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Experts favour curbs on CAD, imports to
avoid fiscal crisis

They also suggest unified exchange rate, keeping export growth
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Prime Minister's Economic Affairs Adviser Dr Mashiur Rahman, State Minister for
Planning Dr Shamsul Alam, and Policy Research Institute of Bangladesh (PRI)



Chairman Dr Zaidi Sattar, among others, at a seminar, titled 'Realising
Development Aspirations with Domestic Resource Mobilisation amidst
Macroeconomic Challenges', organised by the PRI at a hotel in the city's Banani
on Sunday. — FE photo

Bangladesh should make vigorous efforts to contain its current account deficit
(CAD), opt for exchange rate unification, and restrain import demand to avoid
a potential financial crisis, experts said in a programme on Sunday.

Besides, they suggested taking effective measures to maintain good growth in
export as well as encouraging remittance inflow via the formal channel to bridge
the gap in the balance of payment.

They also emphasised mobilising local resources to meet domestic demand to
reduce pressure on imports and save foreign currency.

They made the remarks at a seminar - "Realising Development Aspirations with
Domestic Resource Mobilisation amidst Macroeconomic Challenges” -
organised by the Policy Research Institute of Bangladesh (PRI) at a hotel in the
city's Banani area.

Prime Minister's Economic Affairs Adviser Dr Mashiur Rahman addressed the
event as the chief guest. State Minister for Planning Dr Shamsul Alam spoke in
the programme as the special guest, with PRI Chairman Dr Zaidi Sattar in the
chair.

Besides, ACI Managing Director Dr Arif Dowla, bKash Ltd CEO Kamal Quadir,
Friedrich Naumann Foundation Bangladesh Country Representative Dr Najmul
Hossain, Foreign, Commonwealth & Development Office (FCDO) Development
Director (Bangladesh) Matt Cannell, PRI Research Director Dr M A Razzaque,
and PRI Director Dr Bazlul Haque Khondker also spoke on the occasion.

In a presentation, Dr Sattar said the deficit in the current account reveals that
the nation is spending more than its income, but it is needed to ask where the
extra spending is going.

Terming Bangladesh's CAD of 4.0 per cent of the GDP in fiscal year (FY) 2022
too high, he said, "Historical and cross-country analysis shows if CAD runs
over 3.0 per cent for three to five years, the economy may fall into a financial
crisis as well as experience slowing down of growth."

"We can't allow that to happen here," he said, adding: the government should
sincerely try to bring the CAD down under 3.0 per cent of the GDP.



He also mentioned that the International Monetary Fund (IMF) projected that
the CAD would stand at 3.7 per cent of the GDP in 2027, which may not be a
good thing for the country.

The PRI chairman projected that the taka may depreciate further against the
dollar, as the US Federal Reserve may raise interest rates - if US inflation does
not slow down.

Currency has not just depreciated in Bangladesh, rather the emerging economies
around the world collectively lost over US$ 200 billion recently, he added.

"Multiple exchange rate is not a good idea. Instead, the government should
move for unified rate, as it has been proven suitable for most economies."

Besides, Dr Sattar suggested withdrawing all regulatory duties (RDs) on
Imports to ease the raging inflation, which is not a result of increased demand,
but rather has come from the supply side.

He also underlined that weak governance in the financial sector, high non-
performing loans (NPLs) in the banking system, low tax-GDP ratio, over-
reliance on trade taxes, lack of export diversification, dependency on the single
export product, and weak negotiation capacity in international trade talks,
among others, are the key challenges of Bangladesh economy.

The prime minister's adviser emphasised carrying out studies to find out ways
to raise the tax-GDP ratio, which is one of the lowest among the emerging
economies around the world.

He said if the export growth continues nicely, repayment of loans would not be
a problem; however, mid- to long-term measures are required for the betterment
of the economy.

Responding to the suggestion of a uniform exchange rate, Dr Mashiur said,
"Uniformity is good, but if there is a scope of making social justice to some
people, the government wants to give the benefit."

The Bangladeshi labour force has expertise in labour-intensive and low-tech
industries, he noted, adding: "To become a middle-income country and then a
high-income country, technological intervention is much needed in labour
market."



Referring to the incentivisation of some industries, the adviser said, "Some
industries get incentive for obvious reasons, but it becomes their habit... and it
can't be taken away from them to divert to other industries.”

Emphasising taking more actions to stabilise micro-economic challenges, Dr
Mansur said, "Storms come, but it is the owner's responsibility to protect the
home."

Referring to depleting reserve, he opined, "Regarding calculation of reserve,
Bangladesh needs to adopt international best practices and define reserve in the
right way."

He also suggested rationalising fertiliser subsidies in a bid to reduce the
excessive use of chemical fertilisers.

The state minister for planning said under the current circumstances, containing
inflation should be the key focus of the government.

On the other hand, thrust in revenue collection should not be enforced on the
authority concerned in the testing time.

He also favoured finding a mechanism to unify the foreign exchange rates.

The ACI managing director said tech intervention in fertiliser use, especially a
mix of urea and organic fertiliser can reduce agricultural production costs by at
least 30 per cent.

He also claimed that subsidies sometimes reduce competitiveness in an
industry, so there is a scope for rethinking facilitation.

The bKash CEO, referring to the contribution of the MFS in bringing remittance
in the country, said last year, his company brought $280 million in remittance
through 12 banks, and the figure may reach about $400 million this year.

However, Mr Quadir mentioned that the remitters get about Tk 95-97 per dollar
and the kerb market rate is quite high than the bank rate, which is a major reason
for migrant workers to become victims of 'hundi’.

In another presentation, the PRI research director said the current tax-GDP ratio
in Bangladesh is about 8.7 per cent against the target of 10.6 per cent, which is
one of the lowest in the world.



Of the total revenue, 31 per cent is collected from direct tax, while 69 per cent
is generated from indirect tax, Dr Razzaque said, adding: "The country should
raise its tax-GDP ratio to 15 per cent."”

https://thefinancialexpress.com.bd/trade/experts-favour-curbs-on-cad-imports-
to-avoid-fiscal-crisis
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High current account deficit may lead to
financial crisis

Warns Policy Research Institute
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The economy might fall into a financial crisis and face a growth slowdown
If the existing pace of higher current account deficit persists for three to
five years, warned the Policy Research Institute of Bangladesh (PRI)
yesterday.

The economic crisis triggered by the Russia-Ukraine war, supply chain
disruption and soaring prices of commodities in the post-coronavirus
period has already caused Bangladesh's foreign exchange reserves to fall,
consumer prices rising and the current account deficit remaining very high.

The current account deficit, a situation where a country imports more
goods and services than it exports, was 4 per cent of gross domestic
product (GDP) in the fiscal year of 2021-22, overshooting the 3 per cent
mark termed as the red line.

"And historical and cross-country analysis shows if the current account
deficit runs over 3 per cent for three to five years, the economy will fall into
a financial crisis and inevitable growth slowdown," said PRI Chairman Zaidi
Sattar at an event at the Sheraton Dhaka hotel.

"We can't allow that to happen.”


https://thefinancialexpress.com.bd/trade/experts-favour-curbs-on-cad-imports-to-avoid-fiscal-crisis-1667183817
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The think-tank organised the event to discuss issues related to the
realisation of Bangladesh's development aspirations with domestic
resource mobilisation amidst macroeconomic challenges.

Recently, the International Monetary Fund said Bangladesh will continue
to see a high deficit in its current account balance till 2027. The current
account deficit will be 3.8 per cent of the GDP in the current fiscal year,
compared to 4.1 per cent in the last fiscal year, it said.

It came as import bills rocketed for higher commodity prices globally. On
the contrary, exports have not gone up as expected.

"I don't think we can sustain a current account deficit of 3-4 per cent of
GDP for three to five years. We can't afford it," Sattar said.

The former World Bank economist said inflation faced by consumers is
mainly imported driven by a supply shock.

"No silver bullet is available. Various options have to be carefully reviewed
and actions have to be taken."

He suggested a reduction of regulatory duties on imported items to reduce
the inflation pain facing the people.

Inflation surged to a 10-year high of 9.52 per cent in August. It, however,
fell to 9.10 per cent in September.

"The crisis that Bangladesh is facing originates from the external front. But
we have to protect our economy,” said PRI Executive Director Ahsan H
Mansur.

The former economist of the IMF said the interest rate, which is used by
central banks around the world to curb demand and contain inflation, has
not been utilised to find a solution.

Stability in the exchange rate has not been achieved as no uniformity in
rates has come about though the taka has lost significant value against
the US dollar.

"Foreign exchange reserves are still falling,”" he said, suggesting the
Bangladesh Bank adopt international best practices to define the reserves.



The IMF has long been suggesting the central bank exclude the dollar-
denominated local investments from reserves — to be nearly $8 billion—
from the calculation of reserves, used to meet the country's external
obligation, including import payments.

Mansur also cited the recent power crisis, which has affected
manufacturing and trade.

"Our industry is crying," he said.

"It was initially told that the power crisis will be over in a month. But two
more months have gone and there is no solution."

Mansur stressed taking appropriate measures to produce and supply food,
saying there is no chance to believe that there would be a famine under
the current circumstances and Bangladesh's state of development.

At the event, Mashiur Rahman, economic affairs adviser to the prime
minister, said uniformity in the exchange rate is needed to restore stability
to the foreign exchange market.

Shamsul Alam, state minister for planning, also talked about the unified
exchange rate.

"We should work on the method and process. Serious thoughts need to be
given regarding the interest rate cap on loans."

He said managing the economy and containing higher inflation should be
the prime focus. "Increasing revenue may not be the thrust in this testing
time."

According to the state minister, efforts should be made to reduce non-
performing loans.

Default loans in the banking sector surged 19.3 per cent year-on-year in
the first quarter of 2022, driven by the withdrawal of the relaxed loan
classification policy.

https://www.thedailystar.net/business/economy/news/high-current-account-deficit-may-lead-financial-
crisis-3156506
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PRI: 3 big factors affecting the economy now

A current account deficit of more than 3% of GDP for three to four years
is likely to cause financial difficulties, says PRI
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Bangladesh's economy is currently dealing with three big issues - inflation,
the current account deficit and external debt said Zaidi Sattar, chairman of
the Policy Research Institute (PRI).

Currency depreciation significantly affected imported goods, and an equal
percentage increase in tariffs in the form of imported inflation ultimately
put pressure on consumers, PRI's research found.

According to the research, Bangladesh will not be able to sustain a high
current account deficit for three to five years.

Currently, interest on the nation's debt accounts for up to 20% of all
government revenue and 14% of all public spending.



Experts were speaking at the “Realizing Development Aspirations with
Domestic Resource Mobilization Amidst Macroeconomic Challenges.”

The program's chief guest, Mashiur Rahman, the prime minister's
economic adviser, stated that although the public debt to GDP ratio has
not yet reached worrying levels, it may do so in the future since it may put
a further burden on the economy.

The government is taking a lot of precautions in terms of public debt and
borrowing, he said.

He also added: “However, even if you are cautious, it may not be possible
to maintain it sometimes and | don't think there is any reason to worry
about private-sector borrowing.”

He also felt that there is a need for a study on macroeconomics.

State Minister of Planning Shamsul Alam in his speech focused on the
government's priority, he said: “Among domestic resources mobilization,
our main goal now is to increase revenue and it is being worked on.
Managing the reserve is another core concern. We also have to do a lot
with the unified dollar rate which is a must.”

“To reduce inflation and manage the macroeconomy we have reduced non-
performing loans (NPL) as well,” he added.

Earlier in his keynote presentation, Zaidi Sattar, chairman of PRI said that
20% currency depreciation is equal to a 20% increase in tariffs and a
windfall for NBR.

It's a windfall for import-substituting businesses, whose level of effective
protection jumps by 20% at the expense of consumers.

Bangladesh would not be able to sustain a big current account deficit for
three to five years, according to the Policy Research Institute of
Bangladesh. A current account deficit is a sign that a country is importing
more than it is exporting.

Sattar said: “Bangladesh's current account deficit was 4% of GDP in the
fiscal year of 2021-22, and a country running more than 3% of GDP in a
current account deficit for three-four years is likely to face a financial crisis.



It is a bad idea and | don't think we can sustain the current account deficit
at 3-4% of GDP for three to four years. We can't afford it,” he added.

Additionally, he mentioned in his presentation that Bangladesh's economy
is currently dealing with three issues, including inflation and the current
account deficit. Another obstacle is anticipated to be external debt.

MA Razzaque, director of PRI in his presentation said that public health
spending should be at least 5% of the GDP, which is just 0.7%.

The eighth FYP (Five-year plan) projection is to raise this up to 2% by
2025

Regarding currency depreciation, he stated that the taka will depreciate by
more than 20%, increasing the burden of debt payment and restricting
fiscal space.

“‘Although relatively manageable, the external debt stock is rapidly
increasing, going from less than $40 billion in FY15 to nearly $96 billion in
FY22. External debt servicing fees for the public sector will increase from
$3 billion to $5.2 billion per year by 2030. If private sector fees are added,
the total will exceed $8 billion.”

“He also informed, government borrowing is increasing from domestic
sources at higher interest rates. Interest payments on domestic debt is
currently about as high as 20% of all government revenue and 14% of total
public spending.”

On the other hand, M A Razzaque, director of PRI in the concluding part
of the presentation said that the simulated outcomes validate the long-
standing understanding that tax reforms focusing on increasing tax efforts
and structural change in revenue composition will be highly beneficial to
Bangladesh.

The structural shift to raise 70% of revenue from direct taxes alone
expands the economy by about 1% and 0.6% to GDP growth.

The changes in tax structure in favour of the direct tax along with
expenditures of additional revenue likely result in an additional 3.3% point
to the GDP growth rate.



This is a major outcome in any context and more so in the context of
Bangladesh, as the nation strives to attain a 10% plus GDP growth rate,
he described.

Given Bangladesh's average ICOR value of 4.5%, it is hypothesized that
an additional investment of 13.5% will be required to add 3% points to the
GDP growth rate. In other words, SIM2E's proposed tax-expenditure
reforms will result in an increase in investment of 13.5%.

https://www.dhakatribune.com/bangladesh/2022/08/01/bangladesh-witnesses-highest-ever-1870-
billion-deficit-in-fy22
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Current account deficit flashes a warning
to economy

According to the IMF, the nation will continue to witness a high deficit in the current
account balance till 2027
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Economists have called for minimising the deficit in the current account
balance, as it stood at around 4% of the gross domestic product (GDP) at the
end of FY22.

They warned of a full-blown financial crisis and inevitable growth slowdown if the
deficit continues to be above the 3% red-line for the next three to five years.

"We cannot allow that to happen," Zaidi Sattar, chairman of the Policy Research
Institute (PRI) of Bangladesh, told a seminar in Dhaka Sunday.

The country ended FY22 with a record $18.7 billion current account deficit, as the
IMF Global Economic Outlook Report published in October this year predicted the
nation will continue to witness a high deficit in the current account balance till
2027.

At the programme, Zaidi Sattar also said the country's foreign currency reserve is
okay to meet the imports for next five to six months, but it is still below the comfort
zone.

In the October report, the IMF too linked the current account deficit to the strain
on the reserve, as it predicted the gap will be 3.8% of the GDP this year.

Citing a 34% export growth in FY22, Zaidi Sattar pointed at a 35% import surge at
that time, which he said widened the current account gap last year.

As the pandemic waned in 2021 leading economies to reboot, world trade logged
a sharp turnaround. But the Russia-Ukraine conflict in February this year
jeopardised the half-patched recovery and roiled the global supply chain - causing
energy, food and commodity prices soaring rapidly.

Against the turbulent economic backdrop, the economist noted four points to
minimise the current account gap, which include restoration of supply-demand
balance, restraining imports, maintaining exports and remittances at a pace of
July-September period this year and unifying the exchange rates.

At the seminar titled "Realising Development Aspirations with Domestic Resource
Mobilisation Amidst Microeconomic Challenges”, PRI Executive Director Ahsan H
Mansur said, "Storms are external, but we need to make sure that our houses are
strong. More actions are needed to face the microeconomic challenges."



As the chief guest of the programme, Prime Minister's Economic Affairs Adviser
Mashiur Rahman said different exchange rates are meant for providing the forex
earners with "some social justice".

He, however, agreed upon limiting imports to save the depleting forex reserve. The
adviser said Bangladesh needs to adopt global best practices in defining and
maintaining it.

Mashiur Rahman said repayment of foreign debts would not be an issue for
Bangladesh if the export growth continues.

He called for carrying out studies to find ways to raise the country's tax-GDP ratio
- which is significantly low among the emerging economies.

The adviser also talked about ongoing power shortage and rationalising fertiliser
subsidies by ensuring farming efficiency.

As the special guest of the seminar, State Minister for Planning Shamsul Alam said
inflation should be the prime focus of macroeconomic management, as forex
reserve will be at the core of concern.

He said the government is trying to reduce the amount of defaulted loans and
increase the foreign exchange reserve.

Matt Cannell, development director of the Foreign, Commonwealth &
Development Office (FCDO) Bangladesh, and Najmul Hossain, country
representative of the Friedrich Naumann Foundation, also spoke at the
programme.

Arif Dowla, managing director of ACI, and Kamal Kadir, CEO of bKash Limited,
were the panellists at the seminar.

https://www.tbsnews.net/economy/current-account-deficit-flashes-warning-economy-
522878
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