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The newly formed interim government in
Bangladesh laces twosignilicant challenges: an
extraordinary political challenge compounded
by severe economic dilliculties not seen in
decades. A major factor driving these economic
troubles is soaring inflation, largely a result of
unprecedented  economic  mismanagement
v the previous administration. While olficial
inflation rates hovered around 8 percent during
the tenure of former Prime Minister Sheikh
Hasina, concerns about the accuracy of these
lgures were widespread., 'These suspicions now
appear validated after recent estimates by the
Bangladesh Bureau ol Stats (BBS), which
show inflation surging 1o 1166 percent vear
oversear in July, ollowed by 1049 percent
year over vear in August.

In an article published in The Daily Star on
August 21, 2022, | urged the Bangladesh Bank
10 adopt a contractionary monetary policy
o eombat inflation. At the time, the central
bank's governor hesitated 1o rase interest
rates. Between September 20, 2022, and May
9, 2024, the central hank eventually increased
the policy rate v 3.5 percentage points.
However, this measure has proven insufficient,
as domumlmlr_‘d by Jiam.{]atlesh Bank's recent
the paolicy rate by 50

The new
expressed his commitment to continuing rate
hikes until inflation subsides,

While the recent rate hike aligns with
cconomic theory, its limitations should not be
ignored. First, raising the policy rate primarily
targets  demand |1||II inflation and is less
tt!u ive against cost push inflat Second,
it could worsen the liguidiy crisis already
plaguing banks that have sullered vears of
mismanagement—a concern some bankers
have already voiced. The last thing Bangladesh
needs is a bank run, a risk that cannet be ruled
oul il liguidity issues intensily due to further
rate hikes. Given these risks, and the county's

cconomic  fragility, controlling  inflation
FixL A multi-faceted strategy rather than
relvi olely on monetary  tightening. In

this article, I would like to present a strategic
roadmap that, ifadopted, can lead toa reduced
and stable infation regime in Bangladesh in
the long run.

The first step to managing inflation I\ 3]
ensure the collection of accurate, ble
data to facilitate timely, informed decisi
making, To this end, the interim government

@he Daily Star

should consider restructuring the BBES, which
is responsible for collecting key economic data,
This restructuring should include a review of
the current methodology, ularly the base
year and “hasket ol goods” used (0 measure
inflation, Additionally, the government should
revitalise the Price Monitoring and Fonec,
Cell within the Ministry  of Commerce,
Although established in 2004, this cell has
had limited impact on stabilising essential
commedity prices. Engaging external experts,
including  distinguished  economisis — and

sLatisticians from Ham.lmh--ll mav strengthen
these elforts,
While reliable data collection is crucial for

identifving the main drivers of inflation, ic will
take time before vielding actionable insights.
Meanwhile, coonomic theory  must guide
the government's approach w controlling
inflation. The government cannot rely soleby
o the central bank’s monetary polic
explore other avenues o achieve stable and
reduced inflation.

The first step to
managing inflation is
to ensure the collection
of accurate, reliable
data to facilitate timely,
informed decision-
making. To this end,
the interim government
should consider
restructuring the BBS,
which is responsible
for collecting key
economic data.

One such approach is cracking down on
monopolist i i
some firms have been accused of illegal price
£ Strengthening  the  Bangladesh
Competition Commission to more effectively
combat  anti-competitve  behaviowr s
essential. If necessary, the commission should
1 Clude experts in antitrusg
ion, and competition

, CONSUMET prow
economics. The US Fed
ledd by Columbia Law School professor
Khan, offers a strong example, having sued
the ecommerce giant Amazon in 2023 for
maintaining monopoly power.

Another  olten overlooked ool
combating intlation is improving producti
Increased  productivity lowers pnnluuiun
costs, making it cheaper o produce the
same output, One of the main barriers to

for

hugher productivity in Bangladesh s a lack
of skilled labour, which could be addressed
through enhanced technical and vocational
cducation, In addition to the existing 2 vear
and 4vear programmes, the government
should introduce shorter hard skill-enhancing
programmes focusing on electrical work, data
entry, machine operation, quality assurance,
ete. Local NGUs with established networks can
play avitalrolein promoting these programmes
and remiwing barviers o education

The decline in productivity also likeky
corredates with the drving up of fo
investment (FDI in Bangladesh. According (o
UNCTAD, FDI declined by about 14 percent
from 2022 10 . This loss of imvestment is
particularly signi cant, given thal the cost of
capital is much lower in advanced econommies
than in Bangladesh, The country's  poor
ranking in the World Baok's Fase of Doing
Business report, where it ranked 168 oul
of 190 countries in 2020, underscores the
need for improvement in the overall business
emvimonment.  Infrastructure deficiencies,
burcaucratic red tape, and corruption are
widely cited obstacles w atracting FDILL

Corruption remains a persisient Ll]d“!.'l'lu.
A notable example is the World Banl'
withdrawal from funding the Padma Br
project due o allegations ol procurement
related  corruption.  To attract  foreign
investment, the government must take dex
action. One  potential step is mandating
annual asset disclosures Trom government
emplovees and  their immediate  families.
Although emplovees are currently required
o declare assets upon joining the service and

submit wealth statements every five vears,
enforcement has been lax,

Encouragingh, on ‘\tpmnhu 1, 2024,
the interim  government el a di ¢

i
m.mdalm;. that all
oxis l'l" ]'I.Il{_‘?- warl

mplovees comply with
g of penalties for non
compliance. However, “lhe specilies of these
penalties remain unclear, making it difficult
o assess the directive’s potential  impact.
Importantly, collecting asset data is just the
first step. The government must develop a
robust svstem o analyse this information and
identfv  anomalies.  Mode technological
wools, including Al and large language models,
could plav a crucial role in awtomating this
process, enhancing the government's abilioy to
detect corruption efliciently.

Similarty, migrant workers may  need
incentives o send  remittances  through
ormal banking channels rather than informal
methods. Boosting remittance inflows could
help case pressure on import prices, with
positive elfects on inflation. The Bangladesh
government could explore offering “priorit
cards” to migrant workers who send a certain
amount  of  remittance  annually  through

formal channels, These cards could grant
access o fast track  immigration  fanes
at airports and discounted services at
Bangladesh embassies abroad. Obviously,
this is just one idea and the government
along with th -Ilan--lmluhmnl. may need
to by other indtiatives on a trial bas

Additionally, the government
alse avoid crowding out private sector
imestments by monopolising  funding
for development projects, The previous
administration’s  reckless  practce  of
pressuring Bangladesh  Bank o print
money  for infrastructure  spending
must not be repeated. In this context,
overbauling  the  government's  Lax
collection strategies cannot be overstated.
From the perspective of Modern Monetary
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I'heory, tax reforms can play a role in
inflation  control while  providing  the
much-needed  funds  Jor  development
projects. Therefore, the government should
prioritise  strengthening l|1L‘ National
Board of Revenue by equi it with the
workivree, wools, and - most importantly
independence from political interference.
Finally, it is essential to recognise that
licantly reducing inllation will take
time. Treating it as a "guick iix" would be a
mistake, Given that the interim government
may have a limited mandate, it should
jocus on laving the groundwork For long
peasures that the future government
can continue to implement in order to
Bring inflation down o manageable levels,




