. 2002).
Gupta and others find that spending increase in wages and salaries decreases the
growth rate of the economy in long-run. Although this study says that pay and
allowances has adverse impact on growth but in reality it may not be true in our
model country. It depends on total population of the country and number of people
in government services. Expenditure on wages and salaries could create inflation
as it increases demand for consumer goods in short-term. In the long-run demand
and price increase actually encourages the suppliers to produce more which will
reduce the price and bring the economy in equilibrium only if other things remain
same. Short-term impact also depends on the acts of the monetary authority. So
we cannot make a conclusion about inflation as it is an outcome of aggregate
impact- both fiscal and monetary. The impact on external sector depends on the
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behaviour of the people which depends on the marginal propensity of imports.
Also it depends on the degree of trade liberalization and other status with
neighbouring countries. It increases demand for consumer goods, so it will also
increase demand for imported goods which could create current account
imbalance. Now if exchange rate is flexible and capital is not mobile then
crowding out would increase the interest rate but there is no exchange rate
appreciation. The exchange rate will only depend on the flow of goods and
services i.e. on the current account components. So there could be exchange rate
depreciation due to increased demand for imported goods. In short-term
expenditure on purchasing services could create stabilization problem but in long-
run it might be expansionary as more police, teachers, doctors or judges will make
the society better off, if they have integrity and honesty in work and there will be
trivial risk for investment. People will be encouraged to invest.

Expenditure on purchasing final goods and utilities includes payments for pens
and papers, petrol and lubricant, office materials and miscellaneous expenditures
and utilities like telephone, electricity etc. These are operational expenditures of
the government. So it creates demand for consumer goods and services. But a
portion of this expenditure goes to the autonomous bodies of the government
although some are non-tax income of the government. If these bodies are
financially solvent then government has to pay lesser amount of money to them
as grants or loans-indicates lower degree of quasi-fiscal expenditure. These
service providing agencies has to fix prices consulting with the government and
in most of the cases these are administered prices not the competitive market
prices. It ensures better service to the people by the government employees.
Estimating the amount of expenditure is very important as there is immense scope
of misuse. It is mentionable that utility price increase has both positive and
negative effects. On the one hand due to administered prices fixed by the
government, they get grants or loans from the government. So government has to
allocate grants or loans to these autonomous bodies. On the other hand if they are
independent and run the business like a private firm then government will not
need to give resources to them from the revenue income of the government. It is
not good to allow market prices for these semi-public goods. If utility prices are
increased by the government then like other private businesses, it increases the
cost for the government as well as for all the people of the country. This could
create price level increase and thus inflation. Expenditure on utilities could be
higher, if public sector gradually becomes bigger.

Expenditure on ‘resource acquisition, purchase, public works and repair &
maintenance’ is investment expenditure. New things are bought here like
furniture, computers, raw materials, machinery and parts and other capital
equipments. This type of expenditure also includes new school buildings, repair
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and maintenance of roads etc. In 1946, Domar argues that investment has a dual
nature. That is, an increase in investment increases aggregate demand in the short
run; and also increases productive capacity in the long run. Keynes did not
mention that investment increases productive capacity. These investments have
short-term and long-term impacts on the economy. In short-term it increases
aggregate demand and income and foster growth. But if the demand is more than
the capacity of the economy then inflation happens. Here we can mention that
growth depends on the amount of crowding out and inflation. However in the long
run it could create a downward pressure on price or at least not increase the price
as this type of spending increases the productivity of capital and labour. Public
sector capital expenditure acts as a catalyst to increase the productivity of both
labour and capital. Suppose government is going to build a new road. The
communication facility will reduce the transport cost and also the risk of damage
that would have been due to time consuming old transportation system. This type
of expenditure will have positive impact on the economy. Empirical evidence also
shows that if the share of capital expenditure increases in total expenditure then it
has positive impact on growth. A portion of this expenditure consists of imports.
If capital goods are available in the domestic market, then there will be less
pressure on external sector of the economy. If there are imported goods then it will
have impact on balance of payments as well as on exchange rate. Impact on price
level could be better as this type of expenditure reduces the cost of production.
Although this may not be in the short run due to supply constraint but must be in
the long run

Expenditure on transfer is very important as it increases the aggregate demand. In
case of transfer income is shifted from rich individual to the poor. It helps to
maintain social fabric (Gerson 1998). There are many literatures on the
relationship between unemployment and crime. Gary S. Becker’s (1968) seminal
paper on “Crime and Punishment: An Economic Approach” was a breakthrough
in Economics. He says that a person commits a crime when the expected utility
by doing the crime is greater than the utility he could have gained by using his
time and resource in other activities. His paper increases concern over the public
cost of crime along with the relationship between economic variables and crime.
So if the government gives unemployment benefits, then crime rate is reduced.
Sala-i-Martin (1992) considers data of 75 countries and finds that public transfers
have positive effect on per capita income growth. On the other hand some other
economists (Von Hagen et.al. 2001) empirically proves that if government cuts
transfer payments for ensuring fiscal adjustment, then it is expansionary.
Presumably it does not increase saving as it is given to the poor people of the
society. Reduced saving rate would reduce capital formation in the country. But
in long-term, as this money is increasing the demand it will also increase the
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supply if price increases. Transfers normally increase aggregate demand for
essential goods. As here we assume a country with plenty of labour and there is
massive unemployment, here government needs a lot of money to pay for
unemployment benefit if it wants to. It has a bulk fiscal burden which most of the
developing country’s government cannot bear with poor government
expenditure/GDP ratio. However it increases the welfare of the people of the
country which could reduce social unrest and congenial atmosphere in the society.
In the long run this type of social benefit could also create economic benefit. In
these circumstances transfers should be given only to the most vulnerable groups
of the society like old people, distressed woman, acid burnt woman etc. The area
of transfer should only be increased for higher level of government expenditure
GDP ratio. Transfers may have impact on inflation. If transfers are an important
share of total government expenditure or GDP then this could create inflationary
pressure on essentials. But if transfers are given in kind, government has to buy
items of transfers from local or international market. If it is imported then it will
also affect the external sector of the economy. There is possibility of exchange
rate change.

Subsidy normally hampers the free market pricing system. But it helps the
producer to produce higher amount of output which otherwise would have been
imported. Subsidy on inputs helps to reduce price of the commodities or not
increase the price. Subsidy is acceptable if it ensures a certain degree of fairness
in income distribution. Suppose fertilizer subsidy helps to prevent price hike of
food items and helps people from all walks of life. It is also true that subsidy
should be given when government has minor deficits.

Interest payment also has impacts on the economy. Interest payments are
determined by the agreement of the government with internal or external lenders.
Sometimes borrowing becomes essential for running day to day activities of the
government. In many cases this happens due to poor revenue performance. If
government has to pay very bulk amount of interest due to high debt then it has
negative effect on the economy. In short-term government cannot reduce the
amount of interest payments. So this part of expenditure composition is beyond
the authority of fiscal policy. Fiscal authority can only reduce the long-term
burden.

Sector wise Priority Calculation

Now let us look into the sector wise allocation of government expenditure.
Initiative should be taken to improve the sector wise optimum allocation. There
are many sectors like human resource development (health, education etc.),
energy, public administration, local government, agriculture & fisheries, industry
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& commerce etc. We start from existing allocation and suppose total expenditure
has increased due to higher level of revenue income. Now our concern is to find
out the best way of additional resource utilization. Here marginal cost/benefit or
marginal social cost/benefit of different sectors should be calculated. At first,
resources should be allocated in the sector with the highest marginal social
benefit. According to the ranking — resources could be allocated to different
sectors of the economy. Here it should be mentioned that marginal amount is
different for different sectors. We can build a school with smaller amount of
money than building a power plant. So if a country has enough money to build a
power plant and its marginal social cost/benefit is higher than building five or six
schools (which is possible with same amount of money) then definitely allocation
should go to the power plant.

The concept of marginal social cost/benefit is different from the concept of
marginal cost/benefit. But calculating marginal social cost/benefit could be a
hectic task and should be done with caution. In many countries budgeting is done
as incremental basis. Marginal social cost/benefit concept is not considered in
public sector which is a bottleneck for sustainable development of many
developing countries. Sometimes it is also envisaged that marginal benefit is
negative but allocation is increasing at a very high rate. This happens due to the
pressure groups in the government. Many developing countries are unable to
concise their unproductive expenditure although it’s marginal benefit could hardly
be positive.

Now let us look at the impacts on growth. If we could follow the marginal
productivity principle then expansionary fiscal policy could ensure sustainability
and growth. Sector wise expenditure also has short-term and long-term impacts.
In short-term it increases aggregate demand thereby impacts on growth if there is
little amount of crowding out. This demand increase also has impact on increasing
productive capacity of the economy. But it takes time. In medium or long term,
benefits come out from present day expenditure. A power plant takes time to be
installed, in schools or training institutions people learn for many years then the
society gets the benefit. So government expenditure continuously increases the
productive capacity of the economy and this shifts the aggregate supply schedule
rightward and we are always assuming a higher level of full-employment level of
output. In the assumed country expenditure should be increased in both
consumption and investment as the expenditure to GDP ratio is very low. The
investment on education, health, nutrition, infrastructures have short-term and
long-term effects. These investments are associative and help to facilitate the
economy in a better way to ensure equal price almost all over the country. So
although in such a country both government consumption and investment is
necessary, growth rate of government investment should be higher.
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Conclusion

In the assumed country firstly, internal resource mobilization is needed as the
government expenditure to GDP ratio is low. The country can do it only by
reducing tax evasion. No change in income tax rate or tax base is required.
Secondly, special thrust should be given to governance, act or rule formulation
and property ownership laws. Governance can be ensured only by framing self-
explanatory and transparent acts, rules and regulations with a view to strengthen
civil services. Governance also includes good property rights situation. These
actions need higher level of government expenditure on public administration.
Thirdly, Government should look at the prioritization issue. If energy sector has
the highest marginal social benefit then resource should go in that sector. Thus
government expenditure composition should change in line with marginal social
benefit/cost. Also fiscal authority should be in the leading role. Lastly a question
could arise that during resource allocation- whether we should consider the
economic classification first or sector wise classification. In this respect we
should start from sector wise classification. Then in each sector we should think
of the amount of government expenditure in each economic category. It is true
that education and health are priority sectors, but if there is lack of rules and
regulations then economy cannot run in a better way. Civil service should be
strengthened, unproductive expenditure should be curtailed. If the size of
government expenditure is not high, then for ensuring governance and better
internal resource mobilization more employment might be expansionary in the
long-run. Transfer payment should be linked to internal resource mobilization.
Capital expenditure should be given the highest priority.
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Integration of Potato Markets in Bangladesh :
A Cointegration Analysis'

A S M Anwarul Hug*
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1. Introduction

Marketing of any products is the most important activity to harvest big economic
fortunes and to bring prosperity, especially in agricultural sector. In a competitive
market the price differences between any two regions or market will be equal to
less than transport cost between the two markets and these markets are integrated
which means marketing is efficient. The objectives of price stability, rapid
economic growth and equitable distribution of goods and services cannot be
achieved without the support of an efficient marketing system. Markets that are
not integrated may convey inaccurate price information that might distort
marketing decisions and contribute to inefficient product movements. In order to
determine whether potato prices in a market are in parity with prices in a reference
market. So it is necessary to compare market prices of potato in one market with
potato prices among other markets in that region.

Price correlation measures the co-movements that underlie the intuitive idea of
market integration. The problems are that these co-movements sometimes could
not be separated from long-run time trends and seasonality effects. Despite its
limitations, price series correlation is the commonly used to measure market
integration. However, Ardeni (1989) argued that these approaches ignore the time
series properties of price data and the result obtained may be biased and
inconsistent. More importantly, the results tend more often to reject the null
hypothesis of market integration, indicating that the markets are not efficient
although these markets in reality appear to operate competitively.

The paper was derived from the first author’s Ph.D thesis entitled “ An Analysis of Marketing
System of Potato in Bangladesh” .
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Station, Bangladesh Agricultural Research Institute, Jamalpur.
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Cointegration procedure developed by Granger (1986), and Engle and Granger
(1987) is a powerful tool to give a clear answer about the existence or absence of
a relation between two economic time series. Although the technique is widely
used, its application is extremely limited for the market study in Bangladesh.
Goleti et. al. (1995) used this technique along with correlation coefficients, long-
term multipliers and speed of adjustment in the case of rice markets in
Bangladesh. Cointegration test has been used in the present study to show whether
potato markets are cointegrated or not. This technique is utilised owing to its
superiority over the other.

2. Objective

The objective of the present study is to examine the nature of market integration
for potato in Bangladesh.

3. Methodology
3.1 Sources of Data

Present study used potato price data which were collected by the Department of
Agricultural Marketing by excluding those areas where non availability of potato
price data for many months. Nominal monthly average wholesale potato price for
17 districts namely Dhaka, Chittagong, Rajshahi, Khulna, Comilla, Munshigonj,
Jamalpur, Mymensingh, Kishoregonj, Pabna, Bogra, Dinajpur, Jessore, Barishal,
Patuakhali, Sylhet and Lakhipur were examined. Sample covers the period from
January 1989 to December 1998 generating 120 observations for each of the
series.

3.2 Market Integration

Market integration may be defined as a situation which arbitrage cause prices in
different markets to move together. More specifically, two markets may be said
spatially integrated whenever trade takes place between them and if the price
differential for a particular commodity equals the transfer costs involved in moving
that commodity between them. However, imperfections in the market particularly,
those arising from activities of traders are generally taken as important causes for
the existence of differential price movements in different markets (Behura and
Pradhan, 1998 pp.344-346). In a competitive market with free flow information,
the price differences between any two regions or markets will be equal to or less
than transport cost between the two markets. The market will perform efficiently
and there will be no scope for traders to make excessive profits.



A S M Anwarul Hug, Shamsul Alam : Integration of Potato Markets in Bangladesh 187

3.3 Stationarity

Empirical work based on time series data assumes that the underlying time series
is stationary. In regressing a time series variable on another time series variable,
one often obtains a very high R2 although there is no meaningful relationship
between the two. This situation exemplifies the problem of spurious regression.
This problem arises if both the time series involved exhibit strong trends, the high
R2 observed is due to the presence of the trend, not to a true relationship between
the two.

Broadly speaking, a stochastic process is said to be stationary if its mean and
variance are constant over time and the value of covariance between two time
periods depends only on the distance or lag between the two time periods and not
on the actual time at which the covariance is computed. To explain this statement,
let P, be a stochastic time series with these properties:

Mean : E(P)) =p
Variance : var(P,) = E(Pt -pn)? =2
Covariance : 73, = E[(P, - W)(Pysy. - W]

where v, the covariance (or autocovariance) at lag k, is the covariance between
the values of P, and P, that is, between two P values k periods apart. If k =0, we
obtain y(), which is simply the variance of P(c=2); if k =1, v, is the covariance
between two adjacent value of P.

In short, if a time series is stationary its mean, variance and autocovariance (at
various lags) remain the same, no matter at what time we measure them. If a time
series is not stationary in the sense just defined, it is called a nonstationary time
series (Gujarati, 1994 pp.709-714).

3.4 Unit root and Cointegration Test

Test of stationarity that has recently become popular is known as the unit root test.
The easiest way to introduce this test is to consider the following model:

Pi=P 1 T U (D)

where u, is the stochastic error term that follows the classical assumptions,
namely, it has zero mean, constant variance o2, and is nonautocorrelated. Such an
error term is also known as a white noise error term. Equation (1) is a first-order,
or AR(1), regression in that regress the value of P at time t on its value at time (t
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— 1). If the coefficient of P, is in fact equal to 1, what is known as the unit root
problem, i.e., a nonstationarity situation. Therefore, if run the regression

Pi= PPy U e 2)

and actually find that =1, then the stochastic variable P, has a unit root. In (time
series) econometrics, a time series that has a unit root is known as a random walk
(time series). And a random walk is an example of a nonstationary time series.

Equation (2) is often expressed in an alternative form as
APy = (p- 1) Py +uy
= SPt-l +ut ................................................. (3)

where & = (p - 1) and where A is the first-difference operator. Note that AP, = (P,
—Pi_1). Making use of this definition equation (2) and (3) are the same. However,
now the null hypothesis is that & = 0.

If is in fact 0, equation (3) can be written as
AP = (P —Pp) = Up oo 4

What (4) says is that the first differences of a random walk time series (= u,) are
a stationary time series because by assumption uy is purely random.

Now if a time series is differenced once and the differenced series is stationary,
the original (random walk) series is integrated of order 1, denoted by I(1).
Similarly, if the original series has to be differenced twice (i.e., take first
difference of the first difference) before it becomes stationary, the original series
is integrated of order 2, or I(2). In general, if a time series has to be differenced d
times, it is integrated of order d or I(d). Thus, any time series have an integrated
time series of order 1 or greater, that have a nonstationary time series. The terms
a stationary process and an 1(0) process will use as synonymous.

Under the null hypothesis that p = 1, the conventionally computed t statistics is
known as the t (tau) statistic, whose critical values have been tabulated by Dickey
and Fuller on the basis of Monte Carlo simulations. In the literature the tau test is
known as the Dickey-Fuller (DF) test, in honour of its discoverers. Note that, if
the null hypothesis that p=1 is rejected (i.e., the time series is stationary), the
usual (Student’s) t test can be use. RATS, ET, MICRO, TSP, and SHAZAM,
among other statistical packages, give the Dickey-Fuller and MacKinnon critical
value of the DF statistic.
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For theoretical and practical reasons, the Dickey- Fuller test is applied to
regressions run in the following forms:

AP = 8P| Uy oo (5)
APt:B()"'Pt_l"'ut ............................................ (6)
AP = By +Bt+ 8P| Uy oo )

where t is the time or trend variable. In each case the null hypothesis is that 6 = 0,
that is, there is a unit root.

N .
AP =L+ it + 0P+ ) AP + & (8)
k=1

where, for example, AP, | = (P.; — P.»), AP, = (P.., — P.3), etc., that is, one uses
lagged difference terms. The number of lagged difference terms to include is often
determined empirically, the idea being to include enough terms so that the error
term in (8) is serially independent. The null hypothesis is still that 8 =0 or =1,
that is, a unit root exists in P (i.e., P is nonstationary). When the DF test is applied
to models like (8), it is called augmented Dickey-fuller (ADF) test. The ADF test
statistic has the same asymptotic distribution as the DF statistic, so the same
critical values can be used, (Gujarati, 1994 pp.718-720).

Py = 0y AP + 6 e 9)

To examine the price relation between two markets, the following regression
model has been used :

where, P; and P; are price series of a specific commodity in two markets i and j,
and ¢, is the residual term assumed to be distributed identically and independently.
The constant term () is left to account for transport and other transfer costs which
are assumed to be constant or proportional to price (when the logarithms of the
price variables are used, which is the case here) during the sample period. The
existence of transport and other transfer costs which vary over time may seriously
affect the market integration tests. Ideally, these costs should be subtracted from
the prices before applying the testing procedure. However, this is not usually done
because the relevant cost data are not available (Zanias, 1999 p.254), which is the
case here also.

The test of market integration is straightforward if P; and P; are stationary
variables. Often, however, economic variables are non-stationary in which case
the conventional tests are biased towards rejecting the null hypothesis. Thus
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before proceeding with further analysis, the stationarity of the variables needs to
be checked (Granger and Newbold, 1977).

Once the nonstationarity status of the variables is determined, the next step is to
test for the presence of cointegrating (long-run equilibrium) relationship between

1 N
AP = By + BB+ Y G AP A+ e (10)
k=1

To test the univariate price series for stationarity, the Augmented Dickey-Fuller
(ADF) test has been applied, which tests the null hypothesis of non-stationarity

N
L A AN R S N A O (11)
k=1

where P, = P, — P and { is the residual term. The test statistic is simply the t-
statistic, however, under the null hypothesis it is not distributed as student-t, but
the ratio can be compared with critical values tabulated in Fuller (1976). In
estimating equation (10) the null hypothesis is H) : Py is I(1), which is rejected in
favour of 1(0) if B is found to be negative and statistically significant. The above
test can also be carried out for the first difference of the variables. That is, we
estimate the following regression equation:

where the null hypothesis is H:P, is 1(2), which is rejected in favour of I(1) if 0,
is found to be negative and statistically significant. In general, a series P, is said
to be integrated of order d, if the series achieves stationarity after differencing d
times, denoted P, I(d). Consequently, if P, is stationary after differencing once
then we may denote P, I(1) and P, 1(0). However, in most applied work the
procedure is terminated after the first or second differences.

6, = By m O (12)

Having established that the variables are non-stationary in level, we may then test
for cointegration. Only variables that are of the same order of integration may
constitute a potential cointegrating relationship. The definition of cointegration
used here is that of Engle and Granger (1987) and is defined as follows, consider
a pair of variables P; and Pj, each of which is integrated of order d. Their linear
combination, that is, will generally be I(d). However, if there is a constant , o such
that & is I(d-b), where b>0, then P; and P; are said to be cointegrated of order d,b
and the vector (1,-a) is called the cointegration regression. The relation P; = aP;

j
may be considered as long run or equilibrium relation (Engle and Granger,1987),
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and ¢ is the deviation from the long-run equilibrium. When P; and P; are
cointegrated, the long-run relationship P; - aP; = 0 will tend to be re-established
after a stochastic shock. Thus while the individual price series may be
characterised by dominant long swings of wander aimlessly, their difference
rarely drift from some ‘equilibrium’ level, that is, they move together in the long-
run. However, deviation from the long-run relationship may occur because of
delivery lags and other impediments to regional trade.

Comparing equation (9) and (12), equation (12) represents a ‘strong-form’ test of
market integration, where under the null, parameter o, should be equal to zero,
while a; should be equal to one. On the other hand, if o, 0 and a; = 1, than the
‘weak-form’ test for market integration persists (Palakas and Harriss, 1993).
However, in most applications, the ‘weak-form’ test for market integration is
usually employed in empirical analysis. This is because information on domestic
transportation costs, processing costs, sales taxes, etc., is not available. Therefore,
the role of the constant term 0o, in equation (9) is to absorb the influence of these
factors.

Nevertheless, before we proceed to test for market integration using the approach
of cointegration analysis, we need to determine the nature of integration of the
variables. According to Granger (1986), a model specified by equation (9) does
not make sense unless P; and P; are of the same order of integration. Thus a
necessary condition for P; and P; to be cointegrated is that they must be integrated
of the same order. Testing whether the variables are cointegrated in merely
another unit root test on the residual in equation (9). The test involved regression
the first-difference of the residual lagged level and lagged dependent variables is

N
A&, =16, + D OAE L + Ve, (13)

k=1

Again the test statistics is the t-statistics of y;. The critical values are tabulated in
Fuller (1976). The null hypothesis is Hy: P; and Pj are not cointegrated. The null
hypothesis is rejected if estimated vy, is negative and found to be significantly
different from zero. (Behura and Pradhan, 1998 pp.344-330, and Baharumshah
and Habibullah, 1994, pp.205-215).
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4. Results and Discussion
4.1 Market Integration

The study covers the important potato trading and consumption centres in
Bangladesh, namely; Dhaka, Chittagong, Rajshahi, Khulna, Comilla,
Munshigonj, Jamalpur, Mymensingh, Kishoregonj, Pabna, Bogra, Dinajpur,
Jessore, Barishal, Patuakhali, Sylhet and Lakshipur. Of these seventeen locations
capital city Dhaka serves as the central and biggest wholesale market for potato.
Being the most populous area in the country and due to its strategic location and
communication system with all other districts of the country, Dhaka is the centre
of trade in Bangladesh.

For model (10) the values with lags is computed by using computer software
RATS. If the computed value of the statistic (i.e., |7l ) exceeds the DF or
MacKinnon DF absolute critical values, then we do not reject the hypothesis that
the given time series is stationary. If, on the other hand, it is less than the critical
value, the time series is nonstationary (Gujarati, 1995 p.719).

Empirical results of the unit root test (ADF) for the hypothesis that potato prices
for Dhaka, Chittagong, Rajshahi, Khulna, Comilla, Munshigonj, Jamalpur,
Mymensingh, Kishoregonj, Bogra, Jessore, Barishal, Patuakhali, Sylhet and
Lakshipur were each individually integrated of order one except Dinajpur and
Pabna, against the alternative that they are integrated of order zero, are presented
in Table 1. The results for the first-difference of the variables show that the prices
are non-stationary in level for all markets. In all cases the null hypothesis P¢I(2)
is rejected implying that the series do not require second-differencing to achieve
stationarity. We conclude that the potato prices are stationary after differencing
once, that they are all I(1) processes.

Given that all potato prices are I(1), we then proceeded to test with the
cointegration analysis. Cointegration requires the residuals in equation (3.4.1) to
be stationary, that is integrated of zero, 1(0). Equation (3.4.5) was estimated in
level from using ordinary least squares techniques, Table 4.5.2 shows the results
of the testing for cointegration of the markets in Bangladesh. In general,
the results yield identical conclusion. Using the ADF-test, all price differences
(residuals) are 1(0) because the calculated values are less than the critical value.
This fulfils the second condition of cointegration. Thus the hypothesis that prices
are not cointegrated is rejected in all cases for the sample period of 1989 to 1999.
Based on cointegration analysis, it appears that high levels of relationship prevail
among the markets. The results in Table 2 implies that regional potato markets in
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Bangladesh are spatially linked, that is, the markets are integrated. And integrated
markets market means markets are efficient.

5. Conclusion

The empirical results suggest that regional potato markets in Bangladesh are
highly cointegrated. This indicates that commodity arbitrage is working. The
result also shows that the prices of potato tends to move uniformly across spatial
markets and price changes are fully and immediately passed on to the other
markets.

With the development of telecommunication facilities price information in one
market flow to another distant market within a short time. Government can rely
on market forces to supply food from surplus regions to deficit regions. Present
study reveals that except Dinajpur and Pabna, potato markets are well integrated
in Bangladesh. If effective government intervention is needed to achieve food
sufficiency and to remove nutrition deficiency government can adopt centralised
and efficient policy.
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Table 1 : Unit Root Tests for Potato Price Series

Market Level First difference
Augmented Dickey- | Lag | Augmented Dickey- Lag
Fuller (ADF) test Fuller (ADF) test

Dhaka -1.3001 11 -5.9637 10
Chittagong -1.1688 10 -8.8942

Rajshahi -2.1556 11 -9.8331

Khulna -1.6658 12 -9.0511

Comilla -1.2429 13 -3.4862 14
Munshigonj -1.8521 12 -4.0271 11
Jamalpur -1.8899 12 -4.3233 11
Mymensingh | -1.3019 11 -2.5745 22
Kishoregonj -1.2451 10 -10.4562 9
Pabna -2.6896 13 -3.0977 12
Bogra -2.0613 12 -8.9012 0
Dinajpur -5.4437 2 -6.1939

Jessore -1.2938 10 -9.2448 9
Barishal -1.6074 21 -2.9032 21
Patuakhali -1.0725 10 -9.3950

Sylhet’ -1.2407 10 -8.9983

Lakshipur -1.8676 12 -7.377 10

Note: Critical value of ADF test is available in computer software like — RATS, MICRO
TSP, SHAZAM etc., and also in “ W.A. Fuller. 1976. Introduction to Statistical Time
Series, John Wiley & Sons, New York (Gujarati, 1995 p.719).

Critical value of ADF test:

1% level of significance = -3.46
5% level of significance = -2.88
10% level of significance = -2.57
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Table 2 : Cointegration Test Results of Different Markets

Market Level
Augmented Dickey-Fuller (ADF) test Lag
Chittagong -8.3901 0
Rajshahi -6.0157 1
Khulna -7.8835 0
Comilla -8.2858 0
Munshigonj -8.7004 0
Jamalpur -7.7080 0
Mymensingh -10.7649 0
Kishoregonj -7.3469 0
Bogra -7.0431 0
Jessore -7.7005 0
Barishal -9.0652 0
Patuakhali -4.1829 5
Sylhet -6.0401 0
Lakshipur -7.7145 0

Critical value of ADF test:

1% level of significance = -3.46
5% level of significance = -2.88
10% level of significance = -2.57




Competition and its Diverse Meanings:
A Search for a Synthesis

Dhiman K. Chowdhury*

Abstract

The subject competition is not confined to economics only but also has
been approached from sociology as conflict, from philosophy as
knowledge, and from management as strategy. There appears to be
conflicts among the approaches. For example, economists take the view
that competition reduces the abuse of market power while sociologists
believe that competition encourages struggle for control of resources.
Similarly, competition and trust may appear opposites but philosophers
argue that they are logical opposites. This article cross-examines the
apparently conflicting views of competition and attempts a synthesis. It
applies the philosophic concept of knowledge in resolving the diverse
beliefs, behaviors, and practices.

1. Introduction

Competition is a subject so diverse that affects all quarters of a society including
individuals, societies, organizations, markets, and the government. It affects
societies’ material benefits, solidarity, and happiness. Therefore, competition has
been a subject of economists, management scholars, sociologists, philosophers,
and lawyers. Economists looked at competition from the viewpoint of
performance and productivity, management scholars from strategies, sociologists
from conflicts, philosophers from happiness, and lawyers from policies. The
World Economic Forum (2000) has listed diverse variables that affect
competitiveness of a country. These are as wide as macro economic conditions,
government, judiciary, infrastructure, law and order, to narrower issues like tax
rates, foreign exchange rates, tariff rates, union power, research and development,
interest rates on bank deposits, and pay-performance linkage. In a competitive
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environment, it is expected that administrative regulations are not pervasive,
government economic policies are independent of pressure groups, law and order
is strictly enforced, quality of infrastructure is high, and the difference in quality
of schools available to the rich and the poor is low. For competitiveness also
required are low unemployment rate, transparent bureaucracy, property rights,
low tax rates, low costs of litigation, performance related reward, and delegation
of authority.

For a firm, competitiveness is the ability to produce the right goods and services
of the right quality, at a right price, at the right time. It means meeting customers’
needs more efficiently and effectively than other firms (DTI 1994: 9). Upgrading
the productivity of industries, innovation, product diversity, cost reduction are the
elements of competitiveness. Competitiveness is conductive to innovative and
productive activity by firms (Porter 1990). Trade associations and supplier
organizations, trade exhibitions and strong networks and clusters of personal and
corporate interactions is also conductive to competition, innovation, cooperation
and competitive advantage. Collaboration and partnership arrangements amongst
small and medium sized firms, joint ventures, joint R&D activities with
educational establishments are the examples of cooperation and competition and
innovation (joint ventures can be predators and anticompetitive also). Innovation
is typically complex and costlier and involves uncertainty, risk-taking, probing
and reprobing, experimenting and testing (Dosi 1988).

This article will cross-examine and synthesize the various viewpoints on
competition with a view to arriving at ‘knowledge’ for better understanding of the
subject. This synthesis is important because there appears to be conflicts among
the viewpoints. For example, some hold the view that competition reduces the
abuse of market power while others believe that it is a struggle for control of
resources. Again, there is a view that competition encourages individualism while
others believe that with competition come trust and cooperation. Performance
related remuneration and higher pay differentials among people are considered
competitive in societies whereas, in some other societies, trust-based life-time
employment relation and lower pay differentials also have been found functional.
This article will cross-examine the apparently conflicting views of competition. It
will apply the philosophic concept of knowledge in resolving the diverse beliefs,
behaviors, and practices. Economists and management scholars consider
competition as a knowledge creation process. This article will review some of the
literature on how competition is related to knowledge and performance. Finally,
the article takes the case of Japan and shows how it is a trust-based but still a
competitive society.
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2. Competition as Knowledge Discovery and Knowledge Spillovers

Hayek (1945) asserted that the major economic problem was a knowledge
problem. “The peculiar character of the problem of a rational economic order is
determined precisely by the fact that knowledge of the circumstances of which we
must make use never exists in concentrated or integrated form but solely as the
dispersed bits in incomplete and frequently contradictory knowledge which all the
separate individuals possess”. His theory indicates the necessity of a competitive
and open market where various players in the market can freely interact with each
other with a view to reducing their imperfect information and knowledge.
Consider a publicly financed company where managers know more about the
company than the shareholders know. This situation of information asymmetry
between management and shareholders requires management for detailed
disclosure and spillover of company information through the company annual
reports. The disclosure and reporting of price sensitive information such as
managers’ insider dealings also help knowledge spillovers among various
corporate players. Delegation of authorities, committee-type management, and
corporate board with outside independent experts—all these competitive
environments further facilitate the spillover of imperfect, dispersed and frequently
contradictory information and knowledge which separate individuals possess.
Concentration of power, market entry barriers, tariffs and quotas are largely
noncompetitive which hamper the growth of knowledge. Wernerfelt (1984)
considers a firm as unique bundles of resources and capabilities that are rare,
valuable, imperfectly imitable and imperfectly mobile. The economic problem of
a society is a problem of the utilization of knowledge, which is not given to
anyone in its totality. Consumers’ tastes and preferences are not given to firms;
through competition, firms discover them. The costs of producing goods by
various technologies are not provided to firms; such costs must be learned. This
perception about competition and knowledge has implications for equilibrium in
market and economies. The factor governing the speed and rate of knowledge
development has to do with the competitive environment. Competition promotes
innovation; the pace of innovation in most industries is closely linked to high
levels of competition there. The simple argument is that innovation, the creation of
new knowledge and new ideas are embodied in products, processes, and
organizations. Competition not only creates incentives to produce new knowledge
but it also forces the other agents to increase their own performance through
imitation, adoption, absorption of the new knowledge created elsewhere, in order
not be excluded from the market. Competition in the product market forces
managers to innovate (Hart 1983). Competition in the capital market reduces cost
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of capital and increases the value-increasing diversification, and thus disciplines
managers (Harris and Raviv 1990, Jensen 1986). And competition in the labor
market increases executive turnover in non-performing firms (Weisbach 1988).

There are various forms of knowledge discovery (R&D): a company’s own R&D,
cooperative or joint R&D, and government-sponsored R&D. Japan is regarded as
a forerunner in the practice of cooperative R&D. The most celebrated example is
the VLSI (Very Large Scale Integrated Circuit) project, conducted between 1975
and 1985, and designed to help Japan catch up in semiconductor technology
(Sakakibara 1997). Firms whose activities are beginning to cross industry
boundaries must acquire knowledge from other organizations in other industries.
In this context, cooperative strategies can become indispensable mechanisms for
learning. The objectives of cooperative R&D are cost-sharing and skill-sharing.
Examples of skill-sharing include the combination of optics and electronics which
led optoelectronics, the development of fiber-optics communication systems, and
the fusing of mechanical and electronics technologies producing the mechatronics
revolution, which has transformed the machine tool industry (Kodama 1992). An
analysis of 398 questionnaire responses from participants in Japanese
government-sponsored R&D consortia funds reveals that the relative importance
of the cost-sharing motive in R&D consortia increases when participants’
capabilities are homogeneous or projects are large, while the relative importance
of the skill-sharing motive in R&D consortia increases with heterogeneous
capabilities (Sakakibara 1997).

3. Competition as Strategy and Comparative Advantage

Competition is a dynamic and complex phenomenon. It means the range of
actions aimed at ensuring the realization of the choices of a given firm while
restraining at the same time the sphere of actions of its rivals. It means ‘to
compete’, which involves a process of rivalry between firms for a market or for a
productive resource (human, material or financial). This includes rivalry in prices,
in improved techniques of production or products, in R&D or advertising
expenses in the engagement of new productive or distributive activities or in the
imitation of existing activities, in the implementation of new forms of
organization in which customers, suppliers, partners or even competitors may be
involved. A strategy is essentially a set of complex multivariate choices, including
resources, activities and product market positioning. Consider Rumelt et al.
(1994: 9), “Because of competition, firms have choices to make if they are to
survive. Those that are strategic include: the selection of goals; the choice of
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products and services to offer; the design and configuration of policies
determining how the firm positions itself to compete in product markets; the
choice of appropriate level of scope and diversity; and the design of organization
structure, administrative systems, and policies used to define and coordinate
work.... It is the integration (or reinforcing pattern) among these choices that
makes a set of strategies.”

Competition is the constant struggle among firms for comparative advantages in
resources that will yield market place positions of competitive advantage for some
market segment(s) and thereby superior financial performance. Dierickx and Cool
(1989) point out that firm resources can be usefully categorized into those that are
tradable (e.g., unskilled labor, raw materials, and standard pieces of machinery)
and non-tradable (e.g., firm-specific skills, reputations for quality, dealer loyalty,
R&D capability, brand loyalty, and customers’ trust). Whereas tradable resources
can be acquired quickly and easily in the factor markets (i.e., they are mobile), the
stocks of non-tradable resources must be developed, accumulated, and maintained
through time (i.e., they are immobile). The resources critical for competitive
advantage are those that are non-tradable. Barney (1991: 101) called this
resource-based competition. First, he defines firm resources to include all assets,
capabilities, organizational processes, firm attributes, information, knowledge,
etc., controlled by a firm that enable the firm to conceive of and implement
strategies that improve its efficiency and effectiveness. He points out that only
resources that are heterogeneous, imperfectly mobile, and asymmetrically
distributed among rivals, that is, are rare, can generate competitive advantage and
superior financial performance. He further views that heterogeneity and
immobility alone do not guarantee a sustained competitive advantage.
Sustainability occurs only when rivals find it difficult to both imitate the
competitive advantage producing resource and develop or acquire strategic
substitutes for it. Selznick (1957) refers to competence-based theory, which is
interested in what an organization can do particularly well, relative to its
competitors. Prahalad and Hamel (1990) argue that a competitive firm must invest
in core competences because an organization’s capacity to improve existing skills
and learn new ones is the most defensible competitive advantage of all. He
contends that core competences, unlike physical assets, do not deteriorate with
use but are enhanced as they are applied and shared.

4. Competition, Knowledge, and Performance

Competition enhances performance. If there are many ways of doing things,
competition allows many to be tried and then select the best, something a
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monopoly finds hard to replicate. The main argument in favor of a positive
relationship between competition and productivity performance rests on: the
existence of monopoly rents gives the company stakeholders, in particular
managers and workers, the potential to capture these rents in the form of slack or
lack of effort. It may be argued that in oligopoly industries, resources may be
spent on deterring rivals, and this can lead directly to production inefficiency. The
use of excess capacity (too high capital intensity) to make entry deterrence
credible is an example of this. Although there are theoretical reasons for believing
that competition improves corporate performance, the empirical evidence on this
question is weak (Nickell 1996). He analyzes 670 UK companies and shows some
evidence that competition as measured by increased number of competitors or by
lower levels of rents is associated with a significantly higher rate of total
productivity growth. Porter (1990) argues that there exists a positive causal
relation between competition and growth since competition forces firms to
innovate and to be efficient. Nickel (1996) has found empirical evidence to this
view. On the other hand, Grossman and Helpman (1991) show that competition
hurts research and development and growth when it facilitates imitation.
Successful innovations earn monopoly profits for a while. The streams of profits
end when imitation takes place. Successful imitators earn rents or profits because
their (South) manufacturing costs are lower than those of competitors in the
North. IBM introduced its original PC based on the 8088 processor chip in the
early 1980s. It aroused an enormous market share until firms in Taiwan and Korea
were able to offer competitively priced clones.

In a free market environment, capital will move from the capital rich to the capital
poor economies to reap profit. The migration of capital will equalize capital-labor
ratio and factor price, and thereby equalize per capita income level across regions.
Market orientation can also increase efficiency by reallocating resources from
sectors with low productivity to sectors with high productivity. This theory was
used in a number of empirical studies to explain convergence across a set of
countries in which trade is more open and factors are more mobile. Tian (2000)
showed that market orientation played a crucial role in the rapid growth of the
initially backward provinces in post-1978 China, and was the most important
source of convergence over the period. Naughton (1992) observes sharp
reductions in both the level of state enterprise profits and the dispersion of
profitability across branches of Chinese industry. He attributes the decline and
convergence of profit rates to the continuing erosion of barriers that formerly
protected state enterprises against competition from collective firms, from
imported products, and from innovative rivals within the state sector. Firm
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concentration ratios for Chinese industry tend to fall considerably below
comparable figures for US and Japan. Stiglitz (1989) argues that when spillovers
of knowledge within a country are less than perfect, then markets will never be
perfectly competitive. He illustrated the thesis that market failures, particularly
those related to imperfect and costly information, may provide insights into why
the LDCs have a lower level of income.

Potential competition as a limiting force on the exploitation of market power has
received recognition at least since Staten (1956). Intense price competition among
equivalent products of different competitors has downward pressure on prices and
firm profitability. Most studies show a positive relation between concentration
and rate of return (Telser 1988: 378). Stigler (1963) uses an alternative measure
of profitability, i.e., the ratio of market value of shareholders’ equity to book value
of their equity and he found significant positive rank correlation with
concentration ratio. There is also evidence in Telser’s work to show that in the
highly concentrated industries a large number of companies seem to be attracted
by the high rates of return. Hence, there should be a positive association between
rate of return and concentration by industry over time. Eventually, this ought to
lower both the concentration ratio and the rate of return. Competition ultimately
prevails so that concentration and rates of return decline. Many later studies on
US data found no statistically significant linear relation between domestic
concentration and profitability. The results are also similar for UK, French,
Belgian, and Italian data (Schmalensee 1989: 974-975).

Competitive environment reduces concentration of power, self-interest and
ideology, and encourages distribution of resources according to skill, knowledge,
and performance. Corporate remuneration system in recent decades is more
competitive and performance based replacing fixed remuneration system.
Employee profit sharing, share ownership, and share option benefits brought for
employees not only their share on profit but also their participation on ownership
and management of the firm. Corporate board nowadays is more competitive than
before. A corporate board now uses the expertise, knowledge, and independence
of people outside the company. The duty of these outside non-executive directors
is, among others, to monitor the performance of the executive directors, and to
report matters to the shareholders if they are not satisfied (ABI 1990). Cadbury
report (1992) requires that outside non-executives should be appointed by the
whole board not by the chairman. This corporate governance standard if applied
properly is expected to curb on self-interest and ideology based knowledge of
executive directors. Even in the public sector, agency system has been introduced
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in UK government in the late 1980s through the ‘Next Steps’ (Kingdom 1999).
The objective of the private sector, like agency, is the improvement of
management in government. This system is popularly known as the alternative of
privatization. Under this system, operating activities of a government department
are put under the responsibilities and supervision of a chief executive. He prepares
the business plans and strategies, budgets, and sets goals and targets, which have
to be agreed by the minister and then resources are allocated to the agency.

5. Trust, Culture and Knowledge

Incentives, motivation and control are widely used economic and management
mechanisms to influence people for harder work, efficiency and higher
productivity. This Anglo-American model of human relations in work does not
however seem to be predominant in some societies for example, Japan. Although
this model is in use, Japan is mainly a trust-based society where work
environment, life-time employment, remuneration system, enterprise union, and
work hierarchy are based on trust and culture. Their ancestors taught them to work
harder and honestly, to be loyal to seniors, to pursue collective team behavior as
against self-assertion, and to maintain harmony. This trust based society and its
philosophy and ‘knowledge’ has been received from their ancestors, culture and
history. This knowledge lived from generation to generation over place and time.
They nourished this culture and knowledge in their social relationship. Different
countries have different history of civilization. According to anthropology and
history, men moved from one place to another according to their comfort and
security of life and encountered with different environment, climate, and
resource-base. Accordingly men selected their profession, made work rules, and
designed human relation and life-style. Beliefs and knowledge originated
anthropologically and historically from their own environment, climate, resource-
base, and consequent experiences. Climate, geographical structure, and resource-
base—all molded their life, economic activities, and their beliefs and knowledge.
Also society never remained the same, it changed and transformed from time to
time and so did modify its knowledge, culture and behavior. In the history of
civilization of any region society moved through different stages. Different
countries have experienced these stages at different time and speed. Again in each
stage, mode of production and the nature of human relation were different. In
agriculture and small scale production, for example, human relation was simple
but in factory system and large scale production, because of separation of
ownership and management, human relationship did not remain that simple.
Modern Anglo-American companies are mostly financed by equity capital, that is,
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publicly financed, whereas Japanese companies are mostly financed by banks and
retained earnings. Thus Japanese companies are more family-companies than
public companies. In the recent past, however, Japan has increased its activities
with the outside world; there has been growth in tourism, foreign trade, foreign
employees, Western culture and so on. A society is under constant transformation.
The traditional trust system also has to change with this transformation in society.
Revision in trust, culture, belief, and knowledge is a logical consequence. Since
Japan is interacting and socializing with different culture and knowledge,
borrowing from them is an inevitable consequence. As a response to that, Japan
already started in its trust based society some elements of competition such as
performance related pay, contract job, and transparency in corporate governance
(Aoki 1984, 1988; Suzuki 2005).

Trust (belief) and reason (competition) go hand in hand. In a new situation, we
start with belief and gradually revise our beliefs. We rely on trust where cause and
effect is indeterminate (at least remote indeterminacy). Take the case of employee
remuneration in a large company. This is in fact based on both ‘trust’ and ‘reason’
or competition. It is reason because some part of an employee’s performance can
be measured ‘objectively’. It is trust because some part of his performance cannot
be measured objectively. Particularly in a team-based work environment,
individual performance can hardly be singled out. In this situation, individual
merit rating by immediate supervisor (based on trust as well as supervisor’s
knowledge) is in place particularly for promotion. And, bonus system based on
organization performance rather than individual performance is in place where
bonus is distributed among employees equally or according to basic salary.
Regarding organization performance and bonus, both trust and knowledge are
involved: trust, because it is believed that all employees work with reasonable
effort and therefore contribute to organizational performance; and it is knowledge
because some mechanisms (control system) are in place to check an employee’s
free riding behavior, for example, his presence or absence in work place is
monitored. So in every sphere of human association and relation there are issues
which are numerous and some of these can be identified and measured objectively
and many others which are subjective and uncertain and cannot therefore, be
measured objectively. Again, when we say we can measure objectively it really
means we can measure ‘relatively’ objectively because our decisions and actions
are based on evidences which are ‘probabilistic’. And, importantly, as the mode
of production and human relationship take more complex structure, this problem
of measuring accurate knowledge becomes more acute. Here in these situations,
trust (belief) and competition and reason (knowledge) go together. For the above
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uncertainties and imperfections of human knowledge, Japan’s pay structure
typically has three elements: person related (age and merit), job related (equal pay
for equal work) and need related (allowances) (Aoki 1988).

Trust is the expectation that arises within a community of regular, honest, and
cooperative behavior based on commonly shared norms, on the part of other
members of that community (Fukuyama 1995: 26). According to him, the most
effective organizations are based on communities of shared ethical values.
Although this belief requires detailed scrutiny, it seems partially true when we
agree that self-interest, individualism and self-assertion are found at a lower level
among people of higher-order thinking, high achievers and of higher social status.
Kenneth Arrow (1974) argues that trust is an important lubricant of social system.
It saves a lot of trouble to have a fair degree of reliance on other people’s word.
Trust and loyalty enable you to produce more high-esteem values. You pay your
bus fare by yourself and the driver or conductor does not check. Though some
people could cheat but as a whole the system is working and saves time and
money in many countries including Japan and Malaysia. These communities do
not require extensive contract and legal regulations in their relations because prior
moral consensus gives members of the group a basis for mutual trust. By contrast,
people who do not trust one another will end up cooperating only under a system
of formal rules and regulations which have to be negotiated, agreed to, litigated
and enforced, sometimes by coercive means with high transaction costs.
Transaction costs include finding the appropriate buyer and seller, negotiating a
contract, complying with government regulations, enforcing that contract in the
event of dispute or fraud, monitoring and bonding costs, institutional activism
costs, auditing, and insurance and security costs. A high trust society does not
have to pay such high tax. Spontaneous sociability is critical to economic life
because virtually all economic activity is carried out by groups rather than
individuals.

Fukuyama (1995) has differentiated Japanese and Chinese kinship-based society.
According to him, there are three broad paths to sociability: the first based on
family and kinship, the second on voluntary associations outside kinship such as
schools, clubs, and professional associations, and the third is the State.
Familism—too strong an insistence by society on maintaining family ties at the
expense of other kinds of social relationships can be detrimental to economic
development. Max Weber (1951) in his book The Religion of China argued that
the strong Chinese family created what he called, ‘sib fetters’ (overly restrictive
family bonds) constraining the development of universal values and the
impersonal social ties necessary for modern business organization. In the West,
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many observers believed that family ties had to weaken if economic progress is to
occur. The extended family provides shelter and food to all its members regardless
of their individual contributions. The individual savings are discouraged. Family
loyalty and obligations take precedence over other loyalties and obligations. Thus
the extended family tends to dilute individual incentives to work, save and invest.
In sharp contrast to Japan, Chinese society is not group oriented. The familism
evident in Chinese business life has deep roots in Chinese culture. Competition
between families makes Chinese societies seem individualistic but there is no
competition between the individual and his family in the Western sense
(Fukuyama 1995: 75). There is, however, opposite observation by Wilson and
Pusey (1982) Chinese family system is strictly patrilineal; inheritance flows
through males only (now changed) and is shared equally by all of a father’s sons.
There are however, similarities between Chinese and Japanese Society: filial
piety, seniority, children’s obligation to parents, more affection to parents than
wife, ancestor worship, women subordination to men. There are differences too.
There are non-kinship based associations in Japan unlike China. Family is non-
biological unlike China. Adoption of outsiders is widespread. Adoption outside
the kinship group is in place. The Chinese occasionally criticized Japan’s
‘promiscuous’ adoption practices as ‘barbarous’ and ‘lawless’ because of their
openness to strangers (Lebra 1989). The percentage of adoptions within Samurai
families rose from 26.1% in the seventeenth century to 36.6% in the eighteenth,
to 39.3% in the nineteenth century (Moore 1970). There is a very strong
inclination on the part of the Chinese to trust only people related to them, and
conversely to distrust people outside their family and kinship group (Whitley
1991).

The problem of free riding can be mitigated if the group possessed higher degree
of social solidarity. People become free riders when they put their individual
economic interests ahead of that of the group. But if they strongly identified their
own wellbeing with that of the group or even put the group’s interests ahead, then
they would be much less likely to shirk work or responsibilities (Fukuyama 1995:
156). Therefore performance related pay around the world is predominantly based
on group or organizational performance rather than individual performance
(Chowdhury 2004). Even in US, the country of the highest individualism,
performance pay for school teachers based on individual merit rating did not
work. Life time employment is a result of the trust based society. The Japanese are
more likely than Americans to say their work superior, “Looks after you
personally in matters not connected with work™ by eighty-seven to fifty persons
(Lipset 1992: 57).
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6. Competition, Trust and Cooperation

Trust reduces complexity and uncertainty in many social interactions. To cope
with indeterminate and contingent outcomes due to uncertainties in every
particular case, one requires a great deal of information that is very costly to
obtain. Thus the need for stable and global mechanisms is rooted in the
fundamental unpredictability of social interaction. As distinct from an external
mechanism such as a legal or social sanction, trust is an internal mechanism for
this purpose. It dispenses with the requirement for extensive research if one can
place high confidence (trust) in others; it works as a substitute for full
information. In this sense, trust is a rational, cost-saving device if it proves
successful. But distrust is also a rational device that avoids a risky situation by
abandoning the effort of trusting others. If we can rely or trust on the labels on
food packets, medicines, reports in newspapers, academic journals, data collected
by official bodies, etc., our scope of action is expanded. In a situation where we
need to check everything ourselves we are constrained in our options indeed.
Competition and cooperation go hand in hand (Hayek 1960: 37). This is obviously
the case in activities like games. Cooperative behavior is essential in a society for
human flourishing and so should be encouraged wherever feasible and not
obviously harmful. Equally, competition in some contexts is also essential to
realizing human welfare. For example, an absence of competition may well lead
to a constraint on our fulfilling of our physical and mental capacities, on our
discovering technologies that can relieve human suffering and facilitate human
well being, and whether competition does that will depend upon the context of
their operation. Although trust and cooperation seem to be general conditions of
human flourishing, the question of the desirability of competition is likely to be
far more sensitive to the prevailing conditions.

Muller, in his 1809 work The Elements of State Art (Die Elements der Staatskunst)
holds the view that the main problem with the modern way of production is a sort
of ‘calculator’ aiming only to maximize his material interests and ignoring various
other elements of culture, moral and welfare which stem from social traditions.
“In the traditional organizations, i.e., those originating in the middle ages,
craftsmen and apprentices are trained not only in handicraft skills but also taught
to be simultaneously “poets, scholars and artists of all kinds”, so in the guild as
an educational organization a ‘heartfelt relationship’ is formed between master
and others, but in the manufacturing system the entrepreneur dominates
“mechanical wage laborers” coldheartedly, calculatively and seeking after pure
income” (pp. 311-13). Characteristic of Muller’s thought is the way he gives



Dhiman K. Chowdhury : Competition and its Diverse Meanings: A Search for a Synthesis 209

priority to the maintenance and the recovery of the balance among economic,
social and cooperative functions in institutions. He vigorously argued that
material development should be restricted to a certain degree for the realization of
these ideals. Even though he does not reject an increase in material wealth, this is
not the main purpose for him.

7. Individualism and Collectivism: The Logical Opposites

Individualism pertains to societies in which the ties between individuals are loose:
everyone is expected to look after himself or herself and his immediate family.
Collectivism as its opposite pertains to societies in which people from birth
onwards are integrated strong, cohesive in-groups, which throughout people’s
lifetime continue to protect them in exchange for unquestioning loyalty (Hofstede
1991: 51). This individualism and collectivism or independence and dependence
are logical opposites. Men are dependent on each other because of division of
labor and agency relationship in modern society which has been explained in
detail in Chapter 2. Independence is also very dear to man and he cannot be forced
and coerced, against his freedom and independent thinking. Koestler (1960)
remarks about Indians’ basic predisposition of indifference to contradictions and
the peaceful coexistence to logical opposites. Philosophy of ethics, dharma (duty)
and moksha (salvation) coexist with pursuit of artha (wealth) and kama (sexual
satisfaction). Indian psyche, values and reactions are contextual rather than
textual. Indians switch gears constantly according to the situation, thereby
displaying many frequently contradictory facades. One should speak the truth;
one should speak what is pleasant; and one should not speak the truth if it happens
to be unpleasant. Rightness and wrongness appear to be determined by the context
in which the behavior takes place. Roland (1984: 123-130) takes the view that
correct behavior is much more oriented towards what is expected in specific
contexts of a variety of roles and relationships, rather than any unchanging norm
for all situations. Warships are to be done in a corner, in one’s mind, and in forest
(kone, mone, and vane). Collectivist forms such as kirtan and mass prayers are
also there. Management philosophy—management is situational—is consistent
with Koestler and Roland’s finding about the Indians. However, the management
philosophy is universal. Tripathi (1988) observes that the human form of
collectivism found in Indian society is a mix of individualism and collectivism
that is conditioned by many values and contingencies. Devos (1973) shows that
the Japanese places emphasis not on attaining individual glory, but rather on
continuing family tradition. Wilson and Pusey (1982) find that Chinese parents
encourage their children to seek individual and collective achievement
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simultaneously. Whereas in US the market values tend to crowd out purposes of
democratic community, such as promoting human growth and development
(Soros 1997). Juviler and Stroschein (1999) expressed the need for a balance
between lofty principles of human solidarity and the self-interest, which drives the
indispensable market.

According to Russell (1960: 53, 91), “Success (in the sense of material benefits)
can only be one ingredient in happiness, and is too dearly purchased if all the other
ingredients have been sacrificed to obtain it. The emphasis upon competition in
modern life is connected with a general decay of civilized standards such as must
have occurred in Rome and Augustan age. Men and women appear to become
incapable of enjoying the more intellectual pleasures. It is not only work that is
poisoned by the philosophy of competition (main thing in life), leisure is poisoned
just as much”. He also views that the habit of thinking in terms of comparisons is
a fatal one because it leads to envy. The opposite, however, is also true where
comparison is good for ‘knowledge’ creation. Management literature also
suggests that comparison and performance evaluation are necessary for
motivating people and reducing free riding problems.

8. Competition and Conflicts: Sociologists’ View

Sociologists view the terminology ‘competition’ as ‘conflicts’ to describe certain
aspects of industrial relations. Competition is a word describing a conflict over the
control of resources or advantages desired by others where actual physical
violence is not employed. Conflicts of interests in employment arise because each
party wants to maximize its own utility. Since wages are costs which affect
profits, and profits can be raised at the costs of wages, those whose interests lie in
maximizing wages are in competition with those concerned to raise profits. Both
parties may be presumed to be acting in accordance with the dictates of rational
economic action, but the rational appraisals of interests made by workers and
managers pull in opposite directions. The divergence of interests occurs in any
economic system where those who work do not also retain the profits of their
activity. Thus competition derives from the separation of the ownership of a firm
from those who work for it and the consequent appropriation of anything
remaining out of revenues after costs have been covered as profits for the owners.

Distribution of power also causes conflicts. Whenever there are hierarchical
structures of power and influence, there will be the potential of social conflicts.
Opposing interests are created by the possession of and exclusion from power.
Conflict lies in the particular arrangement of social roles of domination and
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subordination. There are powerful alienating tendencies in modern factory
technology and organizations (Robert 1964: 4). A person is powerless when he is
an object controlled and manipulated by other persons. Industrial workers can
experience powerlessness from their lack of control, which results from the
separation of ownership of means of production and productive labor, failure to
control managerial policy and decision-making, failure to control conditions of
employment, and failure to control the immediate work process.

Weber (1964) visualized industrial relations as class relations. People have views
about their own position, the class to which they belong, and the relationship
amongst classes. Work ‘humanization’ techniques such as job enrichment,
autonomy, company pension schemes, improved working conditions, incentive
benefits, and job security, have therefore, gained considerable popularity with
management theorists over the last decades. In Japanese competition, manual and
non-manual employees are guaranteed career progression and wages that rise with
age as well as merit rather than careers for a selected few and wages based mainly
on performance criteria. Employees also receive substantial non-wage benefits,
company housing, medical, educational, and leisure facilities. Managers promote
a company philosophy or ideology of community identification with the
collectivity and loyalty to the paternalistic cooperation. Collectivism and
community are reinforced at all levels of the company by the creations of small
teams as the basic units of organization. Management also decentralizes decision-
making and encourages worker participation. Large private enterprises in Japan
have remarkably peaceful industrial relations and a contributory factor is
undoubtedly the form of moral cohesion instituted in corporate paternalism. This
suggests that enlightened policies can contain social conflicts arising out of
economic competition.

9. Japan: A Society of Logical Opposites

One of the characteristic features of Japanese society is the avoidance of
confrontation. Most Japanese would rather walk away from a conflict than join in
the fray, and there is a tendency to nod and agree with another’s opinion even
when it is not shared. This is done out of both an ingrained civility and a
commitment to the harmony of the moment over the self-assertion of conviction.
This is based on an ideal of amelioration: that people of differing beliefs can
surely live together if they do not try to impose their faith on each other (The
Japanese Times, April 11, 2005, p. 7).

Japan is probably the most successful capitalist country with collective interest
being predominantly active in social relations, the lowest income inequality
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(during 1987-95), the lowest number of days lost in industrial disputes among the
developed countries during 1990-93 (Jacoby 1995), and one of the lowest crime
rates (UN 2000). Salary is mainly based on seniority. A nurse’s aide about to retire
might earn twice the salary of either the head nurse (in her thirties) or a young
physician on the regular staff (Campbell and Ikegami 1998: 77). Group
consciousness and institutional affiliation appear to be more important than
individual ego and superiority or individual orientation. For a company, it belongs
not to ‘shareholders’ but to ‘us’. Rather than saying ‘I am a typesetter’ he tends to
use ‘I am from a publishing group’. Everywhere, there are signs of service motive
more prominent than personal profit motive. Another social culture is dependency
in human relations. The word, amae, the noun form of amaeru, is an intransitive
verb that means, ‘to depend and presume upon another’s benevolence’. Parental
dependency is encouraged in Japanese society whereas the opposite tendency
prevails in Western societies. Bow down head is very common as a sign of respect
or as a greeting. Trying to get approved by excessive politeness and obedience is
a culture. Parental dependency is institutionalized everywhere in Japanese
societies. The American baby appears to be more physically active and happily
vocal and more involved in the exploration of his body and his environment than
is the Japanese baby who in contrast seems more subdued in all these respects
(William Caudill quoted in Okimoto and Rohlen 1988: 21). Unanimous
agreement has a very important social function for the Japanese. The Japanese
avoid to contradict or to be contradicted, that is, to have to say, ‘no’ in a
conversation. “Hi’, an word for English ‘yes’ is airing so much that it can be said
that most of their time in conversation is spent in saying ‘hi’, ‘hi’, and ‘hi’.
Sometimes, it appears that they are born for saying ‘4i’. And they say ‘Ai’ in such
way with so much of importance and emphasis that it seems they quarrel with
each other. They simply do not want to have divided opinions, and if such an
outcome appears to be inevitable they will get so heated emotionally that it
becomes almost impossible to continue any reasoned discussion. “I think this
explains why disagreements become violent in the Diet (parliament) and other
groups in Japan. The greater the power of cohesiveness, the more violent the
effect of a break. It is like splitting the atom” (Okimoto and Rohlen 1988: 22).
Contrary to this, in the West, with its emphasis on the freedom of the individual,
people have always looked down on the type of emotional dependency that
corresponds to ‘amae’.

Dispute is solved by mutual understanding and the principle of rule by consensus
prevails. Contracts and agreements drawn up by large Japanese trading companies
and other societies invariably contain a ‘good-faith’ or ‘amicability’ clause. The
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clause states in case a dispute arises between the parties hereto with respect to
their rights and obligations under this contract, the parties hereto shall discuss the
matter among themselves with good faith. Europeans, on the other hand, think
that they are entitled to take the other party to court if the latter fails to perform
his contractual obligations. The number of civil suits per capita brought before the
courts in Japan is roughly between one-twentieth and one-tenth of the figures for
suits per capita in the common law countries of the US and UK. Even if the
number of cases brought to conciliation proceedings is included, the difference
remains the large, between one-sixteenth and one-eighth (Okimoto and Rohlen
1988: 194).

Although the Japanese have dependency value they are self-disciplined and hard
working and they love their work. History of working hours around the world
gives support for this (Jacoby 1995). In 1989, a Japanese worker worked 2159
hours in the manufacturing industry compared to 1956 in US, 1610 in France,
1603 in Germany, 1851 in UK, and 1895 in Canada. Similar performance is
recorded in 1960, 1970 and 1980. Their remuneration structure with lower
disparity among various layers in an organization is another evidence as respect
for all types of work irrespective of status. Joint consultation committees between
labor and management in Japanese companies are common. An individual is
given due care and respect and participation in decision-making. Bow-down
tradition is practiced not only from junior to senior rather it is visible everywhere
at every level irrespective of status. Bowing down by the prime minister, ministers
and lawmakers is a common tradition in Japanese governance. It means that every
individual is given due care and importance. Though the society is hierarchical,
the decision is consensual.

The above Japanese social values are not alien but supported in philosophical
writings, particularly in the theory of knowledge. This theory says, human
knowledge is imperfect, rationality bounded, and man works mainly on belief or
at best justified belief. Coupled with this philosophical discipline, anthropology
and sociology add another dimension of knowledge, which suggests that men are
dependent on each other. Thus, collective attitude seems better and philosophical
than self-assertion and ego. Philosophy of knowledge suggests that as you study
more and more you see the ‘plural’ of factors rather than ‘single’ or individual
factor that triggered any change in a society. An individual human being is only
an element, though very important, among many elements behind any change.
History, geographical location, government, traditions, values, technology,
religion, resource base, many factors are behind the happening or non-happening
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of an event. Moreover, we are in fact dependent on each other. We are involved in
interactions with others and this interaction is a two-way process. In management,
the art of getting things done must know how to manage people, and there you
need support. Human beings do mistakes or dysfunctional behavior out of self-
interest or out of imperfections in knowledge or both. Intellectuals tend to say, ‘it
appears’, ‘it seems’ rather than ‘it is’ because they see that knowledge has a time
and place context and therefore always there are rooms for improvement and
development.

10. Conclusion

Competition is an interactive process where market players interact with each
other according to socially accepted rules and regulations. Competition is an
environment where none can make an abnormal profit. It means that competition
forces cost and price down for firms to survive in the market with minimum rates
of return. This is made possible by the presence of a large number of players in
the market. Thus, competition leads to pluralism. But there are parallel views that
competition encourages individualism and comparison. Individualism and
pluralism like other logical opposites can co-exist. What is right and what is
wrong depends upon circumstances, i.e., behavior is contingent. For example,
comparison and performance evaluation provide incentives for better
performance and controls poor performance and thus mitigates free riding
problem. But this competitive practice is good subject to conditions, for example,
the difference in individual performance benefits should not be so great that it
creates large inequalities in income and social position. Sociologists consider
competition as a struggle for controlling resources and power. They consider it as
a class struggle and kinship. However, to counter these monopolistic and
oligopolistic behaviors, new management and governance techniques have been
developed around the world. These include humanistic management techniques
such as participative management, decentralization of authority, quality circles,
responsibility accounting, employee profit sharing and share ownership, trade
union, accounting reporting and disclosure, committee type of management,
democratic labor laws, and corporate governance.

Competition and trust and cooperation are logical opposites. Trust is good in
certain circumstances for example, where risk is less particularly in standard
object or event, and in non-monetary, cultural and social values. If we show
serious competitive behavior in everything, it may be costly and time consuming.
If we check every details: laws, formalities, full information, evidential
documents even for standard object or event then this might constrain our



Dhiman K. Chowdhury : Competition and its Diverse Meanings: A Search for a Synthesis 215

potential options. In corporate governance, shareholders keep trust on the board
of directors in addition to monitoring, proxy voting and other competitive
behavior. Even in various market collusion behavior such as tacit agreements,
cartels, joint ventures, and mergers, both trusts and competition go hand in hand.
Both the trust and competition have their limitations. Although in cartels, firms
have trust on each other, they have incentives to cheat on the collusive agreement.
So they apply various competitive methods to detect and prevent cheating. Some
trusts are legal for example, information exchange, trade associations, and
collaborative research but anti-competitive trusts are illegal. This article shows
that knowledge allows logical opposites. Japan, the second largest economy in the
world is predominantly based on trust, collectivism, life-time employment,
seniority, and benevolence whereas its competitors such as US and UK are
predominantly based on competition, individualism, incentive and control, and
private profit motive. Like competition, trust is also a justified belief. If you have
service motive instead of private profit, and collective interest instead of self-
glory and self-assertion, trust can work as knowledge.
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