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The world economy is currently passing through yet another phase of recession. Though there is sharp difference of opinion as regards the beginning of the recession, its depth and severity, contributing factors, and projections about its end, most analysts agree that the recession has by now crossed the critical threshold of eleven months which has been the average period of longevity for the six major post-war recessions. In the beginning it was hard for many to accept that there was at all a downturn in the global economy - after all following the last global recession of the early 1990s the world economy has been performing rather well for almost a decade and, as a matter of fact, has attained its highest growth rate for over a decade in the year 2000. However, the world economy started to experience a sharp downturn in the last quarter of 2000 which subsequently continued, sustained and deepened in 2001. 

Some experts were hoping that there would be an upturn in the global economy by the beginning of the last quarter of 2001. This, however, was shattered by the September 11 terrorist attacks in the USA. US growth forecast by the IMF for 2002 has now been revised from 2.2% to a lowly 0.7%. The projections of growth of the world economy for 2002 was cut back from 2.4% to 1.5%. It is to be noted here that such a low growth rate would make 2002 the second consecutive year when economic growth would fail to keep pace with the expansion of the world population. An obvious consequence of this is that the world per capita GDP would continue to remain static in 2002. OECD growth forecast for 2002 for the 30 member countries, at 1%, is the most gloomy since 1982. Investments have come down significantly and OECD manufacturing production index has already declined by 2%.

The recession in the global economy could not but have severe negative implications for the world trade, a consequence which have had important consequences for Bangladesh’s export sector performance in recent months. World trade, which registered a robust growth of 12.5% in 2000, began to slow down in tandem as recession strengthened its grip on the economies of the major trading blocs and countries. Overall growth rate of world trade in 2001 was a paltry 0.8% and though the UN forecast for 2002 is somewhat higher, at 3%, it is still far off the trend line. Following the September 11 attacks the growth in world trade during the last quarter was almost zero. The combined impact of the recession and the September 11 terrorist attack on the US economy which is the singlemost important export destination of Bangladesh, has been specially severe. The US economy is expected to grow by only 0.7% in 2002; nationally the unemployment rate was 5.8% in December 2001; more than 1.2 million jobs were lost because of the recession. Total unemployment figure in USA has reached 7.0 million and it is to be noted that this exclude millions of workers who lost part time jobs. The state of the economy obviously had a dampening impact on consumer confidence - consumer expenditure index in the USA is down by 1.8%, the fastest drop since the late 1980s and all time low since the early 1990s. A report prepared by the WTO projects that the strong slowdown in consumer demand in Western Europe will continue in 2002. Evidence suggests that the current stagnation in imports to the US have deepened further during the fourth quarter of 2001 (October-December, 2001). 

As was mentioned earlier, the recession which was officially recognized to have started in March 2001, has now been there for almost 11 months, the average period of post-World War II recession. If the downturn continues in the coming months, the recession is likely to get more severe, with attendant negative consequences and implications for exports of countries such as Bangladesh.

 As is well known, Bangladesh economy has passed through a heightened pace of global integration in the 1990s. The degree of openness of the Bangladesh economy is now higher than most of the LDCs and many developing countries – exports and imports of goods and services currently account for about a-third of the country’s GDP. Thus, by definition, the state of the global economy is likely to have a stronger impact on the Bangladesh economy now than at any time in the past. The impact of the state of the global economy would continue to be increasingly felt in terms of the country’s macroeconomic performance, GDP growth rate, external sector performance, foreign exchange reserves, and health of the financial institutions. This is perhaps one of the most important legacies that the Bangladesh economy has inherited through its developmental practice and reforms of the 1990s. 

It is now widely recognized that, as far as developing countries and LDCs such as Bangladesh are concerned, global integration has both its opportunities and risks. Policy makers, therefore, can not afford to ignore this new reality in the governance of the country, both in terms of preparedness to address the attendant risks, and taking initiatives to access the emerging opportunities. As global experience shows, increased global integration does not necessarily mean strengthened global integration and it is in times of recessions such as the current one that this dichotomy exposes the inherent challenges for a globalising developing economy such as ours. It also perhaps provides an opportunity to take on, with due urgency, the task of designing the short and medium to long-term policy initiatives and reforms to address the attendant risk factors in order to make globalisation work for the economy and the people of the country.

As is known, Bangladesh’s export sector registered double-digit real growth rate throughout the 1990s. As a matter of fact, real export sector growth rate was almost three times the real GDP growth rate during this period. Even during FY 1990 and FY 1991, a period which coincided with the last major global recession, Bangladesh’s export sector posted robust growth rates of 17.9% and 12.7% respectively. The structure of export was different, though, at the time. Raw jute, jute goods and leather were some of the major export commodities in the early 1990s, their combined share being equal to the share of RMG in total exports of Bangladesh. A relatively diversified base and market provided some sort of a cushion against sudden fluctuations of the global market. As was mentioned, the context of the current recession contrasts significantly when compared to the period of the earlier recession. Bangladesh economy at present is more globally integrated than at any time in the past. At the same time the export base has also become increasingly concentrated, both market wise and product wise – for example, share of RMG export is now about eight times high compared to the combined contribution of abovementioned three products; markets have also become more concentrated with the USA and EU accounting for about four-fifths of Bangladesh’s total exports. Bangladesh does not have a captive market; she has to compete in an increasingly competitive global environment. On the other hand, as was pointed out in a recent study conducted by the CPD, Bangladesh’s exports are, in general, more income elastic, rather than price elastic. This would mean that exports remain highly susceptible to fluctuations in the income levels in the major developed market economies. Consequently, any recession is likely to have, and in future will continue to have, increasingly negative consequence for Bangladesh’s export sector. 

Thus, the current deceleration experienced by Bangladesh’s export sector needs to be seen in the context of the ongoing recession. For the first time in recent history, over the past few months export sector of Bangladesh has been consistently posting a negative growth rate. Export earnings during the first five months of the current FY2002 (July-November, 2002) have come down by about 11% compared to the matched period of FY 2001. Between January-October 2001, a period which coincides with the current global recession, Bangladesh’s export earning was $5089 million, down from the $5236 million registered during January-October, 2000, a fall of almost $180 million. What is of interest to note here is that during January-July period, export was still somewhat higher in 2001 ($3084 million) compared to 2000 ($3007); export sector was feeling the burden of the emerging pressure emanating from the onslaught of recession, but continued to show some resilience.  However, with the deepening of global recession there was significant deceleration during the next four months – exports during July-October, 2001 was only $2005 million, down from $2230 million registered over the corresponding period of 2000. Exports of all major items suffered a setback: woven and knit-RMG, principal exports of the country, posted growth rates of –9.5% and –3.3% respectively; exports of shrimp came down by 32.8%. What is also of interest to note here is that if the growth rate of –10.06% during the first four months is decomposed, it is seen that most of it originated from a decline in the volume of export (-9.74%), rather than fall in unit price of export (-0.32%), underscoring the importance of the income effect in the deceleration of the export earnings. It is to be noted here that L/C opening figures for imports of fabrics under b/b L/Cs during July-November, 2001 is also showing a negative growth of - 5.5%. This would indicate a fall in export orders which would mature during the first quarter of 2002 with consequent expected fall in earnings from export of RMG over the corresponding period. 

As was mentioned earlier, the forecast for the growth of world trade in 2002 is rather bleak and obviously Bangladesh is not the only country whose export sector has suffered a setback. Pakistan had to revise downward by about 10% its export target of $10.1 bln for 2002; India’s export of some of the major items in FY 2002 (April-October) is also showing negative growth trends. Consequently, India’s growth projection for the current year was scaled down from 6.4% to 5.2%; China, which registered a significantly high export growth rate of 29.8% in 2000 was able to attain only a 3% growth in 2001.

Increasing product and market concentration, weak domestic linkage of export-oriented industries and shallow domestic market of goods that are exported make Bangladesh’s export sector specially vulnerable to external shocks. Recent global initiatives such as USTDA 2000 and special preferential treatment accorded by EU and USA to Pakistan are in all likelihood having adverse impact on Bangladesh’s exports and accentuating the negative consequences of the ongoing recession. The recently introduced initiative of EU’s everything but arms initiative providing LDCs zero-quota zero-tariff access to EU market is not expected to benefit Bangladesh much either – a recent study conducted by the Commonwealth Secretariat showed that from a static perspective, Bangladesh’s gain is expected to be very negligible, about $8.0 million. Bangladesh, however, stands to gain substantively if such a treatment was accorded globally in which case the gains for Bangladesh are estimated to be $1200 million annually. However, as is known, the recently held fourth WTO Ministerial Meeting in Doha failed to come up with such an initiative. 

Thus, there is hardly any cushion available to Bangladesh to mitigate the adverse impact of the ongoing recession. The purpose of this write up, however, is not to come up with policy suggestions for addressing the current debacle. This would call for a separate and serious professional exercise. As a matter of fact, a number of areas requiring policy interventions towards raising the competitiveness of domestic export-oriented sector and enhancing trade related capacity building have already been identified and put on the table. The task now is to seriously get on with the business of implementing the agendas. The upshot of the above discussion is to reemphasise that in the coming months and years Bangladesh’s increasingly globalised economy will, of necessity, have to be adequately prepared to face the consequences of the fluctuating fortunes of the global economy. The current debacle suffered by Bangladesh’s export sector should transmit appropriate signals to the country’s policy makers to the effect that it is only from strengthened global integration that Bangladesh stands to benefit in the context of her increasingly globalised economy; failing this, the price to be paid will rise in direct proportion to the degree of the country’s lack of preparedness. The ongoing global recession should thus serve Bangladesh both as a wake-up call, and as an warning bell. 
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