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Causes Of Recent Inflation
The cconomy of Rangla(losh

llirs lleerr sLrfferir)g flonr a dou-
hle--digit itrflatiorr. A shor{agc
ol oil proclr,rcli0n or cncrg),- cri.
sis rvorld-rvide. i r:reasI irr

energl'prices and cost-of pr o-
(illction in combination u,irh a
demand-pull inflatior) frorrr
expansionary economic poli-
cies have caused a persistent
inflation. Altogether these
have created a supplv-side
problerrr bv dccreasitrg thc
prodLrctivin,. I'he situariot) of
Bangladeslr lras been aggra-
vated due to polirical prol)-
lerls an(l effort of nrillinlizitrg
corruption aDd a lack irl cotrli,
derrce in business ald rnanu-
facturing. It is hard to assumc
that we can ever ger bac:k to
the single digit inflation. It is
almost clear tha( wc lrave to
live with this double-digit
inflation. We must {irrd out the
avenue horv to increase output
and income. aggretate pro-
duction and suppll' of goods
and services in an effort to
figlrt the inflation.

The natural rate of infiation
from four to five percent is
accepted in almost any d,:vel-
oping country. But, a douirle-
(ligit illflalion of more than t, n
l)r.rcent must have sorne rei -
sons. Inflation is the petsisterrt
lrrcl generalized increase in
tlre level ofprices of goods and
services. Consumers'are wot-
ried about higher or increasing
prices of their consumer
goods as their real income,
purchasing power and their
standard of living is goiirg
down. Producers, manufac-
tures, businessmen ancl
traders are overly concerned
about increasing prices oI raw
materials, energies including
electricity, gas and oil and the
higher cost ofproduction. Pro-
ducers would like to maxirlize
their profit by meeting the
consumer demand and ,ri'
keeping their plant, factories
and firms/ farms in operation
at higher prices, Producers
and suppliers do not have any
olher alternative excepl tr)
(harBe a higher price (lircclly
fronr thl] coDsumcr itnd itrdi_
rectly frorn dealers, whole'
salers and retailers. lhe nrar'
ket intermediaries are tlle last
agents to charge higlrer prices.

lnflation is normallY caused
bt' a cotnbined elfect of
dirnartd-prrll. cost-Ptlsl1, and
expansiorlaD monetar) or [is-
cal polic\'. Tlte recenl iDllation
in BanBladesh is relat;\'elY
nrore a cosl'Ptlsh inflation
than a demand-Pull Ri'iing
prices of goods of all kinds
rlcludiug the goods trI treces-
sities is nrere a reflectiotr ol tho
risinB cost of Production than

Dr. M. Azizur Ilahman
a l)iglltr denlarr(l for tlresc
goods arrd corlnrodilies.

Pro(luctivity, or oulpUl pcr
lahor, is rrot irrcrcasing trr
tnttr:h as tlteir wages ilr('

(liflbrent countries. lndia is the
largest market for many
w0men's dresses incltrdiltg
llt|ce'pieces rxl saries. 'l hose
arc largely imported. A lnrge

increasing. Factors ofprorhrc- quantities of these goods of
tion and thcir produdiviq- itr necessities including wonren's
our ccor)oniy of rcccssiorr drcssesand fabrics from lDdia
including land, labor, capital, are continuously being
technology, inn()vation and itnported or sntuggled into
rnanagement are nol incrcas- tlangladesh.
ilrg due to lanrl erosiorr and (leneralized increase irr
latrd fragrncnt,ttion, l:rr:k ol priccs worldwi'e havc bcerr
training, rvear :1n(l ten, ol cirl)- pcrsistent. ltisillg priccs of the
ital e(luil)rlcni, anrl tltcir lirck ilbove Dlentionl<l gootls arrd
of replacorrcrrl, backrvirrrlrtr.ss scrvicc rvorl<ilvidc alt(l ill lIldia
()l (cchn()loF,, iu)d irlt){)vit(i(rrr. Itits certaitlly incrcascd the
fhe lack ol .,killcd I I r i I I r I 

) ( ) \ r' ( . I . irlrl)ort pricc arrtl prices of
leader-ship. snrarl nrarirg(:- consumption gootls atrd
ment an(i prodrrctivc rvorking goods of trecessities in
environrent and discil)lillc is Rangladeslt. Risitrg irrrl)ort
common in Bangladr:slr. 1-hc prices of cnergics arrd oil in
higher ir,rport prices of rarv- particular and other intcrrne-
nraterial , errergies, fuel and cliate goods, consumer goods,
interrner iare goods are also including goods of t'tecessities,
increasir g the cost of produc- have clearly caused inflation
tioD, in Bangladesh.

Wages ,lr the major ernplov- Iraq has the secotrd largest
nenr - o the public soctor in oil neld. Oil producriin in Iraq
Ilanglad,,sh h s becn inr:rcas- has been cut by 5,00,000 bar
ing for roore tlrrn tlle last lwo rels ltcr day since tllc U.S.
decadt s duc to botlr strorrg or invasion in Iraq for nrore tlrari
rlloder.tlcly stronB Ill)or three years. Crtr<lc and rei-ined
union. i)uc to politic l, social oil is usod in all sphere oi life
and culturaltradition and lor-a irrcluding manufactrrring iind
humanitarian reaso!t, the prodrrction of consumptiotr -
(;ovcrrrnrcnl cannol nrake ir dnd rnaterial goods. Increased
(listi ction 'rc[reerr prorluc- oil prices irave increased the
trl,(:. un'pro iuctivc, and urod- cost of production world-
erately productive sector in wide. The firms and suppliers
their attempt to increase the have no other choices except
wages. Thr] Government lrad to raise the price of goods and
to increase the wagcs in all materials and, therefore, have
sectors equally. Our private caused a cost-push inflation.
se(to rs try ro follow thc !vag.- As mentiotred before, the
inc,-eases in thc public secror increased p ces havc tempted
mor.-r or lcss in a diffcrerrt lasll- tl:c labor unions or workers to
ir)n ar'cordinE (o thc lalxrr prrr- in(ireusc thcir wages to cotri-
(lucrivity alrd thc profitahilitv p.:nsate for tlleir loss of prrr-
of the firms/farnrs. Finally, rvc cl asing power. Increased
have the nation\rride increase pr ces have lcd to iocreased
in wa8es relative to the pro- wa3es. A wage-price spiral has
ductivity or output per labor. be|n set.
Higher wage is easil), trans- h ecently most of our econo-
ferred to higher cost of pro- mists think that devaluation or
duction and higher prices of dep'eciating exchange rate of
consumer goods. lncreased Takr isanothercause of infla-
rvages lead to the rising infla- tion, with whom the Governor
Iion. of B urgladt'sh llank {BB) dis-

Banglarlcslr, rvith its popLrlir- agrc,:d. lt rrliltters little how
li(rn of t40 nrillioll, is orrc lhe (levaluittion is rclirtcd lo
arnr)rll lhc lilv |lrai(,r il]rlx,rl it)llittion rirte. lvvc are in an
rrlU('r,untrc\.Mt'stoItlrcr,rrr {'(o 1(rrtric slitl{r' ol rr:c('ssi(,rt
srrrncr urrtl irternrerli;rtc 6rrotlr tvitl , lowcr ottlpt:l arttl
for manufacturinil lD(l p|1)- irrccrrre, hiBher ulrerrrploy-
duction sectors arc inlp(rrted. nrenr and atr unacceptably
Consumption goods, incltrd- high instability iD prices and
ing the goods of r)ecessi(ies, inflatton. We simply cannot
are also irnported. 'nresc are afford to lrave a contractionary
rice, rvheat, fish, cows, lilrtel. nlone ary policy to increase
onion. garlic, z-inger, recl-pep- the e>ichange rate or value of
per, and a lot of spices. 'l ltesc Taka,:urretrcy. ContractioDary
are nrostly inrpor!i(i iroltr !r!on, :ary policy will further
lr)Jiil. liight]'l)ercenl ol wovrirl lo$rer the outpl'tt and illcome,
fabrics and more thtn 20 pcr- incr:ase ttnemployment. and
cenl of knit fabrics attd gat- lo\aer purchasillS power and
rner s accessories are largcly ftrrtlrer aSSrava(c the situa_
irnported to BaDgladesh lrollr Ji{rn, and may not b€ able to

decrease rhe cost-push in{la- .

tion.
lf we see ihe {eferelrcqlo_

D.C. Colander, Macrocco-
nomics, Third Edition. in the

late t970s, OPEC metnbcri
decided to decrease their pro-
duction and supply ofoil to t.5 '
billion barrels. Initially, sup-.
plying 2 billion banels of oil at'
56 per barrel gave the OPEC a
revenue of $I2 billioll. With
restricted supply, the real
pricc of oil per barrel rose to
$16, Biving OPEC mernbers a
revertrre of $24 billion (= l.S
billion x $16). Quantiry
dernanded for oil exceeds the
Q(rantity supplied. The result
was a shoftage of oil. ln the
I970s, people lined up to buy
lirnited supply of gas for their
car, Today's situation is. not
different from the one of late
1970s, as mentioned above.
We have a shonage of oil or
energy prisis world- wide and
in Bangladesh, which has
raised the cost of production
and prices ofgoods and mate-
rials, cven.though some non-
OPEC mcmbers have tried to
increase their supply of oil in
response to its price increase.
During writing this article oil
price has been raised to $92
per barrel from $6 in 1970, an
increase by $76 per barrel for
about the last 37 years.

London based Center For
clobal Energy Studies said, we
would see a oil crisis funlrer
and prices will continuc to
increase to meet lhe higher
denrand in America during the
next winter of 2007. Further
exploration of 5,00,000 barrel
per day by OPEC may not hdp
much; oil pricos are assumgd
to be $85/bafiel soon.

lW! does not want to agree
about the reverse effect of
sra8flation due to dght money
and higher interest rate of the
recent past but would like to
blame rhe recent lack in busi-
llcss corrfidcrrce. Most econo-
rnists, including Dr. S. Ahmad
and Dr. M.A. Rahman of
Uttara University, have agreed
that rising ehergy prices and
cost of production in cothbi-
narion wirh that tight mone-
tary policy and higher interest
rate and the recent lack ofcon-
fidence in business are
rc:,ponsiue to decrease in the
prodtqctMty, create a supply.
side problern and to cause a
double-digir inflation.

('fhe author k Vlcc-Chra-
ce or, Uttan UnlvElT,lty.)
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