N the recent past, infla-

tionary environment of

Bangladesh used to be
characterised by price stabili-
tv. Prices used to be rising
slowly and predictably. How-
ever, verv recently interna-
tional intlation has had a se-
vere impact on inflation in
Bangladesh moving from a
double digit- towards a gallop-
ing inflation of 20% or over,
which is a stagflation - high
level of unemployment and
low level of econonmuc growth.
Analysis shows that inflation
has adverse impact on the real
economy including redistribu-
tion and wealth
among different groups.

Stagflation is fairly a high
rate of inflation even when we
have a slow rate of economic
growth, lower level of output
and income, lower production
of goods and services with a
high unemployment and idle-
capacity. Usually, stagflation
oceurs when we have a cost
push inflation, or a higher in-
flation due to increase in the
cost of production or import
nrices of goods and services in-
cluding those of intermediate
goods that are used in produc-
tion,

Higher inflation and higher
unemployment are going to-
gether, the main cause of
which is the higher cost of pro-
duction. Higher cost of produc-
tion is attributed to higher
prices of energies and oil since

of income

the U.S. invasion to Iraq four
vears ago. Otl price used to be
26 per barrel during 1973,
which is about $100 per barvel

i this menth of November
/2007,
['he economic  stage of

#lation has been complicat-
ol this vear by flood, river-ero-
ston. rainfall and drought and
crop damage. The political in-
stability has been added as one
among the tew significant rea-
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economy may be in more trou-
ble. We may not be able to
avoid a possibility of an eco-
nomic crash, Hopetully, the
Government is
Truth Commission to rescue
the lass and help grow the
business and the economy not
by killing the business. This
might be a good idea.

The rate .of GDP growth re-
maining substantially too law
to accept may be from 2% to

".Xgidi}ionally, the Government would have to gibe subsidies

thinking of
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through a policy, which will
control the social pressure to

raise wages and the ability of

the producers and suppliers to
increase prices. A market in-
tervention to lower the pres-
increase and
control of prices will temporar-
tly suppress the inflation,
which is also bevond our con-
trol. Because this is a world
wide increase in prices due to
higher prices of energies. Im-

sure for wage

for the pl'odtchf;);i L(,f

significantly.  which  have
greatly increased the social
and political concern.

Concentration on supply-
side to increase productivity
may be the last hope to fight
the inflation. Techno-
logical improy
vative discovery for production
and supply 1

recent
nent and inno-

can decrease the
cost of production far a given
output, or can increase the out-
put with the same or similar

essential goods including food item. We do not increase the tax rate since it is not
a demand pull inflation but we can increase the coverage of tax payment by each
and every citizen of taxable income to maximise the tax revenue of the Govern-
ment. We also need to decrease tarrif and increase import quota, if any, for essen-
tial consumer goods and intermediate items to keep their prices reasonably low.

sons for lower economic
growth. The engine of produc-
tion and supply of goods and
services and manufacturing
business have lost its confi-
dence in investment in the
present regime for a severe
move for anti-corruption.
Stakeholders or investors are
simply scared for being caught
probably for their black money
to invest.

What is really happening is
that attempt of anti-corruption
is too quick and too hard to
cure the economy. We have to
have a device to provide a bet-
ter treatment. Otherwise, the

4% far the next decade from
now. Due to higher price and
decreased competitiveness, ex-
ports from our Apparel Sector
has decreased by 24¢. The for-
eign investrnent ‘in
Bangladesh has already de-
creased significantly far a rea-
son .of political instability.

Consumers are losing their
purchasing power.

Fighting inflation has be-
come a priority. In order to
fight the inflation the following
strategies are suggested:

The usual remedy of a cast-
push inflation is to control the
increase of prices and income

port prices of intermediate
goods have also increased in
the exporting country. Import
prices of many essential goods

- from foreign countries and In-

dia in particular including food
and related items, fabrics and
female dresses of three pieces
and saries have increased.
Therefore, lowering prices are
beyond our control. Suppress-
ing the claim of wage increase
would be very inhuman as the
wage level is_already too low
for the workers to afford essen-
tial goods. As mentioned be-
fore, consumers have already
lost their purchasing power

amount of input. All these will
tend to decrease the price.
Additionally, the Govern-
ment would have to give subsi-
dies for the production of es-
sential goods including food
item. We do not increase the
tax rate since it is not a de-
mand pull inflation but we can
increase the coverage of tax
payment by each and every cit-
izen of taxable income to max-
imise the tax revenue of the
Government. We also need to
decrease tarrif and increase
import quota, if any, for essen-
tial consumer goods and inter-
mediate items to keep their

prices reasonably low.

The other significant reason
in this major importing coun-
try is that our exchange rate is
too low to afford the imported
goods and services. The Gov-
think of
fixed exchange rate at a rela-
tively hich level, which might

ernment should

help the consumer to afford
imported goods to some extent.

As mentioned above, con-
sumers ourchasing power has
substantially decr
chasing x
will have to be increased so as
to enable them to buy their es-
sential goods and services to
meet their basic needs in life,
Since this is more of a cost
push than a demand pull infla-
tion, we do not reduce the gov-
ernment expenditure to pur-
chase gocds and services by re-
ducing the budget deficit, mon-
ey supply and hire purchase.
Rather, we need to take an ex-
pansionary cconomic policy by
increasing budget deficit or
money supply or both and not
increasing the tax rate, so that
this policy will directly and in-
directly increase the con-
sumer's purchasing power, do-
mestic consumption and do-
mestic private investment. In-
creased burden of Government
loan will be taken care of in a
gradual fashion.

(The writer is Vice-Chan-
cellor and Economist, Uttara
University)



