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PROJECT COMPLETION REFORT
BANGLADESH

JUTE INDUSTRY REHABTLITATION PROJECT
(CREDIT 1032-BD)

PREFACE

This Project Completion Report (PCR) reviews and evaluates the
implementation and performance of the Jute Industry Rehabilitation Project
(Credit 1032-BD) in Bangladesh. The U£$20 million credit was agproved on
June 4, 1980, declared effective on July 22, 1980, and closed on June 30,
1986, after three extensions. At project closing US$14.1 million (71% of the
credit) was disbursed, and $5.9 million was cancelled.

The PCR was prepared by the Industry and Energy Operations Division
of the Asia Regional Office of the Bank, and is based, inter alia, on the
Staff Appraisal Report, legal documents, supervision reports, internal Bank
memoranda, and data provided by the Bangladesh Jute Mills Corporation (BJMC)
and the Bangladesh Jute Mills Association (BJMA).

The PCR was read by the Operations Evaluation Department. The draft
PCR was sent to the Borrower for comments, and they are appended to the
Report as Annex 7.
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PROJECT COMPLETION REPORT

BANGLADESH

JUTE INDUSTRY REHABILITATION PROJECT
(CREDIT 1032-BD)

BASIC DATA SHEET
(ussm)

I. Credit Status (As of April 30, 1990)

Original Disbursed Cancelled Repaid Outstanding

20.00 14.20 5.80 0.00 14.

II. Cumulative Credit Disbursement

20

FYB0 FY82 FY83 FY84 FY85 FY86 FY87
1. Planned 6.0 14.0 20.0 20.0 20.0 20.0 20.0
2. Actual 0.2 3.9 5.8 7.5 8.8 13.1 14,2
Z 1.0 19.5 29.0 37.5 44.0 65.5 71.0
III. Other Project Data
Actual
Board Approval 05/29/80
Credit Agreement 06/04/80
Effectiveness 07/22/80
Credit Closed 06/30/86
Borrower People's Republic of Bangladesh
Executing Agency Bangladesh Jute Mills Corporation
IV. Credit Components (US$ million)
Appraisal Closing
A. Rehabilitation 9.52 8.88
B. Preventive Maintenance 9.60 4.61
C. Provision of Weighing Scales 0.25 0.13
D. Training Program/Centers 0.13 0.48
E. Congultarts 0.40 0.08
F. Unallocated g.10 0.00
TOTAL 20.00 14,18
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MISSION DATA

Month No. of No. of Staff Date of

Yeat‘ Days Persons Weeks Repurt
Preappraisal 09/79 13 3 7.8 09/08/79
Appraisal 12/79 15 3 9.0 05/07/80
Supervision 10/80 14 2 5.6 11/07/80
Supervision 03/81 15 1 3.0 03/26/81
Supervision 08/81 20 1 4.0 08/19/81
Supervision 12/81 19 1 3.8 01/20/82
Supervision 08/82 7 1 1.4 09/27/82
Supervision 05/83 5 3 3.0 06/03/83
Supervision 06/84 4 3 2.4 08/10/84
Supervision 11/84 4 3 2.4 11/21/84
Supervision 03/85 4 2 1.6 04/03/85
Supervision 03/86 6 2 2.4 04/11/86
Completion 03/87 12 2 4.8 04/10/87

STAFF INPUT
(manweeks)

FY80 FY81 FY82 FY83 FY84 FY85 Fy86 TOTAL

Preparation 30.0 30.0
Appraisal 36.0 36.0
Negotiations 6.0 6.0
Supervision 8.6 7.8 4.4 6.4 2.4 4.8 34.4

52.0 8.6 7.8 4.4 6.4 2.4 4.8 106.4
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PROJECT COMPLETION REPORT

BANGLADFSH

JUTE _INDUSTRY REHABILITATION PROJECT
(CREDIT 1032-BD)

EVALUATION SUMMARY

1. Credit 1032~BD was approved on June &4, 1980, declared effective on
July 22, 1980, and closed on June 30, 1986. The US$20 million IDA credit was
provided to GOB for revitalizing the jute mill sector through:

(a) improvement of production systems by balancing, modernization, and
replacement and preventive maintenance of the machinery in the mills;

(b) institution building through improved organizational structure, better
cost control and accounting systems, and expanded management/staff training;
and {c) improving the capability of GOB for policy analysis and strategic
planning for the jute sector. At project closing, US$14.2 million was dis-
bursed and the rest was cancelled.

2. IDA has been involved in Bangladesh's jute industry since 1975 when
it conducted a study that was the basis for the jute action programs of the
Fourth and Fifth Imports Program Credits. These programs focussed on improv-
ing marketing, production planning and maintenance work. In 1977, under the
Sixth Imports Program Credits, the problems of mill efficiency and
profitability were focussed on, the scope of previous efforts were broadened
and measures were introduced to strengthen the organization, management and
financial aspects of BJMC. The Seventh Imports Program Credit focussed on
the implementation of pending actions agreed under previous import credits,
and introduced efforts towards export development. In FY87, IDA completed a
sector report (Report No. 6161-BD) which analyzed in detail the key issues
facing the jute sector aad made recommendations.

3. The key objective of the project--reviving a declining industry
through improving efficiency of the mill sectur and restoring its financial
viability--has not been met. While efficiency and productivity of individual
machines has improved as a result of the project, these gains neither trans-
lated into overall improvements nor were adequate to overcome adverse changes
in costs and consequently, the mill sector is in worse shape today than it
was five years ago. Compared to the late 1970s, overall productivity and
efficiency during FY84-86 are lower or about the same (para. 5.02). In the
case of the public sector (BJMC) =ills, unit conversion costs (Uss/ton) have
increased by about 80% over this period compared to about 46X increase in
unit sales price (para. 5.07); although some of this adverse cost/price ratio
was dampened by lower raw jute price, overall losses were substantial.
Financial performance of private (BJMA)l/ mills was generally similar. From
FY80 to FY86, losses of BJMC and BJMA mills amounted to about 11X of total
sales, or about Tk 3.9 billion. In FY86 alone, the jute mill sector losses
totaled about Tk 2.4 billion representing roughly 0.5% of GDP at current

1/ BJMA: Bangladesh Jute Mills Association - an asgociation of private
mills.
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market prices. As a regult of the large and continuing losses, the financial
restructuring, implemented under the project, was unable to restore the
financial viability of the mills.

4, The project components designed to strengthen the institutional
aspects--reorganization of BJMC, and strengthening of its MIS, financial/
process accounting and budgeting systems, production incentive systems, and
establishment of Jute Strategy Cell-~have also not achieved their objectives.
The organization study has been completed, but so far few of its recommenda-
tions have been implemented. The MIS is operational, but the data it
receives is not thoroughly checked and therziore, the quality and consistency
of reports is poor. A production incentive scheme and a process accounting
system were developed by consultants, but neither has been implemented
because of lack of enthusiasm by BJMC and its reservations on the proposed
schemes. The audit backlog was cleared up, but audit reservations were
carried forward year after year without remedial actions, corsequently
defeating the ultimate purpose of the audits. The Jute Strategy Cell is in
operation, but there are serious doubts on the effectiveness of the cell to
perform strategy formulation tasks within a bureaucratic setting. The train-
ing center is perhaps the more successful component of this credit. Despite
its share of problems, it has trained since FY85 some 990 officers and 2,110
staff/workers in the mill sector, and the feedback from the trainees has been
encouraging. Mid-way during project implementation, about half the project
mills were denationalized. This move adversely impacted on the institution
building and the rehabilitation components (paragraph 4.02).

5. The project failed to realize its objectives because GOB did not
address the basic issues, closing down of inefficient mills and inadequate
autonomy of BJMC. COB interventions, in raw jute price support schemes and
public and industrial sector wage setting and its policy limiting the
autonomy of mill managers in operational and employment issues resulted in
not only the continued operation of inefficient high cost mills, but also
inflexibility in reducing conversion costs. This lack of attention to key
performance determinants dwarfed any gains from improvements at machine
level. The private sector was also adversely influenced by GOB policies and
the control of a large part of the industry by the public sector--the prac-
tices and poiices of the latter exert tremendous influence on the overall
operating norms and environment of the industry. Further aggravating the
problem, world market demand for jute goods was depressed, and competition
from synthetics increased.

6. In summary, even though the project did nor meet its objectives,
valuable lessons have been learned, particularly on the importance of
autonomy to the success of public enterprises and the need for efficient exit
policies for reversing the decline of marginal industries (para. 7.03). A
number of GOB policies/actions--labor market interventions leading to
rigidities, financing of losses through the budget or the banking system--
have prevented exit of unviable and inefficient firms, thus making it dif-
ficult for the more efficient firms to grow and prosper.

7. To arrest and reverse the continued deterioration of the jute mills,
immediate GOB actions should be directed to: (a) restructuring/closing of
high cost BJMC mills which is critical in order to achieve efficient produc-
tion and to produce competitively priced products; (b) increasing autonomy of
BJMC to enable it to operate along commercial lines; (c) restructuring the
mills' debt bucdens; (d) increasing wages only in line with productivity; and
(e) effectively implementing the institution building efforts envisaged under
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the project. These efforts would need to be complemented by efforts to reduce
instability in the raw jute market. This PCR also suggests a possible
approach for restructuring of BJMC mills (para. 8.93). Restructuring of the
private sector mills has aLready begun, with the full or partial closure of
about four mills. Ironically market forces ar* closing down mills in the
private sector which may probably be more efficient than many of the public
sector mills.

8. Comments from BJMC, contained in Annex 7, are generally consistent with
IDA's observations reported in the text.They also elaborate factors that
impeded Project implementation, and reveal that BJMC data relating to its
performance and use and disbursement of the Credit do not coincide with those
reported to or maintained by IDA.



PROJECT COMPLETION REPORT
BANGLADESH

JUTE INDUSTRY REHABILITATION PROJECT
(CREDIT 1032-BD)

I. I[NTRODUCTION

1.01 The Government of Bangladesh (GOB) approached the International
Development Association (IDA) to arrange financing for the prnposed Jute
Industry Rehabilitation Project in March 1979. Preappraisal was carried out

in September 1979 followed by an appraisal in December 1979. In June 1980, IDA
approved & credit of US$20 million in support of the project. The project
focussed on the improved maintenance and rehabilitation of the machinery of 66
jute mille, institutional and financial strengthening of the Bangladesh Jute
Mills Corporation (BJMC), and the establishment of a strategy formulation cell
within government. The project was closed on June 1986, and the last disburse=
meqt wag made in January 1987,

1.02 The US$20 million credit was made to GOB which: (a) on-lent US$9.9
million through BJMC for individual mill rehabilitation, and US$0.5 million to
BJMC for consultant services and training; and (b) provided US$9.6 million of
foreign exchange to individual mills for purchase of maintenance spares.

1.03 In the course of project implementation, 35 BJMC mills were denational-
ized starting from December 1982. These denationalized (BJMA) miils were
originally allocated US36.07 million. At project closing, only about US§$1.82
million was disbursed, all of which took place when the mills were still under
BJMC. The remainder of US$4.25 million was cancelled because outstanding
obligations between the denationalized mills and the development banks-~
Bangladesh Shilpa Bank (BSB) and Bangladesh Shilpa Rin Sangstha (BSRS)--remained
unresolved. At project closing, out of the US$13.93 million allocated for BJMC
mills, approximately US$1.57 miliion was unutilized and therefore cancelled.
Consequently, of the US$20 million credit, US$5.82 million was cancelled,
US$12.36 million was disbursed to BJMC, and US$1.82 million was disbursed to the
private mills,

1.04 The project failed to realize its objectives mainiy because GOB did not

address key issues of excess capacity and autonomy. Operational, financial and

economic performance of the jute mills have deteriorated during the period FY80

to FY86. From FY80 to FY86, BJMC and BJMA mills losses amounted to over Tk 3.9

billion which is about 11% of total sales. In FY86 alone, the jute mill sector

logses totaled about Tk 2.4 billion, representing roughly 0.5% of GDP at current
market prices.

1.05 To arrest the continued deterioration of the jute mills, immediate GOB
actions should be directed towards developing a restructuring plan for the whole
industry, which will address, among others, issues such as the
closure/rehabilitation of inefficient and high cost mills, increasing autonomy
of BJMC mills, reducing the mills' debt burden, reducing instability in the raw
jute market and ensuring that wage increases remain in line with productivity
gains. This plan will also have to take into account the ongoing and projected
decline in jute goods prices and develcp the least cost approach to lowering the
conversion costs in the industry.



II. SECTOPAL BACKGROUND

A. The Industrial Sector

2,01 Bangladesh's manufacturing sector accounts for about 12% of GDP and 82
of total employment. The modern manufacturing sector, consisting of public
sector and large-scale private units, generates 582 of value added, but employs
only 18% of the manufacturing labor force. Small and cottage industries account
for most of the employment (82%) in the sector and the remaining 42% of the
total value added. The public sector's share has declined continuously since
mid-1975 and currently constitutes about 40% of total fixed assets in the modern
manufacturing sector, compared to about 90% in 1972.

2.02 Despite the manufacturing sector's relatively small size, it plays a
prominent role in the country's external trade. Mostly due to jute products,

it currently accounts for almost three-fourths of total merchandise exports.
About 30Z of value added in modern manufacturing now originates in export
activities. Bangladesh has very limited natural resources and depends on imports
for most of its raw materials. Given the import intengive nature of industry,
manufactured exports, especially non-traditional exports, will have to continue
to expand rapidly to meet the growing import requirements, if the sector is to
grow rapidly without creating undue pressure on the balance of payments.

2.03 At the time of independence in 1971, the Government of Bangladesh took
over all enterprises considered abandoned by their non-Bangladeshi owners. The
Government also nationalized all units owned by Bangladeshis in cotton textiles,
jute and sugar manufacturing. As a result, public ownership of fixed assets in
modern manufacturing increased, from about one-third to almost 90%. The private
sector was also excluded from jute export trade, insurance and banking; its role
was limited to business activities with fixed assets below Tk 1.5 million.

2.04 The loss of entrepreneurs and managers, physical damage to assets and
infrastructure, loss of export markets and the transition to public ownership,
all disrupted the sector, By FY75 industrial output had declined to 75% of its
FY69 level. Government emphasis on rehabilitation of existing units and higher
capacity utilization helped industry rebound, and industrial output increased at
an annual average rate of 7% during FY75 to FY8l. Nevertheless, the FY69 level
of industrial output was regained only in FY79.

2.05 In June 1982, the Government introduced a New Industrial Policy aimed at
liberalizing industrial policies, denationalizing selected public enterprises
and improving the remaining and promoting the private sector. Following intro-
duction of this new policy, the government denationalized 27 textile mills,
constituting 452 of the country's spinning and 57% of its weaving capacity, and
35 jute mills accounting for about 40% of total production capacity.
Furthermore, 474 other industrial 2nterprises and 2 nationalized commercial
banks have been divested, and the private sector has been allowed to enter the
banking sector. As a result, the number of public industrial corporations was
reduced from 11 to 6, and large amounts of debt were converted to equity.



2.06 In the past two years, as a result of the improved policy environment,
good exchange rate management, and favorable macroeconomic developments, the
industrial sector has grown an average of 9% per annum, while non-traditional
exports achieved annual growth rates of 30-40%. Most of the sector's growth has
come from labor-intensive industries like garments and light engineering.

2.07 Sustaining the present high rate of industrial growth with heavy
emphasis on labor-intensive industries is an important element in the
government's policy to meet domestic demand, expand export markets and create
employment outside agriculture.

B. Jute Sector

2,08 Overview. Jute is the principal export product of Bangladesh, account-
ing in fibre (raw jute) and processed (jute goods) form for about US$470 million
in annual export earnings, or about 58% of the country's total export earnings
in FY83-FY85. The jute sector, because it is highly labor-intensive, also
provides about 10% of all employment in the economy. The sector's overall
contribution to GDP is about 7% and of monetized GDP, about 15X. Consequently,
the performance of the jute sector is crucial to Bangladesh's economy.

2.09 World market demand conditions are a critical determinant of the perfor-
mance of the jute sector. About 90% of all jute production is exported; two-
thirds in the form of jute goods, and one-third in raw jute. Bangladesh is the
largest supplier of jute in world trade; the country accounts for 30% of total
world jute production, and 55% of total world exports of jute and jute goods.
Jute supply policies in Bangladest thus, exert an important influence on world
supplies, and ultimately on demand since growth in world demand is quite depend-
ent on assured supplies of jute at prices which are competitive to the prices of
synthetic substitutes. Over the past 15 years, synthetic substitutes, mainly
polypropylene, have provided intense competition to jute in all major end-~uses
and markets.

2.10 World import demand for jute has been stagnant over the past decade.
Average export prices of jute have declined by 15% in real terms from the
already low levels in the 1970s. The predominant reason for the stagnant level
of world demand was a reduction of jute use in North America by about 50%. In
North America, technological advances in bulk-handling, new materials for carpet
backing, and other products resulted in a decline in demand. Decline of jute
demand in African countries can be attributed to difficulties in the balance of
payments and declining agricultural production. In Latin America, import
restraints on jute, protection of domestic fibre production, bulk-handling, and
the increased used of synthetics contributed tc the decline of jute imports. In
Western Europe, the demand was stagnant. In centrally planned economies, jute
demand increased by only 2% per annum. In other developing countries, jute
imports increased by about 6% per annum.



2,11 Raw Jute. Acreage and production of raw jute have declined from over
2.3 million acres and 6.6 million bales in FY66-71 to 1.6 million acres and 5.3
million bales in FY81-86 respectively. The decline was the result of the large
fall in relative profitability of jute cultivation vis-a=-vis rice. Raw jute
prices have fallen steadily in real terms and by the early 1980s, average prices
were 502 lower than in the early 1970s. While this large reduction in raw jute
prices was a significant factor in keeping jute goods prices competitive with
synthetics, it was insufficient to compensate for both the lower sales prices on
jute good, and higher production costs in the mills.

2.12 A major cause of the poor performance of the jute sector is the
instability of raw jute supplies and prices. Steps need to be taken (para 2.15)
to prevent the occurrence of periodic and very costly disruptions in the jute
market, 48 most recently evident when raw jute prices more than doubled in FY85
and subsequently, collapsed in FY86. Raw jute accounts for 50-602 of the
production costs of jute goods, and as a result this instability also affects
very adversely the viability of the mill sector. See reference on p.2 of Annex 7.

2.13 Mill Sector. Following the nationalization of the jute mills, a holding
company, the BJMC, was formed to run the 68 jute mills in the country. The
denationalization program in 1982 left BJMC with 33 millsj the remaining 35
mills are in the private sector. Total jute goods production in FY86 was about
460,000 tons of which 60X was produced in BJMC mills while the remaining 40X was
produced in the private mills. In terms of the installed capacity, BJMC also
accounts for about 60%. In FY85, the mill sector employed some 183,000
employees of which 662 are in RJMNC. Export earnings in FY86 was about Tk 8.8
billion or about 1.9% of GDP at current market prices.

2.14 From FY75 to FY79, BJMC's jute mills accumulated losses amounted to
about Tk 2.8 billion or 19% of the annual value of sales. Inevitably, GOB
financial assistance was called upon in the form of cash subsidies, export
subsidies, and equity infusions totaling Tk 1.7 billion. In the period of FY80
to FY86, BJMC and BJMA jute mills continued to make losses that amounted to
about 11%Z of total sales. The total finmancial losses during this period was
over Tk 3.9 billion. About Tk. 2.2 billion of these losses were financed by
budgetary subsidy and cash infusions, while the remaining losses were financed
through loans. While the jute sector remains by far the most important source
of foreign exchange earnings, it has paradoxically become a large financial

drain on Bangladesh's economy. Sae reference on pages 2-3 of Annex 7.

2.15 In FY87, IDA completed a sector report 1/ which analyzed in detail the
key issues facing the jute sector. As discussed in the report, future prospects
of jute exports are not encouraging. Competition from synthetics and weak world
import demand are likely to keep prices at depressed levels. Over the next

1/ Bangladesh: "Policies and Prospect in the Jute Sector". Report
No. 6161-BD, June 23, 1986.



decade, Bangladesh's export are not likely to grow by more than 2% p.a. in
volume and 1.4Z p.a. in value terms. Even achieving these growth rates would
require substantial policy improvements, reduction in the costs of production
and the instability of raw jute prices and output. Briefly, the report made the
following recommendations:

(a) Price and supgly instability in the raw jute market should be
reduced through: improving jute market information, buffer stock
operation and strengthening of nrivate storage activity; intro-
ducing variable export taxes and gubsidies; improving raw iute
procurement policies by millsj and stabilizing acreage under jute
and improving yields;

(b) OQperational efficiency of the mill sector should be improved
through: capacity rationalization, improved labor-productivity
and wage-~determination process, financial restructuring of the
mill sector and increased autonomy of the BJMC mills; and

(c) Institutional capacity of the government to plan, monitor and

implement the jute policy and assist in product and market
development should be strengthened.

III. PROJECT DESCRIPTION

A. Origin

3.01 Most of the jute mills were established in the 50s and early 60s.

During the liberation period, the mill sector suffered tremendously--loss of
management and supervisory staff, neglect of maintenance, work stoppages and
war damages. In the years following independence, BJMC's operations
deteriorated further. The main bottleneck to improved production and produc-
tivity were lack of maintenance, poor production planning and inefficient yarn
production facilities which were not only run down, but also not suited to
production of lighter yarns whose requirements had increased with the shift to
lighter fabrics. In the mid-70's, several foreign aid agencies designed com-
plementary assistance to halt and reverse the deterioration. IDA has been
involved in Bangladesh's jute industry since 1975 when it conducted a study that
was the basis for the jute action programs of the Fourth and Fifth Imports
Program Credits. Under these two and subsequent three program credits, IDA
assistance focussed on improving marketing, production planning, preventive
maintenance, strengthening of the organization, management and financial aspects
of BJMC and export development. In comjunction with IDA, UK's Overseas
Development Administration financed consultants for undertaking a mill-by-mill
survey to assesg the balancing, modernization and replacement needs of BJMC
mills.



3.02 A GOB interministerial study group reviewed the consultant's BMR program
(para. 3.01) and submitted in June 1979 to IDA a modified proposal aimed at
minimizing investment--industry wide balancing (instead of individual mills)
through inter-mill machinery transfer and rehabilitation rather than new
investment--in view of the marginal financial viability of the industry, the
high cost of new machines and low labor cost in Bangladesh. In support of the

project proposal submitted by GOB, IDA approved a US$20 million credit (1032-BD)
in June, 1980.

B. Objectives

3.03 The objectives of the project were to: (i) increase the mill gector's
production and efficiency through rehabilitation, maintenance and balancing of
exigting production facilities; and (ii) continue to improve the orgenization,
management, and finances of the jute industry through reorganization, financial
restructuring, improved financial management systems, production incentive
systems and training programs.

C. Project Components

3.04 To achieve the stated objectives, the US$20 million credit was targeted
for the following areas:

1. Production Systems Improvement Component

(a) Rehabilitation of yarn winding, spinning and back processing
machinery in all the jute mills,

(b) Introduction of a third shift from the existing two shift
operation in the back processing and spinning department of
40 mills.

(c) Transfer of about 41 spinning/back processing machines from
mills with surplus machines to those in need of such machines.

(d) Preventive maintenance program for the entire production
facility in all the mills.

2. Institution Building Component

(a) Program of training including the establishment of about 9
training centers, one in each zonal offices.

(b) Organizational strengthening of BJMC and mills.
(c) Improvement of decision-making and cost control through estab-

lishment of MIS, introduction of process accounting system, and
improvement of the budgeting system.
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(d) Introduction of production incentive scheme in the back
processing department through designing of the scheme and
provision of dial scales to measure production.

(e) Strengthening institutional capacity for analyzing long-term
strategic issues through establishment of a Jute Strategy Cell.

Financial Restructuring of BJMC Mills

GOB agreed under the Eighth Imports Program Credit to establish for
each mill by December 31, 1983, a long=-term debt/equity ratio of
60:40 via conversion of debt to equity and cash infusions. This
agreement was also included under this project.

The total project cost was estimated at US$37.98 million and is

presented in Table 3.1 below.

Table 3.1: PROJECT COSTS AND FINANCING

Cosats IDA
Foreign Local Total Financing
(US$ millions)

Rehabilitation 8.20 5.00 13.20 9.52
Preventive Maintenance 5.25 15.75 21.00 9.60
Weighing Scales 0.25 0.00 0.25 0.25
Training 0.00 0.13 0.13 0.13
coﬂsultants 0.35 0.05 0040 0-40
Unallocated - - - 0.10
Subtotal 14.05 20.93 34,98 20.00
Taxes/Duties 0.00 3.00 3.00 0.00

‘fotal 14.05 23.93 37.98 20.00




Iv. PROJECT IMPLEMENTATION

A. Project Start-up

4,01 The credit became effective on July 22, 1980. Following credit
effectiveness, the project commenced without delays.

B. Change in Project Scope

4.02 Denationalization. In the course of project implementation, a major
change occurred in mill sector. Subsequent to the New Industrial Policy,
between 1982-1986 GOB denationalized about 35 BJMC mills by transferring up to
S1%Z of the shares to the former Bangladeshi owners. GOB currently retains a
maximum of 49% ownership in the denationalized mills.

4.03 After denationalization, all project activities and efforts ceased in
the denationalized mills either because of legal problems or lack of interest
on the part of the new mill owners. The denationalization also affected the
overall project: intermill transfer stopped, BJMC's cverall operations were
disrupted, and for a few months it and GOB were preoccupied with
policy/operational issues arising from denationalization.

4.04 IDA proposed to BJMC and GOB an arrangement whereby the amount
originally allocated for the 35 denationalized mills be made available from GOB
to the private mills, on exactly the same terms provided in the Credit
Agreement, with the BSB and BSRS acting as administrative agents on behalf of
GOB. These on-lending arrangements were finalized in December 1984 after about
18 months. As a precondition for the denationalized mills to participate in
this proposed arrangement, the mills' outstanding long-term liabilities with
BSB and BSRS had to be resolved. The main contentious issue related to the
increase in liabilities resulting from massive exchange rate devaluations after
1971. Unforturately, the mills' overdue obligations with BSB and BSRS remained
unresolved at project closing, and only recently has agreement been reached
among GOB, BSB/BSRS and the mills on settlement of the overdue accounts.
Congequently, out of the allocated US$6.07 million, only about US$1.82 million
was disbursed which took place when the mills were still under BJMC; no disbur-
sements took place for the private mills after denationalization., The undis-
bursed US$4.25 million (21.2% of the credit) allocated for the denationalized
mills was cancelled.

C. Implementation of Project Components

1. Production Systems Improvement Component

4,05 With a view to improving the productivity and efficiency of production,
the project included efforts in two directions: improving yarn production
system through rehabilitation of back processing and spinning machinery, inter-
mill transfer of such machinery and the introduction of a third shift in the
back processing department, and improving the overall production system through
enhancement of the preventive maintenance program.



4.06 Rehabilitation of Yarn Production Machinery. BJMC's head office exer-
cigsed overall control and supervised co-ordination of the rehabilitation works
through the Zonal Offices. The project included rehabilitation of about 3,700
machines, of which about 2,700 1/ have been rehabilitated by the time the
project closed. Spares have been received/ordered for about half of the remain-
ing machines which would be rehabilitated oser the next 12-18 months; the
remaining machines would not be rehabilitated. Delays occurred in implementa-
tion of this component because of:

(a) lack of ccordination between ordering of spares by the mills and its
procurement by BJMC. In many cases, not only specifications of
spareg were incorrect, but unwanted spares were procured;

(b) lack of orderly scheduling and a clear rehabilitation plan
at the mill level;

(c) delays in disbursement of IDA funds as there were about 2,000
withdrawal applications;

(d) delays in delivery by suppliers; and

(e) reluctance on part of mill management to stop operation of
machines targeted for rehabilitation.

4.07 Intermill Transfer of Machines. At appraisal, the balancing aspect of
the project called for the intermill transfer of an estimated 41 spinning/back
processing machines from mills with surplus machines to those with deficiences.
As a result of denationalization the intermill transfer of machinery between
BJMC mills and the denationalized mills ceased. Furthermore, changes in
product-mix, subsequent to appraisal, made the original plan redundant.
Consequently, BJMC dropped the implementation of the intermill transfer of
machinery after receiving concurrence from IDA in June 1984.

4.08 Introduction of Third Shift. The project called for an introduction

of third shift working on millside (spinning and back processing) in most mills
to balance the weaving production. The original plan was to introduce a third
shift after the intermill transfer of machinery has taken place. Although the
intermill transfer was not fully implemented, most mills are presently operating
three shifts.

1/ while the project was intended to cover mainly rehabilitation of yarn
production machinery, at initial stage of the project a few mills also
rehabilitated some weaving machines.



4.09 Preventive Aaintenance. Under the Import Program Credits, BJMC set up
Maintenance Task Forces and the credits provided foreign exchange for imported
spares for preventive maintenance. To continue this support at an enhanced
level, the project included US$9.6 million to finance about half of the
estimated ($21 million) imported spares and equipment needed over a three year
period for regular and preventive maintenance. The other half was to be
financed from bilateral sources. BJMC had to use its internal resources or ADP
funds for buying the foreign exchange provided under the project. In recent
years BJMC has been spending about US$25-30 million annually on repairs and
maintenance as indicated in its income statement; accurate estimates are not
available on the level of preventive maintenance--total or the foreign exchange
component. Total withdrawals made by BJMC under this category amounted to about
US$4.6 million and the remaining US$4.6 million was either cancelled or reallo-

cated to other categories. Ammex 7, pP.6 cites disbursements of US$4.9 million.

2. Institutional Building Component

4.10 Establishment of Training Centers. Nine training centers were to be
established under the project to provide on-the-job training to management,
supervisors, and workers. Out of the envisaged nine centers, only three centers
were to be newly constructed with the other six located in existing facilities.
Actual cost of civil works for these centers was about US$480,000 as compared to
the appraisal estimate of US$130,000; the overrun was financed through realloca-
tion of funds from another category. All nine centers are operational, although
the following problems persist: (a) lack of sufficient machinery for trainee use
because the intermill transfer, as part of which some machines were to be allo-
cated to the centers, was not fully implemented; and (b) the discontinuation of
budgetary funds for running these centers. The mills are bearing full costs of
these centers.

4,11 Reorganization of BJMC and Mills. Under the project, BJMC was to employ
a congultant by September 30, 1980 to review BJMC's organizational/operational
processes and make recommendations on measures which would enable BJMC to
operate as a commercial entity. While the consultant selection was finalized by
end-1980, the study did not commence until March 1985, about S5 years later.
Firstly, delays occurred in finalizing the draft agreements. Then the
denationalization process took place, and government committees were set-up for
reorganization of public sector corporations. New government
policies/directives were established in line with recommendations of these
committees. The TORs were redrafted to take these into account, reapproved by
GOB/IDA, and agreements renegotiated. The consultants submitted their report to
BJMC in August 1985.

4.12 The consuyltants recommended that BJMC be reorganized and individual jute
mills be operated on fully commercial basis as independent profit centers.
BJMC's Marketing Division should be established as an international marketing
agency to secure orders for both BJMC and private mills. Minimum export prices
for jute goods should be abolished. The newly created Bangladesh Jute
Corporation should be allowed to purchase raw jute at prevailing market prices



and resell them to jute mills. Autonomy in hiring and discharging employees be
granted to mill managers or a welfare subsidy be provided to the mills for the
imposed overmanning. BJMC's Board should be expanded to include experienced
business executives, professional personnel and Ministerial representatives so
that the Board representation is broadened and deepened. Several positions were
proposed to be eliminated. Finally, the study recommended computerization of
inventory control, proper financial planning and budgetary control, and
strengthening the internal auditing function.

4,13 Most of the consultant's recommendations have not been implemented by
GOB/BJMC and the organizational structure and operational processes at project
closing resemble those at appraisal except for some minor changes.

4.14 Improv1ng Managgmenc and Financial Accounting System. In order to
assist BJMC with improving its management systems, funds were provided in the
project for BJMC to engage consultants in the areas of financial accounting,
MIS and process accounting.

4.15 By December 31, 1980, BJMC was to engage an accounting firm to assist in
lmptOVIng its financial accountg_gﬁand to consolidate accounts of BJMC and the
jute millg., Consultant selection was completed by early 1981, but finalization
was delayed because of lack of agreement between BJMC and the consultants on
proposed fees of US$750,000 which were substantially higher than the estimated
budget ($440,000). In end-1982, BJMC recommended that the component be dropped
citing efforts it had undertaken since appraisal to strengthen its accounting
procedures and cost and budgeting controls, and the changed circumstances par-
ticularly with regards to the fewer number of mills under its control following
the denationalization. Because of BJMC's reluctance and the above reasons, IDA
concurred with BJMC.

4,16 As part of the Sixth Import Credit, a Management Information System
(MIS), was developed to reduce the voluminous data and reports, and to standard-
ize the information flow from the mills to BJMC and other offices. Under the
project, it was agreed that BJMC would engage a consultant by September 20, 1980
to extend the existing MIS system. For the reasons cited in para 4.l15 above,
the MIS consultant was also not engaged. At project closing, the MIS is capable
of supplying daily, weekly, fortnightly and monthly reports. Computerization of
other important information on raw jute stock, procurement and others have been
completed. Unfortunately, the input data is often not thoroughly checked and
consequently the quality and consistency of the MIS reports are not very
satisfactory.

4,17 Under the Fifth Imports Program Credit, a Process Accounting System
(PAS) system was developed with a view to enabling BJMC to estimate
standard/actual costs at various stages of processing. The existing accounting
system did not provide this and as a result was not an adequate tool for cost-
control. Under the project, BJMC agreed to implement the PAS in all mills by
July 1981. A consultancy firm introduced the PAS on a trial basis in two mills
in 1980. Following the trial runs, BJMC senior management, especially financial
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staff, had serious reservations on the utility of a comprehensive cost account-
ing system. It was felt that: (i) there was no practical means of quantifying
the gains in relation to the costs of implementing the PAS; (ii) preparation and
submission of monthly accounts as recommended by the consultants would take more
time than current reporting system; and (iii) under the recommended system, the
profitability position of the mills would be available in about one and half
months while the present system was providing reports to the mills in about two
weeks. BJMC also doubted the capability of the proposed accounting system to
provide element-wise cost structure at various stages of processing. As a
result, the PAS remained unimplemented at project closing.

4,18 Production Incentive Scheme. The purpose of the production incentive
scheme was to improve the productivity of the spinners and workers in the back
processing departments. While weavers, which account for about 60Z of the
workers, are paid on piece rate basis, the spinners are paid on flat rate.
Consequently there is no incentive for spinners to improve productivity or
attendance. The project included design of a suitable system and provision of
weigh scales to measure spinning production. BJMC was to employ a consultant to
review and prepare a production incentive scheme by September 30, 1980, and to
adopt such a scheme by January 1, 1982. The timetable was not met; consultants
were engaged in December 1981, and the report was submitted to BJMC in December
1982,

4.19 After reviewing the report, BJMC concluded that the consultanc's report
was not workable because it was too elaborate, compliex and impractical.
Congequently, BJMC requested that the consultant proposals be implemented on a
trial basis at one of the jute mills. There was substantial delay in implement-
ing the trial run because the consultants felt that it was not part of the
contract agreement even though they initially agreed to BJMC's request. After
prolonged persuasion, the trial establishment took place in June 1985. A report
was submitted on June 1986 indicating that it was practical to implement the
proposed production incentive scheme. BJMC set up a committee to study the
consuyltant's report; neither BJMC nor mill management were supportive of the
consultants’ claims, and most felt that the formulation of the incentive norms
was difficult to comprehend and implement., There was no attempt by BJMC at the
inception of the study to provide input into the study. BJMC believes that it
would be in a better position to design the production incentive scheme.
However, it has not made any serious efforts to design such a system. Thus, at
project closing, none of the BJMC or BJMA mills have a production incentive
scheme for the workers in the back processing department.

4.20 The project called for 42 BJMC mills to acquire weighing scales. The
remainder 24 mills already had their weighing scales. A total of 79 scales were
procured under the project. Neither BJMC nor private mills are using these
scales because the envisaged production incentive scheme was not put in place.

4.21 Jute Strategy Cell. Under the project, GOB was to establish a Jute
Strategy Cell by December 1980. The purpose of the strategy cell was to assisu
GOB in formulating medium and long~term strategies for raw jute and jute goods
industry.




4.22 Major problems were encountered during establishment of the cell: (a)
Staffing of the cell was delayed because of the difficulty of recruiting local
candidates qualified for the Head of the Cell; (b) there was strong resistance
by lower level staff in the Ministry of Jute to bringing in an outsider as head
of the cell; (c) delays took place due to the lack of budget. These problems
resulted in delaying the establishment of the cell by about 4 years. After a
series of discussions with GOB and IDA's threat of suspending disbursement, the
cell was finally established in December 1984. A local consultant was selected
to conduct studies on jute policies and marketing strategies. Because of the
tight budgetary situation, IDA agreed in June 1984 to provide from a Technical
Asgistance Credit, Tk 1.5 million for consultancy and training. Further delays
were encountered prior to the functioning of the cell which became finally
operative in early 1985. In the last 2 years since the cell has been
operational, it has had three chiefs.

4.23 At project closing, out of the allocated Tk 1.5 million available for
consultancy, only Tk 0.2 million have been used. The consultant has submitted
four reports in the following areas: (a) seasonal jute pricing behavior; (b)
price elasticities of export demand for raw jute and jute goods; (c) demand for
jute fibre stools; and (d) recent world jute market. Because of lack of ade-
quate cooperation by the Ministry Staff, the consultant has decided not to renew
the contract. Funds were also provided for overseas study tours, but so far no
tours have taken place.

3. Financial Restructuring of BJMC Mills

4.24 The capital restructuring was intended to return the mills to a more
gsustainable long-term debt to equity ratio of 60/40 (1.5). The estimated and
actual consolidated capital restructuring of B.TMC and BJMA mills and GOB equity
infusions (Taka million) are presented in Table 4.1 below.

Table 4,1: FINANCIAL RESTRUCTURING

Actual /b
Estimated BJMC BJMC
FY P (L) /a GOB Infus, P (L) /a BJMA GOB Infus. D/E
80 300 480 1062 - 500 3.2
81 120 420 338 - 400 2.6
82 120 360 (654) - 314 4.6
83 130 350 247 - 255 2.2
84 120 300 (296) 6 250 2.1
85 - - (1,462) (854 ) 250 -~ve B
86 - - (1,582) (771 ) 250 -ve E
Total 1,910 (2,347) (1,619) 2,219

/a Net profit (loss)

/b Anaex 7, p.9, shows minor differences in net profit (loss) and
major discrepancies in GOB infusions of capital.
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From FY 80 to FY86, GOB cash infusion amounted to Tk 2.2 billion, of which

Tk 1.5 billion went to the current 39 BJMC mills and Tk 0.7 billion went to BJMA
mills when they were under BJMC. Despite GOB cash infusion of Tk 2.2 billion,
representing over 16% more than the estimated figure, huge financial losses
incurred by the mills particularly in FY85 and FY86, prevented the achievement
of the 60/40 ratio (Annex 5). Currently, the equity of BJMC mills is negative.
Because of the continuous losses, additional cash infusion in the order of

Tk 3.7 billion would be required to maintain a 60/40 debt-equity ratio for BJMC
mills alone,

4.25 Audits. Alchough there were some delays, the backlog of audits (FY7€

to FY80) of individual mills were completed in time; subsequent annual audits
were also generally completed on time. Without exception, the auditors gave
unqualified opinions as to the fairness of the financial statements and com-
pliance with the Companies Act of 191°. However, in most cases the reports also
contained reservations regarding companies procedures, and quality of internal
control and record keeping. The observations were carried forward each year as
remedial actions were not taken. Consequently, it appears that the audits have
not been used by the mill management/BJMC for maintaining financial and budget-
ing discipline.

D. Procurement and Disbursement

4,26 Procurement. Procurement of goods and services under the project was
delayed considerably because of the lack of coordination between BJMC and the
mill managers, the difficulty of obtaining funds for imported items, scheduling
problems and the disruption caused by the denationalization of the mills.
Initially, procurement was undertaken ~entrally from BJMC Head Office on behalf
of all jute mills. After the denationalization of jute mills, procurement was
transferred to the individual mills. Aside from the delay caused by the
denationalization program, BJMC had to explain to the individual mill managars
IDA's procurement procedures compounding the delay in procurement. At least 6
months were lost when the tenders of the individual jute mills that were floated
(November 1983 to February 1984) had to be retendered when IDA informed BJMC in
March 1984 that some of the tender specifications were not in conformity to
IDA's standard guidelines. A persistent procurement problem was the import bans
on a large majority of spare parts used in the jute industry. Every time BJMC
wanted to award contract to a foreign bidder for a part on the banned list, it-
had to get a waiver from the government. This was a very time consuming process
involving s number of ministries. After numerous discussions between IDA and
the «7vernment, a blanket waiver was finally obtained in the final days of the
project. The nature of the project--procurement of thousands of different types
of spere parts over a number of years--resulted in procurement being split into
thougsards of small lots. Rough estimate suggests that average order size was
1238 than US$5,000. This slowed up considerably the disbursement (para 4.28).



4.27 Of the US$20 million credit proceeds, US$8.88 million was used to pur-
chase spares and materials, US$130,000 for the purchase of weighing scales,
$4.61 million was spent on preventive maintenance, US$480,000 for civil works,
US$80,000 for consultancy services, and US$5.82 million was cancelled

(Table 4.2).

Table 4.2: CREDIT UTXLIZATION/a

Appraisal
Estimate Reallocated Actual Cancelled
($ million)
1. Equipment, spares,
and materials:
(a) Rehabilitation 9.52 9.52 8.88 0.64
(b) Weighing Scales 0.25 0.25 0.13 0.12
(c) Preventive
Masintenance 9.60 8.71 4.61 4.10
2, Civil Works
(Training Centers) 0.13 0.80 0.48 0.32
3. Consultants 0.40 0.62 0.08 0.54
4. Unallocated 0.10 0.10 0.00 0.10
TOTAL 20.00 20.00 14.18 5.82

4,28 Disbursement. The major problem facing the disbursements of this credit
was the long time needed for processing of numerous small withdrawal applica-
tions (para. 4.26). Comparic:ns between estimated and actual cumulative disbur-
sements are given ia Table 4.3 below:”

Table 4.3: DISBURSEMENT PERFORMANCE (CUMULATIVE)

FY81 FY82 FY83 FY84 FY85 FY86 FY87
(US$ million)

Cumulative:
Appraisal Est. 6.0 14.0 20.0
Actual /b 0.2 3.9 5.8 1.5 8.8 13.1 14.2

/a Anunex 7, p.1ll, provides different compositions of the
Reallocated, Actuzl and Cancelled categories.

/b Annex 7, p.1ll, indicates a slightly different pattern.



Because of lack of counterpart funds and foreign excharge, BJMC used extensively
IDA's QAR (Qualified Agreement to Reimburse) procedures for procuring impo-ted
and domestic spares. Up until the establishment of a Special Account in Foreign
Exchange (SAFE) in December 1985, IDA processed about 2,000 QARs. To enable
faster disbursement and reduce IDA's work load, agreement was reached between
IDA and GOB in April 1985 to establish a SAFE account., Since this was the first
time a procedure of this nature was introduced in Bangladesh, it took over a
year for the account to become operational and for all GOB agencies (Bangladesh
Bank, Finance, Commercial Banks and BJMC) to agree on the procedures. During
this one year period, IDA regrettably decided not to process any QAR application
below US$10,000, and in effect all disbursements came to a standstill. By the
time the SAFE was fully operational, the project closing was only a few months
away. Even after the SAFE became operational, Bangladesh Bank's conservative
approach--not allowing BJMC to open L/C's over and above the funds available

in the SAFE, even through these L/C's would be covered by undisbursed credit
funds~-slowed down the procurement. Moreover, since SAFE funds could be used
for financing of local expenditures, GOB cut-off ADP allocations. Given “JMC's
tight liquidity problems, it could not allocate local funds from its own resour=-
ces and therefore further delays were introduced. See Annex 7, p. 16.

4.29 Other problems causing delay in disbursements i-clude the dispute
between the denationalized mills and BSB/BSRS, which ctded in the cancellation
of US$4.25 million of the credit.

E. Project Costs

4,30 A comparison between estinated project costs an. actual expenditures
are shown in Table 4.4 below:



Table 4.4: PROJECT COSTS /a

Appraisal Actual
Foreign Local Total Foreign  Local Total

Spares and Equipment
Rehabilitation Spares:

BJMC 8.20 5.00 13.20 7.94 4.36 /b 2.32

BJMA 0.94 1.05 /b 1.99
Maintenance:

BJHC 5;25 15.75 21.0 3.80 - 3'80

BJMA 0.81 - 0.81
Weighing Scales:

BJMC 0.25 0.00 0.25 0.07 - 0.07

BJHA 0.06 - 0006
Institution Building
Training

BJHC 0.00 0.13 0.13 0.47 - 0.47

BJMA 0.01 - 0.01
Consultancy 0.35 0.05 0.40 0.08 - 0.08
Taxes/Duties 0.00 3.00 3.00 0.00 3.00 3.00

TOTAL 14.05 23.93
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14.18 8.43 22.61

/a Annex 7, p. 12, provides a different composition and
amount of Credit utilization.

/b From ADP. V. PROJECT IMPACT

A. Operational Performance

5.01 Overall the performance of the mill sector has been dismal - the sector
is worse off now than it was at the time of appraisal. The deterioration in
performance is a cumulative impact of the following: excess employment and
excess capacity, wage increases completely out of line with that justifiable on
commercial grounds, poor management, instability of raw jute supply and prices,
weak export demand and prices, BJMC's lack of operational autonomy, and the very
poor financial structure resulting from continuous losses. It is impossible to
relate the performance to either the effects of each of the above individual
factors or to the interventions by the project. While efficiency of individual
machines has improved, the impact of this has been negligible on the overall
performance. Performance in each of the different areas is discussed below.



Given the lack of adequate detailed information on the private sector mills,
most of the analysis below is based on the public sector, which in any case was
the major beneficiary of the project.

5.02 Productivity, Efficiency and Wastage. The Tables 5.1 and 5.2 below
compares current spinning and weaving productivity, efficiency and wastage (2
year averages) to the pre-project era, and to appraisal estimates. It is based
on data from 10 BJMC mills, which account for about 70Z of BJMC production. As
the tables indicate, there is hardly any noticeable change in productivity,
efficiency and wastage reduction after implementation of the project. In almost
all cases, the productivity and efficiency have not met the appraisal estimates.
Paradoxically, even though most of the project investments were directed towards
rehabilitating the spinning machinery, the spinning performance ia a number of
cagses has declined possibly reflecting effect of other factors, e.g., power
breakdowns, poor management and labor skills, etc.
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Table 5.1¢ PRODUCTIVITY PERFORMANCE

Actual Actual Appraisal
FY79-80 FY85-86 Targets
Prod. /a Eff. /b  Prod. Eff. Prod. Eff.
Spinning
Hessian:
Warp 8.0 19 7.7 76 8.2 82
Weft 8.2 67 8.4 69 8.6 70
Sacking:
Warp 8.9 69 9.2 72 9.0 70
Weft 22.3 63 19.9 56 25.0 70
CBC: /c
Warp 8.2 8.9 - 8.3 -
weft 7.7 8.6 - 707 -
Weaving
Hessian 6.1 41 6.4 50 8.0 62
Sacking 17.0 58 17.4 59 21.7 74
CBC 12,2 60 12.8 62 15.0 73

/a Productivity: Spinning in oz/spindle-hr, Weaving in lbs/budgeted
loom=hr.,

/b Efficiency: Spinning (productivity as ¥ machine rated
productivity), Weaving (productivity as ¥ machine rated
productivity).

/c CBC spinning efficiency data is not available.

Table 5.2: WASTAGE % (NARROW LOONS)
Appraisal

FY79-80 FY84-85 Target

Overall 702 700 605



5.03 For the period 1984-86, weaving performance of public sector mills is
compared with those of private sector mills in Table 5.3 below.

Table 5.3: PUBLIC VS PRIVATE MILL COMPARISON

Productivity (1bs/loom-hr) Overall

Hessian Sacking Wastage
BJMC Mills 6.4 17.0 6.9
BJMA Mills 6.8 18.2 7.0

In general, it appears that BJMA mills are performing somewhat better than BJMC
mill,

5.04 Overall Production. Production in the FY85-86 period was about 13%
lower than the FY79-80 levels.

5.05 Employee Productivity. At appraisal, BJMC was overmanned; it still
continues to be overmanned. In India, the number of workers per loom average
2.7, while in Ban-‘'adesh it is 3.3. Despite the fact that production has
declined over th: iLast few years, employment in BJMC has increased. The Table
5.4 below indicates output per worker over this pericd. During FY84-86, BJMC's
and BJMA's productivity per worker have declined when compared to that in of
FY79-80. Overall, BJMA has outperformed BJMC's mills.

Table 5.4: EMPLOYEE PRODUCTIVITY

BJMC BJMC BJMA
FY80-81 FY84-86 FY84-86

Production (tons)
per worker 3.7 3.0 3.6

B. Overall Profitability

5.06 Since FY72, the jute mill sector made profits in only 3 out of 14 years.
The profitability of the mills are affected by a complex array of factors:
export prices, raw jute prices, labor costs, financial charges, production
losses due to labor disputes/power failures, etc. The key factors are raw jute
and labor costs which accounts for about 50-60% and 25-30% of the costs
respectively. In the three years that the jute mills were profitable (FY80-81



and FY83), both the world jute prices were favorable and raw jute costs low.
Between FY80-86, the mill sector's cumulative losses were about Tk 3.9 billion.

5.07 The table below (Table 5.5) provides an index comparison of unit sales
and cost indices (FY76 - 79 = 100) over the period FY76-79 and FY83-86; three
year averages have been taken to smooth out year to year changes.

Table 5.5: INDEX COMPARISON OF UNIT ($/ton) SALES/COST
(Index: FY76-79 = 100)

FY76-79  FY84-86 ~
Index % /a  Index %X /a Index % /a
BJMC BJMA

Sales Price 100 100 146 100 136 100

Cost of Sales /b 100 112 150 116 137 13
Raw Jute 100 63 125 54 122 57
Wages/Salaries 100 29 172 34 137 29
Others 100 20 192 27 176 27

Extimated Losses (12) (16) (13)

/a Each item as X of unit sales price.

/b Production cost is i.sed as proxy for cost of sales,

5.08 The table highlights the following:

(a) Overall, cost of sales have risen faster than unit sales price,
despite the fact that jute price increases have been less than
that of sales price. The much higher increases in wages and other
costs more than offset the gains from lower rise in jute prices.
Estimated losses (sales price minus cost of sales) increased from
about 12X of sales in FY76-79 to 16X (BJMC) and 13Z (BJMA) in
FY1984-86.

(b) BJMA has outperformed BJMC, particularly in keeping wage costs
in control. BJMC wages and salaries increased by about 72X com-
pared to 37% in the case of BJMA, This was probably achieved by
the private mills through reduction in labor rather than wages
over which they have less control,
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(c) Other costs have also increased disproportionately. A large part
of the increase is due to higher power costs (due to higher
teriffs and more frequent power breakdown) and higher interest
costs (because of higher interest rates and continuous increases
in liabilities resulting form financing of losses by borrowings).

.09 Ex~Post Rate of Return. Ex-post financial and economic internal rates
of return have not been computed because: (i) it is impossible to separate the
impact of BMR from the positive (adverse) impact of the other contributing
factors which affect the mills' performances; and (ii) since there is no reli-
able productivity/production data on rehabilitated and unrehabilitated machines,
it is also not possible to undertake cost benefit analysis of the rehabilitation
investments at the machine level.

C. Institution Building

5.10 The project components designed to strengthen the institutional aspects
of the mills sector such as the reorganization of BJMC/mills, MIS, Jute Strategy
Cell, financial accounting, budgeting, and process accounting have not achieved
their objectives. The MIS implemented under this credit is operational, but the
data it receives is unchecked and often unreliable. The audit backlog was
cleared up but audit reservations were carried forward year after year without
remedial actions, consequently, defeating the ultimate purpose of the audits.
The Jute Strategy Cell is in operation but its contribution and impact have been
marginal. Doubts have been raised over the appropriateness of having the cell
within line ministries because of difficulty of attracting qualified staff and
different nature of work of line ministries. The training center is perhaps the
more successful component of this credit. Despite its share of problems, since
FY85 it has trained some 990 officers and 2,110 staff/workers in the mill
sector.,

VI. IDA'S ROLE

6.01 Given the critical importance of the jute sector in the economy, IDA

has been actively supporting efforts to improve its performance. Starting from
the mid-1970s, three Import Program Credits provided urgently needed foreign
exchange for mill rehabilitation and maintenance, and included institution
building efforts. In bringing the sector out of the precarious condition it was
in after liberation, IDA played a crucial role. Industry's performance improved
quite substantially e.g. annual average production in the late 1970s was 15%
higher than the early 1970s.

6.02 In the decade of the 80s, IDA continued its efforts, mainly through this
project, and the preparation of the jute sector report; in addition substantial
attention was given to the sector in the country economic reports. While the
thrust of IDA's attention was urgently needed rehabilitation and repairs in the
decade of the 70s, in the 80s the focus shifted to strategic and long-term
issues and the more difficult areas of policy and institutional reforms. IDA's



key contribution was highlighting, and making recommendations on issues critical
to long-term survival: improving competitiveness and efficiency of mill sector
through upgrading of BJMC and giving it more autonomy, privatization, reducing
excess employment, capacity restructuring, human resource development; reducing
instability of the raw jute supply and price; establishing capacity within the
government to undertake policy studies and analysis on key issues. While IDA's
contributions have been successful in raising the awareness of policy makers

on these issues, success in terms of actions has been limited.

VII. CONCLUSIONS AND LESSONS LEARNED

7.01 In summary, the project neither met nor came close to meeting its
objectives. The impact of the project has been disappointing, and it appears

to have done nothing more than tinkering on the margin. The project focussed
too mach on repairing machinery and too little on the broader issue that the
industry's ability to compete was highly impaired because there was overmanning,
mills had inadequate autonomy and there was excess capacity. Important lessons
have been learned from this experience of failure, which are discussed below.

7.02 Improving Productivity in a Declining Industry. The project took a
'shot gun' and extensive approach - 3,700 machines over 66 mills - to improving
industry performance. While this approach maybe suitable for a growth industry,
it is certainly not appropriate for a declining industry unless issues of
capacity rationalization and exiting of inefficient firms are tackled first.
Not only is there significant excess capacity (30-40%), but also a few mills
(accounting for about 30% of the BJMC capacity) are extremely inefficient and
have abnormally high conversion costs. A more cost-effective and beneficial
strategy would be to prepare a master restructuring plan that will enable the
sector to produce jute goods at the lowest possible cost. This master plan
should develop the least cost production plan given the existing structure of
industry which will include, among others, closure of a few high cost mills,
rehabilitation of other mills, shifting the production to low cost mills and/or
changing the production mix among different mills. The final decision will
depend on the costs involved in alternative options. Without such a clear and
well defined restructuring plan, marginal attempts to improve the technical
efficiency of individual machines will not improve the competitive position of
the jute industry. The high costs--lost exports, large budgetary subsidies--of
suboptimal operations are undermining the country's growth.

7.03 On a broader level, the failure highlights the importance of efficient
exit policies to maintaining the competitive position of industries. In case of
the jute mill sector, inefficient firms were artificially propped up by con-
tinual financial support from the budget and the financial institutions and also
exit was made more difficult by rigidities in the organized labor markets. A
few inefficient mills are adversely affecting the future economic growth of the
nation, not only by undermining the competitiveness of the jute mill sector but
also by setting a bad precedent for the rest of the industrial sector which also
may seek the same kind of artificial support to aveid adjustment. The longer



~24-

closure and exiting of uneconomic mills is avoided, the more costly - in
financial, economic and social terms--it will become. The sizeable action
required now is the result of avoiding a series of marginal actions and adjust-
ments over the last 10~-15 years.

7.04 Improving Performance of Public Enterprises. Lack of autonomy is a big
handicap in operating profitably, particularly in a product market where profit
marging are very thin and tight control on costs is necessary for survival. Key
cost factors - wages, employment, raw jute prices, and ability to allocate sales
to lowest cost mills - were totally out of control of BJMC and mill managers.
Under these circumstances, improvements in machines are unlikely to translate
into overall improvements. A very important lesson learned from this project
(and IDA's two textile projects which also focussed on the public sector firms)
is that machinery upgrading and technical restructuring of public sector firms
is not likely to be successful unless real breakthrough is made in the areas of
autonomy and management accountability. In retrospect the project did not give
adequate attention to reforms in the environmental setting of BJMC.

7.05 Undertaking Policy Studies in a Bureaucratic Setting. The project
included a laudable effort at building up a policy analysis capacity within the
government ~ the results are dismal. The reasons are mauy but the chief one
appears to be that bureaucratic environment and culture is incompatible with
regearch work. Research is not the main function of a typical line ministry and
therefore government staff, particularly the good ones, do not consider it in
their career interest to work in research units. Secondly, the government
salaries are inadequate to attract specialists. Thirdly, the working environ-
ment and culture of a typical line minigtry is dramatically different from a
regearch setting. A more appropriate model for developing a policy studies cell
needs to be examined.

7.06 It is particularly disconcerting that so few resources are spent on
policy analysis or strategic research on jute, despite the fact that it is one
of the most important sector in the economy. There is need to establish a Jute
Policy Research Institute which works full time on strategic and policy issues
and is adcquately funded to attract high quality professionals (economists,
business graduates, financial analysts, manufacturing specialists, agricultural
specialists, etc.).

7.07 Ingtitution-building and Appropriateness of Covenants. The project
included various institution-building efforts and related covenants. The
experience has shown that unless there is strong commitment to change at the
government and institutional level, interventions in this direction are bound
to fail. Either at the government level or at BJMC there was always a reason
for inaction. An indication of the lack of concern for institution building
13 the excessive changes in BJMC management--9 chairmen over 15 years, It has
now become clear that not only government but also BJMC were apathetic to the
detleriorating conditions, and institutional reforms were not given much
importance. Under these circumstances unless there is strong evidence of com-
mitment to change, projects should include significant changes prior to




implementation rather than studies and agreements on changes at some future
date.

7.08 Other Lessons. In addition to the above broader lesson, the following
specific issues have been highlighted:

(a) The SAFE account was introduced towards the latter stage of the
project. The timing and way it was handled adversely affected
implementation. Just when the project staff became fully conver-
sant with IDA procedures, the procedures were changed. IDA
assumed that since SAFE procedure was so attractive, its implemen-
tation would be swift. Consequently, IDA discontinued use of old
procedures not realizing that adapting government's internal
financial rules and procedures to SAFE procedures was going to be
time consuming. As a result, for almost one year, disbursements
were held up. Change in procedures need to be carefully thought
through and adequate time needs to be given for its
implementation.

(b) A project of this nature is very difficult to manage, supervise,
monitor and evaluate, unless it includes an effective and reliable
system for detailed monitoring. Under the project while BJMC and
the mills established a monitoring system and gathered a fairly
large amount of information on the various aspects of the project,
the reliability of this information is weak. IDA disbursement
records were not maintained on a mill-by-mill basis, and as a
result, no cross checking can be done between IDA and BJMC records
of expenditures at the mill level.

(c) The assessment of needed spares was conducted over a three year
period, 1976 to 1979, and there was no updating of these require-
ments during project implementation to take into account changes
in requirements resulting from change in product mix, updated
condition of machinery, etc.

VIII. RESTRUCTURING OF THE JUTE MILL SECTOR

8.01 The future of the jute sector will sgsignificantly influence the rate of
economic growth that Bangladesh can afford in the coming decade. While remain-
ing by far the most important source of foreign exchange earnings accounting for
half of all exports, it has paradoxically become a large financial drain on the
economy; losses of the jute mills totaled Tk 2.5 billion in FY86, equivalent to
0.5Z2 GDP. There are two sets of issues that must be resolved if the sector is
to concribute to Bangladesh's development. First, how can the structural
ingtability in world and domestic markets be ameliorated? Second, how can the
longer term competitiveness of the sector be improved so that Bangladesh can
capitalize on its low costs and good quality jute in world markets? While



progress will require significant policy changes and a major reorientation of
institutions to improve their effectiveness, it would also entail substancial
social costs and sizable financial investments over an extended period.

8.02 In stabilizing the markets, immediate priority should be given to the
collection, monitoring and dissemination of adequate information on the jute
market conditions. Direct intervention by the government is also required in
the form of tax/subsidy policies and public buffer stock operations. The
improvement of raw jute marketing, improved storage facilities and sizable
financial resources would be needed. In addition, strategic and policy research
needs to be substanrially strengthened and enhanced. These issues are discussed
in greater length in IDA's Jute sector report (para. 2.15).

8.03 Current jute goods rated production capecity (up to 1 million toms per
annum) is far in excess of demand in the short-term (525,000 tons), and even in
the long term (700,000 tons). Preliminary analysis of costs among different
mills under BJMC indicates that there is a difference of almost 35% in total
costs betwzen high and low cost mills. In terms of labor costs alone the dif-
ference is more than 30%. Furthermore, two of the highest cost mills control
some 25% of BJMC jute goods production. The conversion costs of these two mills
are higher by 40% (BJMC) and 53% (BJMA) of the lowest cost BJMC/BJMA mills.
Government will have to develop a master restructuring plan that will address
the following issues:

(a) First the real determinants of differences in conversion cost
(especially labor cost) among different plants have to be
established. In this area, it is important to establish the
relative contribution of overmanning, type of machinery and
capacity utilization on cost differences;

(b) On the basis of identified determinants of cost differences, a
least cost program of action prepared to reduce the conversion
costs on the basis of projected demand for jute goods. The
options such as mill closures, elimination of excess labor through
attrition and/or termination grants, physical rehabilitation, and
changes in the output mix should be evaluated and their costs and
benefits should be estimated.

8.04 In addition to the physical restructuring program, rationalizing the
sector would also require further injection of equity and debt restructuring.
Also, GOB policies (autonomy of public mills, wage determination, etc.) that
inhibit the performance of the mills need to be amended to enable the mill
sector to be competitive in the world markets. Thus, a revitalization package
would bave to incorporate GOB policy reforms, physical and financial
restructuring.

8.05 The denationalization of the jute mill sector has produced two sig-
nificant outcomes: (a) the performance of private mills' appears somewhat
better than mills under BJMC, and (b) market forces have begun the restructuring
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of private sector mills with the full and partial closure of four mills. The
shutdown was a result of financial difficulties. Some 4% of industry capacity
and about 5% of employment in the mill sector has been affected. Given the huge
liabilities of all the BJMA mills, more mills may close. Ironically, cthe market
forces are closing down mills in the private sector that are probably more
efficient that those in the public sector. Therefore, it is crucial that the
regtructuring should be well designed so that the economy ends up with the most
efficient production structure.
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ANNEX 1

ESTIMATED AND ACTUAL CUMULATIVE DISBURSEMENTS
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'OVERALL PERFORMANCE
Estimated _ _ Actual
FYS80 FY81 PYB2 FY8) FY83 PY80 FYB1 FYB2 FYB83 FY34 FYBS FYB6
A. Production ('000 metric tons):
1. BJMC
Hessian 194 205 228 241 260 193 205 197 166 160 140 102
Sacking 230 244 244 244 2446 251 310 329 158 103 128 128
CBC 88 90 92 96 100 78 11 56 69 66 53 44
Others 13 11 11 11 11 9 5 4 6 8 6 1
Subtotal 531 590 586 399 337 327 275
2. D. Mills
Hessian - - - - - - - - 62 82 69 61
Sacking - - - - - - - - 84 9% 92 98
CBC - - - - - - - - 25 30 28 24
Others - - - - - - - - 0 0 ] 0
Subtotal 171 206 189 183
Total 525 550 575 592 615 531 590 586 570 543 516 458
B. Exports (‘000 metric tons):
1. BJMC
Hessian 186 197 218 230 247 170 183 189 165 141 123 90
Sacking 182 213 213 213 213 210 239 293 135 79 98 140
CBC 85 89 91 95 99 62 76 54 66 65 47 47
Others 9 7 7 ? 7 6 4 2 3 S 4 1
Subtotal 448 501 538 369 290 272 278
2., D. Mills
Hessian - - - - - - - - 60 73 62 61
Sacking - - - - - - - - 61 83 79 102
CBC - - - - - - - - 24 29 25 23
Others - - - - - - - -~ 0 0 0 1]
Subtotal 145 185 166 187
Total 460 506 529 345 566 448 501 538 514 475 438 464
D. Export Sales Price (Constant 1979 '000 Taka per metric ton):
Hessian 15 13 13 13 13 14 11 9 10 10 12 10
Sacking 10 8 8 8 8 9 8 7 8 8 8 7
CBC 14 14 14 14 14 14 11 10 11 11 12 10
Others 12 12 12 12 12 8 7 14 18 12 13 17
E. Export Value (Constant 1979 Billion of Taka):
BJMC 5.88 5.60 5.90 6.11 6.38 35.19 4.79 4.32 3.51 2.82 2.88 2.37
D. Mills - - - - - - - - 1.3%5 1.71 1.68 1.55
N
TOTAL 5.88 5.60 5.90 6.11 6.38 5.19 4.79 4.32 4.86 4.53 4.56 3.92
REEE R TRER BERS BSEEN NEESN SBES SERS -2 ¢
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ANNEX 3
PRODUCTIVITY (LBS/BUDGETED LOOM-HR) AND EFFICIENCY (%)
l. BJMC Mills: Weaving
Hegsian Sacking CBC
Est. Actual Est. Actual Est. Actual
FY P. E. P. E. P. E. P. E. P. E. P. E.
80 6.3 “9 - 47 17.7 60 - 60 13.5 66 - 59
81 6.6 51 - 47 19.4 65 - 61 13.6 66 - 57
82 7.1 54 6.0 46 21.0 71 16.5 57 13.7 67 12.6 57
83 7.5 58 6.7 51 21.3 72 18.5 61 14.4 10 13.2 57
84 8.0 62 6.6 50 21.7 74 16.2 62 15.0 73 13.9 60
85 - - 6.4 48 - - 16,5 60 - - 13.4 58
86 - - 603 47 - - 1701 58 - - 1209 56
Avg., 7.1 35 6.4 48 20.2 68 17.0 60 14.0 68 13.2 58
2. BJMA Mills: Weaving
Hessian Sacking CBC
Actual Actual Actual
FY P. _E. P. E. P. E.
84 6.9 - 18.2 - 14.4 -
85 6.5 47 16.4 62 13.8 57
86 7.0 48 19.9 61 14.6 60
Avg. 6.8 48 18.2 62 14.3 59
3. BJMC and BJMA: Wastage on Narrow Looms
FY Overall (%) Jute-to-Jute (%)
Actual Actual
Estimated BJMC BJMA Estimated BJMC BJMA
80 6.5 702 - 100 0.4 -
81 6.5 6.8 - 1.0 0.4 -
82 605 607 - 100 009 -
83 6.5 6.7 - 1;0 1.2 -
8“ 605 6.6 6.6 1-0 1.0 -
85 6.5 7.6 7.6 1.0 1.7 2.7
86 6.5 6.8 6.8 1.0 0.9 1.9
Avg. 605 609 700 1.0 009 2.3
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ANNEX 4

FINANCIAL AND ECONOMIC PERFORMANCE

A. Pinancial
1. Profit (loss)

Estimated at Appraisal (Tk. Million)

FY80 FY81 FY82 FY83 FY84 FY85 FY86

Total 949 366 387 4217 488 - -
Actual
BJMC 1,062 338 (654) 2647 (296) (1,462) (1,582)
BJMA - - - - 6 (854) (171)
Total 1,062 338  (655) 2647  (290) (2,316) (2,353)

FY80-86 (3,787)

2. GOB Cash Infusion (Tk. Million)

Est. 480 420 360 350 300 - -
Actual 500 400 314 255 250 250 250

Total 2,219

% Egtimated for 66 mills.

3. Debt/Bquity Ratio of BJMC Mills

Esto 2.“5 1.50 0.92 0'66 0.47 - -
Actual 3.23 2.59 4,56 2.17 2.10 -ve E -ve E

GOB Capital Infusion of Tk. 3,769 million is required to reach LTD/E
ratio of 1.50 (Annex 5).

B. Economic

1. Foreign Exchange

Estimated at Appraisal: Increase from US$268 million (FY79) to
US$443 million (FY84)

Actual: $385 mil. (FY80), $302 mil. (FY84) to $293 mil. (est.F¥86)

2. Employment (Permanent Workers)

Appraisal Estimate: FY80 to FY84 - 143,000 workers

Actual: (FY86): BJMC 103,900
BJMA 53,200
Total 157,100



No. of Mills
Assets?

Cash
Other Curr. As.

Total
Groas Fixed As.
= Acc. Depre.
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Liabilities:

Bank Overdraft
Other Cur. Lia.

Total

Long~term Loans
Debentures

Total
Paid-up Capital
GOB Equity
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Total Lia.

LTD/Equity
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ANNEX 5
BIJMC'S BALANCE SHEETS
(Tk Million)

FY80 FY 81 FY82 FY83 FY84 FY85 FY86
15 74 75 46 42 40 39
137 114 99 130 86 126 127
4,438 4,732 5,091 3,717 3,999 5,577 5,459
4,575 4,846 5,190 3,847 4,085 5,703 5,586
3,674 3,916 4,261 2,934 2,833 2,749 2,835
1,719 1,924 2,180 1,586 1,603 1,652 1,783
1,955 1,992 2,081 1,349 1,230 1,097 1,052
133 115 113 110 103 111 107
6,653 6,952 7,384 5,305 5,418 6,911 6,745
1,522 2,002 2,581 1,448 1,956 4,389 4,467
1,551 1,564 1,545 1,239 1,168 1,377 3,557
3,073 3,565 4,126 2,687 3,124 5,766 8,024
2,288 2,013 2,246 1,470 1,233 1,284 1,261
454 430 428 321 320 282 233
2,742 2,443 2,674 1,791 1,553 1,566 1,494
698 697 697 502 455 440 440
1,677 2,075 2,457 1,703 1,943 2,108 2,359
240 244 244 214 194 192 193
(1,767) (2,071) (2,813) (1,591) (1,851) (3,162) (5,765)
848 944 585 827 741 (621) (2,773)
6,663 6,952 7,384 5,305 5,418 6,911 6,745
3.23 2.59 4.57 2.17 2010 -ve E ~ve E
GOB Equity Required for 60/40 (1.50) LTD/Eq. ratio: 3,769




Total Sales
Cost of Sales
Gross Profit

Adm.-Sell Exp.
Layoff Exp.
Op. Profit(loss)
Other Income

Net Profit(loss)

Gov't Subsidy
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Net after Adj.

Workers PP Fund
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ANNEX 6
BJMC'S INCOME STATEMENTS
(Tk Million)

FY80 FY81 FY82 FY83 FYB84 FY8S FYB6
6,347 6,403 6,210 5,498 5,150 6,337 6,240
4,710 5,793 6,517 5,029 5,159 1,570 7,588
1,637 610 ( 308) 469 ( 41) (1,233) (1,348)

594 293 356 239 269 249 250
- - 11 - - - -
1,043 317 ( 675) 230 ( 310) (1,482) (1,598)
19 21 21 17 13 20 16
1,062 338 ( 654) 247 ( 296) (1,462) (1,582)
1,062 338 ( 654) 247 ( 296) (1,462) (1,582)
( 78) ( 137) ( 4) 10 2 - (1,022)
984 200 { 658) 257 ( 294) (1,462) (2,604)
25 12 17 75 1 - -

74 79 - - - - -
121 429 50 S0 - - -
(2,527) (1,745) (2,071) (1,735) (1,543) (1,700) (3,162)
4 77 32 56 13 - -
(1,767) (2,071) (2,813) (1,591) (1,851) (3,162) (5,766)
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ANNEX 7
Page 1 of 19

COMMENTS RECEIVED FROM THE BANGLADESH
JUTE MILLS CORPORATION (BJMC)

Ministry of Finance
External Resources Division
Government of the People’'s Republic of Bangladesh

’ s N
Frems M, Humayun Kabir w.-.7 =
Agstt Secretary.
' 3708 V7L V2 S
0.0. NoERD/EDA=IV/Ind~3/9Q / 22.3 Oated st 042

Subz Submission of Jute Industry Rehabilltatlon Project
(Gredit 1032<BD) ICR (ParteII)

Ref: ERD/IDAnIV/Ind-3/90/1 83 dated 2 7/8/9

Dear Mrs Islam,

With reference to this Division's letter of
Auguat 7, 1990 on the above Subject. I am enclosing the
corment on Jute Industry Rehabilitation prejects relating
teo ICR (Part-II) as received from Ministry of. Jute for
information and necessary action gt your end .

With best regards.

Yours sincergly

\/Mre Reazul Iglam
Program Officer
The World Bank/RMB,
3A Paribagh,Dhaks
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ANNEX 7
Page 2 of 19
COMMENTS OF BANGLADESH JUTE AILLS COKPUKALSON
ON THE PROJECT CUMPL.FION REPONT
JUTE INDUSTRY REUAUILITALION PUOSeCT(CREDIT 1012-8b)
B4ACKGROUND

Under the Jute Sector Study, Econonmic Consultant Ltd (ECL, aa part
of the sixth import programme credit action prograwse aud paid by VDA/UK
excecuted mill ty mil) survey to 2sAvsa the BMR ;equircnents of the jute
industry and eubkitted *NCiTreport to BINC an ‘ovewber, 1978, In May,1979
e GGP intersinistrial Etudy group wos farmed +ho reviewed tha report of
ECL «:d juntead of acceptimg the . unie becauce of its capital intconsive
prograuna for achieving lower productivity and other shcrtocusings, prepared
« tuodified proposal minimispang the 1nventument cost for better oenefit and

sulwaitted to the vorld Banke Apprisal wus carried out by the world Bank in

Ducenber, 1979 and CRedit Agruenent{licvelopoent CPedit Agrecucnt Noe1032-BE)
A —_
von oighea between the Goverament of  Bungludosh(GOL) and the International

Vevelopuent Adssociatzva(lDA) on June «, 1940 for USS 20 willion for finane

Couyg Sferent grojoct coaponcent..

P.widooy CuJiCTIVES

U2 cbjectivens of the projivt wure to shcicase the production efficiency

Eggggh'”gchabllllutton of uagytnqgl‘Engggfiupurtal pruventive nulntegapco

nilla tarcugh intevmill toanafer of wachinery, fntroduciog thivd shift
opesacion fu the tuck provewainy deptt, Laproving the safa coent and control

- o o et g . t—

—— e mana . —-

tsongh re-organiaation ot BIAC, LALFONaCING hew accoukting syotlew and

LANFSERY TN SR JCTION

{Flg. in willion US“!

CATEUORY OF JRIGINAL REVISED
CREDLIT DUOCEEDS ALLOC AL ON ALLOCATION
(1) fehabilitation of muchinery 9a9d0 9.580
\... bia}l type acales 0.2%0 0.250
(3) kbreventive Meintonance 9,000 2807

{4) "4vil worke, equipmenta,
wateriale, furniture fur trui-

nang progtaumv. v, 130 UedOtd ,
(8) Cunsultant eervices{le .

orgenisation of BJINC, 0.400 Veti23

x;vg)u-u Accounting syetem)
(L) U -allocateR. Qe 14 -

Tosal 3 <080 20,000




ANNEX 7
-3 - Page 3 of 19

CREDIT LFFECTIVEhESS AND . CLOSIKNG

The crodit vas made ¢ffective Ly 174 frow July 22, 14i30. The oroginal

- e

closing date of the credit wae Juue 30, 196d which was oxtended upto Jeae 30,
" T — eeaem S

1966, Disbursesent -wae, continued upto_f:ﬂggy{z IQEZ.

PROJECT COMFLETION

The World Dank/IDA prepared Project Completion.Report and seat it to

r.. for commentg. Comnents of Bangladcsh Jute Mills Corporation(BJMC) in
WA

L4
short on +he points sclate to—it—ome [urnished below :
———— .—-————_7'
Pago of 1ten of t £ BJNC
PeR PCR Comments © J
3 2,09 The position of world dewand of jute and jute goods
have been preciuely explained and appcar to be correct.
3 2.10 The reason for decline in &mund of jute in the world
market have bcen preciscly stated and also appear
to be correct,
4 2.41 Although it has been mentioned that reduction ia rav
Jute price was . in-sufficient to cuppensate
for both lower sale price and higher production cost,
it would bo uuwieeif further reduction in mv jute prices
at grower's level is allowed.
4 212 lostability in ;v jute priccs is very harmful for the
jute industry. As such cechanisem has to de evolved for
making s0we bulfer stock. aaw jute accounts for 5
35% of the productivu cunt now but aot 50% - 6O0Y as
aentioned tn the report.
4 2.13 Explonation given about the managewent of  jute mille
*
between the public and private sector sppeas to be.
carrect,
q .14 From 1074-73 to 1978-79 {JNC'a jute mills accumulaged

- losses emounted tu The 27782.88 laBh or 16,75% eof
totel value of salen, During the same period amount of
subaidy and GOD Bquity vere Tk. 10042.09 lakh and
Th. 64350.94 ‘add veupectavaly.
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(ommentys ol dililo |
-

L 23

n 0e w oy - o wn gp

in the perind ol 1979=in) to 19656-86 BJIMC jute wills

losses azourted to The 2556420 Lukb ur 5.59% of total

sale. Buring the above pericd GCR equity intusion wue

Tk, 17138.58 lukhe

(2) Export suosidy ror r.w jute is not desireable. Bather,

prices and supply instabllity chould be reduced throuqh
(1) Buffer stock operation, (ii) Strengthening of
storage capacity by both public and private sector ana
(1i1) laproving raw jute procurcment policy by mills

and stabalising acreae under jute and iuproving yields.

(b) The BJHC wuthority has tuken up a procramme to isprove £k

the operational efficivcncy by means of rationalisavion
oi wachinery utilivation according co warket denind LY
closing down ccrtain nusber of Hessian and sackiug

looma alougwith associuted amachiuery and also by closiag
down tihe third shifi of the C3C wilis aad thercby impro-

ve productivity and wininige cost. Jue torSontinuous

losses, excepting fecw ycara, the capital atructure o the BJMC

(¢)

mills is exhausted. As such finuncial restructurjag is
neceasary to bring the debt, egquity ratio aﬁatmdm&

.- .- level ot 60 : 40. As regards increcasc autonomy

of the BJHC nills, the nature uad extent of dolegation of °

Powers need to be curectully exasiaed and determninad,

The recoumendation for strengthening of institutional
capacity of the Govi. to plun wonitor und implement

the jute policy ctc way be cuasidered by GOB.

104 has described the conditiyn of jute industry and the

process of forwalatiocn of Rechubilitation project under

1DA Credit Noe 1032=BD., NO comments.
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L . A

Commeats of 8.JMC

6 3.03 1UA has described the objectives of the project.No codm

6 3.04 1DA has describec the arecas targeted for ut}llustiou of

USs 20 million. No cumwents,
ai.d revised allocation
7 .08 IvA's original allocntion/or tund has carlier been
' mentioned under the category of credit pr?cecdu. IbA
may look inta the cevise allocavion for performance

Jhalysis.

8 4.01 1Ds hue indicated the date of cffectivencss ¢f the

creodite po conments.

8 .02 & 104 has described the issue of denationalisation,
1.03 retaining of ownershlp und post denativnalisation

conditions of the jute wills sector. Lo comsests.

8 4,04 IDA hae described the situation for non-utilisation
uf 1DA Credit pouceedsn talls on their asware after

denationalivation. The pusitiop secus to be correct.

8 4,08 1D0A has wentioned the nature of uctions agreed at
project formulation for iuproving the production of
yarn ond )ate goodses AR such there is no comsents to

offer in thia regards,

9 4,06 (a) Procuresent uf spare parls was doceantraligcd to the
fndividual mill, But for belter utilisation of fund and
economic purthase, procurcuent under DA credit ;n.-conlrn-
Mued to BIKC, llead Office ia 1980 which continued upto
June, 1982. Because of chunging cincusstances and also Qp
save time procurement of sp-re.parte under’ 1DA credit wae
again deccntralised to will level ufter Juney 1982.
buring the period from July, 1980 to -June, 1982 BJMC
centrally procured apurc parts on the basis of indents
yecojved from the sills. Due to volunl@%n procurement

and Gearthyy manpowuer counter checking could oet be

du..
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Page of liems of Couments uf
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The concept of rehabilitation tas alse acl clear at the
initial stage. Hdorcover, idiuCc/Milly used to place orders
on the busis of catalogue numoers which were known to

the original manufacturers. But later on many unknown
wanufacturers caue in. Because of all the abuve fachers
anvualies in soae cases in respect of specification, spares

rocureament, cic,sccurcd.

(b) -do~-

(c) Deluys in i=suing gqualified Agrvesent to fleimburse:
(QAR) made corresponding dvlay in epeaing L/C's for which
validity of ofters in - wany cases capired, changing
finuncing systemy delxy ia iwplementation cte velayed

disburseuent of 10A credit procceds .

(4) Because of delay in.issving QAR by 1DA L/C's could

not be opencd imaediately after .p(a,u;“? of orders GXtweh

resulted delay in Jdclivery by the suppliers,

{e) In somec cases the mill management could not spare
all the machines at ; time for rehabilitatio, because

of sales comuitment #ud other unavoidable circumstances.
Nevertholess about 3000 diffcrent types of machines were
rehabiilitated by aparve parts in BIHC jute wills and
wachine condition and ¢fficiciicy aluo inmproved/increased

-

in appropriate cases.
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9 1,07 IDA deséribed the actual position shich cyuld not
wvaterialise the progranme of iater dill transfer of
machinery as describied in the project. No comments.
9 1.08 Because of non-implementation of inter mill transfer

J} machinery and contincous shifts to lighter

fabrics fdr warket reasons compled with lower

efficiency of FLCB, [LTM & Low spinning frames wmost

of the jute mills are operating 1nird shift in order

to mcui the requircment of yarn for weaving produc~

tion according to capacitye. As such outcome of third =
shift operation as conceived in the project has not buen‘

saterialsed,

10 4,09 For importing epcre parts aguaiust the allecation
of preventive maintenance, the concerned jute mills
provided taks over frcm their omn sources and not
from ADP because this was not covered under
deveoopment financing. Out of total allocatiou of
US$ 8.807 million actual disbursenent made for
US$ 4.9 aillion. The balance could not he utilived
partly because of Jenationalisation of jute mills
and partly for time limitation/shortage of fund fn
SAFE , Account/couaterpart fund in the mills to
tinancc import of spare parts exceding to thedr

requiremeat before closing of the credit.
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pck _  _Pcw _ _BaMc
10 1,10 The original allocation uf Ush 0,130 million wae found

ia sufficient for construction of three fulficdfed
training centres as well as procurcauent of furniture &
fixture and trainiig _ equipmects. As such 03 approach
from BJNC IUA revised the allocativn to US$ 0.800
aillion agninet which USS 0.480 million actually epent.
Balance amount cuuld not be utilieeipartly becuuse of
higher taka va:uc of US# and partly lor discontinlition
of the project from ADP. Although 9 training centres
jncluding three fullledged ones were - put into opera=~
tiony 3 centres(iulfledged) ure now operational aad the
rewaining six have been discoatinued owing to reduction
of number of jute willa after denationalisacion uqd also
for discoatinuatiun uf the project from ADP regarding
tranafer of cachineryit is true that afuweraining equifnents
have been ransferred to Adanjce Jute Hills/BJINC testing
laboratory for cmergiency purposes but even then opora-
tional tralning.controa do have map many equipmcnts for
demenastrationfuse of tha traineras It may be wentinmed
that after commencesent of operation of training centres
a total nugber of 8231 persons 0f various categories have

boen trained ia the traiaing ceatres including Adumjeo's.

10 1e11 Por appofutuent of coasultant for reorganisation of BMMC
4.12
& international tenders were fleoated on 33 Juns, 1880,
4,33

opened on 23 July, 1880 und consultant was also selected,
But delay in the process of taking concufrence of the Yorld
Bank on the draft agrcemeat and eubsequent policy of
denationalisation of the jute mills, re-drafting of terss
of reference and obtaining of re-approval frum GOB" and
IDA delayed appointment of the consultant, However, the
consultants wvere appointed on 29 Kovember, 1984 who after
coapletion of study subaitted their report to BINC on 17th
Augest, 1088,
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The recommendativaos vl the consultant: vere examined

in BIMCe Sahty he sccot weadatlivas 04 tue cunultunts
decply touckid the Jubuaninial bss303 of the corporation,
BJIMC submitted its couments to the Hiuis.ry of Jute oa

12 March, 1486 1ur hiud perusal aad ccision.

i1 4.14 - ugnc Studic! ghe Yrocess decuunting dy.ten aud introduced
1,18 ’
& in two wills on trial busis ie parafiel to exasting asystom
4.10

wnd fouud it lengtihy cowplicated uad contlye. A5 such (DA
val approached in lloveuber, 1984 (o drvp it, to which they
conaented. lrowevesr, ohe BINC authority luter un revicwed ¢
the matier aud inwwodacoa the procens accoupting syst:e

1 the Jure sitin.

11 1.16 a local rirm M/ue bl ascuchales wds oppolawed to dessgn
ana ampleaent Mio for gulhiC aud ite enccrprises wio afilep
carrylag cut deiasded siudy prepared o oyl aad Sub ifi-
tted to 8INC ia 1S3, Lhe Syetem wadg, honcver, iuplemented
alter reyuisred wodifrcation, fros 1,7.19tJe Therufore,
iurther sagageuent of consultaant for His was noet required.
MIS is cuaputer based iaformation aystum. uJMC has ma *
computor f its own. Collection of dutu irva large nuuber
¢f projects and to procuess them fa very Veluniuwns, 4o,
uhigL way done nunually. At the initial etage of eper.tion
of MIS tLere wure dearth of trained oanpower. Now the
oituation has ioproved hecause of luproveacut of working
wanpower with MNIS training. Raw Jute mrocurcment of BJSKC
is cade through agencies/ghate, This work is ;ery volu=
winous for which input daza could not be chesked properiy.
At present rav jute purchase, expuri wnalysis wna Lricing
are beiang conputorised ihrougn the computer of adamnjen
Jute )Mills and tne quality and conlatency of reports

bave Leem improved,
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12 4.18 The comsuitant wus appointed on 28 Docewber, 1981 whe

after carrying out in degth study submitced their report

to BINC ou 27 Decewber, 1982, The recomdcndations of the
consultant vere examined in BJMC and found complex aad
difftcult %o iwpleuent, However, the conaultants who
recomsurnded for picce rated wuges to the workers of back
'procennlng peptta(batehing to apioning) in place ¢( existing
tise rated wages was asked for trial iaplemeatatica to ahow
the practicul reaultas. They carried out trial iapleuentation
in Nishat Jute Mills of BJKC im March/Aprii, 1986 and
subn.ittcd luplencntation ceport Co BJMC on 4 June, 1986,
Although tite consuliauts clafucd the schrue as practical
and suitable, it was Jurther oxewiacd by a comdittee in
BJMC but round not suitable wnd practicable for iaplemen~

tation.

12 4620 In fact weighing scales were procuccd lor weighmeat of
spilunipg produciione But aun~-introduction of production
incentive scheme because of its shortcowminge/impracti=-
cability, those scalea hube not becn ased for the purposes

theae wore actually weant for.

12013 1,21, Relate to Jute Siragey Cell of HUJ. No commentae
4,23 &
4,23
13.14 4.2¢ The positiop of actual profit/loss and GOB im fudism ; te
*
BJIKC ave prescnted in Lhe table beluw 3~ b
(Pig. 18 lakb Tk,)
[ 2
" Fioancial Nos. of Profit/Lous GOB
fear. Unit lnt:t.sl.u
1079-80 T3 10623,43 10314538
1080=-81 74 3375.22 - - 3979,13
1982-82 k4] (6553.17) 3817,32
1082-63 4% 2398.08 (7539.18)
1983-84 (¥} (20G64,88) 2402,01
10684-83 40 (14617,07) 1653.,01
1988-88 39 15823,78 2307,33
—Total 5 P 0 ) S L
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Because of cuatincous sosaes the equity Lase of BIXC

Jute mills is uvgative, as such wditivnal cagh iufusion
0f Tke 706747,7G lukh wauld be reguirced (as per audlited
accounts as on 3U-6G-89) to waintain 60:4Q debt equity

ratio for BJMC jute mills.

rules
14 4.25 As per/the accounta of the jute mills are audited. At -

present there is no audit backleg of BJMC jute mills. If
there appears any gross irregularity in the report tincly
actiun is nkeu.tor disposal of the same. Actions taked on

. the audlt.observation/ccmments are discussed ia the
Enterprise fload meetiag in details sad accepteod the accouate
and Audit roports with orders/instructivn if any, by the

Enterprise Board .

14 4.26 Procuresent of goods and servieces under tha preject was
delayed considerubly for back of co-ordinatjoa between
BJMC and mills managers is not eatirely true because IINC
in the first stage placed orders on the basis of indeats
gent by the nills and after decentralisation of procureucnt,
BJMC maintained closc. Co-ordination with the nill Mazage-
aent deputing officers to upprise them with IDA procureucnt
procedurea, help ia selection of rehabilitation wmachinery
and required spare partsy and also advising possibio
sglutivn of problemy ete, But procurcucat was uelayed for
fany reasons such as tendering/retendering'as per INDA
procedures/guidelines, purticipation of unknowa suppliers
wlbiose products B to Le tested before placing - of orders,

. ’ delay - {n issuing QAR by IDA making corresponding delay

in opening of L/C's J8ystemof obtaining Right of Refusal
(ROR) frow the GOB(Ministry of Industries) in cage of

inported fteas, delay in op;ning of L/C'a made eorreupnnl

ding delivery in supply of spare parts ctc,
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18 ol The pusition ui credit utilisation ay pur BINC*s

record in glven an tae tubile nelow s

(Miklion %)

1teas apprisal Hevised Actual Lr-utiliged
stinate alloca- aisbure balanca
tioa. otment

- -y oo

1. Equipacnt, epares
ana material: lor

(a) Hehapilication 9,520 $.520 6,500 1.02

“ (b) weighiox Scale  0.250 0,250 04130 €.120
{c) Preveuriwe

Kaintenance 9. 0lu 8,807 1920 3,887

2, Livil worka

(Trainiug Centren) 0. 139 0,800 0, 180 0.3..0
3. Connubtints
seENVILes 0 10y 0.643 0,000 0.533
e Unullucuted Jo 1UU - - -
) Total LUeUL0 2ULUG0 it. 420 &.8e0

The reasuns a0r non-utilination af Uodh G-RUO milliun voro
attributod wasnly Vo the cancellation ot the shace of goe
nativnalised jute nille (Vog » 1.u03 wilitun) by 1DA, aon
chigagement of consultanss Lop c;nunclul uud'ﬂrocobu
Accounting sybtleww, delay in lesuing QAR by ICA, fatroduee
tion of nuw financing sgoutvie d.o. Spuchial Account tn
Furedgn trchangue(SAKLE) by Jbe ab the loue atage ol thu
projuct eycle, dekay fo hutroduction of ks oyuten by
Bangladesh Bank and pon-conadderatioy of turther uxtonsion
of vhe cicdit by Joa.

:g 9 d.20 Conpurative ponitivy Lotween the rultuuth diwbursy vacnt
pProgracuv und actual disbursemeot ..’ -wu per HINC's record

s shown io the tuble bolow 3

LY B1 TFi B8 § F0 03 § PY_ ot g oW 60 bbi_ oo ¥ b Bt .

Cumulative
apprisal
tutinate J.000 14,000 20,000 - o - -

Actual as
per v/8ank 0.200 3,800  §.800 7.5u0 . bU0 i aU0 14,200

BJVC record 04160 3.730 04740 T 300 H.0480 !Jo:‘m “-120

. ——
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Page of lteuy of Comtents of
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ihe stateacnt of INA Lo the ciduct thut LJMC exteagively
uscd IDA's (At procudicesg ) ¢ procuriag iuported aand
Jdouustic spares i Lot enticvcly correct becauoe no QAR
was required for procurcacatl of spares from dosestic .
sourcess Lot of Zime fupsed oa between stopping of iasuiag
vl Qaik by fLA and comweacewent of vperativa of gape
scevunt in Bangladeshe Oillier oxplavavion.s iu cespect of
’
telay in utilisution oX fund such as Bang ladesh Bank's
codotrvative upproach no. alluvwing Bosc to open L/C's over
aud above the tunds availawle fnosfi ) Gub cut oft P4
allucation of ADP, resource ConLtralat oi LJNHC efce appuis
Lo be correct,
1g ioad Stutceny b dva appealn tu be o arecl,
16 4,30 dhe cuwperativo puniiion o8 actuasl utilivuetiun of credit
sPocceds broken down wilh BJ.$G anu wind Lo shown Lulow g-
dteas actial utilication webucd utdlagation o
| Lo por W/Banlk. Lber BIMC recosrd
 bocedpen § Locud Y Tatal Forcigh 4 Lucal § Lotal
bpares ¥ Lqurpment
(1) Rebahilitavion
DJIMC 79140 1,360 12,320 7«90 3,283 11,6842
bBJMa 0.940 1.060 1.000 0.U40 0,456 1.306
(2) Proventive
Huintenance
TR 1A J. v - J. U0 9.1134 - 10144
W THA Ui 10 — _ U.J\J‘() . dlo - 008
Teu10 - TN 4. 020 - TR
(3) veighing Scalo
BJIMC 0. u70 - 0,070 0,070 - 0.070
HINA 0,060 - D000 0.uL0 - 0. U460
U. 150 = 0. 150 V.10 . O i
Inntitutinn nulln{gﬁ
T Fralning .
[ TN e 3o ) » U,d,0 Vau'did Uy 1LV V. 039
JJINA Y - 0.010 LY UL a0t
0.400 - 06U 0.480 70T TY0 .
Conuultancy 0,080 - 0080 V.0u0 - (UM
Tonvm & Lity 0,000 X000 Gl o 0,714 U, 714

fotal 3

14000 8,430 8060 .0 Goott 1,782

. T
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17 5.01 fhis is iatreductosry pura of "yperational perfofmance®

which has been devailcd in the nubsvguent paragraphse A8
such cowments have been gived agalanst the concernvd issuea

next in order.

18 & S.02 Figurcs have beea cheched and fouau ulmost correct,
19
20 §5.03 , Mroduction achicveuent per loow per hour for the yoars

1ub4-86 of the BRJNC Jute miilb tor Loth jliessian and

Sacklng appesr to Le correcet, flut in rempect of Woiter
perforzance of Lubg Jule wills, theic calculation nystem aeed
verification. It way e wencioned that BJNC mills produced
nuuber of fuabfiscs an per world demand for which frejuent
qualitly chuage lanpor., achicvvang deasired pruduction effi-
clency but BIMa wilss produaced flited suwbera of fabrics

for which trear otficicacy ts reportedly o bit hig.er than
BINC's. In cave of wantage BINC WAblo'a perturmance:. are

Letter thaa BJIMAYa,.

20 2.04 it 46 truoe that overall productiun of 1985-80 was lower
thau that of 1V7U-80. it wdy be weationed that the produce
tion of 1978-60 was Lascd un standard Zabrics. But later on
according to wocld marhet dvwasad BINC produccd notable
guantitics of non wtoudesd tabirics such nq.l.ylyb; dabrice,
narrowor width clothe etc. rhe ubove factors together with
Darkhut colutrainty drequent powor fatlure, labour uniest oto

made the situation uvn-favourablu ehich sresultud lowor

re

productivity,

L0 3,05 it is also truc tnat BINC Jute uille bave ‘excoan --npuuar;
Ynder the proscut wiio-coeniouiy condition of the countey
reduction of wunjivwer Dau not beud poswible «n the case of
HIHGC @b llay while S0 the vano of DIHA mdds 4t haw Leen
puseible, Pucause of the reduc:d siee. o} usupower Aabaiur

productivity ., WUINA Jule nilis appears to be Bigher

than NN,
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20 5.06 Curreatly th: raw jute and labour cost accounts for 3&%
and 31% respectively of the tutal cost of jute (fuuds as

against 50-60% and 25-30% shown in the wport, The actual
luss of the BJMC jute mills during the period 1%80~-1886 was

Thke 23564.20 lakh f.vs Tke 2.34 billione.

[

21 5.07 This is an index comparison of unit (§/Ton) sales/cost,

No comments,

21 8.08 The vousons -tltcd'tor incrcase of lossea in the DJMC
jute wills appear to be corrcct.

22 8.09 The rcasons Stated for monecomputing the fianancial and

oi-

veunoaic rates of return the projeet uveus fogical.

22 8.10 Conmvnts in renpect of roe-organisation of BJMC/midle, ;| °
Mis, Jute strategy cell in hud, Finuncialffrocess Accounting,
Audit, Training centeea haove been given in the respective
paragrapls eariior,

22 LU 10A haw muntioncd .cre the rolv played Ly them for impro-

veaent of performance of Jute industry hy providiug

. h
fdreign exchange under different aarlior.lhwunkgo-nnntt.

»



ANNEX 7
Page 16 of 19

Poge-of Itemsief Ceansats uf
»~-JCB pca BINC

.r
.‘;é‘ﬁ'. 6.02 DA hnsﬂdeucribed the recomavuadations aade by thems co
= different issues sach an autonomy, privatisation,

reduction of ¢xcess caployment, capacity restructuring
huean resvitce development, reduction of instebiiity of
the raw jute supply and prices etc. for long time
sarvival of the juto smector, Cumumcuts on excess,
enpluyuent and human regource development have Leen

. given eurlier snd comments on other issues relating to

BJMC have Leen given in the subsequunt paragrapht.

2o 7.01 This parograph is the ,ummarg of conclusio, aad lcasons
L .
7.02 learned frow vhe rehabilitation projoct, Commonls havo

been given agafamt cach of the insucs superately in the
rolevant puiaj rapho next, The prugrammoe of rchabilitation
of machincery by sparcs parts was tahen up to igpsove the
. condition vi wachinesy ow woll aa edliciuacy/procuctivity
inetoad of cupital dntcensive MR progracae, Aftor roha=
Lilitation, condition of machinury hae Amproved end
offlclhnc)/productivlty algo increancd in appropriate
casems In this reupect the project uvbjoctive is echieved
to some extent. But she programme of improving overall
productivity was associated with many other factors, i.e.
ensuring utﬂnfypoucr supply, training prograswe for
manpower devolopsent, croatiop of wicumwodation faclilities
fo the widls [oF ruducing absentisw, creatiop of schuoling
/recreationa) factlitica for the woskerw/workers'childrem,
fnter-mill trensfor of wachinery, opuration of third
abift in the back process deptt, to mvut’the shortage
of yarn requiscement of weavisg side,uarkoting «tc. have
sot been fulfilled aw oxprotnd at the tll’:;ro:cct
formulation. The above factera huve almo, amongat ojters,
coptributed te o great extent for noan-achievement of
the projects ebjective. Aw rogards excess capacity BINC

hae teken up o progyrsnne te fmpreve the operational .
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Page of {iens of Cuuments of
Clh rcR NJug
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etifciency by ucane ¢l rati.salisation ol machinery
utilisation acvcurding to wa. .ot dekiend by closing down
certein auaber ol ihere divisiau & Saciing luoms aloagwit
ansociated machincry and .1s0 by clus.ag down third suift

of the CBC mills and minianise custo

Closure of lagh cout mills in the public sector may
Lrvate SoCilu=-cconoulic pildlew resulting Lrow unemploymen s
Aen-utilisation 6. assets wiil cleo cireate financial LMraen
on the aills by way of interest paywent including blockiug
oi capital., The high production cost mills way be turned
into low cost wills utalining the ¢ipacity tully and
eificiently, il the juce w.tdi wre anle oy upply jute
puuds at o cowpetitive price the total sales/export may
be increuscd and esncess capacity clemenat.d, tluwever, the
savte las already takes sove acasure to vevivalise
industryc The amount of luss sustuined by the Jjute mills
irom 98-80 to 198489 wus negregated wud sopt in a
fcreen account {0 order tu iuprove the cash eredit
drawing power of jute willes from the cowmmereial banks.

The lvun will be repayable in 10(tea) years with 3(three)
years mur4tor;é whicn cace into eftect irgm ist July'89,
During the moraiorin period interest payaple wunkd be the
regponsibnlity of the jovt. the juteajlls have been/vould
be given canh subsidy on the cport carning of jute foodse
¢ J0s for sacking, 5% fov llvasica anu 20% for CBC &
Yovusllu an tho basin of 1iced eriteria. I the Jute mills
fail o iwprove tuelr povioraances angd efficicncy as per
fized créteria they will fuce clonure in the case of public
6ector nills or thezcuu withdrawl of total subsidy in cago
of private sector milis. Bouideas, the fusues like

(u) excese wanpuwer, (b) excess cupacity (c) BR requirc-
went (J) fiaancinl reustrusturing reyuircacat (e) Stagzge=

Fing of BJHCYS pust Mapilitics arey amongst othors,
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“dage of 1tewy ot Couments of
PCR PCR BJMC

tucluded undor Lhe proposcd Jute gector destructuring
Project of the torld Bank to be spoaser.d by the
Miuiatry of Jute,

24 7.04 The -nature and ¢xtent of autonoamy need to Le carefully

ol

exanined and doccosined, {t way however be wentioned the
project ananagers are supplied with standucd set-ups for
she mills for cupluoyment of labours and standard wage
schedule for yayment of wame.u and they are supjosed .o
purchase juie frouw certain market at a co-ordinated iate
arrived_at after discussiun by all the buying wills, This
system has been introduced as all the nills wnder BJIC
are treated to have o siagle entity with sume objectives
of conty cconcrny and higher productivity. But this has
failed wainly because of loss of market shore to the !

competilors and syathetics,

24 7.03, telate to policy decisicn of GOB.
7.06 & N
7,07 No couments.
25 7.08 (u) The position stated by IDA in regoe«’T7 of operation

of SAFLE Account in Bangladesy gad the prablems created

thereof is corroct,

P
Y
-

1A has stated that cross cheching of expondjtucy
could wot be wade because of non-availability of mill
by mill, disburscuent record with thea. &8 such no

couments to offer in this regarde

(c) The statement appears to be act corrcct. The jute
mills procured the ssaple spure parts on the basis
of late;t rehshilitation/preventive niaintenaance
apsesspent taking into considoration of the machingre

condition and othcr factors but not on the basis of

asasessuent . mndo durin, 1072 Y0
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23 8,01 Relate to poiicy decision u GOR, o Conwcats.
26 8.02 Mie uiservation of IDA siuv: cuilectiva, acaitoring and

dissmeination o adequace caforastion ont the jute murket
conaition will heldp dsaaas. o f parhet conditi ne. But cxport
oubsady for raw jute 15 lwt desirabie, Buttior stock opera-
Livg vud iGproved storage ficirlitic: way telp stabalise

.

wulis woplldy ard e

26 ta03 G Qitv af ercesn capacity uver the deita, dy LJHC has
desaded to lswit thy cupacitly to pruduce 2,33 lalk toas
vi Jute poods dn o seian wnd sacking aun Lo apetate the
[WITORN § xJ Joshifty dnstead ot 3 antbe wnd thereby
rvduc; the nmanpower and 2 wikbwise cost of praduction by
1 vreving overals productivity. fhe proposat i under
greparation for scbirission to the Mnistry of Jute for

apifouvala

-0 Lty deLnist 61 srab tees 13:a0s The equaly Ll ud BGNC jJute
uille ie negative. As such cquity infusioa is required
tu the wne of The 70747.76 lahb i.ce Tho 7.7 billicn
-2eed o dudited aceounts an oo 3U.6.89. gegarding autoncmy

. routents have Leen :ivea agaiunt itea 24 carvlicr,

ol Ha U5 she tuut'utlu»%f ID; the® pertoruance ol the private sector
arlin i gome what better than wille under BJNC cannot be
accvpted because the coudttions@f the , tvo sectors wmill
are wot the sauwes Fir-ilyy the private sector amills

reduccd the sizo of warpower through rotrenchuent bat BINC

®illé could ot take wuch measures becausc of soci;-ecnuonte
condition, deconuly, UJIMC wills produce zuuber of sabrics

us per demand of the buy;ls for which frequent quali iy

thunge liampors o ajevia, desired sfficiency .nd production

‘At in cawse of private occtos wuflle they produce liaiied

nukbers o3 fabrice. de wuch performunce evalution betueen
tiiv two woctors oills naving diifurent conditions docs not

#lve act.al Compurytin. ¥o. ust, Regarding clostug duwn of

Private L¥CtOr iidlo It relates to Gus volicy deciaion,



