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CURRENCY EOUIVALENTS

The external value of the Bangladesh Taka (Tk) is fixed in relation to a basket of reference
currencies, with the US dollar serving as the intervention currency. The official Lxchange rate
on January 27, 1994 was Tk 40.07 per US dollar.

US $ 1 = Tk40.07
Tk1 = US $ 0.025

Following local convention, expenditures and revenues are sometimes denominated in units of
crore (abbreviated Cr), which is equal to Tk 10 million. At the current official exchange rate,
Tk 1.0 Cr = US $ 250,000.

In this report, US $ is sometimes abbreviated as

WEIGHTS AND MEASURES

kWh = kilo watt-hour
MCF = million cubic feet
MMCFD = million cubic feet per day
MT = metric ton
MW = megawatts

FISCAL YEAR (FY)

July 1 - June 30
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ABSTRACT : Bangladesh has achieved much in its quest for economic and social development,
but much is left undone. Significant achievements in population, food
production, and stabilization of the macroeconon y have not been accompanied by
the faster economic growth and employment generation needed to alleviate
massive poverty. Raising economic growth to a sustainable level approaching 7
percent over the medium term remains the overriding policy goal for the country.
How Government polcy and actions can help ac;ieve the goal offaster growth by
promoting an export push in mrufactuing by the private sector is the basic
,heme of this report. The Government has successfully stabilized the economy.
This affords an unprecedented window of opportuniy to accelerate pro-growth
reforms in four priority areas. The Govermient's first priority must be to raise
investment: by giving thx private sector the reform confidence necessary to invest
in export-oriented maifacturing activities, and by urgently and substantially
improving implementation of public investment in infrastructure and human
resource development. Faster trade liberalization would go far toward increasing
the private sector's confidence in the reforms. To further reduce the costs of
policy uncertainty for the private sector, the Government's second priority should
be to make the deregulation of the private sector much more effective, giving it
the flexibility to make unfettered business decisions relating to investments,
production, trade, international payments, and employment. The Government's
third prionty should be to enter into long-term arrangements with domestic and
overseas private investors in infrastructure and the utilities to promote their entry,
enhance competition, raise efficiency, and improve service quality; in the shorter
term, the Government must rapidly complete the long-delayed privatization of
state-owned enterprises in the manufacturing sector. To support an export push
by the private sector, financial and industrial labor markets must function
efficiently: therefore, the Government's fourth priority should be to implement
fundamental reforms aimed at easing its dominant ownership of the financial
sector, further improving financial supervision and regulation, and substantially
increasing competition and the quality of intermediation. In labor markets,
government dealings with labor and employers must emphasize the overriding
importance for international competitiveness of keeping wages and employment
adequately flexible to adjust to productivity growth, skill requirements, and the
market outlook for final products.
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COUNMY DATA -BANGLADESH

AREA POPULATIO (1991) DENSITY
148.393 km' 111.455 million 751 per kmf (1991)

Rate of Growth: 2.17X 959 per kmf of cultivable land (1991)

POPULATION CHARACTERISTICS (1991) HEALTH (1992)
Crude Birth Rate (per '000) 31.6 Population per physician 5,304
Crude Death Rate (per '000) 11.2 Population per hospital bed 3.243
Infant Mortality (per '000 live births) 90.6

INCOME DISTRIBUTION (1988/89) DISTRIBUTION OF LAND OWNERSHIP (1978)
X of national income, highest quintile 46.2 X owned by top 10X of owners 49
% of national income, lowest quintile 6.6 X owned by smallest 10X of owners 2

ACCESS TO DRINKING WATER (1992) ACCESS TO ELECTRICITY (1991/92)
% of population urban (piped water) 42 X 'if population urban 56.7
X of population rural (tubewell)a/ 80 X of population * rural 4.7

NUTRITION EDUCATION (1991)
Calorie intake as X of requirements (1988) 88 Adult literacy rate (X) 35
Per capita protein intake (grams/day, 88/89) 64 Literacy rate for all ages (X) 24.9

Primary school enrol,ment (X) 70

gNP PER CAPITA IN 1932: US$220 b/

GROSS DOMESTIC PRODUCT (1992/93) t1'NUAL RATE OF GROWgH (X. constant prices)

USS Million S FY75-80 FY81-88 FY39-93

GDP at Market Prices 24.753 100.0 4.12 4.58 4.2
Gross Domestic Investment 3.144 12.7
Gross National Saving 2,609 10.5
Current Account Balance 535 2.2
Exports of Goods, f.o.b. 2.383 9.6 4.7 7.7 11.0
Imports of Goods. c.i.f. 3.986 16.1 6.2 3.5 0.3

OUTPUT IN 1992/93 BY SECTOR

Value Added c/ Labor Force d/ Value Added/Worker d/
US$ Mill MUj X US$ A

Agriculture 8.204 33.1 32.6 65 251 51
Industry 4,221 17.1 7.8 16 541 110
Services 12.328 49.8 9.8 19 1258
Total 24,753 10. 100 1

CENTRAL GOVERNMENT FINANCE

Taka Billon X of GDP

Current Revenue 113.6 8.9 11.7
Current Expenditure 83.6 8.1 8.6
Current Surplus 30.0 0.8 3.1
Capital Expenditure 82.6 7.9 8.5
External Assistance (net) 52.9 6.9 5.5

a/ Based on 150 meter distance to tubewell.
5/ World Bank Atlas methodology: base 90-92.
c/ At market prices.
B/ Data is for 1989/90 civilian labor force.

= not ava11able.
not applicable.
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CoLmmY DATA - pm J5

MONEY. CREDIT AND PRICES June 86 June 88 June 89 June 90 June 91 June 92 a/ une 9_3 a/

(Billion Taka outstanding, end of period)

Money and Quasi-money 123.4 138.6 164.1 190.8 223.0 250.0 285.2 315.3
Bank Credit to Public Sector 58.2 60.5 60.8 59.0 70.3 75.5 76.0 84.5
Bank Credit to Private Sector 83.6 89.6 109.0 133.6 160.0 178.2 191.2 199.6

(Percentages or Index Numbers)
Money and Quasi-money
as X of GDP 26.5 26.7 27.5 28.9 30.2 30.0 31.5 32.6
General Price Index
(1970-100) 436.0 481.2 536.0 578.9 632.7 689.3 724.4 734.0
Annual Percentage Changes in:
General Price Index 9.9 10.4 11.4 8.0 9.3 8.9 5.1 1.3
Bank Cre'Jit to Public
Sector 11.7 4.0 0.5 -2.9 19.1 7.4 0.7 -8.8
Bank Credit to Private
Sector 21.3 7.2 21.7 22.6 19.8 11.4 7.3 11.3

BALANCE OF PAYMENTS tUSS Million) MERCHANDISE EXPORTS (1992/93)

12L7/8 "99 /93 US Hi I ion S
Exports of Goods, f.o.b. . 1R231 a3 Raw Jute 74 3
Imports of Goods. c.I.f. 3.9 -3.986 Jute goods 294 12
Trade Gap (deficit - -) -1755 *r.603 Tea 41 2
Non-Factor services. net -11 76 Leither 148 6
Worker's Remittances 737 942 Fish and shrimp 165 7
Other Factor Payments (net) Garients 1.240 52
Current Account Balance i1T7II * Others 421 18
Direct Foreign Investment 0 10 Total 23S3 100
Net MLT Borrowing 713 742
(Disbursements) 906 1,006
(Amortization) 193 264 EXtERNAL DEBT. June 1993

Capital Grants 824 657 Public Debt, incl. Guaranteed 13.331
IMF facilities, net .18 2 Private Debt
Other Capital, net .264 -358 Non-Guaranteed Private Debt

Total Outstanding and Disbursed 13,33
Change in Reserves i- - increase) -144 -518
Gross Reserves (end of year) 897 2,197 DEBT SERVICE RATIO fOR 1992/93 / S

RATE OF EXCHANGE (January 27. 1994) Public Dbt, cin. Guaranteed
Private Debt 12.1

USS1.00 - Taka 40.07 Non-Guaranteed Private Debt
Total I.t
IMR/IDA MENING, JUne 1993 (US$ JAn, on A

~t i_g_ DIs2D IDAtlutstanding and Disbursed XFS 4-739
I-naisbursed 0.0 1.522
Outstanding incl. Undisbursed 70. 6,26I

a/ Credit data adJusted for industrial loan write-offs and recapitalization of nationalized commercial
banks by the Government through the issue of bonds.
b/ Including IMF.
.. = not available.
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EXECUTIVE SUMMARY

Introduction

1. Bangladesh is at a crossroads in its quest for economic and social development. It has
achieved much. but much is left undone. Population growth is lower, rice output has increased
dramatically, a structural reform program has been underway for four years, the macroeconomy is
stable, the balance of payments is sound, investments Li education and health are proceeding, and
democratic imstitutions are stronger today than ever before. And yet, the absolute number of poor in
Bangladesh has grown steadily every year since Independence in 1971. Half its population of 111
million entered the 1990s with incomes below the poverty line. Bangladesh's progr_ss on poverty
reduction has been among the slowest in Asia, and poverty incidence appears to have declined only
modestly during the 1980s. This Country Economic Memorandum describes the choices that
Bangladesh faces at these crossroads.

2. The choice of the road ahead will determine the pace and quality of development over the
next decade and beyond. This report emphasizes the importance of choosing the high road of faster
policy and institutional reforms, leading to a GDP growth approaching 7 percent a year from the
current 4.5 percent. This would require investment levels relative to GDP to rise to 18-20 percent
from the current rate of under 13 percent. Only then will the economy be able to raise the poor out of
poverty through a virtuous circle of rising employment, incomes, and human capital accumulation. In
contrast, on the current road of slow reforms and growth, large segments of the population will remain
in poverty well into the next century

3. The road of accelerated reforms must be based on the best medium- to long-term sources
of growth in Bangladesh. These sources are anchored in both the agricultural and manufacturing
sectors. Given its size, the agricultural sector's growth is clearly important for both its contribution to
overall GDP growth, to poverty alleviation, and to absorbing the growing labor force. Agricultural
growth has so far been fueled by foodgrains, mainly rice and some wheat. With approaching rice self-
sufficiency, further growth led by foodgrains must now also depend crucially on the further growth of
domestic demand and overall GDP growth. Likewise, to be sustainable, diversification and total factor
productivity growth in agriculture will require further increases in the domestic demand for agricultural
products or exports. There is also an untapped potential for off-farm output and employment growth,
but this will require prior increases of rural farm incomes. Similarly, the services sector's expansion,
though important, is likely to be led by, rather than lead, non-services growth.

4. Taken together, these considerations suggest that while agriculture can and should make
an important contribution to overall growth, accelerated GDP growth will need to be driven largely by
the growth of the manufacturing sector. The engine of manufacturing growth must also be export
oriented, given the as yet small size of the domestic market for manufactures caused by low incomes.
And it must come as an export push by the private sector, given the dismal failure of state-owned
manufacturing in Bangladesh and worldwide. How Government policy and actions over the medium
term facilitate an export push in manufacturing by the private sector is the basic theme of this report.

5. Bangladesh currendy enjoys an unprecedented window of opportunity for achieving a
dramatic breakthrough in the pace of pro-growth reforms. Inflation is at a record low, external
reserves are at an all-time high, and the Government's domestic resource position is favorable.
Macroeconomic stability and improved public resource management are the hard won gains of
stabilization efforts over the past four years. They provide Bangladesh with a cushion of comfort for
accelerating structural adjustment, they reduce the danger of macroecopmnic strain, and they provide
the potential resources for a safety net for the poor during the transition to a higher growth path.
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6. Four principal questions need to be addressed for a medium-term growth agenda that
relies on an export-oriented, private, manufacturing sector. First, how can business confidence be
strengthened, leading to a substantial rise in efficient private investment in manufacturing for exports?
Furthermore, while this is happening, how can public investmnent in priority areas be stepped up without
sacrificing its quality? This is the essential investment challenge for the Government - raising total
investment from 13 percent of GDP to 18-20 percent. Second, how can the enabling environment for
an outward-oriented private sector be enhanced? In particular, how can trade, payments, and direct
investment links with the international economy be made much more effective by removing the
impediments on the ground that still act as a disincentive to export? More generally, while broader
reforms are underway, how can the high "cost of doing business" in specific lines of export activity be
lowered (as appears to have happened in the successful readymade garments sector) to broaden and
deepen the export orientation of the economy? Third, how can the Government deal expeditiously with
the poor performance of the state-owned enterprise (SOE) sector, with the bulk of its assets in public
utilities and infrastructure, and the remainder in manufacturing? The privileged position of SOEs has
stifled private initiative, raised private costs, wasted scarce public resources, and sorely burdened the
banking system and the budget. Finaly, how can the present deep difficulties in the financial sector be
untangled, and the distortions in industrial labor markets be resolved, so that these markets can fumction
efficiently in support of an export push by the private sector?

7. There has been significant, though uneven, political commitment for tackling the early
elements of the reform agenda. This political commitment must not be allowed to falter. The political
economy of reforms in other adiusting countries suggests that opposition tends to resurface toward the
middle of reform programs, at a stage when reforms have not yet reached a critical, self-sustaining
mass. There is a strong rationale for reinvigorating the political commitment for reforms in
Bangladesh, for broadening its political base to take advantage of the window of opportunity, and for
staying the course without giving in Da macroeconomic populismn. More public awareness and advocacy
of reforms are needed: reforms are still better known to those who stand to lose from them, but not to
those who will gain. Unless implementation quickens and the Government takes both bolder and
swifter actions, there is a danger that the expected industrial supply response, on which the growth
objectives of the structural adjustment program are premised, may not materialize. Such an outcome
would repudiate the excellent performance on stabilization, and put increasing political pressure on the
Government as it approaches the next general election. Reform complacency now, through its political
fallout over the medium term, could therefore threaten the entire reform effort with failure and potential
reversal.

8. The four questions hilighted above, and addressed in the rest of this summary and the
report, form the core objectives of policy reform. Set against the current window of opportunity, they
provide the policy and insiutional framework for choosing the high road of accelerated reforms, and
therefore of rapid growth and poverty alleviation.

Private Credibility and Public Implementation: Meeting the Investment Challenge

9. As against this framework for faster growth, Bangladesh currently faces a central problem
of stagnant domestic demand. Economic activity remains weak, and investment growth is feeble.
Highly successful fiscal reforms since FY90 have raised domestic resources through the value added tax
(VAT), curbed public consumnWon, and set priorities for public investments in the Anmnal Development
Programme (ADP). But the reforms have not been able to raise public investment, which has stagnated
at around 5.7 percent of GDP for the past six years. Private investment has done no better, stagnating
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at a slightly higher average of 6.5 percent. Thus, the highly commendable success in public resource
management, but the failure of private and public investment to rise in tandem, have jointly led to a
problem of low aggregate demand. In FY93, this problem may have been exacerbated by the
Government's financial operations. On the one hand, the Government has been borrowing from the
private sector through the sale of savings certificates with interest rates well above market. On the
other hand, it has been retiring its debt -- a reduction of Tk 12 billion in FY93 - to the banking
system, which is fragile and unable to lend aggressively to private industry. Preliminary information
for FY94 suggests that the Government is continuing to retire its debt to the banking system.

10. Breaking out of this problem of low aggregate demand as soon as possible is the most
important macroeconomic challenge for the Government. I; is a challenge that will require the private
sector's investment response to the Government's economic liberalization measures over the medium
term, but for which bolder Government actions must start now. It is also a challenge that the
Government can substantially tackle on its own in the short term through public investment, while
private investment gathers momentum.

11. Private Investment. To attain a higher growth path that is sustainable, as well as to
alleviate the current aggregate demand problem, private investmentt must rise. For this, it is critucal
that the Government ensure that its medium- to long-term macroeconomic policy framework and its
specific reform actions and pronouncements are credible to the private sector. Entrepreneurs must be
finly persuaded that the reforms are irreversible, and likely to be effective, before they will begin to
invest substaially in internationally competitive, export-oriented manufacturing. Adjustment
experience elsewhere has shown that private investment responds to a complex set of policy and
business expectations, including confidence, which can take long to consolidate. Bangladesh is no
excepton to this experience. The Government needs to address three areas of policy concern in
bolstering its reform credibiliy.

12. First, the Government can greatly enhance confidence in its reforms by accelerating its
trade liberalization program. Non-tariff barriers have been mostly removed. Ongoing tariff
liberalization has brought customs duties plus import license fees down to a weighted-by-imports rate of
30 percent in FY93, further reductions have taken place in FY94, and the Government has announced
its intenton to continue ratonalizing the tariff structure over FY95-97. Accelerating this schedule -
possibly reaching the nominal protecdon levels of 10 to 15 percent prevailing in internationally
competidve developing countries within the next year - would act as a precommitment device to ensure
the consistency of future Government actions, as well as to lay out clearly an outward-oriented
adjustment path for the private sector. Experience in East Asia suggests the critical difference such
precommitment has made to the success of economic policies. In its absence, private enterprises may
perceive a high probability that exports wiU fail to develop, and consequently that the reforms would be
reversed.

13. Although customs revenues appear to have gone up during the first four months of FY94,
faster tarffl liberalization could, depending on the buoyancy of imports, reduce customs revenue. Tariff
liberalization, whether it is done decisively now or incrementally over a number of years, will
inevitably present a potential short-run tradeoff with tax revenues. It should be recognized that the
Government, despite its best efforts and the existence of a well-prioritized ADP over the past three
years, has found itself repeatedly unable to spend public revenues as planned. Hence, an accelerated,
decisive trade liberalization in the near future, and the underlying objective of accelerating structural
adjustment, should not be held hostage to short-run revenue needs that may have been established in
relation to unrealistic targets for the ADP. This is particularly so if the Government adheres to its
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highly desirable objective of consolidating the gains from tax reform and strengthening tax
administration and collection (particularly from the VAT). As private investment and ADP
implementation lift the economy out of its current low aggregate demand, imports will increase, not
least because of the high import intensity of investment, thereby further reducing possible losses of
customs revenue from accelerated tariff liberalization. Finally, accelerated tariff liberalization would
provide a quicker replacement of trade-distorting customs duties with trade-neutral VAT and income
taxes.

14. It should be emphasized that trade liberalization and the Government's export-oriented
growth strategy, even if well-implemented, cannot succeed unless competitiveness improves. This
requires that there must be flexible management of the exchange rate, steps to link real wages with
productivity, and other domestic cost reducing measures. All three elements are necessary if export
competitiveness vis-a-vis actual and potential competitors is to be maintained and enhanced.

15. Second, the Government should liberalize interest rates further, reamoving or reducing the
deposit rate floor so that lending rates can have one less reason to remain as high as the present 10 to
12 percent real levels. The Government should also lower the interest rates on virtually risk-free postal
and savings certificates, since this causes financial disintermediation from the banking system, and
potentially dampens interest in equity markets. Given overlapping and complex weaknesses in the
enabling environment for the private sector, it is diffictat to estimate the private sector's investment
response, but evidence clearly suggests that it would be positive, particularly in conjunction with the
crowding-in effect of prioritized ADP expenditures and their fiscal stimulus. While the Government's
concern about raising private saving and offering high returns to households is welcome, the evidence is
clear that total saving (meaning saving not just in financial instruments but all income that is not
consumed) responds more to income growth than to interest rates. Thus, to the extent that further
lowering deposit interest rates will bring down lending rates and boost investment and income growth,
total saving over the medium term would be higher.

16. Third, there is a vital need to ensure that the Government follows a steady policy toward
the private sector. The more consistent Government policy actions and pronouncements relating to the
private sector are, the more impact will accelerated trade liberalization and a decline in lending rates
have on private investment decisions. There is still a strong tendency for Government statements to
leave its policy stance toward the private sector unclear. This lack of clarity and consistency clouds
private business expectations. Worse still, policy changes that promise effective decontrol of pr-vate
enterprise, but r hich are then delayed or tetracted, shake the confidence of the private sector and
therefore must be avoided.

17. Public Investnent. In the short run, the Government can best meet the investment
challenge by making an urgent, all-out effort to improve the implementation of the ADP. The early
indications for the first half of FY94 are not encouraging. Much effort has been spent on prioritizing
the ADP so that its quality can be high and it can be focussed on infrastructure, education, health, and
population. In the past, the binding constraint has been local taka resources. This is no longer the
case, with the VAT bringing in considerable additional revenues. But, with its failure to expand the
ADP rapidly (the FY93 ADP was Tk 70 billion, Tk 16.5 billion short of the originally planned ADP,
and 85 percent of the subsequently lowered operational ADP target), the Government has failed to reap
the benefits of its past good work. This represents a fundamental shortcoming of public administration,
located principally in the line ministries and agencies that are responsible for project implementation, as
well as in the overall policy framework for infrastructure and the utilities. This public investment
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failure spills over into private investment decisions, since there is stronr evidence to suggest that as in
other countries, high quality public investment in Bangladesh crowds in private investment.

18. The Government has introduc.ed several procedural changes over the past two years to
improve ADP project execution. It has tried to simplify procurement decisions, improve personnel
policies relating to key project staff, and has increased financial authorities for contract awards and
project expenditures. However, a recent survey of project management during FY93 showed that on
average procurement decisions continue to take 8 to 34 months, nearly half of all projects were still
managed by a part-time director, and decisions on contracts of less than Tk 5 crores still continue to be
sent to the Ministries for approval. Action is now urgently required in three areas. First, high-level
intervention, monitoring, and follow-through are needed to ensure that procedural reforms are
effectively implemented. Second, selective administrative and civil service reforms that impact the
ADP should be expedited, particularly in agencies that sit on the critical path of Al)P implementation;
this couid be done, for example, by selectively posting only high-performing civil servants to these
agencies and ensuring the stability of their tenure. Third, the private sector should be actively
encouraged to play a greater role in executing ADP projects, through, for example, contracting out
project supervision, and by drawing them into the planning of projects. ADP execution is also affected
by policy and institutional weaknesses in infrastructure and the utilities sectors. Feeble capacity for
reform in these Government agencies, and the need to develop appropriate sector strategies before
private entry can start, is holding back more aggressive public investment through new public-private
partnerships. Faster progress in dealing with the deep-rooted problems in these agencies is therefore all
the more important (see below).

19. If, instead of raising public investment substantially, the Government takes the easier route
of returning to the public consumption profligacy of earlier years (for example, through generous public
wage awards), or to wasteful, low-quality projects in the ADP, the hard work of public resource
management will have been wasted. Similar slides into macroeconomic populism have had disastrous
consequences, in terms of low growth and fiscal imbalances, in Latin America and Sub-Saharan Africa,
and must be avoided. This will require that the political commitment to the reforms not be allowed to
weaken. Otherwise, without a solid foundation of physical and human capital on which to sustain long-
term growth, the current window of opportunity for accelerated reforms would inexorably close, as the
economy fails to make a successful transition from stabilization to rapid growth.

20. To sustain the rapid acceleration of the ADP, it is imperative that the Government
maintain the policy momentum on tax reforms, particularly in the administration of the VAT. The
expansion of the VAT in the early years was easier because it was replacing excise duties. Efforts to
extend its domestic coverage and improve compLiance now need to be redoubled. Tax revenue
collection needs to be monitored carefully. Prelimi. ary evidence for the first five months of FY94
shows that tax revenue collection from domestic indirect taxes may be slowing down relative to the
previous year and the Government's annual tax target. Unless there is a pickup in the second half of
FY94, such a slowdown would be a cause for concern.

Effective Deregulation: Meeting the Challenge of an Export Push by the Private Sector

21. Rapid growth in Bangladesh will require a substantial export push spearheaded by the
private manufacturing sector. Both to keep pace with its competitors and to raise the confidence of the
private sector in the reform process, there is now an urgent need to take the high road of accelerated
pro-private sector reforms. Economic liberalization in South Asia, rapid change in China and the high-
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performing East Asian economies, and emerging competition from low labor-cost countries such as
Vietnam, pose a challenge that Bangladesh must meet. There is likely to be intense competition among
these countries for overseas export markets and foreign investment. To be well positioned, Bangladesh
needs to offer the same or better enabling environment for the private sector as these countries do.
While enjoying its window of opportunity, the Government has succtssfully reduced overall
macroeconomic uncertainty. It must now rapidly reduce uncertainties relating to trade liberalization,
availability of tradable and nontradable inputs at world prices, investment deregulation, and efficient
availability of credit and labor. Action is required at the general level of the policy and business
environments, and in specific subsectors where Government policies or poorly fur,etioning institutions
constrain rapid export development.

22. At the economy-wide level, the Government's structural adjustment reforms are seeking to
alter the incentive framework decisively in favor of the private sector's greater integration with world
markets. This will provide the basis for an export push, as well as force efficiency more generally in
the domestic economy. The curreit round of reforms has achieved much, but much remains to be
tackled yet. Most non-tariff barriers have been lifted; investment controls have been largely swept
aside; foreign companies can invest freely; the taka is now partially convertible. But the financial
sector remaitns underdeveloped, caught between excess liquidity on the one hand and depressed private
investment demand on the other; tariffs have been lowered, but, as argued above, there is a clear
rationale for axcelerating their further reduction; problems of service provision by power, water, and
gas utilities are still a far cry from being solved; foreign investment is still a trickle; labor reforms have
not yet gotten off the ground. Even where the rules have changed on paper, there is often a large
effectiveness gap on the ground. Serious attention needs to be devoted to removing such effectiveness
gaps where reforms relating to the private sector are being implemented poorly. For example, lile
progress has been made on improving clearance procedures, which continue to bedevil the import
process. The 1992 voluntary preshipment inspection scheme (PSI) did not work, since it failed to
require certified PSI values to automatically overrule Customs assessments. The Government has
recendy tried to improve the scheme to give it a green channel aspect. While this is welcome, the
Government must return to its original intention of instituting a compulsory, off-shore PSI scheme in
order to break the essential problem of rent-seeking and delays in import clearance, and to enhance
customs revenue.

23. There have been recent improvements in the export incentives relating to the access to
bonded warehouse facilities and the simplification of duty drawback procedures. But, effectiveness
gaps remain, with frequent delays reported still in obtaining duty drawbacks, and problems in using
bonded warehouses outside the readymade garments industry. The rule attempting to force bonded
warehouse users to raise domestic value added (by limiting the proportion of export value that can be
imported) has been modified partally, but is not yet being implemented. This effectively prevents
exporters from working with higher value inputs and targeting up-market exports. It also forces them
to forego potentially lucrative export opportunities for high-volume exports that have a low domestic
value added on a per-unit basis. Other rules on consignment sales, now rendered obsolete by the
convertibility of the taka on the current account, need to be discarded. These lurking effectveness gaps
need to be closed by concerted, high-level insistence on clear and transparent action, and by random
checks of effectiveness.

24. In attempting to put its private entrepreneurs on the same footing as their irtternational
competitors, rapid progress may not be possible on all fronts despite the best intentions of the
Government. It is therefore imperative that the Government also explore the possibility of making
more modest changes to the policy framework (akin to bonded warehouses and the back-to-back letters
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of credit for readymade garments) that can alleviate the one or more critical constraints that may be
holding back the potential developmert of an export subsector. As the readymade garments sector has
shown, effective deregulation of the private sector and a supportive policy environment can make a
dramatic difference. An important principle that must be followed in supporting such private sector
prospects is to first consider the possibility of establishing a firm export foothold, and only then moving
upstream to exploit backward linkages. Industrial policy has often sought to go the other way, as in the
case of textiles, with little success.

Public-Private Partnerships: Meeting the Challenge of State-Owned Enterprises

25. The gross FY93 losses of all state-owned enterprises including the railways amounted to
about Tk 20 biliion, a staggering 27 percent of the ADP, 45 percent of external aid disbursements and
2 percent of GDP. Such a vast public failure spanning both industry and finance has raised private
industrial costs, stymied faster private sector-led growth, and hurt the banks and the Budget. The
Government needs to quickly develop, enunciate, and begin implementation of a policy vision to deal
with this morass, building on the Indutrial Policy of 1991. Such a vision should be based on a clear
conceptual framework that pairs market circumstances (whether competitive, natural monopoly, or
quasi-monopoly) with the desired sector structure, for example, in the power sector. Such a vision
must also be tempered by the Government's regulatory capabilities, preferring simple, rule-based
structural regulation to much more demanding negotiated, conduct regulation.

26. In line with such a vision, the Government should adopt a three-pronged strategy to deal
with the problems of the non-financial SOEs. FIrst, the privatization of selected SOEs, initially in
manufacturing, should be accelerated. Second, enterprises likely to remain in the hands of Government
over the foreseeable future should be pushed to commercialize and face the market. 7hird, private
sector entry must be encouraged, particularly in power, gas, and water utilities, and in
telecommunications and transport. The last prong of the strategy, and by far the most important for
raising overall efficiency in the economy, will require new forms of public-private partnership designed
to promote private entry in infrastructure and utlities, improve sector efficiency, and force existing
public monopolies to compete. Such arrangements will require both an enabling environment and
appropriate regulatory regimes.

27. Privatization. Progress on privatization has so far been tardy, and the Government has
been unable to meet its own divestiture targets. Delays have been caused by difficulties in setting up
the Privatization Board, making it fully operational, and wavering political commitment. No concerted
efforts have been made to build a political constituency for privatization, consisting of the public, labor
unions, and SOEs. The choice of poorer performing units for initial privatization may have cooled the
interest of potential purchasers. Rapid action is needed to correct all three problems, starting with the
strengthening of the technical capabilities, decision-making authority, and transparent autonomy of the
Privatization Board. Only then can the Board be well positioned to undertake the major, privatization
of the jute sector that is in the offing, and which will be a test case for the Government's commitment
to private sector development A major public education campaign (particularly aimed at workers) to
provide information on the benefits of privatization is needed, as is an expanded focus to include the
early privatizations of the more successful SOEs. There has been some modest progress on
privatization during the latter half of FY94, but this progress needs to be consolidated rapidly.

28. Restructuring. Progress on SOE restructuring during FY93 largely took the form of
mcreased retrenchment through voluntary separation to deal with the severe problem of overmanning,
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particularly in the Railways and in the jute sector. While this needs to be continued and extended to
other sectors, the overall uncertainties and delays surrounding SOE reforms have resulted in a loss of
direction for many SOEs, and thereby worsened their performance. Therefore, while it pushes ahead
with traditional SOE reforms such as commercialization and improved managemert autonomy, the
development of a policy vision as noted above will help to clarify the transition from the current
structure of the SOE sector to a largely private manufacturing sector, and to joint involvement with the
private sector in the utilities and infrastructure.

29. Private Entry. The most urgent need for initiating private entry in the utilities and
infrastructure is to formulate the regulatory frameworks within which such entry can take place. These
regulatory regimes must emphasize the principles of procedural transparency, compet;dve behavior on
the part of both public and private entities, and simple rule-based regulation that will not exceed the
regulatory capacity for monitoring and enforcement. Without such regimes, Government agencies on
occasion appears to be rudderless in their dealings with potential partners, at times acting at cross-
purposes to each other. The actual forms such public-private partnerships can take (management
contracts, leases, and concessions such as production sharing contracts and build-operate-transfer) are
well known, and there is a good base of international experience to build on once the regulatory
framework is made clear.

Financial and Labor Reforms: Meeting the Challenge in Factor Markets

30. Finandal Markets. There appears to be a stalemate in commercial bank lending to the
private sector, caused by factors affecting the supply and demand for funds. On the supply side, the
nationalized commercial banks (NCBs) are hesitant to lend because new prudential regulation has
exposed their financial weaknesses and they face an uncertain future that may include restructring or
privatization. The NCBs also do not have the expertise to make project loans or develop new financial
instruments. The two development fmance institutions have been moribund for some time. On the
demand side, the factors dampening demand for credit include the weakness of economic activity and
the current problem of low aggregate demand, high real interest rates, low SOE activity due to the slow
pace of privatization and their own uncertain prospects, and an apparent dearth of creditworthy
borrowers with acceptable collateral. Tackling the demand-side problems is likely to be easier in the
short run, as compared to the harder institutional problems on the supply side.

31. The major barrier to financial sector development in Bangladesh has been the
Government's ownership of the main financial institutions, and, in the past, its interventions in credit
allocation. This has led to an uncompetitive and oligopolistic financial sector, providing poor quality
intermediation. Weak supervision by Bangladesh Bank in the past has allowed these difficulties to
deepen, particularly in the private banks. The Government has recognized that fundamental reform to
increase competitior in the financial sector is now inevitable. Past attempts to cure the sector have
resulted in temporary alleviation of the symptoms of its malaise, buc, without fundamental change,
capital adequacy and other problems have reappeared. Progress on these reforms needs to accelerate,
since much difficult and complex work of institutional sorting out lies ahead.

32. Using an integrated strategy comprising strengthened bank supervision, privatization, and
new private bank entry, the long-overdue fundamental reform of the financial sector is now possible,
but this will require a renewed political commitment for rapid implementation. Progress will depend on
the speed with which the Government can take the necessary steps to privatize the NCBs (startng with
the announced privatization of Rupali Bank, but taking care that the poor experience of the previous
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bank privatizations of Pubali Bank and Uttara Bank are not repeated), license new private banks, push
the two denationalized banks to restructure and become an effective competitive presence in the market,
and continue the strengthening of Bangladesh Bank. It will also depend on the speed with which it can
tackle the reform of the non-financial SOEs. Imposing hard budget constraints and restructuring the
SOEs (as proposed in the jute sector) will vastly improve the portfolios of the NCBs and the two
denationalized banks. Finally, progress will also clearly depend on the pace at which the economy can
overcome the current weakness in aggregate demand. A pickup in the pace of economic activity, and
theretore ot private demand for investment funds, would ease the task of restructuring relative to the
current lending standstill in the financial sector.

33. Labor Markets. Labor markets in Bangladesh are the crucial link in converting its
comparr:ive advantage in low labor cost into a successful export pushli. They are also the crucial link
between productive job opportunities and the poor, whose only asset may be their labor. Experience in
other low--income countries that have successfully achieved an export push shows that both these links
require labor markets to be flexible. This implies that wages and employment must be free to adjust in
line with productivity growth, skill requirements, and the market outlook for final products, and must
not be held hostage to vested interests. It also implies that labor markets should send appropriate
signals to workers and employers about the skill mixes that are likely to be required.

34. Excessive and misguided Government intervention has prevented Bangladesh's industrial
labor markets from playing this role. Public wage policies and minimum wage regulations have
allowed real wages to increase faster than productivity, and the spillover effects of this on private sector
wages have resulted in a loss of international competitiveness. Labor legislation concerned more with
job security than job creation has hampered firms seeking to restructure their operations in response to
shifts in the market outlook for their products. The Government has permitted an excessive politcal
orientation of labor relations. In the absence of more conventional channels of negotiation between
employers and workers, trade unions affiiated with political parties have come to use general strikes
and politcal agitation to seek their demands directly from the Government. The perception of militant
labor activity, whether based in fact or not, has potentially acted as a strong disincentive to new
investment, particularly from overseas.

35. Attention must also be devoted to medium-term concerns about the appropriate skill-mix
requirements of the private sector in Bangladesh to mount a sustained export push. It would be highly
desirable for the Government to enter into a dialogue with the private sector to identify processes by
which these skills may be supplied without waiting for the much needed, but longer-term, process of
increases in the general educational attainment of the population. If real wages reflect productivity,
then workers should be willing, barring specific market failures, to acquire training in anticipation of
higher productivity and wages, and a market-based supply of such training is to be preferred. Where
workers are cash-constrained to obtain such services, training credit and safety net programs can help
alleviate the problem.

36. Bangladesh's comparative edge should be its low labor costs, adjusted for labor
productivity differentials due to different capital-labor ratios. If real wage growth is allowed to outpace
productivity growth in either the public or the private sector as a result of excessive and misguided
Government interventions, this edge will be lost. Thus, success in supporting rapid, private-sector led
growth will depend on minimizing the extent to which public sector wage policies subvert a market-
based wage determination process in the private sector. This link between public and private sector
wages will be weakened the faster the Government proceeds with worker retrenchment, privatization,



and commercial restructuring of SOEs, including the dilution of its monopoly in the udlities and
infrastructure through new partnerships with the private sector.

Synergies and Implementation Priorities in the Reform Program

37. This executive summary started out by asking four questions relating to how Government
policy and actions over the medium term can facilitate accelerated growth. As the discussion here and
in the report shows, the resulting agenda for promoting an export push by the private manufacturing
sector is an ambitious one, requiring simultaneous progress on many fronts.

38. First, breaking out of the current aggregate demand problem and stimulating weak
economic activity is the most important challenge facing the Government. Quicker tariff reductions and
lower real interest rates are needed to spur private investment, raise confidence, and precommit the
Government to the irreversibility of an outward-oriented adjustment process. In the short-run, faster
ADP implementation is the primary fiscal instrument at the Government's disposal to raise investment.
Second, improvements in the policy and business environments are needed to reduce large effectiveness
gaps that still keep the "cost of doing business" in Bangladesh high, and act as a potential deterrent to
greater domestic and foreign investment. Tird, clearing the regulatory underbrush and rapidly
intiating public-private partnerships in the utiLities and infrastucture are required to bring much needed
new investment, management styles, and technology to Bangladesh. Completing the Government's
privatization program expeditiously is also important, as much to demonstrate its commitment to the
priate sector as to raise public efficiency and ameliorate the problem of bad debts in commercial
banks. Fourth, the finacial restructuring of the NCBs (in conjunction with the imposition of hard
budget constraints on SOEs) and the private banks, and further empowering Bangladesh Bank for
effeedve regulation, need to start in earnest. Both will take time, and the structural transition from
dominant Government ownership to efficient private control must be managed carefully. For industial
labor markets to translate rapid growth into rapid employment, the Government must look to both its
own potentially misguided interventions and the effect of public sector wage policies. When such
policies create a mismatch between increases in real wages and productivity, they potentially render
ieffective Bangladesh's comparative advantage in low labor costs. To raise productvity, greater
investments in both human capital and plant and machinery are necessary.

39. It is important to emphasize that these four elements form a package, with the effect of the
whole likely to be greater than the sum of its parts. Implementing this agenda will require a renewed
political commitment and attention to bureaucratic capacity for accelerated reforms. Fortunately, there
are powerful synergies between the various elements of the reform program, which should make
progress on several fronts mutually reinforcing. Two such synergies are highlighted below.

40. Synergies. FTer, rapid implementation of the ADP in the priority areas of infrastucture
and the social sectors will help crowd in private investment. The fiscal stimulus from lifting aggregate
demand will, through its stimulation of private investment demand for investible fimds, also break the
current lendmg standstill in the financial sector, and make restructuring that much easier in a growing
market than in a stagnant one. Similarly, it would ease industrial labor market frictions as employment
rises in response to higher economic activity. Greater private investment in plant and machinery will
enable faster increases in labor productivity.

41. Second, faster progress on restructuring problem SOE sectors, such as jute and textiles,
should have a proound effect on cleaning out the portfolios of the affected NCBs. This will facilitate
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privatizaton and restructuring of the NCBs, and increase the effectiveness of financial intermediation
for the private manufacturing sector as a whole. Jn particular, it will lower loan loss provisioning
costs, and thereby reduce lending rates. Downs^ing the SOE sector, including the voluntary separation
of labor, will progressively reduce the demonstration impact of public sector wage policies on the
private sector. Private entry in utilities and telecommunication will bring large, lumpy investments - at
should work toward ameliorating the problem of weak aWegate demand. New entry, particularly
foreign investment in technologies, management and marketing, will not only bring competijve
pressure on the public monopolies, but also a new ethos to industrial management, labor relations and
productivity, and new technology.

42. Besides synergies, the reform program also implies some short-run tradeoffs. Faster tariff
reductions may, depending on the buoyancy of imports, slow down the growth of tax revenues. The
Govermment's comfortable domestic resource position makes this tradeoff less important than it might
otherwise be deemed. Liberalizing interest rates on deposits and rationalizing them on savings
certificates may cause tewnporary declines in financial savings. However, total saving responds more to
income growth than to interecf. rates, and will pick up with risiDg incomes.

43. ImplementatIon Priorities. As adjustment experience elsewhere shows, completing this
ambitious reform agenda will take time, and it is imperative that policymakers stay the course until a
critical mass of self-sustaining reforms develops. In order to put the synergies in the reform program
to work as soon as possible, and to develop an early policy momenum while Bangladesh enjoys the
current window of opportunity, the Government should consider the following priority actions.

44. In the short run:

(a) accelerate ADP implementation urgently, while maintaining its quality, to lift the economy
out of its low aggregate demand problem, as well as to lay the foundation for private
sector development;

(b) complete tariff liberalization witiin the next 12 to 18 months to precommit the
Government to the pace and direction of reform, and manage costs and prices so as to
maintain competitiveness;

(c) liberalize interest rates further, by removing or fiuther lowering the floor on deposit rates
and rationalizing returns on risk-free Government instruments, so that real lending rates
decline and, in conjunction with the fiscal stimulus, raise private investmem;

(d) conclude the much-delayed privatizaton of manufacturing SOEs quickly by empowering
the Privatization Board and requiring it to make the rapid progress that would clearly
signal to the private sector the direction and underlying commitment of Government policy
toward private sector development; and

(e) support those subsectors that can significantly enhance their export prospects (as happened
in the readymade garments industry) by small and easily implementable improveanens in
the policy environment.
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45. Over the short to medium term:

(a) encourage private entry in the utilities and infrastructure in order to attract foreign
investment and improve domestic service provision;

(b) privatize Rupali as soon as feasible to show the way for future banking privatizations,
enhance bank supervision, license new banks, and restructure the two denationalized banks
so that competition can increase at the same time as bank portfolio quality improves with
the imposition of hard budget constraints on SOEs and their restructuring in sectors such
as jute;

(c) make deregulation of the private sector genuinely effective, removing the implementation
and credibility gaps that exist between policies and their outcomes; and,

(d) enhance thfe flexibility of industrial labor markets by ensuring that Government
interventions are kept to a minimum and they do not impede the decentralized settng of
wages in the private sector in line with productivity gains.

External Financing in FY95

46. Preliminary indications for the frst six months of FY94 are that ADP implencntation has
not improved over its performance during the same period in FY93. The Government needs to devote
urgent attention to this. Its objective should be to accelerate ADP performance much as it was able to
do during the second half of FY92 with intensified project implementation efforts. On this basis, a
FY95 ADP goal of between Tk 85-90 billion could be projected; using die mid-point of this range
would require project aid disbursements of about US$1.2 billion. A dramatic improvement in project
impiementation would require a commensurate increase in aid disbursement; for example, an FY95
ADP of about Tk 105 billion would require project aid disbursements of US$1.4 billion (implying total
FY95 aid disbursements of US$2.0 billion). Commodity aid disbursements, projected at US$450
million, would continue at roughly their expected FY94 level as a result of continuing adjustment
operations and the restructuring of the jute sector. Finally, food aid disbursements are projected at
US$150 million, in line with the lower levels of food aid in recent years.

47. FY95 Donor aid commitments and their composition will accordingly need to be geared to
the expected pace of aid disbursements, which in turn will be importantly determined by the speed at
which reforms are implemented.



CHAPTER ONE
RECENT ECONOMIC DEVELOPMENTS AND REFORM PRIORITIES

A. INTRODUCTION

1.1 Bangladesh is at a crossroads in its quest for economic and social development. It has
achieved much. Population growth is lower, self-sufficiency in rice production is today a reality that
was hard to imagine just a decade ago, macroeconomic stability and improved use of public resources
are the hard won gains of stabilization, GDP growth has averaged 4 percent over the past two decades,
and democratic institutions are more robust today than ever before during the first two decades of
nationhood. And yet, the absolute number of poor in Bangladesh has steadily increased each year since
Independence in 1971. Two decades of sustained aid flows %nd emphasis on the social sectors have still
left Bangladesh's social indicators amongst the lowest in the world. Poverty, and poor rural
infrastructure, leave large parts of the population exposed to repeated natural disasters. Much precious
time has been lost in state sponsored industrial and agricultural ineptitude and wasteful public
consumption.

1.2 At these crossroads, the choices for Bangladesh seem clear. Choose the high road and
accelerate policy reforms, removing the constraints to faster income and employment growth led by the
private sector. Or continue on the low road of incremental and ineffectively implemented reforms,
accompanied by a modest growth of around 4 to 4.5 percent that will leave large segments of the
population in poverty well into the next century. This Country Economic Memorandum highlights the
need to accelerate reforms aimed at generating faster growth led by the private sector in Bangladesh.

1.3 Experience with poverty alleviation over the past four decades has yielded several lessons.
The World Bank's World Development Report 1990:Poverty provides an overview of this experience,
and draws conclusions that reflect a broad consensus. The UNDP's first Human Development Report,
which also came out in the same year, can be interpreted as reaching the same broad conclusions. The
WDR conclusions are summarized in Box 1.1, and Table 1.1 compares Bangladesh's long-term
progress on reducing poverty incidence with other developihg countries. The main lesson of global
experience is that no country has achieved and sustained any significant reduction in poverty without
sustained, high growdt. Even in China, with its strong pre-reform commitment to egalitarianism, it
took a decade of sustained, rapid growth generated by market-oriented reforms to reduce the number of
the absolute poor from 270 million to the current level of around 97 million people.

1.4 Rapid economic growth is critical to reducing poverty in Bangladesh. To illustrate the
orders of magnitude, it would take 25 years for an average poor person in Bangladesh to cross the
poverty line' if real per capita income continues to grow as it has in the past.2 This "crossover time"
could be more than halved, to 10 years, if real per capita income growth rose above 4 percent (6 to 7
percent real income growth and 2 percent population growth). The connection of poverty alleviation

' The 'crossover time" is the time it would take, in the absence of income rcdistribution policies, for the average poor person
at the mean level of income below the poverty line to cross the poverty line if his or her income grows at the national average per
capita rate. See Ravi Kanbur, 'Measurement and Alleviation of Poverty," IMF Staff Papers, Vol. 34, March 1987, pp. 60-85.
Martin Ravallion, 'The Challenging Arithmetic of Poverty in Bangladesh,' Bangladesh Developnent Studies, Vol. XV[1I,
September 1990, pp. 35-53.

2 Real per capita income has grown at an average rate of 1.6 percent per annum over the past two decades: 4.2 percent real
income growth and 2.6 percent population growth.
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Box I ': WORLD DEVELOPAfENT REPORT 1990:
CORRELATION BETWEEN GROwTH AND PovERTY ERADICATION

Three East Asian countries--Indonesia, Malaysia, and Thailand--demonstrate the benefits of an appropriate balance between
policies that spur growth and policies that enable the poor to participate in growth. All three achieved and sustained annual GDP growth
rates of more than 6 percent. This growth-relatively labor intensive-generated demand for the factors of production owned by the poor.
These countries also provided for adequate social spending. As a result, they have achieved universal primary education, and their infant
mortality rates are lower than those of many countries with similar incomes. The improvement in skills and quality of the labor force
enabled the poor to seize the opportunities provided by economic growth.

Indonesia was able to combine accelerated economic growth with impressive progress in reducing poverty. Besides addressing
economic imbalances and distortions, this was basically the result of a strong focus on public investment in rural development and an
emphasis on public expenditures concerning the welfare and productivity of the poor. Broadly speaking, policies stimulated investment in
labor-intensive, export-oriented production. The enabling macro environment of trade liberalization, agricultural diversification, and the
de-,elopment of financial and infrastructural support services was complemented by initiatives to generate income-earning opportunities for
the poor and to enhance their productive resources by improving their access to physical assets, human capital, credit, and inputs.
Sustained employment creation--especially in small-scale enterprises and expansion of rural development programs into the more remote
a -provided the necessary requirements for poverty alleviation.

In Malaysia strong economic growth in the 1970s and 1980s was accompanied by significant achievements in poverty reduction.
The development of a labor-intensive manufacturing sector, an open trade and price regime and a flexible labor market enabled the poor to
expand into all branches of economic activity. Increased public spending on social services, especially public health and education,
promoted equity and endowed the poor with the human capital needed to benefit from the new employment opportunities and to participate
in the economic growth.

In other countries the creation of opportunities for the poor and the development of their capacity to respond have not always been
well balanced. Brazil's GDP growth exceeded that of every other country in Table 1.1, and Pakistan's equaled the 6 percent annual
growth achieved by the East Asian countries. Yet in neither country did social indicators improve rapidly. Brazil has one of the highest
mortality rates for children under five among the middle income countries, and Pakistan has one of the lowest tates of primary enrollment
in the world. The failure to improve the skills of the labor force has limited poor people's ability to benefit from growth. In each case the
headcount index fell, but less quickly than in Indonesia or Malaysia.

So, it is possible to have economic growth without much sucial progress. The converse is also true: social indicators can be
improved even in the absence of rapid economic growth. The experience of Sri Lanka shows that remarkable social progress can be
achieved even at low levels of income. Yet, as the experience of India, Morocco, and Sri Lanka shows, low GDP growth makes it difficult
to reduce poverty.

A key conclusion emerges from all this: the countries that have been most successful in attacking poverty have encouraged a
pattem of rapid growth that makes efficient use of labor and have invested in the human capital of the poor. This two-part approach,
proposed in the World Development Report, should be the basic strategy for the reduction of poverty. Both elements are essential. The
first provides the poor with easily accessible opportunities to use their most abundant asset - labor. The second improves their immediate
well-being and increases their capacity to take advantage of the newly created possibilities. Together, they can improve the lives of the
poor.

Source: World Development Report 1990.

with faster growth can be illustrated in another way: household expenditure survey data indicate that
merely to prevent the absolute number of poor in Bangladesh from increasing, as they have done for
the past 23 years, real national income would consistently have to grow at least two and a half times as
fast as the rate of population growth (currently just above 2 percent per annum). As against this need
for faster growth, Bangladesh's progress on poverty alleviation has been slow and uneven during the
past decade, and the incidence of poverty still remained high at the start of the 1990s. This adds
urgency to the need to accelerate pro-growth reforms.

1.5 In assessing Bangladesh's opportunities and obstacles to faster growth, three issues
deserve particular attention. FYrst, Bangladesh is enjoying unprecedented macroeconomic stability,
providing a window of opportunity for accelerating economic growth based on a rapid structral



-3-

adjustment of the economy. Inflation is extremely low, foreign reserves are at an all-dme high, and the
Government's domestic resource position is favorable. Whereas rapid structural change can cause
macroeconomic strain and endanger stability, Bangladesh currently has a cushion of comfort.
Policymakers can now ill afford to pursue a "business as usual" approach. Complacency, bred either
by political expediency or bureaucratic lethargy, will only worsen the problem of poverty, as the
aspirations of the poor mount.

Table 1.1: Poverty Reduction: Variaton In Country Experience

Average annual reducti.n

Country and Period Headcount index Under-five mortality
(percentage points)r (percent)b

Indonesia (1910-87) 2.34 (58) 3.3 (146)
Malaysia (1973-87) 1.66 (37) 3.7 (46)
Brazil (1960-80) 1.45 (50) 2.8 (107)
Pakistan (1962-84) 1.43 (54) 1.8 (200)
Costa Pica (1971-86) 1.41 (45) 9.3 (35)
Thailand (1962-86) 1.40 (59) 4.4 (70)
India (1972-83) 1.04 (54) 1.8 (199)
Colombia (1971-88) 0.91 (41) 7.2 (64)
Morocco (1970-84) 0.64 (43) 5.6e (136)
Sri Lanka (1963-82) 0.51 (37) 2.8 (66)
Bangladesh (1984-1992) 0.29 (52) 4.7 (211)

Initial level in parentheses.
1975-80 rate in parentheses, except 1981 for Bangladesh.
1977-81.

Source: World Development Report 199(, and Staff estimates for Bangladesh.

1.6 Second, in seeking higher growth, the highest priority must be given to raising private and
public investment, without which growth will not accelerate even if macroeconomic policies remain
prudent. Private investment responds worldwide to a complex set of policy and business factors,
including confidence, which can take long to consolidate: Bangladesh is no exception to this experience.
Usiag the current window of opportunity, the overall macroeconomic policy climate must be such as to
support rapid private investment. This requires, among other things, that Bangladesh not let its
international competitiveness slide. While private investment gains strength, the major burden of
raising investment in the interim must fall on the Annual Development Programme (ADP), whose
lackluster implementation performance in recent years still leaves much to be desired. The ADP, no
longer constrained by local taka resources as in the past, and now better prioritized, is hampered by
weak implementation capacity in line ministries. This implies continuing attention to the many small
impediments that thwart ADP implementation. At the heart of the problem of ADP implementation,
however, is a fundamental failure of public administration in Bangladesh. Changing this will require
stronger political and bureaucratic commitment to do what it takes to raise public investment through
the ADP.

1.7 Third, the quest for accelerated growth must focus on the best medium- to long-term
sources of growth in the economy. These sources are anchored in both the agricultural and
manufacturing sectors. Given its size, the agricultural sector's growth is clearly important for both its
contribution to overall GDP growth, to poverty alleviation, and to absorbing the growing labor force.
Agricultural growth has so far been fueled by foodgrains, mainly rice and some wheat With
approaching rice self-sufficiency, further growth led by foodgrains must now also depend crucially on
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the further growth of domestic demand and overall GDP growth. Likewise, to be sustainable,
diversification and total factor productivity' growth in agriculture will require further increases in the
domestic demand for agricultural products or exports. There is also an untapped potential for off-farm
output and employment growth, but this will require prior increases of rural farm incomes. Similarly,
the services sector's expansion, though important, is likely to be led by, rather than lead, non-services
growth. Taken together, these considerations suggest that while agriculture can and should make an
important contribution to overall growth, accelerated GDP growth will need to be driven largely by the
growth of the manufacturing sector. Unlike China and the rest of the high-performing East Asian
economies,2 faster manufacturing growth and a major push for exports has not followed improved
agricultural performance in Bangladesh. The manufacturing sector's growth has been slow, and its size
remains small. This is because the reform agenda for private manufacturing development in Bangladesh
has trailed considerably behind agricultural reforms, has never had the same political commitment as
the drive for self-sufficiency in food, has often been misguided, and has had to deal with the dismal
legacy of state-owned enterprises (SOEs). The public failure of the SOE sector, and the limited size of
the domestic market as a result of low incomes, both imply that the engine of sustained growth in
Bangladesh must be centered in an export-oriented, private manufacturing sector.

1.8 Effectively changing the structure of what was until recently a highly protected and
inward-looking economy continues to pose stiff challenges. The current round of reforms have
achieved much, but much remains to be done. Industrial controls have been considerably unwound;
foreign companies can invest freely; the taka is now partially convertible; most non-tariff barriers have
been swept aside; a previously constrained agriculture has been freed. But privatization has barely
started; the financial sector remains underdeveloped, fragile, inefficient and uncompetitive, caught
between excess liquidity on the one hand and depressed private industrial credit demand on the other;
tariffs, although lower than they were, remain high; foreign mvestment remains negligible; labor
reforms have not yet gotten off the ground. Dithering on reforms, announcing policy actions and then
delaying or retracting them, is clouding private sector expectations. Evtn where the rules have changed
on paper, in many instances there is in practice a yawning effectiveness gap. Having pushed the easier
bits of reform, the Government is finding it difficult to drive the program home. This is slowing down
the emergence of an outward-oriented private manufacturing sector that can spearhead rapid growth in
industrial output. It is also slowing down improvements in total factor productivity and their potential
growth impact, which can be significant.

1.9 The policy agenda framed by this concern for faster, private-sector led, outward-oriented
growth is the main theme of this Country Economic Memorandum. The agenda is centered around four
short- to medium-term core objectives for policy reform. These objectives are, first, to stimulate
private investment and to implement public investment; second, to strengthen the enabling environment
for the private sector; third, to raise public sector efficiency; and fourth, to make factor markets for
finance and labor function more efficiently.

1.10 This report is organized as follows: in Part I the focus is on the first of the above
priorities, the need t& raise investment. In Part II, the focus is on the need to remove the impediments
to private sector development. Chapter H discusses the need to effectively deregulate the private

' Total factor productivity (TFP) growth is often defined as the rate of technical progress, or that part of economic growth
that can be explained by improvements in efficiency rather than the accumulation of factors of production. Econometric evidence
suggests that TFP growth in agriculture can be just as rapid as in the rest of the economy. See Global Economic Prospects and
the Developing Cowutries, 1994, The World Bank, 1994; and W. Martin and P.G. Warr, 'Explaining the Relative Decline of
Agriculture: A Supply Side Analysis for Indonesia,' 7he World Bank Economic Review, Vol. 7, No. 3, pp. 381-403.

2 The East Asian Mirade: Economic Growth and Public Policy, World Bank, 1993.
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sector, Chapter III deals with efforts to downsize the public sector and increase its efficiency, and
Chapter IV focusses on the problems that affect the private sector in financial and labor markets.

1.11 This Chapter contains five further sections. Section B shows how Bangladesh currently
enjoys a window of opportunity fe; accelerating reforms. Readers interested in a more detailed review
of recent economic developments should turn to Section C. Section D deals with the central reform
priority for faster growth, raising private and public investment. It discusses the short- and medium-
term macroeconomic policy implications of raising investment, ard reviews progress on improving
ADP implementation and the considerable work that lies ahead. Finally, Section E discusses the
medium-term growth and aid implications of accelerated reforms. It also highlights the costs of
continuing on the current path of slow reforms. At the April 1993 Aid Group Meeting in Paris, the
Government reaffirmed its commitment to the broader reform agenda focussing on the private sector,
public sector efficiency and the effectiveness of human resource development programs. Readers
interested in understanding the progress on this agenda discussed at the Aid Group Meeting should turn
to the Annex to Chapter I.

B. MACROECONOMIC STABILITY: A WINDOW OF OPPORTUNITY
FOR ACCELERATED REFORMS

1.12 Successful stabilization during the past four years is a highly commendable achievement,
both when viewed against Bangladesh's own record over the 1980s, and the record of other adjusting
countries. The progress on stabilization-involving a fundamental tax reform and tight controls on
current spending-is all the more commendable because at the very start, the reforms could have been
derailed by exogenous shocks (the Middle East crisis in 1990 and the 1991 cyclone) and political
instability leading to the return to parliamentary democracy under the current Government. As the
summary Figure 1.1 (and the discussion of Section C) shows, after FY90 both inflationary and balance
of payments pressures were sharply contained, the current account deficit relative to GDP fell rapidly,
national saving rose beyond expectations, fueled largely by rising public saving as a result of
fumdamental fiscal reforms.

1.13 Bangladesh's recent stabilization record is also commendable when viewed against the
experience of other adjusting countries. Table 1.2 presents average data on the fiscal deficit and
inflation rate for 77 countries classified by their adjustment lending in the mid-to-late 1980s.
Bangladesh's recent stabilization efforts commenced in FY89; its policy outcomes, as shown in Figure
1. 1, compare highly favorably with these countries.

1.14 The shift from stabilization to sustained growth is neither automatic nor easy. as
experience around the world shows.' Prudent macroeconomic policies, and sustained foreign aid
inflows, though necessary, will not by themselves achieve the move to accelerated growth and
employment generation. Despite successful stabilization, GDP growth and investment over the past
three years in Bangladesh have consistently remained low (Figure 1.2). Macroeconomic stability now
presents a window of opportunity for accelerating the structural reforms required for rapid growth.
There are both domestic and external reasons to capitalize on this opportunity.

I Rudiger Dornbusch, 'Policies to Move From Stabilization to Growth,' in Proceedings of the World Bank Annual
Conference on Development Econonmcs, 1990, Supplement to the World Rank Economic Review and the World Bank Research
Observer, 1991.
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Figure 1.1: Successful Stabilization
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Table 1.2: Selected Indicators of Pocy Performance in Adjustg Countries, 1971-90

Fisca deficit Annual rate of inflation
(percentage of GDP, average) (percent; median)

Country Group 1971-80 1981-82 1983-85 1986-90 1971-80 1981-82 1983-85 1986-90

All Countries
IAL 5.9 8.4 6.4 4.2 15.0 14.8 20.0 17.0
OAL 4.9 6.4 7.3 8.0 10.7 12.9 9.9 11.4
NAL 4.4 7.5 6.5 6.3 10.9 10.4 10.0 15.5

Middle-income countries
IAL 3.2 6.1 4.1 3.0 16.6 14.5 20.8 15.1
OAL 3.9 4.0 4.5 5.1 8.7 12.0 9.0 9.7
NAL 5.1 8.3 6.8 5.3 10.9 13.3 15.7 22.5

Low-income countries
IAL 8.8 10.9 8.3 5.5 12.3 15.4 14.7 19.5
OAL 5.9 8.6 9.8 10.5 11.4 14.4 10.7 13.2
NAL 3.0 6.7 6.5 9.0 10.9 9.1 8.6 6.2

Sub-Saharan Africa
IAL 8.9 11.1 7.3 5.6 12.2 14.3 13.2 15.4
OAL 5.2 5.3 6.6 8.0 11.4 13.3 9.8 6.4
NAL 3.9 7.2 4.0 6.7 11.9 9.5 8.9 6.2

Note: IAL comprises 27 intensive adjustment lending countries, OAL represents 30 other adjustment lending countries, and NAL
comprises 20 non-adjustment lending countries.
Source: Adjusmn Lending and Mobilizaion of Private and Public Resources for Growth, Country Economics Department, The
World Bank, 1992.

1.15 The pending reform agenda, aimed at atain a virtuous circle of accelerated growth and
rising opporunities for the poor, is large. Furthermore, even with intense adjustment and accelerated
reforms, experience elsewhere suggests that it takes several years for private investment to take off, and
establish such a virtuous circle.' The Government has shown a considerable political commitment for
tackling the reform agenda, but tis comm imn has been highly uneven and hesitant. There is a
strong rationale for raising this commitment, for broadening its base to take advantage of the window of
opportunity and for avoiding the temptation of macroeconomic populism. Such populism has had
disastrous consequences in Latin America and SubSaharan Africa.2 Unless implementation quickens
and the Government takes both bolder and swifter actions, there is a danger that the expected industrial
supply response, on which the stucural adjustment program is premised, may not materialize. Such
an outcome would put increasing political pressure on the Government as it approaches the next general
elecion. Reform complacency now could therefore threaten the entire reform effort with failure and
potentWial reversal.

1.16 At least three external developments also force the conclusion that Bangladesh cannot
afford to let time slip away. First, though Bangladesh continues to make a strong case for concessional
aid, it cannot afford to ignore the world-wide tghtening of aid budgets, and the rising claims of other

' Adjustment Lending and Mobilization of Private and Public Resources for Growth, Policy and Research Series, No. 22,
Country Economics Departnent, The World Bank, 1992.

2 Rudiger Dornbusch and Sebastian Edwards, Macroeconomic PopaiUsm in L4tin America, University of Chicago Press,
1991.
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low-income countries.' Second, economic liberalization in South Asia, particularly in India and
Pakistan, is accelerating. This, combined with rapid change in China, in the high-performing East
Asian economies, and in emerging competitors such as Vietnam, poses a challenge that Bangladesh
must meet. There is likely to be intense competition among these countries for overseas export
markets, as well as for attracting foreign direct investment. To be well-positioned, Bangladesh must
strive to offer the same or better enabling business environment for the private sector as these
countries.

Figure 1.2: Low Investment and GDP Growth
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£ Global Economie Prmospects and the Developing Counties, 1993, The World Bank, 1993.
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1.17 Third, Bangladesh's links with the iternationl trading system are at the moment
predominany tied to a single product, readymade garments, With the signing of the Uruguay GATT
accord, the eventual dismantling of the quota system under the Multi-Fibre Arrangement (MFA) will
allow industrial agglomeration in the most efficient garments producers. The global garments industry
has typically moved rapidly from one generation of indializing countries to the next. Countries,
including Bangladesh, to the extent that they offer only quota dispersion and not internationally
competitive production, may lose out.' Other processed exports, such as frozen fish, leather goods,
and jute products suffer from a structural problem in that their export prices are affected by large
swings or secular declines in their raw materials prices on volatile world commodity markets. The new
GATT accord holds the promise of a general increase, over the next decade, in world incomes and
trade and in the distribution of output and trade. But to take advantage of this, Bangladesh must be
well-positioned as a low labor cost production center. Faster reforms must create a push for exports
diversification over the medium term in line with Bangladesh's comparative advantage.

1.18 Bangladesh remains highly prone to natural disasters. Even though the ability to handle
the macroeconomic and balance of payments effects of such shocks has improved in recent years, as
evidenced by the response to the April 1991 cyclone, there can be no illusion that the potential for very
large losses of life and property, and hence large emergency claims on public resources for
rehabilitation and reconstuction, remain high. A robust and dynamic economy will be better able to
weather such exogenous shocks.

1.19 Thus, all three elements of the current economic situation - macroeconomic stability, the
domestic economic and political imperatives for accelerated growth, and external developments - argue
for much faster implementation of the Government's reform agenda.

C. RECENT ECONOMIC DEVELOPMENTS: SECTORAL DETAILS

1.20 GDP growth in FY93, as in the past four years, was below expectations. Domestic
investment remained sluggish, and even though public saving increased, the ADP did not reach the
Government's target. The Govermment enjoyed a strong budgetary position, thanks to the fiscal
reforms of recent years, pariularly the VAT. However, the major Government failure to implement
the ADP fully, and the continued slugsness of private investment, meant that aggregate demand
remained weak. Inflation declined to unprented low levels due to siarply lower rice prices, though
non-food inflation was broadly unchanged. Readymade garments remained the most dynamic part of
the industial sector. The balance of payments also remained very strong; the decline in the current
account deficit more than compensated for lower aid disbuments, thereby boosting external reserves
to their highest level in two decades.

1.21 Poverty. The last Household Expenditure Survey, tie core national data set for poverty
analysis in Bangladesh, was conducted between September 1991 and August 1992. The analysis of the

I "Impact of the GATT Accord on Developing Countries,' Oford Analylica, December 22, 1993. The recent signing of the
NAFTA Accord between the U.S., Mexico and Canada may also displace East Asian expors to the North American market, and
induce them to divert this 'lost trade to Europe. This could in turn, displace South Asian exports into Europe. At the moment,
a NAPTA-induced surge in European garment imports from East Asia - with an associaed displacement of South Asia's trade -

is prevented by the MFA, whose quota ceilings are binding for the East Asian exporters. The phasing out of the MFA may
change this. See Raed Safdi and Alexander Yeats, 'The North American Free Trade Agreement: Its Effect on South Asia,'
PoUky Research Woi*ig Papers, No. WPSlll9, The World Bank, March 1993.
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incidence of poverty in 1991/92 based on this Government data suggest that poverty incidence was still
high in both urban and rural areas at the start of the 1990s. I Measured in terms of the head-count
index (the percentage of the population below the poverty line), rural poverty was 52.6 percent and
urban poverty was 33.6 percent in 1991/92. Nationally, this amounted to a poverty incidence of 49.7
percent in 1991/92.

1.22 As discussed below, there has been a sharp decline in the price of rice during 1992/93,
and this is likely to have had a substantial positive impact on poverty alleviation, since more than 70
percent of rural farm households are net consumers of rice. These developments are too new to have
firm analyses and findings on their impact, but they are the subject of current research.
Notwithtanding this most recent potential improvement in poverty, the still high incidence of poverty at
the start of the 1990s strengthens the urgency of attaining faster economic growth beyond the 4 percent
average of the 1980s. Accelerated reforms are needed that can yield GDP growth rates well beyond
this average if there is to be a substantial reduction in poverty over the rest of this decade.

The Real Sector: Inadequate Growth

1.23 Growth Trends and its Sources. Real GDP grew in FY93 at an estimated 4.5 percent
annually, as compared to 4.2 percent in FY92 (Table 1.3). This suggests a continuation of past trends,
not insignificant in absolute terms, but clearly inadequate to deal with poverty. The lackluster growth
in FY93 can be largely attributed to overall stagnation in the industrial sector (comprising
manufacturing, consucton, and utilities), where the growth rate increased only slightly, from 7.1
percent to 7.4 percent. The manufacturing sector itself grew somewhat faster (from 7.3 percent to 8.0
percent), with most of the growth coming from medium and large-scale enterprises. The service sector
grew marginally from 4.8 percent in FY92 to 5.4 percent in FY93. Most of the services sector growth
came from an expansion of public administration. Agriculture growth fell slightly to 1.9 percent in
FY93, with the slower growth coming from the crops sector.

1.24 Agncudiure continues to dominate the economy and determine the income and
consumption level of the vast majority of the poor, producing about 36 percent of GDP and employing
60 percent of the labor force. Also, agriculture has the potential for greater total factor productivity
growth and a significant impact on off-farm employment. This makes agriculture an essential element
in Bangladesh's development strategy. Crop production dominates the sector, accounting for 71 percent
of agricultural output and 24 percent of GDP. During the past two decades, the goal of achieving
foodgrain self-sufficiency has governed agricultural development programs and policies. This goal has
now been substantially achieved. In recent years, Bangladesh has produced sufficient rice to meet
internal demand and has begun to export some fine rice. This is a watershed achievement that ten years
ago would have been considered unattainable. Foodgrains production has increased from 15.3 million
MT in FY83 to 19.7 million MT in FY93. Rice production has increased from 14.2 million MT to
18.5 million MT over the same period.

1.25 In FY93, overall foodgrain production grew by 2 percent, in large part due to a good
aman crop whose output rose by 4.4 percent. Government domestic procurement of foodgrains fell
from its levei of 1 million MT in FY92 to 0.2 million MT. Foodgrain imports (commercial imports
plus food aid) also declined from 1.6 million MT to 0.809 million MT. Distribution of foodgrains

1 See Martin Ravallion and Binayak Sen. 'Poverty in Bangladesh 1983-92," mimeo, World Bank, December 1993. The
study, which is in progress, defines the poverty line in terms of the cost of a normative bundle of basic-needs goods, as compared
to the *food-energy intake method' of setting poverty lines used by the Bangladesh Bureau of Statistics.
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through the Public Distribution System dropped from 2.4 million MT. in FY92 to 1.1 million MT in
FY93. Other major developments in the crop sector related to raw jute, whose production fell by 6.7
percent, as prices declined by 5 percent over FY93, following the sharp fall of 29 percent the previous
year.

Table 13: Sectoral Sources of Growth FY73-93
(peacent)

FY73-80 FY81-90 FY88 FY89 FY90 FY91 FY92 FY93
(average) (average) (preli-

_ninary)

GDP Growth Rate 4.9 4.8 2.9 2.5 6.6 3.4 4.2 4.5

Agricultue 2.4 3.0 -0.8 -1.1 10.0 1.6 2.2 1.9
Crops 3.0 3.5 -1.8 -1.9 12.1 1.2 1.7 0.9
Others 1.3 1.4 3.1 2.0 2.6 3.3 4.2 5.4

Industries 7.9 4.8 5.3 4.8 6.4 4.3 7.1 7.4
Manufbcturig 7.8 2.6 0.6 2.8 7.3 2.4 7.3 8.0
construction & Utilties 9.5 3.0 12.8 7.7 5.0 7.0 6.8 6.7

Services 7.4 6.5 5.3 4.7 4.0 4.6 4.8 5.4

Con3 bton to GD? t
Agricultur 23.3 32.9 -10.6 -16.3 56.0 18.1 19.5 15.5
Iwndstr 23.1 15.9 29.8 32.0 16.3 21.7 28.8 29.3

Manufacturing 16.2 9.9 2.2 10.9 10.8 6.9 17.0 18.0
Constuction & Udtes 6.8 8.0 27.6 21.1 5.4 14.7 11.8 11.3

Services 53.6 51.2 80.8 84.3 27.6 60.2 51.7 55.2

Sectoral Share of GDP
Agricuture 47.4 40.5 38.4 37.1 38.3 37.6 36.9 36.0
Industry 16.S 16.2 16.7 17.1 17.0 17.2 17.6 18.1

Manufacturing 12.0 10.1 9.8 9.8 9.9 9.8 10.1 10.4
Construction& Utiliies 6.5 6.1 6.9 7.3 8.9 7.4 7.5 7.7

Services 36.1 43.3 44.9 45.9 44.7 45.2 45.5 45.9

Note: In constant FY8S pdces.
Souce: Bangladesh Bureau of Statcs and Staff estimates.

1.26 Rice prices declined sharply in PY93 (Figure 1.3). On average, nominal wholesale prices
fell by 30 percent (24 percent in real terms) between April 1992 and March 1993, failing to peak
before the start of the aman season. There also appears to have been a significant downward shift in
the trend line after November 1992, as shown in Figure 1.3. The consensus appears to be that the
price fall was precipitated by a combination of three reinforcing forces: First, the 1992 boro was a
record harvest. Boro production amounted to 6.8 million MT, 7.6 percent or 0.5 million MT above
production trends. Second, the 1992 boro season was also unusual in terms of record stock-piling by
both non-midlgate firms and millgate contractors. Apparently, non-millgate firms doubled their stocks
compared to two years earlier, while millgate fims quintupled their stocks. Government procurement
prices had steadily increased over the past five years. In previous years, the carryover of rice stocks
had proved to be a lucrative investment; if prices dipped millers could withhold sales in anticipation of
higher prices in the next procurement season. Third, in 1992 the Government abruptly suspended
procurement early in the season due to overflowing public stocks and a shortage of warehouses space.
When milers realized that procurement had been suspended indefinitely, they dumped their surplus
stocks in panic, causing the first wave of the price fall. By the time the record aman harvest arrived,
millers' working capital had been depleted by as much as 40 to 60 percent. The millers did not
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purchase paddy with the same gusto as they had in the last boro season. In addition, the Government
stopped pre-financing paddy purchases. Thus, paddy purchases were reduced by 33 percent. Reduced
paddy purchases along with a record aman harvest precipitated the second price fall.

Fgure 1.3: Declining Real Rice Prices 1/
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I/ In 1983 coonstant prices.
Source: Department of Agticultural Marketing.

1.27 The success in acceleratng rice production is attributed largely to improved seed varieties
and changes in the policy environment. Deregulaon and liberalization have increased farmer access to
improved technology, including minor irrigation equipment, fertilizers, power tillers, pesticides, and
seeds. Rapid expansion of irrgation has enabled a shift from traditional rice varieties to HYVs. If this
success is to be sustained, the emphasis on improving the provision of and access to agricultural inputs
and services (with an increasing role for the private sector in these areas) must be mainained.

1.28 Having attained near self-sufficiency in rice, Bangladesh is now poised to enter a new
phase of agricultural development. The opportunies facing the agricultural sector over the coming
years are likely to be significantly different from those of the past two decades. The Government must
now set new priorites and strategies for further developing the sector and inducing further increases in
total factor productivity. Faster agricultural growth is an essential ingredient of the transition to a more
rapid overall growth path; a stagnant agriculture would make it very difficult for the manufacturing
sector to absorb the growing labor force. Thefirst policy challenge is to sustain rice self-sufficiency
while expanding into a more flexible and diverse agriculture. The current structure of agricultural
production is not sustainable over the medium to long term. The pattern of agricultural growth over the
past two decades suggests that virtually the entire growth in crop agriculture has been due to an
increase in foodgrains (mainly rice and, to a smaller extent, wheat).2 In the future, faster growth from
the foodgrains part of the agricultural sector will depend heavily on the growth of domestic demand for

' Steven Haggblade and Mahfoozur Rahman, 'The Laws of Gravity: A Study of Rice Price Behavior in the 1992 Boro
Season,- IFPRI, July 1993.

2 See Wahiduddin Mahmud, 'Agricultural Growth Strategy in Bangladesh: A Note,' mimeo, The World Bank, November
1993.
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rice and wheat, itself tied to the overall growth of the economy. Faster overall GDP growth
approaching 7 percent will therefore make faster growth in agriculture also feasible. Faster agricultural
growth will also depend on further growth in total factor productivity.

1.29 Second, agricultural growth will depend on the sector's ability to successfully diversify
into other food and non-food crops, and to break into export markets. Diversification is essential for
agriculture to continue to make significant contribution to GDP, particularly with limited opportunities
and intense overseas competition for rice export. Much of the additional production may be expected to
come in the form of higher value foods for cities and on-farm consumption. A recent study concluded
that Bangladesh has the potential to shift out of rice into other food and cash crops.' Besides rice, the
country seems to have a strong comparative advantage in the production of several food crops
(potatoes, vegetables, bananas, and onions and other spices) and the principal cash crops jute and
cotton). The promotion of rew agricultural activities must be market driven if diversification is to
succeed. The evidence on crop output, however, suggests that farmers have in large part not yet taken
advantage of these diversification possibilities. There is clearly a need to understand better why this is
so, and what can be done to remove obstacles to crop diversification. A possible problem with
adoption of such crops is that they require storage and transport infrastructure that is not yet
substantively in place.

1.30 Thrd, the considerable scope for rural, off-farm employment and output growth is tied to
a prior increase in farm incomes and rural aggregate demand. The connection between such growth in
farm incomes and off-farm activities in Bangladesh also needs to be better understood, particularly
against the recent experiences of other countries such as China.

1.31 Fourth, related to this prior necessity for growth in farm incomes, and despite the policy
improvements of recent years, farmers still face a range of constraints to generating higher incomes per
hectare. A concern commonly expressed is that farm size is too small in Bangladesh. However, China
and Egypt also have levels of crop-land per capita comparable to Bangladesh, and yet show far higher
average incomes per capita in agriculture. Furthermore, in comparisons with other densely populated
but relatively better off Asian countries, Bangladesh shows comparatively lower yields per hectare for
paddy, potatoes, wheat, pulses, and other crops, and comparatively low levels of input use, including
irrigation, fertilizer, and pesticides. Thus, there is still room for increasing crop yields, and therefore
farm incomes, in Bangladesh.

1.32 As a direct result of its topography, agricultural performance in Bangladesh is influenced
to a large extent by water resource management and problems of flooding and drainage. While public
investments are still needed for some types of irrigation and flood control, such investments need to be
reoriented to focus largely on areas suitable for minor irrigation development. Efforts that have been
initiated to introduce beneficiary participation in operations and maintenance of water control facilities,
and to improve the functioning of completed schemes through more adequate maintenance, need to be
enhanced. The poor project implementation performance of the Bangladesh Water Development Board
is a constraint on agricultural performance. There is a need to introduce institutional adjustments in the
water resource sector to overcome this problem. Some of the other constraints to higher farming
intensity and higher yields are problems of poor rural infrastructure, weak rural institutions for formal
credit, and low educational levels of the rural population.

' See Wahiduddin Mahmud, S. H. Rahman and S. Zohir, 'Agricultural Growth through Crop Diversification in Bangladesh."
mimeo, IFPRI-BIDS, May 1993.
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1.33 The agricultural sector in Bangladesh clearly has a major potential for contributing to
overall GDP growt@ and poverty alleviation. Many of the factors currently constraining growth in farm
yields, incomes, diversification, and exports can be ameliorated through changes in the policy
environment, investments in rural infrastructure, and technological change. Bangladesh has excellent
soils, rechargeable aquifers easily tapped for irrigation, low-cost labor, and a climate that allows crops
to be grown year-round. Taken together, these aspects point to the considerable potential for growth in
farm and off-farm incomes in the future. There is a clear need to study and better understand how this
potential can be realized.

1.34 In manufacturing, following the pattern established since the late 1980s, export-oriented
industries remained the leading growth sectors. There was continuing strong production performance
primarily in readymade garments (22 percent increase in the manufacturing production index for
medium and large enterprises in FY93, see Statistical Appendix Table 8.1), and to a slightly smaller
extent in leather (17 percent). However, among the other export-oriented manufacturing sectors, fish
and shrimp output declined by 10 percent and jute bailing by 22 percent. Industrial chemicals
(including fertilizers) and the pharmaceutical industry were the only domestic market-oriented sectors
that registered strong production growth. The overall manufacturing production index increased 11
percent in FY93, as compared to 9 percent in FY92. The overall weakness of economic activity and
investment was reflected in a 24 percent decline in cement production, and a 5 percent production
decline in ietal fabrications and machinery.

1.35 The growth rate in the constmction and uutiies sectors has continued to decline since
FY91. The slowdown in construction is related to the sluggishness of the manufacturing sector and the
overali weakness of economic activity. In the power sector, the lack of significant progress on
reformig endemic institutional weaknesses and power wastage has limited the availability and
disbursement of foreign aid linked to improvements in the e4ficiency of the sector. Similarly,
instuional weaknesses in the state monopoly of the gas sector, a very substantial potential source of
growth in Bangladesh, have dampened its recent expansion. The seruices sector grew at 5 percent,
with public administration and defence registering the fastest growth.

1.36 Longer-term Changes In Economic Structure. Viewed in a longer-term perspective,
these developments suggest the lingering legacy of the past. What is surprising is how little the
structure of the economy and the sectoral composition of output, particularly from industry, has
changed during the past decade. Though there are some questions about the data, the broad trends are
clear. Agriculture's share declined from 57 percent of GDP in FY72 to 40 percent in FY81, to 38
percent in FY91, and to 36 percent in FY93. The share of industry, including manufacturing,
construction and utilities, increased from about 12 percent of GDP in the early 1970s to 17 percent in
FY81, stagnated at that level throughout the 1980s (17 percent in FY91), and was 18 percent in FY93.
The services sector's share (including trade, transport, housing, Government, and banking) in GDP rose
from 31 percent in FY73 to 43 percent in FY81, 45 percent in FY91, and 46 percent in FY93.

1.37 These long-term trends suggest four main conclusions, which further reinforce the need to
focus on policies to generate faster manufacturing growth. irst, the structural transformation of the
economy slowed down considerably in the 1980s as compared to the previous decade, with almost
complete stagnation in the GDP share of the industrial sector, as also in overall growth. Setond, the
decline in agriculture's share, much of which took place in the 1970s, was compensated mainly by a
rise in the share of the services sector, and not of industry. lhird, the stagnation in industry during the
1980s is of particular concern because of the poor performance of the manufacturing sector, usually the
most dynamnic part of a modem economy. The share of manufacturing in total industry declined from
65 percent to 55 percent between FY81 and FY91, with much of this being taken up by growth in
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construction and in the utility (power, gas, and water) secto.s. Fourth, growth in the services sector in
recent years suggests that its growth is now increasingly geared to faster growth in the industrial sector.

1.38 Sluggish Investment. The stagnation of GDP growth during FY93 was reflected in
aggregate resource balances that show little or no dynamism, and testify to the persistent weakness of
economic activity. There have been successful and important policy reforms in public resource
management since FY90 that have raised domestic resources, curbed public consumption, and
prioritized public expenditures in infrastructure and the social sectors. Bangladesh's long-term
macroeconomic problems of relatively low domestic investment has interacted with these reforms to
give rise to an aggregate demand problem. With both public and private investment remaining
sluggish, these fiscal reforms have caused aggregate demand growth to fall behind the growth of gross
national disposable income for the third year running since FY90. As a result, the reliance on foreign
saving for investment has declined, but without significant increases in investment.

1.39 Gross domestic fixed investment rose slightly from 12.1 percent to 12.7 percent of GDP
between FY92 and FY93, with two-thirds of this increase coming from the private sector (Table 1.4).
This in itself is a welcome development, as private investment as a share of GDP has risen from its
trough in recem years of 5.8 percent in FY91 to 7 percent in FY93. But public investment has
stagnated at or below 5.7 percent of GDP since FY91, with the slight increase in FY93 just restoring it
to this level after the decline in FY92 to 5.5 percent of GDP. Thus, the overall investment rate for the
past seven years has remained between 12 and 13 percent of GDP, with a drop in FY91 to 11.5 percent
(due to the cyclone and its impact on public infrastructure and private business expectations), and the
very modest and gradual recovery since then to its level of 1.2.7 percent in FY93.

1.40 The reasons for sluggish public investment performance are by now well-known, but
continue to be difficult to tackle. Despite the easy availabilty of domestic taka resources, a problem in
the past, the introduction of improved guidelines on procurement, technical assistance, consultant
recruitment, and periodic high-level reviews, the FY93 ADP expenditures remained well below
expectations, coming in at only 10.4 percent higher than that achieved in FY92. As a result, for ftee
years in a row, overall ADP performance has remained at or below 86 percent of the revised ADP.

1.41 Private sector investment has remained sluggish for reasons that have to do more with the
business environment (Chapter II) and an apparent stalemate between borrowers and lenders in the
financial sector (Chapter IV). Systemic problems in the financial sector are coming to the fore now,
though even here, just as with local taka resources for the ADP, aggregate investible resources have not
been a problem and credit supply has been plentiful. The demand for private credit has been low for a
variety of complex and interrelated reasons, including high real interest rates; policy uncertainty for the
private sector due to increased competition from imp'rt liberalization, doubts abouTt the Government's
commitment to reforms, new measures to enforce loan discipline; and a potentially small pool of credit-
worthy borrowers with acceptable collateral. Low activity in SOEs - the main clients of the NCBs and
the denationalized commercial banks - because of their own uncertain future restructuring and
privatization prospects, have also dampened overall demand for investment funds. On the supply side,
problematic portfolios and new prudential regulation for bad debt provisionitg, collateral and capital
adequacy have made bankers hesitant to lend.

1.42 Aggregate consumption as a percentage of GDP in FY93 fell slightly again, following a
downward secular trend that has been evident since FY90. Gross domestic saving rose commensurately
to 6.5 percent of GDP, an improvement as compared to the under 3 percent rate for most of the 1980s,
which was amongst the lowest in the world. The average gross domestic saving rate in Bangladesh
continues to be lower than those of India, Nepal, Palistan, and much lower than those of Indonesia, the
Philippines, and Thailand (Table 1.5). The continwed strength of external workers' remittances edged



-16-

the national saving rate upwards again in FY93 to 10.5 percent of GDP. The rise in gross national
saving, brought about by the curb on public consumptiua as part of the fiscal reforms of the early
1990s, has replaced falling foreign saving virtally one-for-one over the past five years (Figure 1.4);
national saving increased, and foreign saving declined by about 4.5 percent of GDP between FY89 and
FY93. However, this declining reliance on foreign saving to fund domestic investment has not
fundamentally altered the level of investment itself relative to GDP.

Table 1.4: Demand Linked Sources of Growth, FY88-93 a/

FY88 FY89 FY90 FY91 FY92 FY93
Preliminary

(percent of nominal GDP)

Consumption 96.8 97.3 97.1 95.7 93.8 93.5

Private 85.1 83.6 83.1 81.9 80.0 79.7

Public 11.7 13.7 14.0 13.8 13.8 13.8

Gross fixed investment 12.4 12.9 12.8 11.5 12.1 12.7

Private 6.4 6.5 6.4 5.8 6.6 7.0

Public 6.0 6.4 6.4 5.7 5.5 5.7

Domestic demand 109.2 110.2 109.9 107.2 105.9 106.2

Net exports of goods and
non-factor services 2 10.2 9.9 7.2 5.9 6.2

Exports 7.8 7.8 8.5 9.0 10.4 11.7

Imports -17.0 -18.0 -18.4 -16.2 -16., -17.9

National saving 6.6 6.2 5.9 7.5 9.9 10.5

Private 5.5 5.2 5.3 6.6 7.3 7.5

Public 0.9 1.0 0.6 0.9 2.6 3.0

Domestic saving 3.2 2.7 2.9 4.3 6.2 6.5

Foreign saving 5.8 6.7 6.9 4.0 2.2 2.2

Net factor income and
transfers from abroad 3.4 3.5 3.0 3.2 3.7 4.0

(annual percentage change) b?/

Consumption 4.5 1.7 6.2 1.9 2.5 3.3

Private 4.1 -0.6 5.8 1.9 2.1 3.2

Public 7.0 18.4 8.6 1.6 4.8 3.7

Gross fixed investmnent 2.4 3.6 2.6 -9.1 8.7 8.8

Private 9.7 1.2 2.1 -8.1 17.4 9.1

Public -4.5 6.2 3.2 -10.1 -0.3 8.5

Domestic demand 4.2 1.9 5.8 0.6 3.1 3.9

Net exports of goods and
non-factor services 22.5 -4.7 -5.1 -38.4 -22.4 -10.0

Exports 6.8 10.0 8.9 5.1 13.0 20.6

Imports 13.8 3.0 2.7 -12.7 2.8 13.9

GDP at market prices 2.9 2.5 6.6 3.4 4.2 4.5

Net factor income and
transfers from abroad 8.2 0.5 -14.0 4.1 19.9 11.3

Gross national disposable
income 3.1 2.5 5.9 3.4 4.7 4.7

a/ In the national accounts, the public sector does not cover state-owned enterprises fully.
k/ Calculated at 1984/85 constant prices.
Source: Bangladesh Bureau of Statistics; and Staff estimates.
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Table 1.5: Domestic Saving Rates In Selected Asia Countries
(percentage of GDP)

1975ri6-79180 1980181-84/85

Bangladesh 3.2 2.0

India 22.5 22.6

Indonesia 23.0 27.0

Nepal 12.1 7.9

Pakistan 7.7 4.8

Philippines 25.3 21.8

Thailand 23.1 19.1

Source: Asian Development Bank, 'Financing Public Sector Development Expenditure in Selected Asian Developing

Countries:,' An Overview." Manila, 1988.

Figure 1.4: Saving and Investment, FY8S-93
(percerA of GDP)
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Public Fin ce: Solid Gains fronm Stabilzation

1.43 Strong Budgetary Position. Bangladesh's budgetary position continued to be sound in
FY93 as the fiscal deficit remained just above 5 percent of GDP. This performance was pardy due to
effective macroeconomic management, reflected in rising revenues and tight control over current
spending, and partly due to a disappointing rate of ADP impicmentation (see Secdon D). In addition to
its negative impact on Bangladesh's long-term growth prospects, this sitation has contributed to a
short-run slowdown in economic activity. The impact of low public investment on aggregate demand
was aggravated by the Government's continued borrowing from the non-bank public, offering private
savers above-market interest rates on savings instruments, at a time when it was retiring its debt to the
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banking system. Preliminary data for the first four months of FY94 indicate a slow-down in revenue
collections, especially from income taxes and the value added tax (VAT). This does not augur well for
the success of the Govern-ment's efforts to increase public saving and improving the efficiency of the
tax system over the medium term. More importandy, it highLihts the twin policy challenges facing the
Government on fiscal policy, where it must successlly tackle the current low aggregate demand by
increasing ADP expenditures, as well as continue its efforts to increase resource mobilization through
improved tax administration and coverage.

1.44 Continued Fiscal Stability. The Govermnent's success at maianing fiscal stability
continued in FY93 (Table 1.6). Government revenues rose from 10.9 percent of GDP in FY92 to 11.7
percent in FY93. Current expenditares, at 8.6 percent of GDP, remained on target, and the food
account deficit rose slightly. Thus, public saving rose from 2 percent of GDP in PY92 to 2.4 percent
in FY93. In FY92, the Government was unable to translate higher public saving into a commensurate
increase in much needed public investment through the ADP. The situation only improved marginally
in FY93, as ADP expenditures (excluding self-financing) rose to 7.0 percent of GDP, as compared to
6.3 percent in FY92. This sil remains low relative to the need for greater public investment in
priority areas and the current resource availability. The overall fiscal deficit, at 5.4 percent of GDP,
was marginally higher than its level in FY92.

1.45 The change in the sture of tax revenue away from distorionary customs duties, which
started in FY91, accelerated in FY93 (Table 1.7). The share of trade taxes in total revenue fell from
36.5 percent in FY92 to 33.7 percent in FY93, reflecting progress in lowering import tariff. Lower
tariff revenue was more than offset by improvements in VAT and direct tax performance. The
extension of VAT to new sectors led to an increase in its share in tax revenue from 23.3 percent in
FY92 to 41.9 percent in FY93. It should be noted, however, that this dramatic increase in VAT
revemne occurred because many of the sectors that were covered under excise duty in FY92 were
brought under VAT in FY93. Hence, changes in the sum of revemnes from excise and VAT should
provide a better measure of the net effect of VAT extension on the Government's revenues. The ratio
of VAT plus excise revenue in total tax revenue rose from 41.1 percent in FY92 i 45.8 percent in
FY93. Simutaneously, the share of revenue from income and profits taxes in total tax revenue, which
was only 13.6 percent in FY90, rose from 16.1 percent in FY92 to 18.9 percent in FY93.

Table 1.6: Stable Fiscal Accounts
(percentage of GDP)

FY89 FY90 FY91 FY92 FY93

Total Revenue 9.5 9.3 9.6 10.9 11.7
Current Spending 8.5 8.8 8.7 8.3 8.6
Food Account 0.6 1.2 0.9 0.6 0.7

Government Saving 0.4 -0.7 0.0 2.0 2.4

ADP v 6.7 6.4 6.2 6.3 7.0
Other Capital 0.9 0.7 0.6 0.6 0.8

Expenditure

Budget Deficit -7.2 -7.7 -6.8 -5.0 -5.4

v Excluding self-financed projects.
Note: Figures may not add to total due to rounding.
Source: Finance Division, Ministry of Finance, and Staff estimates.
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Table 1.7: The Changing Structure of Tax Revenues
(percent of total)

FY90 FY91 FY92 FY93

Cu.toms duties 37.4 36.2 36.5 33.7
Sales tax a/ 11.0 12.1 - -
Income and profits tax 13.6 17.3 16.1 18.9
Excise duties 28.8 26.0 17.8 3.9
VAT - - 23.3 41.9
Others 9.2 8.4 6.3 1.7

Total 100.0 100.0 100.0 100.0

a/ The sales tax was replaced by the VAT from FY92.
Source: National Board of Revenue.

1.46 While overall current expenditures of the Government were kept under control in FY93
(they rose by around 10 percent in nominal terms), shifts in their structure conudd to occur. Two
developments, one positive and the other negative, need to be highlighted. Ffrst, expenditures on
operations and maintenance continued to grow sharply, increasing by 28 percent between FY92 and
FY93. This is a highly positive indication of the Government's commitment to improving the qualh- of
government services and creating a better link between the investnent and recurrent budgets. Se-&,id,
expenditures on wages and salaries also rose steeply by 19 percent. In FY93, this was offset by
reductions in other items, especially "unallocated expenditures%. A contimued increase in the
Government's wage bill is a disquieting development. It highlights the need for the Govermment to
monitor closely its ability to control consumption spending over the medium term, particularly when it
is not as strapped for domestic resources. It also suggests that the Government must sustain the
political momentum required to keep this ability intact.

1.47 Impact of Fiscal Developments on Economic Activity. The failure to implement the
planned FY93 ADP implied that the Government's strategy of using higher public investment as an
instument for achieving greater levels of economic activity and boosting aggregate demand did not
have full play in FY93. This difficulty was not new, since FY92 had also witnessed a similar
macroeconomic problem.

1.48 Table 1.8 shows that the Government has been retiring its debt to the banking system for
the past two fiscal years, it repaid Tk 2.9 billion in FY92, and Tk 12.0 bilion in FY93. This
surprising, and under the circumstances undesirable, result has come about due to two factors. Frs,
the inability to implement ADP projects fully has led to a lower than expected fiscal deficit, and
this shortfall has not been offset by a one-for-one fall in aid disbursements. If the ADP had been
executed as planned in the revised target, the budgetary deficit would have been around Tk 5.0 bilion
higner. Second, the Government sharply 4t'reased its borrowing from the non-bank public in FY93,
although it did not need the additional financing. In FY93, borrowing from the non-bank public grew
three times to Tk 11.7 billion from its level the previous year, with interest rates paid on this borrowing
ranging between 12.75 percent and 18 percent, at a time when commercial banks were paying between
5 percent and 11 percent on fixed-term deposits based on maturit.
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Table 1.8: Financing the Fiscal Deficit
(Taka billion)

FY90 FY91 FY92 FY93

Fiscal Deficit 57.0 57.0 44.9 52.6

Net Foreign Financing 48.6 51.8 44.1 52.9

Net Domestic Financing 8.4 5.2 0.8 0.3
Banking System 6.5 1.7 -2.9 -12.0
Other 1.9 3.5 3.7 11.7

Source: Finance Division, Ministry of Finance.

1.49 The Government has therefore transferred resources from the private sector to the bankig
system. This situation is problematic because the banks are unable to recycle these resources into new
loans to finance private, productive activites. Bank lending rates remained high (pardy because the
high rates paid on Government savings cerficates have precluded a major decline in deposit rates paid
by banks), credit to the economy grew only slowly, and the banks remained highly liquid. The
Government should give the highest priority to improved ADP implementation, and should lower
interest rates on its saving certificates.

1.50 Slowdown in Revenue Colection In Earl FY94? Preliminary data for the first four
months of FY94 indicate that there has been a lower than expected reverue outcome (Table 1.9). Tax
revenue during July-October 1993 was only Tk 26.3 billion, as compared to Tk 25.5 billion during the
same period of FY92. Projecting tax revenue for the whole year on this basis yields a figure of Tk 92-
95 billion, which is well below the Government's target of Tk 102 billion, and which would imply a
decline in the tax to GDP ratio for the first time since FY90. It is parcularly worrisome to note that
the sum of revenue from VAT and excise duty in FY94, Tk 12.7 billion, is lower than the figure for
the same period in FY93, Tk 12.9 billion (as excise has fallen by more than the VAT increase), and
that revenue from income taxes has stagnated. Revemne from customs duties has increased despite the
fact that tariffs have been reduced further in FY94, though it is not yet clear whether this is due to a
slight pickup in economic activity (and hence in imports), the buoyancy of imports to the tarff cuts, or
rising "tariff values" used by the Government for Customs assessment.

Table 1.9: Tax Revenues during July-October, FY92-94
(Taka billion)

FY92 FY93 FY94

Total Tax Revenue 20.2 25.5 26.3

Direct taxa 2.4 3.6 3.6
VAT 5.1 10.8 12.3
Excise duties A,l 2.1 0.4
Custom duties 8.5 9.6
Other 0.5 0.4

Source: National Board of Revenue.
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1.51 This revenue shortfall, based as it is on the four month's performance, may not be cause
for serious concern in the short run, since the Government is in any case facing difficulties
implementing the ADP. However, action must be taken to improve revenue performance if the
Government's medium-term objective of raising public saving and investment is to be achieved.
Increases in tax revenue over the last two years have been mainly due to the introduction of VAT and
its extension to new sectors. It seems that, for the time being at least, it will be more difficult to
expand VAT further, to sectors such as retail trade, and coverage of agriculture is unlikely for the
foreseeable future. The Government has expressed it desire to avoid increasing tax rates on the private
sector in order to encourage investment, and plans to continue its efforts at trade liberalization through
further tariff reductions. This implies that future increases in tax revenue will have to occur mainly
through better administration. The Government needs to redouble its efforts in this area, with
particuiar attention paid to improving the collection of domestic VAT and of direct taxes.

Money, Credit, and Prices: Record Low Inflation

1.52 Slow Credit Growth. Growth of money and credit continued to be slow in FY93,
reflecting fiscal developments, low private sector demand, and weaknesses of the banking system. The
inflation rate declined to 1.3 percent due to a sharp fall in food-grain prices, mainly rice. Nominal
interest rates declined at more or less the same rate as inflation, and real lending rate.s remained very
high at around 10 to 12 percent at NCBs. Faced with this situation, the Government took some
measures aimed at reducing interest rates and encouraging, through moral suasion, the expansion of
credit to the private sector, but with little success.

1.53 Fiscal developments implied that the Government was retiring its debt to the banldng
system. Thus, net credit to the Government, excluding bonds issued to recapitalize the NCBs, fell by
33.2 percent in FY93 to Tk 24.2 bilion. Credit to the rest of the public sector continued growing at
around 7 percent, which reflects the fact that the strong adjustment in central government finances was
not matched by a similar adjustment in the public enterprise sector. Thus, total credit to the public
sector only fell by 8.8 percent (Table 1.10), stil representing around 30 percent of credit to the
economy.

Table 1.10: The Evolution of Money and Credit Growth a/
(percent)

FY89 FY90 FY91 FY92 FY93

Broad Money (M2) growth i6.3 16.9 12.1 14.1 10.5

Domestic credit growth 13.5 18.9 10.1 5.3 4.4
Public sector -2.8 17.0 7.4 0.7 -8.8
Private sector 22.6 19.8 11.4 7.3 b/ 11.3

M2/GDP 28.9 30.2 30.0 31.5 32.6

1' Data for FY92 and FY93 are adjusted for write-downs of industrial loans and recapitaliation of nationalized
commercial banks.
b/ Agricultural loan write-offs led to a reduction in private sector credit.
Source: Bangladesh Bank.

1.54 A decline in Government's credit requirements is usuaUy desirable as it implies that more
resources are made available to finance private activities. However, such an increase in private sector
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credit is yet to materialize. In FY93, the growth rate of credit to the private sector was 11.3 percent
which is more or less the same as the growth rate in FY91 and FY92, after adjusting for the write-off
of agricultural debts. The failure of private sector credit to rise in response to the adjustment in public
finances can be explained by factors affecting both the demand and supply of credit. On the demand
side, private investment is still low as reforms aimed at encouraging private sector development are
being implemented slowly. Thus, the private sector's credit needs are not rising. On the supply side,
banks continue facing serious portfolio problems and are very cautious in their assessment of new loan
applications. Moreover, they maintain high margins, to finance higher loan-loss provisions, which
implies that lending rates have continued to be high, further discouraging new borrowers.

1.55 Money demand has remained fairly stable and the M2/GDP ratio rose slightly to 32.6
percent, which is consistent with an 10.5 percent growth in broad money. The rise in M2 and the
modest increase in credit to the economy implied a slight decline in banks' excess reserves at
Bangladesh Bank from their large build-up in FY92. But they also implied a significant increase in the
banks' liquidity, as the growing shortage of govei nment securities forced the banks to increasingly hold
deposits at Bangladesh Bank to meet the statutory liquidity ratio, and the banks casQb reserve ratio rose
from 5 percent (the mandated minimum) in FY92 to 1 percent in FY93. Those cash reserves do rnu
carry interest. Hence, the rise in liquidity has led to a further increase in banks' intermediation costs.

1.56 Record Low Inflaton. The inflation rate fell to 1.3 percent in FY93. This has been
mainly due to the decline in food prices by 1.1 percent (see Table 1.11). The fall in food prices is
pardy a reflection of Bangladesh's success at achieving rice self-sufficiency. Policy refrrms in
agriculture have led to a rapid increase in rice output which was not offset by higher demand. Prices
of non-food items increased by 4.8 percent which is slighty above the price increase in FY92. The
relative stability of non-food inflation at levels well below those that prevailed in the late 1980s is a
reflection of the Government'3 sound fiscal and monetary policies. The sharp decline in inflation
appears to be continuing in FY94. By end-November 1993, the annual inflation rate had fallen to -0.2
percent, as food prices fell by 3 percent and nonfood prices rose slowly at 3.4 percent per annum.

1.57 Faced with excess liquidity of the banking system and very low rates of inflation, the
Government strted taking measures to lower iterest rates with the objective of stimulatng investment
and credit demand by the private sector. Thus, monetary policy was eased during FY93 through
reductions of 2 percentage points in the Bank Rate to 6.5 percent, and of 1 to 1.5 percentage points in
minimum deposit rates. However, these reductions were a case of too little too late, and the
Government's policy of offering high interest rates on government saving certificates has undermined its
attempts at lowering interest rates, as those certificates, whose real rates of return are currently above
10 percent, are directly competng with bank deposits. As a result, there has been very little change in
real lending rates that continue to exceed 10 to 12 percent for most borrowers.

1.58 Bold action is needed now to stimulate private sector activity. The Government should
seize the opportuity offered by a stable macroeconomic environment, and particularly low inflation,
and fully liberalize interest rates by removing, or further lowering, the floor on deposit rates.
Moreover, given that its fiscal situation is sound, there is no need for the Government to sell saving
certificates at well above-market interest rates and cause disinter1nediation from the coiiimercial banking
system.
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Table 1.11: The Evolution of Inflation, FY89-93
(percent per year)

FY89 FY90 FY91 FY92 FY93

Overall Inflation 8.0 9.3 8.9 5.1 1.3

Food 5.7 7.1 6.9 5.5 -1.1

Nonfood 11.5 12.7 12.0 4.5 4.8
Fuel 10.5 8.5 40.2 6.7 4.6
Housing 11.7 11.7 7.3 3.0 6.0
Clothipg 9.1 7.6 6.7 2.7 2.7
Others 14.0 18.4 1.8 4.2 4.2

' Calculated using the Dhaka Middle Class Cost of Living Index.
Source: Bangladesh Bureau of Statistics.

The External Sector: Mixed Developments

1.59 Strong Balance of Payments. Bangladesh's external position has continued to be very
strong in FY91. Exports grew at 19.6 percent in nominal terms, led by garments and other non-
traditional sectors. After stagnating m FY92, merch.ldise imports rose in FY93 by 11.8 percent,
which could be a sign of an improving economy. Overseas workers' remitances continued growing,
reaching $942 million in FY93. As a result, the current account deficit remained at 2.2 percent of
GDP, its level in FY92, as compared to 6.9 percent in FY90. Altliough foreign aid disbursements fell
by 6.2 percent, this was not sufficient to fully offset the improved current account, and reserves
continmed rising, reaching $2.2 billion (6.5 months of imports) 1 end-June 1993 (Table 1.12).

Table 1.12: Key Balance of Payments Statistics
(US$ million)

FY89 FY90 PY91 FY92 FY93

Exports 1,286 1,524 1,718 1,993 2,383
Imports 3,375 3,759 3,470 3,463 3,986
Workers' Remittances 771 761 764 847 942

Current Account Bal. -1,376 -1,541 -932 -516 -535

Aid Disbursements 1,668 1,810 1,732 1,691 1,587

Gross Reserves 962 585 966 1,679 2,197

Source: Bangladesh Bank.

1.60 As in FY92, the strong export performance in FY93 has been mainly due to the rapid
expansion of exports of readymade garments, which reached $1,240 million. Receipts from exports of
jute and jute products fell by around 5 percent to $358 million. Exports of frozen shrimp and frog
legs, a potentially important foreign exchange earner, rose by 26.8 percent to $156 miRion. However,
exports of leather goods, another potential growth sector, remained stagnant at $148 milion.
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Bangladesh is becoming increasingly dependant on garments exports (52 percent of total exports in
FY93), which is rendering it more vulnerable to changes in the quota system in OECD countries and its
eventual phasing out under the Uruguay GATT Agreement. More efforts at export diversification are
urgently needed.

1.61 After three years of stagnation, imports rose in FY93. The main increase occurred in
imports of textiles which are used as an input for garments production. In addition, imports of capital
goods have risen by about 19 percent, which could be the first (albeit weak) sign of an investment
pickup. Imports of other intermediate goods such as cement and ferti;.zers also appear to be rising
slowly.

1.62 Preliminary data for FY94 indicate that the current account deficit, which had fallen from
$1.5 billion in FY90 to around $0.5 billion in FY93 may have declined further. Merchandise exports
only rose by 9.8 percent during the first quarter of FY94 compared to the same period in FY93. On
the other hand, import growth appears to be accelerating to an annual rate of 16.9 percent. The
increase in imports is a welcome development that may indicate an increase in economic activities.
However, the lower export growth rate, if confirmed, would be worrying. The Government should
redouble its efforts aimed at providing greater incentives for export diversmf2-ation and growth
(Chapter II).

D. INCREASING INVESTME1T: PUBLIC IMPLEMENTATION
AND PRIVATE CREDIBILITY

1.63 Increasing investment from about 13 percent of GDP to over 18-20 percent is necessary if
Bangladesh is to achieve the 7 percent growth rate required for a significant reduction in poverty. This
must be the highest policy priority. Bangladesh is at a point of resource equilibrium that makes it
possible, in the short- to medium-run, to use public resource management and trade and industial
policies more aggressively for the purposes of accelerating investment. The incentive framework for
the private manufacturing sector can be decisively altered in favor of greater integration with world
markets. With macroeconomic stabilty, this can be done without Bangladesh encountering significant
inflationary pressures or external financing difficulties that have hamstung other countries seeking
faster growth.

1.64 The principal ingredients of the Government's successful macroeconomic stabilization - a
fundamental tax reform and tight controls on current spending - have led, during the period FY90
through FY93, to a significant increase in public saving and to a virtually one-for-one substittion of
foreign saving by national saving, but without any significant increase in investment. The restraint in
consumption, especially public consumption, which has brought this about has been helpful in changing
the situation that prevailed during much of the 1980s, when foreign aid was used to finance low priority
public consumption.

1.65 It is important that these fumdamental improvements in public resource management be
sustained in order to facilitate medium-to-long term structural reforms in Bangladesh. However, the
virtual stagnation in investment has implied that there has been a tighter squeeze in aggregate demand
than originally envisaged. This inability to absorb resources is manifested (a) in foreign capital inflows
adding to reserves to a point where they accoun; for over six months of imports; and (b) in the
Government's taka resources being used, not for high-priority spending, but to retire debt to the
domestic banking system. It is clear that the Government must find ways of increasing aggregate
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demand through higher private and public investment if macroeconomic policy is to provide a stimulus
to the economy.

1.66 This aggregate demand problem provides the backdrop for the discussion of two
investment-related concerns: first, how to taclde improved implementation of the ADP; and second,
how to ensure that the macroeconomic policy climate encourages greater private investment in
internationally competitive, export-oriented manufacturing. The strongest possible efforts need to be
made on both fronts. The continued emphasis on accelerated ADP implementation must be a top
priority; so must ensuring that short- to medium-term macroeconomic policy supports greater private
investment.

Increasing Public Investment: Accelerating ADP Implementation

1.67 A more rapid implementation of the ADP is the most effective direct instrument at the
Government's disposal for stimulating investment, employment and economic growth. As noted above,
the Csovernment has made commendable progress in prioritizing its public expenditure program. As a
result of these efforts, much unproductive current expenditure has been eliminated and the public
investment program emphasizes programs in human resource development and physical infrastruture.
However, the fundamental weakness of project implementation in implementing line ministries remains
a problem. The lackluster ADP performance over the past three years, and commensurately, a ratio of
public investment to GDP that has not yet reached 6 percent, is a matter of considerable and continuing
concern. It represents a major failure of the political leadership and the civil service to take advantage
of the current window of opportunity to promote growth and the resulting poverty alleviation. It is
imperative that this performance improve as quickly as possible. Moreover, the fact that the ADP is
well-prioritized implies teat its execution would also improve the overall quality of such investment and
growth. There is strong evidence to suggest that well-prioritized public investment has a significant
crowding-in effect on private investment as well.'

1.68 ADP implementation was disappointingly low in FY93, and early indications for FY94 are
not promising. The realized FY93 ADP was only Tk 70 billion, 80 percent of the original ADP (Tk
86.5 billion) and 85 percent of the "operational" target of Tk 80 billion. The real increase in ADP
expenditures was only 5.5 percent and the ratio of public investment to GDP remained below 6 percent.
If those trends continue, Bangladesh will not reach the target investment rate of 18-20 percent and a
GDP growth rate of 7 percent, required to bring about a significant reduction in poverty. Remedial
action by the Government is needed urgently to enhance implementation, while maitning investment
quality.

1.69 Quarterly Implementation Results for FY93. The Government intensified its project
implementation efforts during the last quarter of FY92, and those actions conted to yield results in
the first six months of FY93. Thus, the realized ADP during the first semester of FY93 was 36
percent higher than for the same period of FY92. Project aid disbursements were 25 percent higher
and local expenditures rose by nearly 50 percent. The stage seemed set for the rapid expansion in
public investment that Bangladesh clearly needs.

1.70 Unfortunately, the situation changed during the second half of FY93, as the Government's
commitment to improved project implementation appeared to wane. High level meetings to review

' Sultan Hafeez Rahman, Structrwa Adjustment and Macroeconomic Performance in Bangladesh in the 1980s,* Bangladesh
Developntw Sh*tdes, Vol. XX, June-September 1992, Nos. 2 and 3, pp. 89-125.
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ADP execution, which highlighted to Government's commitment in this area and seemed quite
effective, became less and less frequent and no action was taken to implement the procedural reforms
introduced in FY92. The deterioration became more marked in the fourth quarter. Government efforts
in FY92 had led to an improved irnplementation capacity, so that 52 percent of the ADP was spent
during the last quarter, This acceleration of imnplementation efforts did not occur in FY93, and only 43
percent of ADP resources were spent during the last quarter (see Table 1.13). Comparing absolute
implementation figures for the last quarters of FY93 and FY92 yields even more dramatic results
(though it is likely that the quality of investment suffered at the end of FY92). Total ADP expenditures
in the fourth quarter of FY93 were 11 percent lower an for the corresponding period of FY92, and
expendiures of project aid were around 24 percent lower.

Table 1.13: The Quarterly Evolution of ADP Expenditures, FY90-93
(percent of total realized)

QI Q2 Q3 Q4

FY90 13.3 22.0 21.8 42.9
FY91 15.3 21.7 25.8 37.2
FY92 7.4 21.5 19.0 52.1
FY93 11.3 24.8 21.3 42.6

Soaurce: Implementation, Monitoring and Evaluation Division, Planning Ministry.

1.71 ADP Slow-down Continues In FY94. Data for the first six months of FY94 (Table 1.14)
indicates a deterioration in performance over FY93. Although total ADP expenditures in nominal terms
were some 6 percent higher during July-December 1993 than for the corresponding period of FY93,
they are only 26 percen of the original ADP target, which is the lower than FY93 achievement.
Hence, unless urgent action is taken by the Government, it is likely that ADP execution in FY94 will
be just as poor, or poorer, than in FY93. This situation, unless corrected, sheds doubts on the
Government's abilit to implement its overall macroeconomic strategy to increase public investment in
social and physical infrascture.

Table 1.14: ADP Expenditures during July-December, FY93-94

FY93 FY94

A. In Crores of Taka

Total Ependitur 2,357 2,497
Taka Expenditures 1,078 1,189
Project Aid 1,279 1,308

B. In Percent of Initial Allocations

Total Expenditures 27 26
Taka Expenditures 27 24
Project Aid 28 27

Source: Implementation, Monitoring and Evaluation Division, Planning Ministry.

1.72 Sectoral Performance. Table 1.15 shows the recent evolution of ADP expenditures in
some key sectrs. The main conclusion derived from this table is that project implementation capacity
in the social sectors has improved significantly, a very positive development that augurs well for the
Govermnment's policy of emphasizing human development. The ADP realization rate, defined as the
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ratio of actual expenditures to initial allocations, for educaion increased from 56 percent and 61 percent
in FY91 and FY92 to 89 percent in FY93. Actual expenditures rose three-fold over this period, from
Tk 173 crores in FY91 to Tk 528 crores in FY93. Although the realization rate in the health sector has
remained stable at around 80 percent, increased budgetary allocations implied that this rate is now
consistent with much higher sectoral investment expenditures. ADP expenditures on health increased
by 46 percent between FY91 and FY93. On the other hand, ADP allocations and expenditures on
family welfare have stagnated over the last three years. Apart from the social sectors, power is another
area that showed important improvement, with the realization rate increasing from 57 percent in FY91
to 87 percent and 80 percent in FY92 and FY93, which implied an increase in actual expenditures by
175 percent over that period.

Table 1.15: Sectoral ADP Realizations, FY91-93
(Taka crore)

FY91 FY92 FY93

Education 173 299 528
Health 141 137 206
Family Welfare 310 271 283
Power 365 740 1,007
Self-financed 1212 916 269
Agriculture 307 423 372
Rural Development 222 319 366
Transport 630 837 968
industry 96 119 73

Source: Implementation, Monitoring and Evaluation Division, Planning Ministry.

1.73 Major shortfalls in the realization of the FY93 ADP occurred in the self-financed portion,
and in agriculture, rural development and transport. The realization rate of the self-financed program
fell from 144 percent in FY91 and 129 percent in FY92 to 74 percent in FY93. This implied a decline
in realization figures from Tk 1,212 crores in FY91 to Tk 269 crores in FY93. The realization rate in
the agriculture sector fell from 90 percent in FY92 to 76 percent in FY93, which implied a fall in
public investment in that sector by about 12 percent. Similarly the realization rate in the area of rural
development fell from 78 percent and 81 percent in FY91 and FY92 to 71 percent in FY93, although
actual investment figures increased reflecting higher allocations. The transport sector's performance
also appears to have worsened as its realization rate fell from 100 percent and 98 percent in FY91 and
FY92 to 85 percent in FY93, although, once again, absolute investment figures rose reflecting higher
allocations.I Finally, public investment in the industrial sector feil by around 40 percent between
FY92 and FY93, which is a positive development consistent with the Govermnent's policy of increased
reliance on the private sector.

1.74 Ineffective Remedial Action. The Government has introduced several procedural
changes during FY92 and FY93 that aim at improving project execution and aid utilization. However,
those changes have not been fully implemented, which explains the disappointing ADP results. In
pardcular, three unsuccessful attempts at procedural improvement warrant special mention. First, new

Lagging ADP implementation in the transport sector can be a major bottleneck to expanding investment and growth. The
evidence suggests that even a 0.6 percent increase in the public investment ratio in transport and telecommunications is associated
with a 1 percent increase in the growth rate of GDP per capita. See William Easterly and Sergio Rebelo, 'Fiscal policy and
Economic Growth: An Empirical Investigation," paper for Conference on How Do Nationat Polides Affect Growth, Feb. 8, 1993,
The World Bank.
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procurement guidelines that greatly simplify procedures and aim at expediting procurement decisions
were adopted in May 1992. The Government also adopted a plan of action for implementing those
guidelines, consisting of procurement training and monitoring of large procurement contracts by the
Implementation, Monitoring and Evaluation Division (IMED). Little was done to implement those
guidelines. It took the Government six months to distribute the new guidelines to project units.
Procurement training consisted of one ineffective seminar that occurred 18 months after the guidelines
were issued, and IMED is not monitoring procurement. As a result, little has changed. A review of
procurement decisions during FY93 showed that on average they continued to take 8-34 months, and
that the time limits set in the new guidelines are completely ignored.

1.75 Second, in an attempt to improve project management, the Government decided, in March
1992, that appointments of project directors and key project staff should be completed promptly,
frequent transfers of project directors are to be avoided and the practice of hiring part-time project
directors should be discontinued. This decision was conveyed to line ministries and executing agencies
by a letter from the Minister of Planning. A review of the project management situation during FY93,
indicated that these guidelines are not fully applied, nearly half of all projects surveyed were managed
by a part-time director, and delays in hiring directors as weli as their frequent transfer continue to be
serious problems.

1.76 Third, in FY92 the Government increased financial authorities for contract awards and
project expenditures. The objective of the reform is that relatively minor financial decisions should be
taken at a lower level in order to expedite implementation. Once again those new financial limits are
not fully applied. A review covering the General Education Project, Third Fisheries, Fourth Population
and Health, and Forestry, indicated that decisions on contracts of less than Tk 5 crores, which under
the new guidelines should be taken at the Directorate level, continue to be sent to the Ministries for
approval.

1.77 Corrective Actions Urgently Needed. The failure to achieve a significant increase in
public investment, despite a favorable budgetary outcome and a new procedural framework for project
execution, is very disappointing. The Goverrunent must change this situation by actng immediately on
three fronts: (a) high-level intervention is needed to ensure that procedural reforms are acually
implemented; (b) selective administrative and civil service reforms should be expedited; and (iii) the
private sector should be actively encouraged to take over projects that in the past were reserved for the
Government and to play a greater role in executing ADP projects.

1.78 High-level interventions are necessary to ensure that reforms, particularly those affectig
procurement and project management, are effectively implemented. IMED should be reqired to ensure
that: (a) procurement training is undertaken; (b) the time taken to carry out large procurement is
monitored and reported; and (c) it continues to closely monitor the largest projects and report on their
status. Monthly meetings, to review ADP execution and the status of implemenfing procedural
reforms, may be required to lend a sense of urgency, and to ensure that appropriate action is taken
early enough in the fiscal year in response to emerging problems.

1.79 The experience of FY92 and FY93 clearly demonstrates that procedural reforms alone are
insufficient to bring about a significant improvement in ADP implementation. Many of the obstacles to
project execution are due to weaknesses in the civil service. Changes in the functioning of the
bureaucracy, and its relationship with politcal decision makers, are required to ensure that decisions
are taken at the right level, that decisions that could be taken by a single person are not passed on to a
commktee, and that officers are encouraged to take greater initiative. Therefore, it is essential that the
Government give priority to implementing administrative reforms that would have a direct impact on
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the ADP, for example by expediting reforms of agencies that play an important part in project
execution, and by assigning particularly capable civil servants to such agencies.

1.80 The Government should also try to increase investment in infrastructure by attracting
private entrepreneurs, foreign and domestic, to areas such as power, telecommunications, gas and water
supply. Different types of arrangements, e.g. direct ownership by the private sector or management
contracts, could be tried (see Chapter 11I). Private investors do not face the same implementation
constraints as the civil service. Hence, the move towards privatization could be exploited by the
Goveriument to increase the volume of investment in important sectors and expedite the implementation
of key projects. It might also be useful to search for a means for the private sector to participate in the
planning of the ADP, possibly through the establishment of a "round table" on the ADP.

1.81 Even for projects that continue to be owned and managed by public entities, new
approaches, to make greater use of the private sector, should be envisioned. For example, since
procurement continues to be the main source of delays in project execution - because of the large
number of steps in procurement processing, and the long processing time taken at various stages -
possibilities for combining as many components as possible within a small number of contract parckages
should be explored. This could entail combining design, supply of equipment/materials,
installation/construction, supervision and commissioning. In some cases, it might be necessary to
include maintenance (or management) after project completion as part of the contract, in order to make
the contractor accountable for the quality and sustainability of the work. The gains from combining
various types of procurement under one contract have been demonstrated in Bangladesh for the case of
large civil works. Consideration should be given to extending it to other types of projects.

Increasing Private Investment: Macrw onic Implications

1.82 The persistent sluggishness in public investment and Bangladesh's cu ret low aggregate
demand lend urgency to developing measures that can boost private investment an.i v,' vth. Two
priorities are considered here, and demand urgent attention: accelerated trade libera&-. '.n and its fical
implications, and Liberalized interest rates.

Accelerated Trade Liberazaftion

1.83 It is important for Bangladesh's economic future that private sector-led growth be
competitive and outward-oriented. The Government's ongoing trade liberalizaion program has brought
customs duties plus license fees on imports down to a weighted-by-imports rate of 30 percent in FY93.
Purther reform has taken place in FY94. The pace of reform, is, however, uneven and not strong
enough to be viewed as credible by domestic and foreign private investors. Although the current
account deficit has fallen from 6.9 percent to 2.2 percent between FY90 and FY93, this owes less to
the buoyancy of exports, (except for garments, where the MFA quota system in importing countries is a
significant factor) than to a compression of (non garments-related) imports for domestic consumption
and investment. In the light of this situation, the Government should accelerate the removal of the
remaining quantitative restrictions on imports and the reduction of tariffs across the board to le- cls -- of
around 10 to 15 percent - prevailing in internationally competitive developing countries.

1.84 Tax Revenue ImpUcations. A.i important objection that could be raised to an
accelerated pace of trade reforms than envisag4d currendy is its implications for tax revenue. Customs
duties on imports accounted for 34 percent of tax revenue in FY93. While this share is expected to fall
in FY94 and beyond as a result of the tariff liberalization, a more rapid implementation of tariff
reductions may, depending on the buoyancy of imports, lead to a slowdown in the growth of public
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revenues in FY94 and FY95. As noted above, customs revenue during the first four months of FY94
was running higher than during the corresponding period in FY93.

1.85 In the context of faster tariff liberalization, the Governinnt's current efforts to improve
tax administration and collection (particularly for the VAT), would therefore become all the more
imponaorn. As ADP implementation and private investment raise aggregate demand, imports will also
increase, not least because of the high import intensity of investment. Therefore, making investment its
foremost priority will also reduce possible losses of customs revenue from accelerated tariff
liberalization. Accelerated tariff liberalization would also provide a quicker replacement of trade-
distorting customs duties with trade-neutral VAT and income taxes.

1.86 Tariff liberalization, whether it is done decisively now or incrementally over a number of
years, will inevitably present a potential short-run tradeoff with tax revenues. Furthermore, it should
be recogpized that the Government, despite its best efforts and the existence of a well-prioritized ADP
over the past two years, has proved itself repeatedly unable to spend public revenues. Hence, an
accelerated and decisive trade liberalization in the near future, and the underlying objective of
accelerating structural adjustment, should not be held hostage to short-run revenue needs possibly
geared to unrealistic targets for the ADP.

1.87 To complement tariff liberalization as a pre-commitment device, and to succeed !n its
export-oriented manufacturing growth strategy, it is also imperative that the Government ensure
Bangladesh's export competitiveness against actual and potential competitors. This requires greater
atention to domestic cost reducing mtasures, steps to link real wages with productivity, and a flexible
exchange rate policy.

Liberalzed Interest Rates

1.88 Notwithstanding recent reductions, lending rates of the commercial banks remain high in
Bangladesh. They average 10 to 12 percent in real terms. Despite recent moves to relax the floors on
deposit rates and associated reductions in such rates, they currently stfill remain in the range of 5-8
percent. The high spreads between deposit and lending rates reflect the deep-seated problems in the
banking sector which, while very much the subject of the ongoing financial sector reform program, do
not lend themselves to short-term solutions (see Chapter IV). However, even without changes in those
spreads, more immediate action is possible with respect to the lowering of deposit rates in order to help
bring about lower lending rates. Action should be taken to lower the average 12 to 13 percent rate
being offered on the virually risk-free postal and 5-year savings certificates. Such a policy might
permit real lending rates to come down to around 6-7 percent, a move that would increase the demand
for credit and provide a stimulus to private investment.

1.89 Given overlapping and complex weaknesses in the enabling environment for private sector
development in Bangladesh, it is difficult to estimate by how much private investment would increase in
response to a fall in lending rates. That investment will respond is clear from anecdotal evidence,
surveys of business expectations, and empirical evidence in Bangladesh showing the relationship
between investment and the real interest rate.' Therefore, it can reasonably be expected that declines
in lending rates should provide a boost to private investment especially in export-oriented lines of
acuvity.

1 Sultan Hafeez Rahman, "Structural Adjustment and Macroeconomic Performance in Bangladesh in the 1980s.', Bangladesh
Deweopnent Shtudes, Vol. XX, June-September 1992, Nos. 2 and 3, pp. 89-125.
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1.90 In the past, the Government has opposed removing the floor on deposit rates and lowering
deposit savings rates on the grounds tha it needs to improve domestic saving performance. Thus, the
Government has maintained that a fall in deposit rates and in returns to national savings schemes would
have the undesirable effect of discouraging private saving in a country already characterized by a low
domestic saving performance. (The latter has, however, shown significant improvement in recent years
and is officially estimated as having risen from 2.9 percent of GDP in FY90 to 6.5 percent in FY93).
This is a genuine concern. However, available evidence from many countries suggests that although
the choice between financial and nonfiancial savings is affected by interest rates, total saving responds
more strongly to income growth than to interest rates. This finding has been confirmed for Bangladesh
as well.1 Hence, inasmuch as the recommendation to move the interest rate structure downwards
increases investment, employment and hence income, it should have a positive net effect on private
savino'.

E. PROSPECTIVE GROWTH AND AID DEVELOPMENTS

Accelerating Reforms for Rapid Growth

1.91 A transition to a higher GDP growth path of 6 to 7 percent per annum over the medium-
term is critical to substantially alleviate poverty in Bangladesh. Macroeconomic stability provides an
unprecedented window of opportnity for the Government to accelerate reforms aimed at reaching such
a higher growth path, led by the private sector. The Government cannot afford to waste this
opportuity. Stimulating private investment, and dramatically improving the effective implementation
of the public investment program are the most important priorities. Only then would investment rise to
the 18-20 percent levels relative to GDP that would make such growth feasible. This is discussed
below as the accelerated-reforms scenario. The alteraive is a slow-reforms scenario, under which the
present pace of reforms would continue and investment levels would stagnate as they have done over
the previous decade. GDP growth would then also stagnate around its long-term average of about 4
percent, and the number of absolute poor in Bangladesh would continue to increase. Such a slow-
reforms scenario, and its resulting slow growth, would increasingly impose major social and polWical
strains on Bangladesh. With slow GDP growth, rising numbers of absolute poor, low investment, and
poor human and physical capital foundations to build on, Bangladesh would be confronted at the end of
the 1990s with the sad fact of having lost another decade of development.

1.92 The Accelerated-Reforms Scenario. A transition to a faster GDP growth path will
require a major investment effort in priority areas on the part of the public sector, and a robust private
investment response to accelerated reforms over the medium term. It is also important to emphasize
that the accelerated-reforms scenario is based on a policy package, with the growth effect of the entire
package much greater than the sum of its parts. Accelerated ADP implementation is crucial to the
accelerated-reforms scenario, since the burden of raising overall investment will fall initially on puldlic
investment. The accelerated-reforms scenario assumes that the Government would be able to bring the
same high-level commitment and application to improving ADP implementation that it has brought to
prioritizing the ADP. The objective would be to raise public investment from 5.8 percent of GDP in
FY93 to above 8 percent over the medium term (Table 1.16). Inter alia, this would require developing
(and then implementing) a consensus at the highest levels of Government to push much more firmly on
procedural reforms and require tangible results from them, and to insist on strictly rational project

' See for example, Rahman (op. cit.).
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personnel management. Also required would be substantive efforts to initiate relevant civil service
reform where necessary for implementing the ADP, and to use the private sector to raise the overall
ADP implementation capacity, for example, through the use of consulting firms in tendering and project
supervision activities.

Table 1.16: Medium Term Growth Scenarios: Key Indicators
(in percent of GDP, unless noted otherwise)

FY93 FY94 FY95 FY96 FY97 FY98 FY99 FY00 FY89-93 FY94-98 FY99-03
Actual Average Average Average

Accelerated Reforms Scenario

GDP growth rate 4.5 4.8 5.2 5.7 6.3 6.7 7.0 7.3 4.2 5.1 7.4

Gross fixed investment 12.7 13.8 15.4 17.0 18.1 18.7 19.2 19.3 12.3 16.6 19.3
Pdivate 7.0 7.6 8.5 9.8 10.5 10.8 11.1 11.1 6.5 9.4 11.1
Public 5.7 6.2 6.9 7.2 7.6 7.9 8.1 8.2 5.8 7.2 8.2

National saving 10.5 12.0 12.9 13.9 14.3 14.4 14.4 14.5 7.9 13.4 14.6
Private 7.5 9.0 9.4 10.1 10.4 10.4 10.2 10.3 6.2 9.9 10.4
Public 3.0 3.0 3.5 3.8 3.9 4.0 4.2 4.2 1.6 3.6 4.2

Government budget
Revenme 11.7 12.1 12.4 12.6 12.8 13.0 13.3 13.7 10.3 12.6 13.9
Expenditure -17.1 .7.1 -17.7 -17.9 -18.3 -18.6 -18.9 -19.2 -16.6 -17.9 -19.5
Overall deficit -5.4 -5.0 -5.3 -5.3 -5.5 -5.6 -5.6 -5.5 -6.3 -5.3 -5.6

Extenal sector
Current account balance -2.2 -1.8 -2.5 -3.1 -3.8 -4.3 -4.8 -4.8 -4.4 -3.2 -4.7
Exports/GDP 9.6 10.3 11.0 11.6 12.1 12.5 13.0 13.5 7.7 11.5 14.0
libporWGDP -16.1 -16.7 -17.7 -18.9 -19.8 -20.6 -21.3 -21.5 -15.9 -18.7 -21.9
Reserves in months of imports 6.5 6.3 6.3 6.0 5.8 5.5 5.3 5.1 4.2 6.0 4.8

Slow Reforn Scenario

GDP growth rate 4.5 4.5 4.5 4.6 4.6 4.5 4.4 4.4 4.2 4.5 4.5

Gross fixed investment 12.7 13.0 13.5 13.8 13.5 13.4 13.2 13.4 12.3 13.4 13.5
Private 7.0 7.0 7.1 7.1 7.1 7.1 7.1 7.1 6.5 7.1 7.1
Public 5.8 6.0 6.4 6.7 6.4 6.3 6.1 6.3 5.8 6.4 6.3

National saving 10.5 10.9 11.5 11.8 11.5 11.3 11.1 11.1 7.9 11.4 11.3
Private 7.5 8.3 8.8 8.8 8.2 7.7 7.3 7.0 6.2 8.4 7.2
Public 3.0 2.6 2.7 3.0 3.3 3.6 3.8 4.1 1.6 3.0 4.1

Government budget
Revenue 11.6 11.8 11.8 12.0 12.2 12.4 12.6 12.8 10.3 12.0 12.9
Expenditure -16.9 -17.1 -17.5 -17.8 -17.9 -17.9 -18.0 -18.2 -16.6 -17.6 -18.4
Overall deficit -5.3 .3 -5.7 -5.8 -5.7 -5.5 -5.4 -5.4 -6.3 -5.6 -5.5

External sector
Current account balance -2.2 -2.1 -2.0 -2.0 -2.0 -2.1 -2.1 -2.3 -4.4 -2.0 -2.2
Expozs/GDP 9.6 9.8 10.3 10.5 10.6 10.7 10.7 10.8 7.7 10.4 10.9
Imports/GDP -16.1 -16.2 -16.5 -16.7 -16.7 -16.9 -16.9 -17.1 -15.9 -16.6 -171.2
Reserves in months of imports 6.5 6.0 5.3 5.0 4.5 4.0 3.5 3.5 4.2 5.0 3.4

Source: Staff estimates.
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1.93 A faster pace and greater effectiveness of structural reforms is necessary to stimulate
private investment, to improve the environment for private sector activity, to integrate Bangladesh more
closely with the world economy, and to enhance its competitiveness through faster trade liberalization.
Accelerated reforms are also needed to deal with the problems of the state-owned enterprises, to
restructure the infrastructure and utility sectors, to increase the efficiency, soundness, and
competitiveness of the financial sector, and to make industrial labor markets more flexible. With faster
and more effective reforms, the private sector would get clear signals that the reforms are credible, that
they make a decisive break with the past, and are irreversible. After an initially slow response, private
investment would be expected to gather strength, rising from its FY93 level of 7.0 percent of GDP to
well over 10 percent over the medium-term (Table 1.16). This also assumes that the Government
would move expeditiously on initiating new partnerships with the private sector (both foreign and
domestic) in the important infrastructure and utility areas.

1.94 With total investment rising rapidly, GDP growth would accelerate, initially averaging
about 5.7 percent per annum over FY94-98, but then growing much more rapidly to an average of 7.4
percent per annum over the next five years. Both exports and imports would rise rapidly with GDP
growth. Exports would respond to structural adjustment in the form of accelerated trade liberalization,
a flexible real exchange rate policy, and the effective facilitation of domestic and foreign investments.
This response would be centered in export-oriented manufactures such as garments, processed
aicultural products, and other labor-intensive subsectors in which Bangladesh would have a
comparatve advantage. Exports would rise from 9.6 percent of GDP to over 13 percent by the end of
the decade. Rising imports, from 16 percent of GDP in FY93 to over 21 percent by the end of the
decade, would be driven by accelerated and more effectve import liberalization, increasing private and
public investment demands for imports, the growing need for imports for processing and reexport, and
the increase in economic actvity as greater investment improves Bangladesh's aggregate demand
problem. Assuming workers' remittances continue to grow, the current account deficit would increase
from 2.2 percent of GDP to 4.8 percent by the end of the decade. The accelerated-reforms scenario
assumes that there would be rising aid disbursements due to better ADP implementation, and a
substantal increase in foreign direct investment due to large, lumpy investments in infrastructure and
the utilities. These would nonetheless be more than offset by the strength of import demand, and
external reserves would steadily decline to about 5 months of imports over the medium term.

1.95 Deeper improvements in tax administration and extending the domest.c coverage of the
VAT would likely make up for possible reductions in tariff revenue due to faster trade liberalization.
Increasing revenue growth relative to GDP would continue, reaching 13 percent of GDP over the
medium term. With rising capital expenditures in high priority areas such as SOE restructuring,
inrastucture expansion and improvements, and the social sectors, but with the curbs on current
expenditures still in place, the overall fiscal deficit relative to GDP would rise only marginally over the
medium term, particularly as rapid GDP growth begins to yield even faster revenue growth through
easier extensions of coverage. Credit for the private sector would be facilitated by improvements in
intermediation quality as a result of privatization and greater competition in the financial sector. Public
saving would increase as a result of better revenue performance, and private saving would respond to
faster GDP growth. As a result, total national saving would increase from its FY93 level of 10.5
percent of GDP to 14.4 percent over the medium term.

1.96 Accelerated GDP growth in the 1990s would require that the almost stagnant structural
transformation of the economy during the 1980s (see Section C) give way to clear shifts in the relative
importance of agriculture, industry (particularly manufacturng), and services. The accelerated-reforms
scenario assumes that agriculture growth would increase to 2.6 percent per year over the medium term,
and then to 3 percent by 2000, from its current level of about 1.9 percent per annum (Table 1.17).
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This significant increase would require a continuation of the already successful reforms in agriculture,
increasing yields, higher cropping intensity, growth of total factor productivity, and diversification into
higher value crops, (some for export) as a result of the approaching self-sufficiency in foodgrains.

1.97 Industry (including manufacturing, construction, mining, and the udlities) and the service
sector would increasingly become the chief contributors to growth. This would be consistent with the
structural transformation of the economy in response to accelerated reforms and the switching of private
sector resources towards export-oriented manufacturing. The manufacturing sector's growth rate would
rise from its FY93 level of 8 percent to over 11 percent over the medium term, thereby increasing its
share in GDP from 9 percent to 12 percent. Demand links between manufacturing and services would
be expected to become stronger, in part through improved financial services. Along with the
manufacturing sector's growth therefore, the service sector's share would rise to almost 51 percent over
the medium term.

Table 1.17: Projected Growth and Sectoral Composition of GDP
in the Accelerated-Reforms Scenario

(in percent)

FY93 FY94 FY95 FY96 FY97 FY98 FY99 FY00 FY8993 FY94-98 FY99-03
Actual Average Average Average

Real growth rate
Agriculture 1.9 2.0 2.6 2.7 2.8 2.9 3.0 3.0 2.9 2.6 3.0
ladustry 7.4 8.6 8.8 9.1 9.8 10.1 10.4 10.6 6.0 9.3 11.0

Manufacturing 8.0 10.4 10.4 11.1 11.4 11.5 12.0 12.0 5.5 11.1 12.4
Other industry 6.7 6.3 6.6 6.4 7.5 8.2 8.0 8.5 6.6 7.0 8.7

Services 5.4 5.3 5.6 6.3 7.2 7.6 7.9 8.2 4.7 6.4 8.1
GDP 4.5 4.8 5.2 5.7 6.3 6.7 7.0 7.3 4.2 5.7 7.4

Sectoral Share '
Agriculture 33.1 32.3 31.5 30.6 29.6 28.5 27.4 26.4 34.4 30.5 25.3
Industry 17.1 17.7 18.3 18.9 19.5 20.1 20.7 21.4 16.3 18.9 22.1

Manufacturing 9.4 9.9 10.4 10.9 11.5 12.0 12.5 13.1 9.0 10.9 13.7
Other industry 7.7 7.8 7.9 7.9 8.0 8.1 8.2 8.3 7.3 7.9 8.4

Services 49.8 50.0 50.3 50.5 51.0 51.4 51.8 52.3 49.2 50.6 52.5
GDP 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

In constant FY93 prices.
Source: Staff estimates.

1.98 The Slow-Reforms Scenario. A slow-reforms scenario would be a stagnant growth
scenario. It would also be the scenario that might obtain if the current sluggish pace of reforms does
not quicken, and the status quo in critical areas such as finance, ADP implementation, and trade
competitiveness is not broken. As Bangladesh's international competitors in South and East Asia
accelerate policy reforms to take advantage of emerging and traditional markets overseas, Bangladesh
would begin to lag behind. The potential loss of employment and income, despite the current window
of opportunity offered by macroeconomic stability, would impose considerable development costs on
Bangladesh. With slow structuwal reforms in the economy, particularly hose aimed at enhancing the
business environment and the cordidence of the private sector, private investment, both domestic and
foreign, would stagnate. The failure of the Government to resolve continuing problems in the
implemenitation of the ADP would hamper public investment, and exacerbate the current problem of
inadequate aggregate demand. If well implemented, a well-prioritized ADP could have a strong
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crowding-in effect on private investment. But slow ADP implementation instead would have an
opposite, pernicious effect on private investment, thereby hampering the pace of private sector activity.
As a result, the private sector would tend to prolong its investment pause. Under such a scenario, total
investment relative to GDP would stagnate or increase marginally over its present level of about 13
percent (Table 1.16). Private investment would on average rise only slightly above its historical level
of 6.5 percent of GDP.

1.99 Sluggish investment would mean that growth would also stagnate at 4 to 4.5 percent,
suggesting a continuation of its average level over the past two decades. This would imply an
increasing number of absolute poor in Bangladesh. Low investment levels would mean that import
demand would remain sluggish. With slow structural adjustment and a continuing loss of
competitiveness overseas, export growth would remain feeble, with exports rising only marginally
above their present levels relative to GDP.

1.100 The current account deficit relative to GDP would on average remain lower than under
accelerated reforms, in part because of depressed import demand for investment goods. The slow-
reforms scenario assumes that aid requirements, and therefore aid disbursements, would decline
commensurate with the slow implementation of the ADP and the inabilty of the Government to use
domestic resources. As a result there would be a gradual worsening of the capital account, and
combined with developments in the current account, this would eventully bring reserves down to
below 4 months of imports.

1.101 The overall fiscal deficit would increase initially as the tax effort would not be
strengthened. However, it would then more or less remain unchanged, since in the absence of vigorous
ADP implementation expenditures would not increase substanially. Public saving would remain lower
than under the accelerated reforms scenario.

Aid Issues and Prospects

1.102 The longer term evolution of the structure of external aid to Bangladesh is closely tied to
the pace and direction of economic reforms. The accelerated-reforms strategy would envisage
increasing share of project aid over time, with parallel decreases in the shares of food aid and
commodity aid, except to cushion unforeseen natural disasters or other exogenous shocks and for major
externally-aided, structural adjustment programs. Already, as Bangladesh moves closer to sustainable
food self-sufficiency, food aid requirements are tending to decline. This transition from a foodgrain
deficit to a break-even or surplus position must be managed carefully. This section on foreign aid
issues and prospects begins by examining some of the trends in food aid. It then reviews aid utilization
in FY93, and the prospects for aid disbursements in FY95.

1.103 Trends in Food Aid. During the past ten years, food aid relative to domestic foodgrain
production has averaged around 8 percent. However, in recent years this ratio has fallen; by FY93 it
had dropped to 4.6 percent. This is a significant development, and has involved both rapid increases in
domestic output and declines in food aid.

1.104 Since the mid-1980s domestic rice production has increased by more than 20 percent.
The trend growth rate of rice production between the late 1980s and early 1990s is estimated at between
2.6 to 3 percent per annum, greater than the population growth rate during the same period Per capita
foodgrain availability increased from 173 kg in 1983 to 184 kg in 1993, a 6 percent increase.
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1.105 Food aid levels are declining as donors confront budgetary constraints in their own
counrries. A downward trend in food aid levels started in FY92. In FY93, food aid levels amounted
to 716 thousand MT of wheat, a little more than half the amount in FY92. During the first half of
FY94, food aid commitments were equivalent to US$32 million, as compared to US$60 million during
the first half of FY93. These events herald a possible downward trend in food aid, though the changes
are not likely to be of the same order of magnitude as occurred between FY92 and FY93. Donors
were then responding to the Government's large food stock overhang and sharply reduced offtake.
Furthermore, donors did not want to exacerbate the downward pressure on foodgrain prices that was
observed between April 1992 and March 1993. Wholesale rice prices fell by as much as 30 percent in
some production areas during this period. Wheat prices followed the same course; by June 1993 wheat
prices had plummeted by 35 percent. Since then, wheat prices have recovered, although to a lower
trend.

1.106 Although foodgrain prices in Bangladesh have recovered from last year's low levels,
sustained large-scale inflows of food aid, particularly those intended for monetization,' may bring some
downward pressure on prices. To illustrate the orders of magnitude involved, if rice production
contnues to grow at its current trend rate of 3 percent, -nd if GDP were to grow by, say, 4 percent
annuafly, rice prices would need to fall by 20 to 25 percent to bring demand into line with the assumed
increase in supply.2 Such a drop in rice prices would have a strong disincentive effect on supply - a
20 percent fall in the farmgate price of rice would reduce net returns to irrigated HYV rice by about 60
percent, with returns for some local varieties becoming insignficant or even negative. With a
hypothetical 20 percent fall in the price of rice, and assuming a 1 percent amnual increase in domestic
wheat supply, demand substitution of rice for wheat would reduce the demand for wheat imports to
about 500 thousand MT at current real prices by the year 2000.3 If wheat aid was 1 million tons
(approximately mid-way between the FY92 and the low FY93 levels), domestic wheat prices would also
need to fall by about 20 percent to bring demand into line wish the assumed level of supply. If imports
continued at their FY92 level of 1.4 million tons, the necessary drop in wheat prices would be closer to
35 percent.

1.107 Besides donor concerns about downward pressure on prices, the need for food aid in
normal years may be declining. Recent developments relating to the Government's food policy are
partially responsible for this declining need. The Government has recently made efforts to rationalize
its food operations and reduce procurement (Box 1.2). Despite these efforts, government stocks
continmed to rise in FY92-93 because reductions in procurement were not sufficient to offset reductions
in offtake. Offtake in FY93 (1.1 million MT) was less than half of the offtake in FY92 (2.4 million
MIT). This sharp drop was initially caused by the abolition of the Palli rural rationing program, which
accounted for 17 percent of the offtake from government stocks. A further decline of 40 percent in
offtake resulted from the lack of sale from Government ration channels because domestic market prices
fell below government ration prices.

1.108 By September 1993, the Government had reduced its stocks to about 800 thousand MT.
However, three-quarters of its rice stocks were estimated to have exceeded the maximum safe shelf-life

' Monetized food aid provides the Government witt counterpart funds for the ADP, non-monetized food aid primarily
supports the Government's targeted poverty and relief programs.

2 See Wahiduddin Mahmud, 'Agricultural Growth Strategy in Bangladesh: A Note,' mineo, The World Bank November,
1993.

3 For the cross-price elasdcity of wheat demand with respect to rice price, see F. Goletti, 'Food Consumption Parameters
in Bangldesh,' mimeo, Intenaional Food Policy Research Institute, Washington, D.C., April 1993.
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by six months and were probably unfit for human consumption. A sizeable share of wheat stocks was
also classified as unfit for human consumption. In the past, the offtake from Government stocks was
always adequate to ensure the proper rotation of stocks. Therefore, the Government has not had to deal
with the task of managing security stocks before. The Government has temporarily alleviated the
problem of deteriorating stocks by selling them at discounted prices. As of end-November 1993, a total
of 90 thousand MT of poor quaity rice and 33 thousand MT of poor quality wheat had been sold.
While the immediate problem of the disposal of the worst quality of rice stocks has been resolved, it is
vital that stock management efforts be continmed.

1.109 In reviewing these recent trends in food aid, it is important to point out the crucial role of
food aid, through its non-monetized channel, in supporting the Government's targeted poverty and relief
programs. Over the past four years, food aid has met, on average, 90 percent of the requirements of

BOX 1.2: REcmT GovERNmTr EMORS TO STREALNE FOOD MANAGEMENT OPERATIONS

The Govermment is committed to reducing the cost of its food operations. The Government has elimninated the costly
procurement practice of millgato contracting which pre-financed purchases from millers and paid above-market prices. In addition,
the Government has lowered its procurement price for paddy to 200-210 taka/maund, and for milled rice to 310-325 taka/maund.
The Government is now in the process of introducing a market-based system of procurement through open tenders. Moreover, in
1992 the Government removed import restrictions on wheat thus allowing private wheat imports for the first time and eliminating
its own need to import wheat commercially.

Most significantly, the Government eliminated in December 1991 the highly subsidized PaFfi rurl rationing program (formally
abolished in May 19921 which cost $60 million in subsidies each year. It is estimated that 70 percent of the foodgrains did not
reach the intended beneficiaries of the program. Furthermore, transferng one taka of income to an eligible household
participating in the rural rationing program cost an esfimated Tk 6.55, compared to Tk 1.50 and Tk 1.20 in the VGD and RMP
programs, respectively.' Since the rnral rationing program accounted for 50 percent of public rice distribution, the Government
was able to reduce its procurement of rice, helping to reduce the projected food account deficit in FY93 to two-fifths of what it
was in FY92.

Despite these important reforms, the Government's food operations still do not have a clear strategy behind them:

* The Government lacks a clear role for its food operations in promoting national food security. Although public
procurement of domestic rice was drastically reduced in FY92 and in the last boro season, it is still unclear whether these
actions were part of a deliberate strategy to move away from price stabitization objectives and to limit domestic
procurement for the purpose of targeted programs and maintaining an emergency security stock.

* The Government continues to subsidize foodgrain to relatively better-off groups through the OP, EP, SR and LE channels
of the Public Food Distribution System. Offtake through these channels represents 23 percent of total foodgrain
distribution. The savings from closing these channels could be used to expand programs that directly benefit the poor. If
a subsidy to Government employees and the security forces is felt to be desirable, then it would be more efficient and
transparent to provide this subsidy through the revenue budget instead of the food budget.

* There is no transparent policy determining the size of public food stocks. At the end of FY92, public warehouses were
overflowing with 1.2 million MT of foodgrain of which a significant share was rapidly deteriorating (the Food
Directorate's past stock disposal policy has been quite lax and not always based on a very effective application of the first-
in first-out principle). A recent study estimates that an optimal stock level ranges somewhere between 1.4 million tons to
690 thousand tons, depending on food policy objectives.'

I 'Options for Tgeting Food nvtervtions in Bagadeah, The Waddng Gup on Tageed Food Intaverdions, 1993.
2 F. Goletti, R Ahmed, and N. Chowbmy. 'Optimal Stock for the Public Foodgrin Distribution Syslem in Banladesh' IFPRI Working Pper No.4, 1993.
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the Food for Work' (FFW) and Vulnerable Group Development (VGD) programs. FFW, VGD and
the Rural Road Maintenance Program programs are currently the only safety net programs targeted at
the rural poor, and are relatively cost effective. The FFW program reaches an estimated four million
people by generating seasonal employment in exchange for food wages. The VGD program reaches
500 thousand destitute women in distressed areas-it has been shown to increase the incomes of poor
households by over 19 percent, and to enhance calorie consumption at the household level.2 Another
factor to take into account in the context of food aid is the new Food for Education program, which is
still in pilot form, but, if proved to be effective, could eventually increase the total programmed food
distribution by almost 20 percent.

1.110 The reduction in food aid between FY92 and FY93 has meant that total distribution in
FFW and VGD programs was reduced by 40 percent to 500 thousand MT. Changes in food aid levels
should not be allowed to affect these relatively effectve targeted safety programs. The Government
and its food aid donors need to explore different options to ensure this. One option open to the
Government in order to maintain and expand its targeted programs would be to use its own resources
for local procurement of foodgrains. Another option would be for the Government to contract out the
import and delivery of wh-leat at required sites. Ot1hr options for targeted ay net programs could
include alternative cash-based programs. The donors could also increase food aid, or change its
composition from monetized to non-monetized food aid.

1.111 Perhaps the least desirable of these options would be for the Government to revert back to
high levels of domestic procurement. This would be potentialy counterproductive, particularly if the
Government re-introduces inefficient procurement practices such as the system of millgate contracting
that was recently abolished. In addition, given the sizes of the foodgrain markets for wheat and rice,
domestic procurement would have to be mostly rice. This has two drawbacks: from a nutritional
viewpoint, rice is more expensive in terms of calories and protein provided per taka; from a targeting
viewpoint, wheat is a better self-selecting commodity for targeted interventions because of its inferior
good characteristcs in Bangladesh, meaning that rice is preferred over wheat as income rises.

1.112 Aid Utilization and Capital Account Developments In FY93. Total aid disbursements
during FY93 declined to $1.59 billion from $1.69 billion in FY92 (Table 1.18). This represents a 6
percent decline in FY93, following on previous declines of 2 percent in FY92 and 4 percent in FY91.
This decline in FY93 was largely due to a near halving of food aid utilization, from $241 million in
FY92 to $121 million in FY93; commodity and project aid disbursements remained largely unchanged
from their FY92 levels. The disbursement of project and commodity aid during FY93 exceeded
respective commitments, so that the total aid pipeline, which had opened at $5.98 billion in FY93,
closed slightly lower at $5.31 billion.

1.113 Project aid disbursements increased by $30 million, or 3 percernt over FY92, to $1.09
billion. Of this, 47 percent came from multilateral institutions. Despite improvements in recent years
in procurement procedures, processing of project aid, and the Government's budgetary situation and
local taka availability, project aid disbursements did not rise as much as expected due to the poor
performance of the ADP (see Section D). Because of low commitments of project aid (in FY93 project
aid commitments amounted to only $761 million, compared to an average of $1.09 billion during the

XPart of the wheat for Food for Work is monetized to pay for bridges, culverts, and compaction materials.

Ahkter Ahmed, Food Consumption and Nutritional Effects of Targeted Food Interventions in Bangladesh, IFPRI, Washington,
D.C., 1993. There is very little evidence to suggest that targeted food provision through FFW and VGD have a downward effect
on wheat prices. See Hossain and Akash, Rural Public Works in Relief and Development, IFPRI, Washington, D.C., 1993.



Table 1.18: External Aid Commibments and Disbursements
(US$ million)

FY81 FY82 FY83 FY84 FY85 FY86 FY87 FY88 FY89 FY90 FY91 FY92 FY93

OPENING AID
PFELN

Project Aid 2,003 2,444 3,044 3,374 3,644 4,061 4,633 4,390 4,699 4,601 5,239 4,847 5,260
Food Aid 50 59 49 42 60 195 324 207 299 232 204 119 104
Commodity Aid 399 361 454 477 592 375 460 609 452 500 478 408 616

Total 2,452 2,864 3,547 3,893 4,296 4,631 5,417 5,206 5,450 5,333 5,921 5,374 5,980

AID COMMImS

Project Aid 1,001 1,189 800 882 1,345 923 932 915 1,107 1,553 890 972 761
Food Aid 203 221 248 285 380 329 109 364 157 160 184 226 178
Commodiy Aid 355 513 474 528 253 409 562 251 601 431 296 576 336

Total 1,559 1,923 1,522 1,695 1,977 1,661 1,603 1,530 1,864 2,144 1,370 1,774 1,275 W

Share of Non-Project Aid 36 38 47 48 32 44 42 40 41 28 35 45 40
in Total (%)

AID DISBURSMEN

Project Aid 560 589 470 553 591 710 967 831 904 1,165 1,056 1,064 1,094
Food Aid 194 231 255 276 244 203 225 300 226 188 268 241 121
Commodity Aid 392 420 452 439 432 393 403 509 538 457 408 386 372

Total 1,146 1,240 1,177 1,268 1,267 1,306 1,595 1,640 1,668 1,810 1,732 1,691 1,587

Project Aid Disbursement 28 24 15 16 16 18 21 19 19 25 20 22 21
Ratio (%) "

v Disbursement as a ratio of opening pipeline.
Source: Economic Relations Division, Finance Ministry; Chairman's Report of the Bangladesh Aid Group Meetings.
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past five years), and cancellation of existing slow and non-performing project components, the opening
project aid pipeline for FY94 is esimated to have been $4.5 billion, down from $5.3 billion in FY93.

1.114 Commoodity aid disbursements declined slightly by US$14 million to US$372 million in
FY93. More than half of the total disbursement was from bilateral sources and in grant form.
Although about $400 million of commodity aid was available from multilateral lenders, only a fifth of it
was utilized. The slow disbursement of multilateral commodity aid was primarily due to slow
implementation of the adjustment agenda supported by these credits, and the resulting long delays in
tranche releases.

1.115 Food aid imports in FY93 amounted to 716 thousand MT of wheat, equivalent to a
disbursement of US$121 million and a halving of the FY92 food aid utilization. Food aid commitments
in FY93 also declined by 21 percent to US$178 million. Bangladesh did not utilize the available food
aid, leaving 635 thousand MT of wheat in the food aid pipeline at the end of FY93.

1.116 Bangladesh's total external debt at the end of FY93 stood at around US$13.3 billion (54
percent of GDP), of which US$8.0 billion is owed to multilateral agencies, US$5. I billion is owed to
bilateral donors and the remainder is owed to private creditors. The debt includes a very high grant
element as it is characterized by an average maturity of more than 35 years and an average interest rate
of around 1.5 percent. The debt-service ratio in FY93 was around 12 percent, but is expected to
decline to around 10 percent by 1995. Amortization on concessional debt rose from US$210 million in
FY92 to US$264 million in FY93. Together with the decline in gross disbursements, this implied that
net aid disbursements have declined from US$1.5 billion in FY92 to US$1.3 billion in FY93.

1.117 Despite the decline in aid flows, net capital inflows exceeded the current account deficit in
FY93 and the balance of payments showed a positive overall balance of $518 million. Thus, foreign
exchange reserves increased from $1.68 billion at the end of FY92 to S$2.19 billion at the end of
FY93. This reserve level represents 6.5 months of FY93 imports. Bangladesh continues to accumulate
international reserves. By end October 1993 gross reserves stood at US$2.35 billion. It is expected
that the reserve level by end FY94 would exceed US$2.5 billion.

1.118 Aid Disbursements in FY95. Preliminary data for disbursements and commitments for
July to December 1993 suggest that FY94 disbursements have not improved over FY93. FY94
disbursements are also lagging behind in relation to the Government's disbursement target for the year
as a whole. This clearly highlights the urgent need to improve the pace of reforms during the
remainder of FY94, with immediate emphasis on improving ADP implementation. Commodity aid
utilization is expected to pick up after mid-FY94 on account of quick disbursements (through
reimbursements for goods already imported) from several adjustment credits. Based on this aid
utilization performance, total aid utilization during FY94 is projected at US$1.6 billion, comprising
US$1.0 billion in project aid, US$450 million in commodity aid, and US$150 million in food aid.

1.119 Table 1.19 shows projected aid disbursements for FY95. The need for project aid will be
closely tied to the performance of the ADP. Prelininary evidence suggests that project aid utilization
in FY94 will be about Tk 40 billion. This is based on the performance of ADP implementation during
the first half of FY94, but allowing for a significant acceleration during the second half of FY94 that
would improve on the performance of the first half. This would be similar to the acceleration of ADP
implementation observed during the second half of FY92, based on the Government's intensified project
implementation efforts. Some improvements in this regard appear to have started in January 1994.
Assuming that this improved performance will continue, a local expenditure of about Tk 38 billion
would be expected, giving a total projected FY94 ADP size of Tk 78 billion. This would represent
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rougly an 11 percent nominal increase over the FY93 realized ADP of Tk 70 billion. On this basis,
and asuming a continuing acceleraton of implementation in FY95, the ADP for FY95 would be
projected to be between Tk 85-90 billion. Using the midpoint of this projected ADP size range would
require project aid disbursements of around US$1.2 billion. A dramatic improvement in project
implemenation would require a commensrate increase in aid disbursement; for example, an FY95
ADP of Tk 105 billion would require project aid disbursements of about US$1.4 billion (implying total
FY95 aid disbursements of US$2.0 billion).

Table 1.19: External FlUndng Requirements and Sources
(US$ million)

Actual Projected Projected
FY93 FY94 FY95

Reumeats 1.342 1.183 1.4S
Current Account Deficit 535 S00 734
Loan Amordzation 259 283 313
Increase in Reserves 548 400 406

sources 1.342 1.183 1A53
Aid Disbursements 1,587 1,600 1,800

Project Aid 1,094 1,000 1,200
Commodity Aid 372 450 450
Food Aid 121 150 150

Other Capital Flows -245 417 -347

Qnnultments 1.275 L2.9S -

Project Aid 761 1,600
Commodity Aid 336 350 -
Food Aid 178 85 -

Sonurs: Bangladesh Bank, Finance Ministry, and Staff esmates.

1.120 Commodity aid disbursements, projcted at US$450 milion, would continue at their
expected FY94 level as a result of continuing adjustment operations and the restruc4t of the jute
sector. Finally, food aid disbursements are projected at US$150 million, in line with the lower levels
of food aid in recent years.

1.121 Aid commiments for FY95 will need to be related to the Government's ability to
strengthen the pace of public mvestmt. The Government should focus its efforts on accelerating
implementation of the ADP, and thereby, improving aid disbursements. The level and composition of
new commitments by donors should be set so as to support the expected flow of those dibursents.
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ANNEX
PROGRESS ON THE ADJUSTMENT AGENDA IN FY93-94

1. Progress on the Government's reform agenda has been slow and uneven during FY93
and the early part of FY94. Increasing investment remains the highest short- to medium-term priority.
This core medium-term priority should be supported by other elements of the reform agenda. To
underscore these priorities, at the April 1993 Aid Group Meeting in Paris the Government reaffirmed
its commitment to three priority areas for reform. The first two areas - improving the enablip-
environment for the private sector and increasing public sector efficieney - correspond to the m.a.
themes of this report. The third area -- enuhancing the efficiency of human resource development
programs - addresses the longer-term issuie of investing in people to ensure that they can take
advantage of the opportunities made possible by faster growth, and to sustain such growth. Recent
progress on the three elements of this reform agenda is discussed in this Annex.

A. The Policy Agenda: Promoting Faster Growth

2. Strengthening the enabling environment for the private sector and improving public
sector efficiency constitute a large and difficult growth agenda. Simultaneous progress on the reforms
wi1l strain the capabilities of the Government and its political commitment. However, the reforms form
a package, with their combined effect likely to be greater than the sum of the parts. Thus, the
importance of implemening them together cannot be overemphasized. Furthermore, while progress
wil not come easily, the current macroeconomic window of opportunity presents the best chances of
achieving the accelerated pace of reforms that is necessary.

3. Some progress has been achieved in all reform areas over the last year. However,
reforms have proceeded slowly and hesitatingly, which explains the uncertain private sector response.
Economic reforms are a process, not a set of discrete actions, and it is this process that has not yet
reached critical mass in Bangladesh.

4. Critics within and outside Bangladesh often prefer to view the agenda as driven by
donor pressure rather than by domestic ownership of the reforms. These are important concerns. Yet,
the agenda at its core closely mirrors the very objectives of governance based on which the Government
of the Bangladesh National Party was elected in 1991 (Box A. 1). As P. crosses the hilfway point in its
first term of office, it may be appropriate for the Government a-id its polWical leadership to take stock
of what has been achieved, and what must now be achieved over the remaining half of this term of
office.

Strengthendng the Enabling Environment for the Private Sector

5. The Government has four short-term objectives in this area: deepening trade and
industry reforms and making the reforms already underway more effective; initiating sustainable
financial sector reforms; accelerating privatization of state-owned enterprises; and ensurmg
Bangladesh's export competmiveness. Some progress was made towards the first three objectives,
partilarly in the trade policy area, and to a lesser extent, on financial reforms and privatization. But
even in these three areas, much more needs to be done. Very little was done to enhance export
compeitveness, even though rapid growth of labor-intensive manufactured exports is a central part of
the government's development strategy.
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Box A1: Pelitical Ownership of Reforms: Higlhts from the 1911
Election Manifesto of the Bangladesh National party

The present BNP Government took office in 1991. The following is the economic program component of the BNP pro-
election manifesto as reported by BSS. There is a strong concordance between the Goverment's economic reform agenda and
the pre-election manifesto of the BNP.

Economic Programs:
1. Adopting practical measures to realize the five basic needs of people - food, clothing, education, medicare and shelter.

2. Rapid industrialization through introduction of open and competitive market economy and providing facilities for
investment by national and foreign entrepreneurs.

3. Creation of a strong economic infrastructure as a pre-condition for industrialization and overall economic prosperity.

4. Setting up small industries and other income generating projects for involving women in the overall development activities
of the country and making them self-reliant

5. Establishment of a modem children's hospital in each division on an urgent basis and adoption and implementation of
special programs for health education and recreation facilities for children.

6. Creation of greater opportunities for employment through rapid industrialization by proportionate increase in financial
allocations in the development of human resources and in education and health.

7. Give prionr , tc the agricultural sector to make Bangladesh self-reliant in food. Inrerase facilities of loans on easy tems to
the farmers and provide power connections for irrigation. Exempt loans and interests up to Th. 5,000 for poor farmers.
Reintroduce the program of canal digging and adopt practical methods for flood control.

-. Increase financial allocation for infrastructual development in the fields of roads, railway, river navigation, gas, electricity
and telecommunication. Ensure implementation of Jamuna Multi-purpose and Meghna bridge projects.

9. Give priority to private sector, remove complications and impediments to healthy atmosphere for industry.

10. Adopt programs for implementation of priority projects under the Fourth Five-Year Plan by making maximum and best
utilization of available resources. Give priority to financial allocation for poverty alleviaion, agricultura, rural development,
education, health and family planning. Adopt measures for control of population explosion.

11. Turn the national economic sectors like power, telephone, railway and industrial units into profitable bodies by restoring
disciplined, skilled and dynamic management Take measures for creation of competition and accountability through
institutional changes.

12. Ensure positive results in the national economy by adopting firm but realistic measures to check inflation and stabilize
commodity prices and to adopt administrative and legal methods for restoring discipline in banks and financial institutions.

13. Give priority to increasing the export of non-traditional items and limit the import of unrecessary or luxury items.

14. To pave the way for rapid industrialization though ensuring complete utilization of science and technology.

15. Adopt practical steps for solution of unemployment problems.

16. Ensure honorable place for women in every field of national development

17. Provide incentives for savings in all fields, check unproductive expenditures and wastage.

18. Refuse to accept foreign aid or loans on such terms as are inconsistent with the national interest and demands, encourage
foreign investment in priority projects.

19. Correct evaluation of the role of non-governmental urganizations in development activities.

Source: New Nation, January 30, 1991.
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6. Trade and Investment Liberalization. The Government has taken several steps to
make import liberalization and industrial de-regulation more effective, including: announcing its
strategy of reducing effective protection over the medium term; continuing its efforts to lower and
simplify tariffs; publishing a clear tariff schedule; strengthening the Tariff Commission; developing an
action plan for legal reforms and a blueprint for de-regulation; and approving an action plan for
implementing its export development strategy. Those efforts have helped imiprove the investment
climate in Bangladesh, but the reforms have come too s owly to engender a strong private sector
response. Serious consideration should be given to accelerating trade liberalization beyond the current
phased plans, as discussed in Section D.

7. Because of the complexity of the reform agenda, and bcause of uneven political
commitment, there continues to be a large effectiveness gap between the Government's announced
policies and actual implementation. Treatment of entrepreneurs by tax, customs ard DEDO officials is
yet to reflect the Government's new policies of liberalization and de-regulation. Tariff cuts have been
accompanied by increases in assessed tariff values, especially affecting textiles and iron imports, which
offset the reduction in duty; and undermine private sector confidence in the Government's policy. The
action plan for implementing the export development strategy was only approved in October 1993.
The Export Promotion Bureau (EPB), a key institution responsible for implementing the strategy, is
considered to be too weak, and lacks the ability to carry out the often complex promotional activities
specified in the plan.

8. This effectiveness gap must be reduced. Four actions could help achieve this important
objective. Frst, the Government should strengthen the institutions that deal with the private sector on a
day-to-day basis; namely, the tax department, the DEDO office, the EPB and BOI. Those instittions
need to be streamlined, their procedures simplfied and their staff trained to deal with private investors
in the new policy environment. Second, the use of "tariff values" should be discontinued. Tariffs
should be assessed on the invoice value of imports. A system of pre-shipment inspection should be
used to control fraud and simplify procedures. Third, procedures fov duty drawback should be further
simplified, and all duty drawbacks should be based on flat rates. Fow/, the Government should set up
a formal mechanism for periodic consultation with the private sector, which could be modeled along the
lines of "deliberation councils" used in some East Asian countries. ' It should also seek to reduce the
policy uncertainty generated by its uncoordinated, and sometimes contradioiry, pronouncements and
actions concerning the private sector.

9. International Competitiveness. The Government's stated objective has been to enhance
competitiveness through flexible management of the exchange rate and through steps to link real wages
with productivity. Much better performance is needed in this key reform area, as discussed in Section
C of Chapter I. The Government has agreed to a wage increase for public sector workers that does not
take account of changes in productivity.

10. The Government's export-oriented growth strategy, even if well-implemented, cannot
succeed unless competitiveness improves. Hence, %ction in this area should be a priority. The
Government needs to dovetail its flexible exchange rate policy with accelerated structural reforms, and
ensure that it is consistent with a faster pace of trade liberalization and tariff reform aimed at boosting
exports. Linking wages to productivity is a pre-requisite for success in developing labor-intensive
exports. The Tripartite Committee, created in April 1993 to consider possibilities of linking wages to

lhe East an Miracle. Economic Growth and PuMc Polcy World Bank, 1993.
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productivity, should be encouraged to complete its task, and should be given sufficient resources,
including foreign technical assistance, to produce a high quality and realistic report as soon as possible.

11. Financial Sector Reforms. This current round of financial sector reforms started in
FY89. The Government has taken steps to strengthen financial laws and regulations. It passed the
Financial Institutions Act, 1993. Amendments to the Negotiable Instruments Act are under
consideration, and review of other laws, such as the Bankruptcy Act, are close to completion.
Bangladesh Bank's ability to supervise commercial banks was strengthened, particularly by improving
off-site supervision procedures and targeting on-site supervision more efficiently. The Government has
started the process of privatizing Rupali Bank, and has completed the re-capitalization of NCBs.
Problems caused by the outstanding debts of SOEs are being dealt with on a sectoral basis; a resolution
of jute sector debts is to be started soon. Finaly, the floor on savings and fixed-term deposits were
lowered to 5 percent and 5.5 percent.

12. Problems in the financial sector are a direct outcome of many years of misguided and
rigid government and Bangladesh Bank regulations and directives, complicated by the breakdown of
credit discipline. Actions taken so far have proven insufficient to deal with the legacy of the past.
Efforts at debt recovery and bringing defaulters to justice have yielded fewer tangible results than
expected. The spreads between lending and deposit rates continue to be too high, reflecting bank
inefficiencies and the cost of non-performing loans. Excess liquidity held with Bangladesh Bank are a
reflection of banks' weaknesses and their inability to direct resources to efficient private investment.
NCB losses are high and their financial health, as well as those of the private banks, is fragile.

13. Urgent action is needed to ensure that Bangladesh's financial system can mobilize savings
and finance efficient investment within a competitive environment. Such action should include: further
strengthening of Bangladesh Bank by reviewing all of its organization, management and staffing
policies; taking concrete time-bound steps towards privatizing Rupali bank; increasing competition
through entry of new banks and by ensuring that the two denationalized banks play a much larger
competitive iole in the sector; finding realistic solutions to the problem of bad debts; and liberalizing
interest rates by removing or further reducing the floor on deposit rates.

14. Privatization. A potentially adequate institutional framework for privatization is now
more or less in place. The Privatization Board was given an autonomous body status finally in
November 1993 (it was set up in early 1993), and its own budget. It has started recruiting local experts
and foreign consultants. Privatization procedures have also improved, as the requirement that buyers
keep all the staff of privatized units was dropped, the tendering system has been made more transparent
and the terms of payment by private buyers have been made easier.

15. However, cumulative delays have led to slower than expected progress at carrying out
actual privatization. The Privatization Board has only tendered for five SOEs enterprises this year.
The Textiles Ministry has succeeded in privatizing two out of ten mills slated for divestiture, and the
first phase of privatization under the jute sector reform is just starting. This indicates that the
Government's top priority in this area should continue to be to successfully complete privatization of
the mamnfacturing units, and textile and jute mills already identified. Concomitantly, more efforts are
needed to encourage private investment, domestic as well as foreign, in the power, gas and
telecommunications sectors.
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Increasing Public Sector Efficiency

16. Public sector efficiency has to improve to complement the efforts to raise public saving, to
raise ADP investment in social and physical infrastructure, and to improve the quality of government
services provided to the private sector. The Government's short- and medium-term objectives in this
area are: improve the quality of public expenditures; continue the process of retrenching excess SOE
employees; reduce SOE losses; and initiate broader reform of Bangladesh's administrative system.
Progress has been achieved in the areas of public expenditures and retrenchment. However, the
Government needs to redouble its efforts aimed at reforming public enterprises, especially BPDB,
DESA, DWASA, and BWDB, and it should start taking concrete measures to enhance administrative
efficiency.

17. Public Expenditures. Government action in this area involved project planning and
approval, preparation of a Three Year Rolling Investment Plan (TYRIP), and improving allocations in
the recurrent budget. New project preparation and approval guidelines were issued in June 1993. The
objective of those guidelines is to expedite the preparation and approval process, while improving the
quality of the project pipeline. The Government has also taken steps to enhance the quality of its
TYRIP and link it to the budgetary process. Technical assistance for this to the Programming Division
is now in place. The Planning Commission has decided to include an extra column in the TYRIP
showing actual implementation during the preceding year, and to refrain from providing specific
allocations to new projects when there are doubts about implementation capacity. It is expected that
those changes would render the TYRIP and the ADP more realistic. On recurrent expenditures, the
Government increased the allocation for operations and maintenance by more than 30 percent in the
FY94 budget. However, there are doubts about the adequacy of allocatons to specific sectors,
particularly education and water.

18. The developments described above are encouraging, but more remains to be done.
Improving planning and project approval processes will not yield results unless project implementation
capacity in line ministries is strengthened. Moreover, appropriate measures need to be taken to ensure
that the Programming Division's capacity to analyze projects and prepare the TYRIP and ADP will
continue at its currently high level, even after its technical assistance program ends. In the area of
recurrent expenditures, care needs to be taken to ensure that allocations for operations and maintenance
are divided among concerned agencies in an efficient manner. Moreover, the Government needs to
raise allocations for primary health and education, in a manner consistent with its policy favoring
human development.

19. Retrenchment. The recent public sector wage increase, which will cost the six major
public corporations around Tk 2.9 billion in FY94, will have a significant adverse effect on their
financial position; and will make the task of restoring commercial viability more difficult. In this
context, the public sector employee retrenchment program has taken on increasing importance. The
program has led to the retrenchment of more than 20 thousand workers and staff in FY93; and it is
expected to lead to the retrenchment of a similar number in FY94, with more than 15 thousand workers
being retrenched from Bangladesh Railways and BJMC alone. In order to ensure adequate financing
for severance pay, the Government has decided to double the Tk 3.0 billion allocation made in the
original FY94 budget.

20. The Covernment's retrenchment program is proceeding well. The severance pay or
"golden handshakes" currenly used by the Government have been extremely effective in achleving
desired staff reductions. It shouid now take stock of the lessons learned from this experience, and
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consider extending the program to cover more enterprises and Government departments. The
Government is introducing a safety net and training system for displaced workers in the jute industry
(see Chapter IV). It should consider extending it to other sectors that are being restructured. Dealing
effectively with problems of worker separation requires linkages to labor market information systems,
labor exchanges, and training programs.

21. SOE Reforms. The Government's Railways Recovery Program is on track, and there are
encouraging signs that actions to reduce systems losses of the Chittagong WASA are forthcoming. The
Railways program is tackling the agency's deficit through reducing costs (including the wage bill), tariff
adjustments, curbing ticketless traffic, and introducing a public service obligation policy for socially
desirable but unremunerative services. Initial success at improving the Railways performance could be
seen from the decline in its deficit from Tk 1.5 billion in FY91 to Tk 1.0 billion in FY93. Reforms of
the Chittagong WASA are just starting. The inception report for a water management program has
been prepared. A consumer survey is expected to be undertaken soon, and a computerized information
system is under preparation.

22. The pace of reforms in Power Development Board and &vA, Dhaka WASA, and BWDB
has been disappointing. The Government must take strong action to improve the performance of those
four entities, and stop the waste of public resources. Theft of electricity remains unacceptably high, as
the combined systems loss of the two power companies in FY93 was at 36 percent and their collection
to generation ratio is only 55 percent. Systems losses are also high in Dhaka's water sector. A still
incomplete consumer survey for Dhaka WASA identified about 15,000 non-registered connections and
1,600 illegal connections. Moreover, the company's arrears situation has deteriorated. No action was
taken to improve BWDB's organization. Key Board positions continue to be filled by acting
appointees, wiLlout a clear mandate to implement reforms; and little effort was taken to ensure adequate
funding for the sector's operations and maintenance.

23. Broader Administrative Reforms. The Govermuent needs to capitalize on the
momentum gained through the on-going debate on civil service reforms. The Government has started a
review of the machinery of government. Three activities are underway: first, an Administrative
Reorganization Commitee was appointed in August 1993. It was charged with a review of government
organizations in order to recommend the necessary restructuring to modernize government and make it
more efficient and cost effective. Second, a committee was created in the Ministry of Establishment to
propose civil service reforms based on the UNDP's July 1993 report, the ODA-financed report of four
government Ministries, and the USAID-financed Administrative Efficiency Study of 1989. Third, a
Ministerial Commission has been created to propose concrete actions based on the work of the other
Committees. The Government should ensure that these three initiatives yield their findings
expeditiously, and pave the way for further action. The Government is yet to commence an overseas
training program for the next generation of senior civil servants and a thorough review of personnel
management practices in the civil service.

B. The Policy Agenda: Investing In Human Resources

24. The Government's core agenda also emphasizes the importance of human development
and poverty alleviation. Its short and medium-term objectives in this area include: carrying out an
education sector review; studying and then implementing the structural re-organization of the Ministry
of Health and Family Welfare; expanding social safety nets; implementing the new structure of elected
local govermnent; and strengthening the role of NGOs. Progress is being achieved in the areas of local



-48-
ANNEXC
Page 7

government, education and NGOs; but the Government should redouble its efforts aimed at
restructuring the Ministry of Health and Family Welfare, and transferring food commodities from
subsidized channels to channels that provide a safety net for the poor.

Enhancing Social Sector Efficiency

25. Education. Reforms affecting the education sector are progressing relatively smoothly.
An Education Expend.itre Review has been iniltiated and should be completed by June 1995. The
Government is giving top priority to extending the on-going reforms in primary education: it has
increased recruitment of female teachers and girls' enrollment; approved the list of low-cost community
schools to be built and has requested LGED to start construction; the experimental community schools
program is meeting all quantitative targets; reconstruction of rural primary schools is proceeding ahead
of schedule; and new curricula and textbooks have been introduced and distributed on time. Finally, on
vocational and technical education the preparation of a possible project is being discussed with the
donors.

26. Health and Family Welfare. The Govermnent recognizes that inadequate coordination
between health and family planning is a serious problem affecting the quality of service and leading to
under-utilization of field-level services. Yet, reforms in this area are occurring very slowly. In
particular, a study of the structural reorganization of the Ministry of Health and Family Welfare - with
a view to integrating the two sets of services, strengthening supervision, improving cooperation between
staff from the two ministries, and securing more community involvement - is progressing very slowly.
The consultants are yet to be chosen, and work has not started. Given the importance of this sector,
the Government should expedite the processing of this study as a first step.

27. Safety Nets. The Government has introduced a pilot Food For Education Program, which
is expected to expand the social safety net and encourage school attendance by poor children.
However, a large amount of the Government's food resources continue to be distributed tbrough
subsidized channels benefiting better-off groups, such as security forces and government workers.
Government should reduce the size of those channels and use resources generated in this manner to
expand the safety net programs, e.g. VGD and FFW. This reform has become particularly urgent,
because food aid, which is the main resource used for the safety net, is declining. Hence, safety net
programs are bound to suffer unless the Government carries out a major change in the way it allocates
food resources. The Government is continuing to prepare a nutrition program.

Improving Government and Non-Government Delivery Platforms

28. Local Government. The local government framework approved in 1992 consists of
Union Parishads at the grass roots level and Zila Parishads at the district level. In addition, Thana
(sub-district) Development Committees will act as coordinating units for development activities between
the Union and Zila Parishads and the Central Government. Urban areas are divided into Pourashavas
(municipalities), and the four major cities (Dhaka, Chittagong, Khulna and Rajshahi) are run by city
corporations.

29. This local govermnent framework is expected to be in place before the end of FY94.
Elections for the Union Parishads and Pourashavas were held in FY93. The Thana Development
Committees were created in September 1993, and were functioning by December. Elections for the
four city corporations took place in January 1994. Finally, it is expected that Parliament will pass
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the act for Zila Parishads during its winter session, and that elections for this level of local government
would take place in tarly 1994.

30. As the new local government structure is being put in place, greater control over
expenditures, especially in the areas of human development and poverty alleviation, should be given to
elected local officials. Local government institutions will have to raise revenues to finance those
expenditures. The Government should carefully consider increasing local revenue raising powers. In
the past, this may have been a problem, as the natural tendency is to shun political controversy by
taxing and collecting less. Hence, the Government may wish to consider providing local governments
with incentives to improve their resource mobilization efforts, for example, by providing fimds to match
locally generated revenues.

31. NGOs. The Government has taken two important steps aimed at improving ihe regulatory
environment facing NGOs: a circular describing new regulations was issued and a booklet containing al
laws and conditions affecting NGO operations in Bangladesh was distributed to ensure transparency.
The Government should complement these positive developments by creating an insttitional framework
for regular dialogue between the Government and NGOs, similar to proposals for a deliberation council
for private entrepreneurs.



PART II

REFORM PRIORITIES FOR
PRIVATE SECTOR FACTURING GROWTH



CHAPTiER TWO
REMOVING IMPEDIMENTS TO PRIVATE MANUFACTURING GROWTH

A. INTRODUCTION

2.1 Rapid, labor-intensive manufacturing growth is a central ingredient of any practical
strategy to alleviate poverty through economic growth in Bangladesh. Limited prospects for domestic
agricultural expansion forces growth to depend on industrial development, and the country's limited
domestic market for manufactured goods forces it to depend largely on export. The domestic
manufacturing sector must therefore be internationally competitive. The poor experience of Bangladesh
with government control of industry (Chapter III) indicates that such industrialization must be led by the
private sector. The Government's principal objective therefore must be to accelerate private sector
reforms that can stimulate private investment to rise above 10 percent of GDP over the medium term.

2.2 Due to the two privatization phases during the 1975-83 period, the private sector now
accounts for above 75 percent of manufacturing value added in Bangladesh. But, with the notable
exception of the readymade garments industry (RMG), much pf the existing manufacturing sector is
characterized by an absence of robust growth, inflows of foreign capital or technologies, or sustained
penetration of international markets. Instead, as discussed in Chapter 1, manufacturing growth has been
slow, its share of GDP has remained modest, private investment has stagnated, and Government
interventions have continued. Furthermore, most firms have produced for the domestic market,
capacity is under-utilized, protection levels still remain above internationally competitive norms, and
rural industry is confined largely to handlooms and other cottage activities. These elements have come
together in a characterization of Bangladesh as a "high-cost" economy in which transaction costs remain
substantial relative to its neighbors and competitors.

2.3 At first sight, this poor performance of private manufacturing possibly bodes ill for the
private sector's ability to become the engine of growth, and to engineer the rapid expansion of
manufacturing jobs and net foreign exchange earnings that is essential for overall growth to atleviate
poverty. However, as the RMG sector demonstrates, this lackluster private sector performance is due
more to the continuing existence of policy, infrastructural, and factor market constraints, than to
inherent weaknesses in the ability to invest or in entrepreneurial potential. These policy and
institutional constraints can, and must be, eliminated. But they form a substantial reform agenda that
must be tackled rapidly across a broad front if the private sector in Bangladesh is to grow faster.

2.4 In dealing with this reform agenda, the Government is once again faced with a choice
between the high road of rapid, credible reforms that can forge a partnership with the private sector to
boost its investment and growth over the medium term, or to continue on its present low road of
gradual, incremental liberalization that will essentially maintain the status quo and the low growth
equilibrium. The current window of opportunity offered by macroeconomic stability to make major
microeconomic, structural reforms should not be wasted if Bangladesh wishes to enter a virtuous circle
of growth, rising human capital investments, and productivity.

2.5 In considering the policy options for stimulating the private sector, three themes deserve
attention and run through much of the discussion in this chapter. First, the principal aim of policy and
institutional reforms must be to unfetter the private sector, to provide it with a level playing field, and
to ensure that Government actions affecting the private sector are credible and irrevershle. Only then
will the private sector break out of its current "investment pause" (the period during which investors,
due to policy uncertainties, would rather wait than invest). Getting over this pause is crucial,
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particularly against the backdrop of stagnant investment levels over much of the 1980s. This is a clear
lesson provided by the success of the RMG sector. Where the institutional and regulatory framework is
already in place, as was the case in Thailand in the mid-1980s, a relatively slow pace reforms may
produce the required investment response (see Box 2.1). However, where this is not the case, and the
reform effort is perceived to be fragile in the initial years, the depth and speed of the reform effort
needed becomes greater, as happened in Mexico. Unfortunately, bureaucratic inertia and attitudes bred
by the command economy in Bangladesh are changing slowly, and the different components of the
government often give mixed and confusing signals to the private sector about deregulation and its
direction and speed.

2.6 Second, the Government must accelerate the implementation of both traditional reforms in
trade and industrial policy, as well as the so-called "second generation" reforms for private sector
development that have been important in East Asia. The latter include ensuring that the business
environment is hospitable, deregulation and government actions are credible and effective, transactions
can be transparent and predictable, and factor markets can meet the demands of the private sector. As
the traditional reforms already underway in Bangladsh take root, the problems sought to be addressed
by the second generation reforms are becoming more binding. These two approaches must be pursued
together as a private sector development-cum-efficiency package, since they are mutually reinforcing,
and delays in one impede the other.

2.7 Third, the spectacular success of RMG and the lack of dynamic growth in other parts of
manufacturing suggest that the private sector's search for manufaing growth should start from
identifying products where there is a clear international demand for goods that Bangladesh can supply
compettively. When such a base has been established, as in RMG, it would make sense to search
upstream for production linkages and higher unit value addition. In many instances, industrial policy in
Bangladesh has gone about attempting the reverse, protecting upstream industries in the hope that they
will one day become internationally competitive themselves, or breed successful downstream industries
that can export. As in the case of the textiles sector, this has usually failed to meet expectations.

2.8 The remainder of this introductory section briefly outlines some of the features of the slow
growth of private man rig in Bangladesh. Section B discusses progress made on trade policy
liberalization and the need for accelerated decontrol of the trade regime. Section C addresses the
crucial need to enhance the environment for private investment in Bangladesh in a range of different
areas, including investment deregulation, fiscal incentives, investment financing, exchange controls, and
the legal framework. Section D presents the experience of the readynmade garments industry and its
spectacular growth in Bangladesh. It also discusses RMG-related prospects in silk and leather products.
Section E illustrates the interaction between entrepreneurship and the policy framework in the case of
the RMG, jute, and textiles industries.'

Some Features of Slow Private Manufactuing Growth In the 1980s

2.9 Total gross fixed inem declined strikingly from 16 percent of GDP in FY81 to
below 12 percent in FY91; while the public share more or less stagnated, the private sector's share fell
from 9.4 percent to 6 percent. Estimates of private manufcuring investment for the same period

I This Chapter draws on the preiminary findings of a forthcoming World Bank study on industrialization strategy in Bangladesh.
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Box 2.1: Structural Adjustment and Private Investment in Mexico and Thailand

The contraction, pause, and recovery of private investment during adjttstment is clearly evident in Mexico and Thailand during the 1980s (see box
figure). On average in these two countries, the share of private investment in GDP rose by more than 2.5 percentage points between 1982-85 and
1986-90. In Mexico, however, the contraction of investrnent was sharper and the pause longer than in Thailand, reflecting the greater depth of the
adjustment program needed and the time required to build a better business environment

Following the discovery of oil in the 1970s, Mexico engaged in a cycle of fiscal expansion, currency appreciation, and debt accumulation that
came to a sudden halt in 1982. In that year, the country embarked oni a drastic program of demand restraint and real depreciation of the exchange
rate. Beginning iti 1985, policy reforms were deepened by trade reform, deregulation, and financial liberalization. Quotas were reduced from
coveting 100 percent of (non-oil) tradable goods production to less than 17 pereent Tariffs were substantially reduced. The tax system was
reformed, regu! tS on domestic and foreign investments were phased out, and the financial system was liberalized.

Private capital formation in Mexico had started to decline in 1981, a trend that lasted unti 1983, followed by an investment pause until 1987.
Since 1988, a sustained increase in private investment has taken place. It took nearly six years for private investment to recover after the inception
of the adjustment program in 1982. The long lag in the recovery of private investment in Mexico has been attributed to tight credit policies and
high real interest rates, declining oil prices, considerable excess capacity, the perceived fragility of the reform effort in its initial years, debt
overhang, and a drastic decline in public infrastructure investment. The acceleration in the recovery of private investment since 1988 reflects a
gadual building up of confidence in the reform process, particularly associated with the success in bringing down inflation and the irreversibility
of the trade policy reform. In addition, investment was boosted by the announcement of a debt reduction deal in the context of the Brady initiative
in 1989, the acceleration of privatization and deregulation, and the initiative for a free trade agreement with the United States.

Thaiand is a case study of investment response to gradual macroeconomic and structural reform. Thailand undertook structual reforms in the
early 1980s in several areas: agriculture, energy, public enterprises, trade, and fiscal incentives to investment In 1984, the exchange ate was
devalued by 14 percent, supported by fiscal restraint, and noninflationary macroeconomic policy. Thailand's rate of GDP growth decelerated only
mildly to 6.1 percent a year between 1982 and 1985. Growth resumed foreefully afterwards at an annual rate of 8.1 percent (1986-90). The entry
of new firms seems to have been the most important source of expansion of output.

Private investment fell by nearly 3 percentage points of GDP between 1984 and 1986, but then recovered quite strongly. The gradual reforms
undertaken by Thailand implied a less dramatic rupture with previous policies. This continuity helped to give the adjustment program credibility,
recored by the stable macroeconomic framework.

The insitutional and regulatoty framework for investment was also important in explaining Thailand's relatively short investment pause and its
strong investment recovery. The Thai government has long adopted a bands-off policy that minimized the regulatory barriets to the private sector.
In particular, policy-induced banriers to entry are low, giving rise to the high rates of output expansion attributed to new entrants durng the
adjustment period. Under the adjustment program, the government rationalized and improved the universality and transparency of investment
incentives, broadened the access of exporters to duty-free imports of intermediate goods, and streamlined the corporate business tax system.
Thailand's more moderate adjustment also permitted the government to maintain relativ-ly high levels of investment and maintenanes in
infrastructure.

Reda private Investment as a percentage of GDP in Mexico and Thailand, 1980-90
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Source: Afustrne Lendtig and MobiliaRion of Private and Public Resources for Growth, Policy & Research Series 22, Country Economics
Department, World Bank. 1992.



-56-

suggest a similar decline. As a result, the manufacturing sector's share declined from an average of 12
percent of GDP over the 1970s to 10 percent over the 1980s, a share that has remained remarkably
unchanged over the past 13 years (Chapter 1). Stagnation and decline in what typically should be the
most dynamic part of a modern economy is the main cause of the persistently unsatisfactory GDP
growth in Bangladesh.'

2.10 Five related elements appear to have combined over the 1980s to thwart the effective
growth of the private manufacturing sector: high effective interest rates, and the problems linking the
financial and industrial sectors; inward orientation and limited domestic markets; SOE domination and a
poor appreciation of the role of technology; an industrial ethos that did not support orderly industrial
exit; and falling product quality standards. The first of these elements has been the most important,
and is treated in greater detail in Chapter IV. These elements have been reinforced by such policy
factors as high protection levels, excessive and misguided regulation, ad hoc policymaking, and poor
infrastructure.

2.11 High Interest Costs and Interlocking Problems of Finance and Industry. The cost of
capital has remained very high, and it has been difficult to access for small manufacturing
establishments. The result has been a non-supportive domestic financial system. The high cost of
capital has contributed to the so-called "default culture", as businesses knowingly or unknowingly
entered into debt contracts that could not be honored. With few apparent penalties for this, businesses
have preferred to keep going rather than close down. This preference has often been induced by
Government policy towards the "sick" industries, and enabled by an ineffective legal system. As a
result, the financial system's resources have remained locked into loss-making enterprises. The outcome
has been both a weak manufacturing sector and a weak financial system, mutually propping each other
up. Direct Government ownership of both has blocked competition in either. This disorder has been
partially responsible for preventing the development of a strong, export-oriented private manufacturing
sector except in the case of RMG, where foreign financing has essentially bypassed the domestic
financial sector. Small manufacturing enterprises have been particularly hamstrung by the inability of
the financial system to support their operations. Official estimates show that more than 95 percent of
total investment in the manufacturing sector in FY89-90 took place in large and medium-scale firms.

2.12 Inward Orientation. With the exception of RMG, the manufacturing sector has remained
strongly oriented towards domestic markets and the processing of agricultural production for exports.
The focus on internal markets has limited growth, since these markets are small and can only grow as
rapidly as disposable income.

2.13 SOE Domination and the Role of Technology. The large manufacturing subsectors
received remarkably little investment over the past decade, partly due to their public domination. SOEs
invested little because it was believed that continuing small investments to improve operations were not
necessary, a legacy of state planning that saw technology as a black box to be acquired and exploited,
rather than as a process of continual improvement through management and worker cooperation.

' National income accounts probably understate value added originating in manufacturing: various estimates made in recent years
suggest that larger establishments with 10 or more employees contribute substantially more than their component of manufacturing
in the national accounts; less statistical work has been done on the small and household enterprises but what is available suggests that
the national accounts underestimate this component also. There is no reason, however, to believe that the growth rate of
manufacturing has been significantly greater than that of the rest of the economy in recent years. See "The Manufacturing Sector in
Bangladesh: Structural Trends and Empirical Evidence,' Report No. 10313-BD, February 27, 1992.
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2.14 There was no particular subsector with a major share of value added that expanded
investment rapidly and became an engine of growth. Both cotton textiles and jute manufactures have
been mired in inefficiencies and Government interventions. In the case of cotton textiles oriented
toward the domestic market, there was no reason to expand output because of market size; in the case
of jute exports, pricing policy and labor settlements resulted in an industry that was unable and
unwilling to raise productivity, since this would have required a more disciplined labor force and major
investments.

2.15 Inadequate Scope for Industrial Exit. Dynamic industrial growth fueled by efficient
manufacturing investment can only take place if enterprises are free to enter and exit. In Bangladesh,
failing or sick enterprises have instead been able to command additional resources from the nationalized
commercial banks (NCBs) and the Government to remain in business. The problem has been
exacerbated to the extent that low private investment in manufacturing has been replaced by public
sector or direced private sector investments, thus further reducing the incidence of exit. The absence
of exit has ther.-fore kept the quality of capital invested in manufacturing low.

2.16 Deteriorating Product Quality. The inward orientation of the manufacturing sector over
the past two decades had the effect of degrading product quality. Low per capita incomes and a closed
market encouraged firms to systematically lower quality, rather than raising it, in response to price
competition. The pernicious effect of quality reduction has been threefold: (a) quality reduction ruled
out exports as firns locked into domestic supply were in no position to adjust to quality sensitive
international markets. This broke potential or actual links between domestic production and export; (b)
enterprise "competition" through quality reductions pointed industrial engineering interests in the wrong
direcion, away from productivity etihancements and toward cost cutting by reducing quality; (c) the
deliberate lowering of qualty affected technology choices. Firms had no incentives for modernizing to
produce output that was considered to be "too good" for the domestic market.

2.17 These broad lessons from the manufacturing sector's performance in the 1980s are now
recognized by policymakers in Bangladesh, as evidenced by the underlying principles of the Indioi
Policy of 1991. The Govermnent's reform agenda aims to integrate Bangladesh firmly into world
markets, and to enable its private sector to take unfettered decisions in a business-friendly environment
in which it effectively faces world prices for its inputs. The implementation of this agenda has however
been slow and uneven.

B. ACCELERATING TRADE LIBERALIZATION

2.18 The apparently easy option of promoting exports on the one hand, while protecting
production for the domestic market on the other, is not available any longer, as countries across the
world have found. Japan, the Republic of Korea, and Taiwan, China used such interventionist
strategies for their export drive, but economies that lack their strong institutions have usually failed in
similar efforts. If successful, such strategies also raise the specter of retaliation by developed countries.
Instead, newly industrializing countries such as Malaysia, Indonesia and Thailand have combined trade
liberalization with strengthened institutional and infrastructural support for exporters to achieve their
export push (Box 2.2). In South Asia itself, major reforms are underway in the wake of ftis
recognition.
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2.19 Rapid progress on four groups of actions are required on trade policy to create a
competitive export-oriented economy in Bangladesh: (a) removing the remaining non-tariff controls and
streamlining import procedures; (b) fully implementing the next phase of the Government's scheduled
tariff reform program no later than the FY95 Budget; (c) accelerating further progress during 1995-
1997 towards a fairly uniform tariff structure with a low average that minimizes anti-export bias; and
(d) removing export impediments, and improving the special incentives for exports designed to
compensate for other policies that currently constrain export production.

Box 2.2: EXPORT PUSI iN A CHANGING INTRNATIONAL TRADING ENVIRONMENT

What can Bangladesh learn from the export push regimes in East Asia? The northeastern economies--Japan, the Republic of
Korea, and Taiwan, China-began their export drives decades ago by offsetting the protection of their domestic markets with
highly targeted incentives to export. Such interventionist strategies are less viable today, when developed economies sometimes
retaliate against allegedly unfair trade practices with import quotas and countervailing duties. Moreover, targeted market
interventions have proven a particularly difficult and risky way of achieving economic goals, including export success.
Economies that lack the unusually strong institutions of Northeast Asia have usually failed in such efforts.

In the past ten years, however, Southeast Asia's newly industrializing economies--Malaysia, indonesia, Thailand--have
charted a new and promising approach to export push. Adapting to the changed global trading environment and their own
institutional constuints, these three economies have promoted exports by combining liberalization of import restrictions with
strengthened institutional and infrastructure support for exportrs. Hence, these three economies are likely to be the more
relevant model for countries hoping to export successfully in today's global economy.

These new tacties have not been confined to Southeast Asia. Indeed, as the northeast Asian economies have come under
increasing pressure from trading partners they, too, have gradually shifted from high domesti^ protection and offsetting export
incentives to more neutral trade regimes with broad institutional and infrastructure support for exports. Throughout East Asia,
then, successful exporting economies are relying on pro-export institutional frameworks. Broadly consistent with the exporting
economies growing obligations under international trade agreements, these frameworks include the following mechanisms for
encouraging exports:

Widely available export credit: All six economies have subsidized export financing, often through a central bank
rediscount system. In most cases, bridge financing is extended to ai'v firm with a confirmed export order as evidenced
by a Letter of Credit; for many small and medium-sale enterprises, these bridge loans are their only access to formal-
sector finance. Certain aecess to such credit encourages entrepreneurs to undertake new export ventures and helps them
to penetrate foreign markets. Moreover, by using export performance as the yardstick for credit allocation, these
programs engender stiff competition that reduces the scope for favoritism and corruption.

* Access to Imports at world prices: Because gradual reductions in protection of domestic industry are slow to eliminate
high-priced imports and the attendant negative impact on exports, East Asian governments have established a variety of
institutions and mechanisms to give exporters access to imports at world prices. These include large free trade zones
with their own extensive export-oriented infrastructure, smaller export processing zones, bonded warehouses, duty
drawbacks and tariffs exemptions. Since the late 1980s, for example, major exporters in Indonesia have had unrestricted
duty free access to imports.

* Incentives for export-oriented foreign Investors: Southeast Asia's newly industrializing economies have been highly
successful in wooing export-oriented foreign direct investment (FDI) by waving investment restrictions and offering
special incentives. In Indonesia, the proportion of approved FDI going into export-producing enterprises increased from
38 percent in 1986 to 70 percent in 1991. In Thailand the proportion increased from 10 percent in 1971 to over 50
percent in 1988. In both economies, as well as in Malaysia, shifting the foeus of foreign investment from import
substitution to exports has been successful in generating much more exports and much more investment.

In each case, these export push incentives have been designed to offset lingering distortions dating from import substitution
policy regimes. Combined with a strong commitment to an inexorable easing of import restrictions, they have demonstrated the
governments' detennination to prod firms, and eventually the entire economy, into becoming internationally competitive.

Source: Asjinmnt in 4Afa, Policy Research Report No. 2, Policy Research Departmenti The World Bank, 1993.
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Freeing Up Imports: Eliminating Non-tariff Barriers

2.20 Non-tariff barriers, including the combination of non-tariff import controls and inefficient
import procedures, have traditionally been as important as fiscal measures in shielding Bangladesh from
competitive international prices. Although intended to protect local industry, they raise input costs for
other domestic producers, increasing their prices and causing them to demand more protection in turn.
This vicious cycle has further oriented most of the manufacturing sector away from export. Good progress
has been made in dismantling these controls, and the last steps now need to be taken to complete the task,
and to address the issue of import clearance procedures.

2.21 Import Controls. The non-tariff barriers (NTBs) used include bans and restrictions imposed
for either trade (i.e. protection) or non-trade (e.g. public safety) reasons, and discretionary permit
requirements. The dismonding of the formal product controls has been addressed in a phased manner over
recent years, to the point where a fairly small but difficult group of products remain to be addressed. A
decade ago all imports to Bangladesh were subject to control, with a "positive list" attached to annual
Import Policy Orders (IPO) listng those goods that could be imported. The liberalization process began in
FY85 with the replacement of the positive list by lists containing goods subject to outright ban or some
form of restriction, and eventually into a single "control list".

2.22 In subsequent years, the coverage of the control list has been gradually reduced. The most
recent reductions made in October 1993 represent efforts to achieve the first stage of the Government's
current goal of limiting restrictions for trade reasons to 39 headings, and then, at the second stage,
eliminating this remainder. Currenty, the 26 or so major controls clearly imposed primarily for protective
and other trade reasons include 18 textile items. The trade-rel4.d items are due for removal by the end of
FY94 to achieve the second stage of the Government's goal. In addition, several import controls whose
justification is not trade related could be removed and replaced, if necessary, by other types of more
appropriate regulation.

2.23 Onerous import permit requirements have also been removed. The last vestige of the permit
system was eliminated in 1993; imports against direct payment by non-resident Bangladeshis may now
occur without permit. The former requirement thaL all imports be made pursuant to prescribed
entitlements in industrial or commercial 'passbooks" was modified for industrial importers in 1992 to
allow a lump sum value for all goods not on the control list. The Govermnent has announced a further
modification, eliminating the need for any prior entitlement for free imports. However, importers repon
that the announced liberalization has yet to be implemented at the ports.

2.24 The new 1993-95 IPO is more transparent than in the past, since the control list integrates all
remaining items subject to a ban or restrictions (apart from certification, quarantine, and labelling
requirements with wide coverage). This makes the IPO text itself purely explanatory, rather than adding
extra controls, as it had done in the past.

2.25 Import Clesrance Procedures. Import clearance procedures have been much discussed in
recent years, but litde improvement has been observed by either direct industrial importers or the
commercial houses that provide import services for smaller manufacturers. Costly clearance delays,
negotiation on valuation during Customs clearance, and harassment by port agencies beyond the control of
Customs, continue to bedevil the import process. As the formal controls have declined, the cost of these
procedural hurdles has become both more evident and more important in its effect on production and trade.

2.26 A major reform effobt to streamline the onerous clearance and assessment procedures has yet
to occur. Attempts to streamline port. procedures, principally a voluntary preshipment inspection (PSI)
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scheme, have thus far been unsuccessful. The voluntary scheme was established in 1992 when the
Government's objective of establishing a compulsory PSI scheme did not go through. The voluntary
scheme has been little used during its first 18 months because PSI values did not automatically overrule
Customs assessments. It is now being improved. Apart from goods with scheduled tariff values, invoiced
values that are certified by PSI are now expected to prevail over values arbitrarily proposed by Customs
assessors, effectively forcing a green channel approach. The Government hopes that this crucial change
will increase the scheme's utilization, so that it may be continued as a fall-back in case a more thorough
overhaul of the clearance system remains politically unacceptable. There has not been enough time to test
the most recent modification to the voluntary PSI scheme. The modification could be further strengthened
by requiring that PSI certified values dominate in all situations, even where tariff values exist. PSI is
likely to achieve its twin objectives of enhancing revenue while expediting clearance only w- .n it is
compulsory, covers almost all types of imports, and delegates the primary tax assessmer- function to
responsible offshore agents contracted by the Government.

Freeing up Imports: Accelerating Tariff Reform

2.27 Nominal tariffs have come down over the part three years. However, the impact of tariff
liberalization has been muted for two reasons. First, fixed tariff values in excess of world prices have
been used for valuation purposes, and in many cases have boosted nominal protection significantly.
Second. customs duty rates have not yet changed significantly for goods with high recorded import values
as the Govermnent has followed a pro-revenue stance in choosing items for tariff reductions.

2.28 Progress Made. Progress on tariff reform began in 1991. In its FY92 budget, the
Government introduced value added taxation (VAT) to replace the import sales tax and most of the
domestic excise duty. A standard rate of 15 percent was set, but a supplementary duty (SD) was also
introduced to make the consumption tax rate higher on selected items. SD is imposed also on some
inermediate goods (such as gas) for revenue reasons, implying a departure from the VAT. Although
textiles and small-scale production were excluded from VAT coverage, this was sdll a large step towards
trade neutrality and it established an alternative revenue irstrument to allow subsequent tariff reduction.
The FY92 budget also abolished the development surcharge and a regulatory duty, and added 10 percent to
most customs duty (CD) rates under 100 percent to compensate for the resulting loss of revenue. The
FY93 budget began to phase out end-user concession categories, further reduced high customs duty rates,
and raised some very low duty rates.

2.29 The most recent FY94 budget reflects further efforts to reduce high duty rates and eliminate
rate discrimination between end users and within similar product categories. There were reductions in
customs duty rates for over a fft of the 11,800 tariff lines. A few more CD exemptions were removed
and several low rates raised, including for rice and wheat. Several categories were, however exempted
from the VAT. The Finance Act of 1993 prevents the future restoration of very high rates, by revising the
schedule of statutory rates of duty.

2.30 The progress on tariff liberalization can be seen from Table 2.1 in terms of nominal
protection rates. The mean rate of nominal protection (unweighted) declined from 89 percent in FY91 to
50 percent in FY93, and further to 40 percent in FY94. The number of HS-8 codes with customs duty
rates above 100 percent declined from 274 in FY91 to 17 in FY94. There has also been a significant
reduction in dispersion, as measured by the coefficient of variation, though dispersion increased slightly in
FY94. There has also been considerable compression of duty rates, with the number of rates declining
from 18 in FY92 to 12 in FY94. Compression is also evident from the reduction in the number of HS-8
codes with duty rates of zero and duty rates above 100 percent. Finally, the impact of tariff liberalization
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can be seen in the reduction of the share of total customs duty revenue from goods with customs duty rates
above 60 percent: this declined from 24.6 percent in FY92 to 10.1 percent in FY94. The mean in'port-
weighted rates of nominal protection suggest that the tariff reform was slightly revenue reducing between
FY92 and FY93, and will continue to be so in FY94 (based on FY93 import weights).

2.31 While the rduction in tariffs has been more significant in manufactured consumer goods than
in intermediaxes and capital goods, rate escalation according to level of processing remains strong: the
unweighted mean rate of protection is 57 percent for consumer goods. In contrast, tariff escalation is
absent in the case of agricultural imports: their mean protection rate of 42 percent continmes to be at par
with manufacturing's 41 percent.

Table 2.1: Impact of Ongoing Tadff Reforms, FY91-94
(percent, unless otherwise noted)

FY91 FY92 FY93 FY94

Nominal Protection Rate (% of assessed import value): I/
Unweighted mean &- 59 50 39
Coefficient of variation 59 68 62 63
Import-weighted mean J 42 40 30 28

No. of ad valorem customs duty rates 16 18 15 12

No. of MS oodes with:
Customs duty = zero 346 376 323 308
Customsduty - 100% 2460 2315 768 39
Customs duty above 100% 274 249 46 17

Total buport tax rate (% of assessed import value): I3/
Unweighted mean 91 84 72 58
Coeff. of variation 59 57 53 60
Import-weighted mean _/ 44 59 45 43

Percentage share of customs revenue from goods with: 2/ 4/
Customs duty = Zero-15% 8.7 13.0 19.1 21.9
Customs duty = 16-29% 29.0 11.9 0.0 0.0
Customs duty = 30-60% 35.0 50.4 63.2 68.1
Customs duty = 75-100% 6.4 16.8 16.9 9.6
Customs duty above 100% 20.9 7.8 0 8 0.5

I FY91 includes customs duty, development surcharge, license fee, advance income tax not refunded (est.), and sales tax minus
domestic excise (est.). For FY92-FY94, sales tax is replaced by the protective impact of the VAT (for textiles), and allowance is
made for the negative effect of supplementary duty.
2/ FY91 is weighted by CY91 imports; FY92 is weighted by FY92 imports; FY93 and FY94 are both weighted by FY93 imports.
3/ Including all taxes listed in footnote I plus the rest of sales tax, or VAT and SD.
4/ Ad valorem rated imports (i.e. excluding specific rated petroleum imports).
Souc: National Board of Revenue and Staff estimates.

2.32 As tariff rates have declined, the importance of valuing goods at fixed standard tariff values
(TVs) above international prices has increased sharply as a protective device. As Table 2.2 shows, for
caustic soda (an important raw material for textle dyeing) the use of the tariff value raises the actual
import tax rate to 150 percent, against an apparent import tax rate of 72 percent. Similarly on selected
categories of steel biBlets, the acual rominal protection using the TV is 81 percent, against an apparent
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protection rate of 54 percent. The Operative Tariff Schedule for FY94 gives tariff values, often with
multiple prices, for about 26 percent of the 11,800 tariff lines. The administrative process for setting and
updating them is weak and has resulted in price overestimates. In response to public complaints, some
TVs are being revised downward in line with world prices. In the absence of compulsory offshore
preshipment inspection, the Government favors setting standard tariff values as a means of combatting
under-invoicing and tariff evasion. TVs are a poor second-best in this regard, however, since they deal
only with price, leaving quantity and quality aspects of shipments open to mis-declaration and infbrmal
negotition between importers and Customs assessors. Moreover, they penalize honest importers who are
able to obtain inputs or machinery on world markets at prices that are genuinely lower than the basis used
by the authorities for prescribing TVs.

Table 2.2: The Pr'tection-Increalng Impact of Tariff Values

Apparent Tax Actual Tax
Payment/a Payment/b

Caustic Soda Solid
(pr metric ton)

Avcrage Invoice Value $230.00
Tariff Value $480.00

Customs Duty 45.00% $ 103.50 $ 216.00
VAT 15.00% 50.03 104.40
Adv. Income Tax 2.50% 5.75 12.00
License Fees 2.50% 5.75 12.00

Total Duties & Taxes ($) 165.03 344.40

Apparent and Actual Import
Tax on CD of 45.00% 71.75% 149.74%

Mid Steel BMets
(per metric ton)

Average Invoice Value $235.00
Tariff Value $350.00

Customs Duty 30.00% $ 70.50 $ 105.00
VAT 15.00% 45.83 68.25
Adv. Income Tax 2.50% 5.88 8.75
Ucense Fees 2.50% 5.88 8.75

Total Duties & Taxes (S) 128.08 190.75

Apparent and Actual Import
Tax onCD o 30.00% 54.50% 81.17%

Li Using invoice value
/b Using tariff value
Source: Staff estimates

2.33 As shown in Table 2.1, the unweighted average rate for aUl import taxes (customs duties,
license fees, advance income tax, value-added tax, and supplementary duty) fell from 84 percent in
FY92 to 72 percent in FY93, and to 58 percent in FY94, while their import weighted average felU from
59 perent in FY92 to 45 percent in FY93, and then to 43 percent in FY94. The tariff changes that
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have occurred so far appear to have had little negative effect on revenue receipts from import tax
instruments (Table 2.3) for several reasons. First, CD rates have not changed significantly for goods
with high recorded import value. For example, while the duty for machinery imports has declined to
7.5 percent, imported machinery spare parts (which are a large item in total imports) still carry a duty
rate of 45 percent. Second, there has probably been a positive elasticity effect for some of those that
have changed, i.e. lower rates may have encouraged higher volumes; this would offset the revenue
reducing effect of tariff liberalization. Mird, the trade neutral instruments yield a significant and
increasing share of import taxation. Total import tax receipts in FY93 were Tk 43.7 bilion compared
with Tk 40.8 billion the previous year, attributable mainly to increases in VAT collection offsetting a
modest CD decline. In the first quarter of FY94, the VAT vas relatively unchanged while proceeds
from the new CD schedule rose to Tk 9.6 biSlion, compared with Tk 8.7 billion in the previous July-
September period.

Table 23: Import Tax Receipts, FY91-93
(bilion taka and percent of total)

Revenue Source FY91 FY92 FY93

Revenue % of Total Revenue % of Totl Revenue % of Total

Cutoms duty [/ 29.74 73.6 25.92 63.5 25.27 57.8
VAT J/ 7.98 19.7 11.96 29.3 14.89 34.1
Supplementary duty - - 0.22 0.5 0.21 0.5
Ucense fee 1.2 3.0 1.21 3.0 1.55 3.5
Advance income tax 1.5 ;.7 1.48 3.6 1.83 4.2

Total Receipts 40.42 100.0 40.79 100.0 43.69 100.0
Amssesment Value of Imports 107.49 106.17 107.26

I/ FY91 includes development surcharge and regulatory duty.
2f Sales tax in FY91.
Source: National Board of Revenue and Staff estmates.

2.34 Accelerating the Outstanding Tariff Agenda. Before discussing the next steps that
should be taken on tariff reform in the short to medium term, it is useful to place the progress made
and the need for further reform, in a comparative light. Tariff data for Bangladesh, neighboring
countries, and early-reforming countries are presented in Table 2.4. Although comparative data for the
same year are not available for all countries, the data give an indication of the relatively large burden
imposed by the present tariff regime on Bangladeshi consumers and manufacturers using imported
inputs.

2.35 In terms of the restrictiveness of its tarff regime based on the most recent 1993 data,
Bangladesh ranks second only to India among the South Asian countries (Pakistan's 1991 average
protection rate is higher, but it is undergoing rapid tariff liberalization, with a maximum rate now
targeted at 50 percent). In India, the implementation of tariff reforms has been relatively rapid during
the last two years. As a competitor in international markets, if India continues reforms at this pace, its
example, and the depreciation of the Indian rupee that continued tariff reduction wiU create, will
increase the pressure on Bangladesh to implement similar measures. The duty drawback system for
exporters in Bangladesh does not reduce the cost of imported inputs to levels comparable to world
prices, and thus will not be sufficient to offset the competitive pressure. In addition, the cotuimning
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reduction in rupee prices of India's imports wili induce increased smuggling into Bangladesh, reducig
tariff revenues.

Table 2.4: Cross-Country Comparison of Tariff Regimes

Country Year Maximum Unweighted Standard import
Tariff Average Deviation Weighted Av.

South Asia

Bangladesh 1993 302.5 51 32 31
1991 510.5 82 45

India 1993 85 71 30 47
1991 400 128 41 87

Pakistan 1991 425 66 40 42

Sri Lanka 1992 250 25 19 22

Nepal 1987 450 21 37

Iltenske-Adfusting NICs

Indonesia 1989 60 27 25 12
1984 225 37 23 22

Mexico 1992 20 13 4.5 11
1985 60 25 19 13

Turkey 1989 50 17
1985 100 31

Chile 1988 - 15 - 15

Source: L. Pritchett and G. Sethi, 'Tariff Rates: What Do We Know? Why Do We Care?' mimeo, Policy Research Department,
World Bank, 1993; GATT Trade Policy Review, World Bank data and Staff estimates.

2.36 Table 2.4 also includes data on the tariff regimes of Chile, Indonesia, Mexico, and
Turkey, the counties which undertook intensive trade liberalization programs during the early and
middle eighies. While it is difficult to establish an exact comparison between these countries and
Bangladesh in terms of the stage of development, they are included in the cross-country comparisons to
provide indicative targets for the Bangladeshi tariff reform. In all four countries, lower tariff rates and
a more uniform tariff structure were achieved by the mid-eighties. Mexico and Chile have the lowest
average tariff rates among developing countries. The success of the overall trade regimes of these
countries is testimony to the appropriateness of the liberali7ation strategy that Bangladesh is in the
process of implementing. It also indicates the considerable distance that still neLds to be covered.

2.37 The Government has announced that its short4erm tanff agenda is for the FY95 Budget to
yield a maximum rate of nominal protection of 45 percent for final goods, with higher rates limited to
products under time-bound agreements to be negotiated by the newly reorganized Tariff Commission.
It would also complete the task which it set in 1991 to avoid discrimination against earlier stages of
production by achieving the structure of 7.5, 15 and 30 percent nominal protecdon rates for raw
materials and intermediates, eliminating user-differentiated rates for similar products, and minimizing
zero-rating. These objectives are to be achieved by action on three fronts: (a) further reducing and
consolidating CD rates and eliminating the permit/license fee; (b) ensuring that true world prices are
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used as the basis for assessment, rather than the present TVs; and (c) making the VAT/SD system fully
trade-neutral. Each of these elements has difficulties to be overcome to complete this short-term agenda
expeditiously.

2.38 Further progress on the CD schedule and the elimination of the licensing fee requires
attention to both protection and revenue considerations. The reorganized Tariff Commission needs to
rapidly undertake the analysis required to negotiate time-bound agreements on transitional adjustment
assistance in the form of higher output or lower input CD rates. A particular difficulty may apply to
reducing tariff protection for the textile industries, which are due to lose the benefits of both protective
VAT and import bans at the same time; several parts of this subsector may be irretrievable and thus
unlikely to qualify for continuing tariff protection under the time-bound agreement system. The normal
tension between the revenue and protection functions of import taxation could dog attempts to reduce
CD rates (e.g. from 45 percent to 15-30 percent for spare parts) and eliminate the license fee. The
case of imported machinery spare parts is important to tackle because in the first wave of industrial
restructuring, entrepreneurs are more likely to upgrade their machinery assets than to replace them with
new machinery. Fortunately, as argued in Chapter 1, current macroeconomic conditions and the
Government's domestic resource position provide an adequate cushion for the possible reduction in
customs duty revemnes, depending on the buoyancy of imports. Improvements in VAT administration
and coverage are important in this regard to ensure that this headroom for reducing CD rates remains
available.

2.39 Tariff anomalies remain a significant problem. These are to be resolved by the
restructured Tariff Commission. Since these arise partly from the contending objectives of tariff
liberalization and revenue generation, there is a need for establishing a coordinating mechanism
involving the Tariff Commission and NBR to resolve such conflicts.

2.40 As discussed above, the use of tariff values often cancels the effect of tariff reductions.
To ensure that true world prices are used as the basis for assessment, TVs should be eliminated and the
present combination of TVs and voluntary PSI should be replaced with the contracting of PSI agents to
perform the assessment offshore for all or most imports.

2.41 Making the VAT/SD system fully trade-neutral requires greater efforts in three areas.
FYrst, the main removable departure from trade neutrality at present is the imposition of 15 percent
VAT on all textile imports, but only 2.5 percent excise on equivalent domestic production. Recent
studies on the textile subsector have produced no evidence that the subsector's necessary restructuring
would be assisted by continuing this discrimination. In any case, if any additional protection could be
justified for some branches of the subsector, it should be provided transparently through the choice of
customs duty rates. Second, a more difficult problem to address is the VAT/SD exemption of cottage
industry, and the substitution of a 2.5 percent turnover tax for small scale enterprises producing goods
competing with imports that are subject to VAT. This situation should continue only as long as the
VAT administration is still too underdeveloped to provide equal treatment. As with textiles, protection
should be provided through customs duty, not manipulation of consumption tax instruments. The third
departure works in the opposite direction, and would erode protection on many goods if the coverage of
supplementary duty were expanded appropriately. It consists of the use of assessed import value alone
as the base for calculating SD on imports, whereas SD on domestic production is levied on its ex-
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factory value, which notionally equates to import value plus customs duty and license fee.' This
technical error should be corrected, with the affected CD rates lowered to offset the corrections.

2.42 The Government must make strong efforts to resolve the above issues before the FY95
Budget, to make room for further accelerated implementation of the medum-tern tanff agenda and rate
reductions by the end of FY95. To be internationally competitive, this implies tariff rates below 30
percent, with a high proportion set lower, and the continued absence of non-tariff barriers. An
accelerated approach to such a target is to be preferred to a more leisurely pace of tariff reforms in
order to obtain the benefits expected from trade liberalization. For several reasons, moving rapidly to
such a regime from the expected FY95 structure should not be as difficult as resistance to the modest
progress made so far might suggest.

2.43 The pattern of effective protection is very uneven, and the inefficiency of its
implementation suggests that protection is often much lower than the tariff schedules indicate. For
example, the effective protection rate in leather products for FY92 is estimated to be 67 percent, as
compared to an average tariff in FY92 of 100 percent. For many producers, a low but well
admmistered tariff may provide no less effective assistance than the present disorder which dissipates
benefits in transactions costs, shares rent-seeking among various agents, and encourages smuggling at
the expense of domestic industry.

2.44 The Government has asked the Tariff Commission to recommend tunie-bound levels of
temporary protection for industries needing to adjust to low future protection. This transparent
approach should facilitate the politically difficult decisions on what to protect, while shielding the
Government from pressure to preserve protection at the expense of consumers. To ensure this, the
Commission should be given as much autonomy as possible under the 1992 Act which reorganized it.

2.45 During the next year or so, firms facing sharply reduced protection will need to
reorganize their operations. Within the community of medium- and large-scale enterprises, the example
set by firms making an early adjustment that sensibly anticipates the new regime will be emulated by
other finns. Even now, some entrepreneurs with comfortable domestic market operations are
considering diversification into more efficient activities, including export production. Reducing
protecuon for some industries will benefit others. Efficient industries will benefit in markets for scarce
capital and skilled labor from the departure of ineffi,ient import-competing firms. This will be
reinforced by the commercializaton and privatization of inefficient SOEs. The experience of other
developing countries has shown that the reform process can be self-fulfiling.2 If the Government's
actions on tariff reform are credible and consistent, and if domestic and foreign investors believe that
the low tariff regime is coming soon, they are likely to respond by establishing new activities to create
the growth scenario within which difficult issues of closure and redundancy can be addressed more
easily. As indicated in Chapter I, accelerated tariff reductions accompanied by an appropriate real
depreciation of the taka in the context of structural adjustment would leave protection levels unchanged

I For example, with scheduled CD and SD rates of 75% and 25% respectively, the different basing of import and domestic
SD reduces nominal protection from 75% to 60%. If that effect were intended it could be achieved more simply and transparently
by reducing CD to 60% and applying SD to the CD-inclusive import value, in line with the procedure for the VAT.

2 See G. Cordoba, 'Ten Lessons From Mexico's Economic Reform' mimeo, March 1992. Mexico completed its trade
liberalization within essentially a three-year period (1986-88), going from one of most closed to one of the more open economies of
the world. Its experience suggests that the speed of trade reform is particularly useful for making liberalization irreversible.
Credibility is important, and as in Mexico's case, a credible trade reform tends to be executed rapidly and is often concluded before
the schedule laid out at the beginning. In Mexico's case, the propitious initial conditions included high foreign exchange reserves,
a currency depreciating in real terms, and low aggregate demand so as to minimize any temporary import surge.
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for import-substituting industries, while at the same time providing a major impetus to exporters and
new frms entering the export industry.

2.46 In large measure, the rationale for continued protection is that it compensates for the high
cost of doing business in Bangladesh, and to some extent, that private domestic entrepreneurs cannot
perform better than SOEs. If the Government improves the business environment, some of the causes
of entrepreneurs' excessive inward orientation would be removed. This should help sway domestic
opinion towards assisting the Government fashion sound trade policy for outward-oriented growth.

Increasing the Effectiveness of Export Incentives

2.47 Explicit export bans or taxes, untike other countries in the region, have been used only
sparingly in Bangladesh, and much of the trade policy impediments to export have come from import
barriers. Following the model of export push used by countries such as Malaysia, Indonesia, and
Thailand (see Box 2.2), Bangladesh needs to combine import liberalization with the effective provision
of institudonal and infrastructural support for exporters and for foreign direct investment. Strenuous
efforts need to be made to streamline the three principal export incentive schemes that are in place, and
to ensure that they are made available to indirect exporters as well.

2.48 The progressive reduction of high protecton against imports has somewhat increased
access to imported inputs for export industries. Allowing the taka to depreciate modestly in nominal
terms has also increased export earnings valued in local currency (although the effective pace of real
depreciation is substantially less than that of several potential and actual competitors, as noted in
Chapter 1). Before the official and market exchange rates were unified in 1992, export sales using the
official rate were subsidized through an "export promotion bonus" which reflected the official rate's
margin from the more market-related secondary rate used for repatriating earnings of workers abroad.

2.49 The Industl Policy 1991 has the explicit goal of enhancing the environment for the
growth of Bangladesh's export industry. In addition, the Bangladesh Export Development Strategy,
1992-2000 was recently adopted to correct policy distortions and alleviate regulatory and infrastructural
restrictions to private sector export production. The Export Strategy mandates improved and expanded
rebates on taxes and duties on imported inputs for export production, technical and information service
provision through the Export Promotion Bureau (EPB), grants and training for international marketing
development, infrastructure investments and transfer of certification responsibilities to export agencies.
The EPB's capacity to implement and monitor this strategy remains weak, however, and the
Government needs to strengthen this capacity. Bangladesh's neighbors in the region, particularly India
and Pakistan, are vigorously pursuing export incentive schemes and ensuring that they are effective.
This makes it imperative that Bangladesh also provide the required institutional and policy support if it
wants a successful export push.

2.50 Export production in Bangladesh has been assisted primarily by three instruments designed
to offset impediments in the policy environment: the export processing zones (EPZ), the special bonded
warehouse scheme, and the duty drawback scheme. The special bonded warehouse (SBW) scheme for
producers who fully export their output has been a critical factor in the explosive development of the
RMG sector and related international subcontracting. It has provided limited incentives for local
sourcing (since the use of inland back-to-back letters of credit has made it available for producers of
intermediates such as zippers and buttons). Until recently, however, the SBW scheme has also been
limited in its coverage because it required back-to-back letters of credit, a method of fmancing imported
raw materials which is not appropriate for many industries and which cannot be used by firms
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producing for toth -lomestic and export markets. The result was that SBW has so far supported only
RMG, hosiery and specialized textiles. Recent reforms allow other methods of financing, and firms
using SBW facilities may now import up to a third of their annual requirements of raw materials. The
Government also hoped to allow the import of machinery and spare parts under the SBW scheme, but
this improvement has been delayed through an attempt to require a bank guarantee of payable duty.

2.51 The substantial increase in the use of the duty drawback scheme administered by DEDO is
due to the rapid expansion of the range of products for which standard ("flat") rates are prescribed and
codified, and the streamlining of procedures (including release of the duty rebate directly by the
commercial bank involved), both facilitated by successful computerization of DEDO. Further increases
in use of this scheme are expected, which will require continued or even increased efficiency in
administration and DEDO's management capabilities.

2.52 The Chittagong EPZ exports mainly readymade garments; the recently opened Dhaka EPZ
will be oriented toward high-technology industries. EPZ producers import raw materials and capital
goods free of duty, retain foreign currency earnings, operate in a la. :- market free of unions, and are
exempted from income tax for the first 10 years after opening. The .Ls are important in Bangladesh
so as to provide a secure foothold for foreign direct investment. The first EPZ, established at
Chittagong in 1984, increased export earnings from $34 million in FY90 to $127 million in FY93,
despite the cyclone. Investment in that EPZ totalled over $100 million and value-added has averaged
around 30-40 percent. While EPZs are clearly vital, investors still complain about lacking
infrastructure and the need for simplified approval procedures for improvements.

2.53 Recent reforms aimed at export promotion have not been as effective as might have been
hoped. The ban on re-export has been replaced by a set of restrictions which prevent most Bangladeshi
entrupreneurs from undertaking trade among distribution centers. Only SBW licensees using back-to-
back letters of credit are eligible, the price differential must be at least 15 percent, and each case must
be approved by Commerce Ministry officials. Even with approval, difficulties have been reported in
having import duties and taxes waived by Customs officials. The ban on consignment sales has been
lifted only for perishable goods; for other manufactures consignments may only occur against confirmed
letters of credit. This prevents trial shipments on a sale or return basis, a normal way to develop new
markets and products. These restrictions, intended to prevent capital flight, are now not necessary
when the taka has been made convertible on the current account.

2.54 The attempt to force SBW exporters to increase domestic value-added by limiting the
proportion of export value that may be imported has been modified, but is not yet being implemented.
This restriction particularly affects the RMG industry, for which the value-added requirement is 30
percent. This effectively prevents contractors from working with high value inputs. Potentially
lucrative opportunities are lost for products which have low value-added on a per-unit basis, but, could
yield substantial profits at high volumes of production. Such opporumities are also lost for products
with value-added of less than 30 percent, but which would provide greater domestic value-added in
absolute terms (for example, 10 percent of value-added on a $50 item is greater than 30 percent value-
added on an $7 item).

2.55 Most of the improvements relating to SBW, DEDO or other impediments still leave
restrictive clearance procedures to be administered by Customs, Chiet Controller of Imports and
Exports and the EPB, (even though EPB is supposed to be promotional). Other elements of the export
control regime have not been improved. However, worse than the export controls contained in the
biennial Export Policy, the Government occasionally imposes bans on an ad hoc basis; recent examples
include exports of wet blue leather (ostensibly to encourage domestic finishing and crusting), and jute
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yarn export by mills that also produce other jute products. These ad hoc decisions create an
atmosphere of uncertainty and a level of risk that is not consistent with stimulating investment in
export-oriented industries by the private sector.

C. EFFECTIVE DEREGULATION FOR PRIVATE INVESTMENT

2.56 As the progress underway on trade liberalization begins to have effect, entrepreneurs will
begin to investigate further ways to respond to the opening up of the economy. In so doing, domestic
controls, incentives and other factors influencing the decision to invest will begin to gain in importance.
With trade restrictions being removed, vestiges of past investment controls, inadequate tax policies,
problems of private investment financing, remaining restrictions on access to foreign exchange, and the
problems in the legal framework have now become the more binding impediments to private investment
and expansio- into export markets. The Government must act decisively and quicldy to lower the costs
of doing business imposed by such constraints, thereby enhancing the overall environment for private
investment.' In solving these problems, as indeed in its entire interactions with the private sector, the
Government needs to be extremely mindful of avoiding actions or pronouncements that might reduce
the credibility of its reforms, and raise doubts about its commitment.

2.57 The pressures on the Government to remove these impediments is also likely to increase
as the initial process of liberalization begins to gain impetus and critical mass. In many ways, with
faster growth further progress in enhancing the business environment should become easier, since many
of the present controls and incentives are mutally justifying in a imteriocking web. It is difficult, for
example, to give fully automatic access to investment incentives without first removing the trade
controls to which the incentives are designed to provide an exception.

From Regulation to Effective Facilitation of Private Investment

2.58 The formal industrial policy of Bangladesh has been liberalized progressively since 1982
to make room for an increasing role for the private sector. The New Industrial Policy promulgated in
that year to admit the joint role of private enterprise in developing the economy was followed in 1986
by a Revised Industial Policy which further liberalizeo, the environment. It was only in 1990,
however, that serious efforts commenced to release private investment from bureaucratic control. The
then Governraent was replaced before the new policy was promulgated, but an improved version was
issued by the new Government as the Industrial Policy 1991, fiuther revised in December 1992, along
with a liberalized exchange control regime, a decision to end SOE presence in manufacturing, and a
decision to convert the role of the Board of Investment (BOI) from regulation to facilitation of private
investment. In terms of SOEs, particalarly in manufacturing, Government actions still manifest a
somewhat mixed commitment to relinquishing its investment. The Government is slowly pursuing a
privatization program (see Chapter I).

1 A major source of high costs in Bangladesh is the weak and costly provision of infrastructure and utility services by the state-
owned enterprises responsible for transport, telecommunications and utilities. Privatization, private provision, commercialization,
and other reforms of infrastructure and utilities are discussed in Chapter m. Fundamental weaknesses in the financial sector, and
labor market distortions, have also impeded manufacturing. The priorities for reform of financial and labor markets are discussed
in Chapter IV.
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2.59 Several features of the current policy should prove valuable for promoting private
investment and making new private entry possible. Very few activities - defense equipmn nt
production, international air transport, railway transport, security printing, forestry, and i-uclear energy
-- are now formally reserved for public investment. Power, telecommunications and domestic air
transport were reserved until recently, but private investment is now possible and will occur in these
sectors as their regulatory frameworks are clarified. The previously required sponsorship of ministries
to facilitate private operations in their sectors has been largely abolished. Stock exchange listing of
large companies is no longer compulsory. Procedures for obtaining work permits for expatriate staff
have been eased. Since 1991, foreign-owned firms have been permitted outside EPZs and, in principle
under the 1980 Foreign Private Investment (Protection and Promotion) Act, should receive equal
treatment. Recent steps in this direction have comprised the eliminatioa of required BOI permission for
foreign firms to change their production capacity, and of the previously required Bangladesh Bank
approval for dealing on the Stock Exchange. Foreign-owned firms also have been given access to the
domestic banking system for working capital.

2.60 Other recent reforms have improved the environment for domestic as well as foreign
investors. The first steps taken to transform BOI are to make registration automatic (and voluntary,
unless tax incentives or facilitation services are needed); and eliminating tariff discrimination between
industrial and commercial imports of machinery. These changes, while welcome, are too recent to
provide experience of their efficacy. BOI continues to participate in some regulatory activities. In
particular, it certifies industry eligibility to import materials subject to control, and to remit funds in
excess of Bangladesh Bank norms for foreign loan servicing, royalties, dividends, and expatriate staff
salaries. BOI's procedures continue to be identified by investors as a potendal obstacle, but this is the
fault of the exchange and import controls themselves, not BOI. The more important challenge facing
that institution is to develop the capacity for delivering effective investor facilitation services, for
promoting investment opportunities, and for helping the Government identify and remove impediments
to greater private sector investment. BOI requires thorough reorganization to meet this challenge, and a
plan to start this process appears to be nearing final approval.

2.61 Another potential problem - breeding uncertainty for possible domestic and foreign
investors -- lies in the provision of the Industrial PoUcy 1991 for the Goverwnent to designate
"regulated industries" for which it would frame rules wo protect the environment, public health and the
'national interest." Public health is commonly taken to refer to the existing regime for
pharmaceuticals, but no formal identification of such industries has been issued and the "national
interest" phrase has nowhere been defined. Transparent rules and a clear regulatory direction relating
to the potential impact of each of the three categories are required.

2.62 Regulation for environmental purposes in particular remains opaque. The 1992
Environment Policy and Implementation Program did not identify regulated industries, and guidelines
that are reported to have been drafted still await approval. BOI, Bangladesh Export Processing Zone
Authority (BEPZA), and commercial banks refer some project proposals to the Environment
Department for site clearance at their discretion. Although no list has been published, such clearances
are reportedly required for all new projects in several industries: leather tanning, tobacco, industrial
chemicals and spirits, cement, products based on industrial wastes, edible oil, and plastic sheets and
bags. As well as being opaque, the clearance procedure appears to be cumbersome. Local authorities
are also given a potentially useful, but currently ill-defined, role.

2.63 Both the free entry and exit of enterprises is crucial to bringing about a dynamic private
;ector. The importance of exit has been much less recognized in Bangladesh, even as slow progress
has been made on deregulating investment entry. The availability and efficiency of investment will
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increase only if failing establishments are allowed to close. Without a clear exit policy, failing firms
require resources to stay in business, reducing those available for otherwise stronger firms, increasing
their input and thus output prices, and effectively precluding international competitiveness. The nted
for a clear exit policy cuts across both the private and SOE sectors; it also has ramifications for the
financial sector and for labor markets. Preparation and approval of the proposed bankruptcy legislation
must be accelerated in order to lay the foundation for orderly industrial exit.

Rationalizing Fiscal Incentives for Private Investment

2.64 Bangladesh offers a complex set of generous tax incentives for investment. This system
has grown layer by layer, and now needs rationalization and improvements to ensure that both effective
assistance and revenue objectives are weUl served.

2.65 The Corporate Tax System. Small improvements to corporate taxation have been made
in the FY92-94 budgets but the outstanding agenda for tax reform - to make the system effective as a
revenue instrument while encouraging private sector development - is large and difficult. In spite of
some recent simplifications, Bangladesh retains a very complex tax system that would be difficult to
manage even in a country with far superior accounting practices and tax administration. It features a
still high nominal tax rate but low effective rates due to numerous general and industry specific
provisions for reducing taxable income. These fall into four groups: special concessions for enterprises
in EPZs; tax holidays outside the EPZs; other full or partial exemptions for certain activities; and an
intricate array of investment and depreciation allowances. For firms not enjoying tax holidays, it also
imposes double taxation of distributed income (dividends).

2.66 Several changes have been made in the basic tax rate on corporate income, including
capital gains not reinvested. The current status and recent changes in income tax rates are summarized
in Table 2.5. The statutory rates of corporate taxes are quite high in Bangladesh, suggesting the scope
for noncompliance and tax avoidance. However, incentives such as tax holidays and accelerated
depreciation reduce the effective tax rate at the margin. The corporate rates are also far above the
maximum personal tax rate, which was lowered this year from 30 to 25 percent. The income of non-
resident companies continues to be taxed at 30 percent. The share of corporate income tax is much
higher than that of non-corporate tax, although it is declining, suggesting faster growth of the base for
personal income tax.

2.67 The Government decided in 1991 to advance from 2000 to 1995 the deadline for
reevaluating the tax holday scheme which is available to new industrial companies located outside the
EPZs. The duration of the tax holiday depends on location, ranging from 5 years in developed areas to
12 years in special economic zones. Eligibility conditions are general enough to ensure that very few
firms in practice are ineligible. The decision to reevaluate the tax holiday scheme in 1995, with the
idea that it would be abolished and replaced by alternatives such as accelerated depreciation allowances,
is based on the recognition by the Government that tax holidays are a bhlnt instrument for promoting
investment, and cost considerably in terns of lost revenues.
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Table 2.5: Recent Changes In Income Tax Rates, FY91-94
(percent)

Taxpayer Group FY91t FY92 FY93 FY94

Industrial companies: publicly 46 45 40 40
traded

Industrial companies: not 52 50 45 40
publicly traded

Non-industrial companies: publicly 63 55 55 40
traded

Non-industrial companies: not 63 55 55 50
publicly traded

Banks, insurance, & financial 63 55 55 50
institutions

Personal (maximum rate) 50 45 30 25

The FY91 corporate tax rates include a 15 percent surcharge.
Source: Budget speeches for relevant years.

2.68 Generous tax treatment is afforded to EPZ enterprises, with income exempted for 10 years
from the commencement of commercial production, including dividends from EPZ firms to non-resident
shareholders. Such dividends continue to be exempt if they are re-invested in the same project in a
prescribed manner. For 5 to 10 years after the expiry of this tax holiday, half of any income
attributable to export sales continues to be exempted. For new plant or machinery in hi-technology
electronic industries, a one year write-off is allowed during the holiday.

2.69 The standard depreciaion allowance is calculated on a declining balance, historical-cost
basis at a fixed percentage rate. ThPe total amount is constrained by law not to exceed the original cost
of the asset, excluding any grant, subsidy or rebate from the Government or other specified authority.
The annual depreciation rates are 10, 20 and 30 percent for different categories of assets.

2.70 The treatment of divdends in the Bangladesh tax system falls somewhere between full
double taxation and its avoidance through careful integration of corporate and personal taxation for
investors. Most dividends are subject to both withholding tax (at the rate of 15 percent for corporate
recipients and 10 percent for individuals) and income tax at the recipients' own marginal rates. These
withholding taxes cannot be offset against other corporate tax liabilities.

2.71 Improving Flscal Incentives. As the above summary indicates, the two salient features
of the current Bangladesh tax system are its complexity and non-neutrality. Tax rates are quite high,
but are riddled with exemptions. There are a large number of overlapping and potentially contradictory
incentive schemes available, the full implications of which may not have been completely understood at
the time they were introduced to promote one or another activity.

2.72 Tax systems in general reflect a compromise between a number of contlicting goals, not
the least of which is the compromise between government revenue and incentives goals. The
Government should continue to increase corporate tax revenues through improved administration; thus
-my reform to improve incentives must take revenue effects into account. A good corporate tax system
for manufacturing sector growth should have a low total effective tax rate and depreciation allowances
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that mirror economic depreciation. Its more detailed design should incorporate four characteristics:
buoyancy and elasticity with respect to revenue (while direct taxes on income are not likely to be the
dominant source of revenue in Bangladesh, their contribution is important and likely to increase);
neutrality (taxes should not distort investment decisions between different types of capital, between
capital and labor, between debt and equity sources of fnance, and between investments in different
sectors of the economy); competitiveness (the tax structure must not deter foreign investment in
Bangladesh); and simplicity, stability and transparency (the structre should be easy to understand, easy
and efficient to administer, and easy for honest domestic and foreign firms to operate). Since simplicity
and stability are important, such a system should be cauefully designed, established, and then not
changed. Initial steps towards its establishment are expected to occur in the FY95 Budget.

Financing for Private Investment

2.73 The failure of Bangladesh's financial institutions to develop a lending and investment
environment in which the m ctring sector could flourish has resulted in a continuous concern with
the financial aspects of industrial projects, distracting enterprise management attention from production
and marketing concerns. The manufacturing sector's needs were largely met by two development
finance instdions (DFIs), term lending from NCBs, and a small capital market. They were joined in
the 1980s by private banks. The rising volume of bad debt was largely ignored, in the belief that, as it
was asset-based, and therefore, secure. Default was attributed to the bad behavior of businessmen,
rather than to the policy environment. Chapter IV discusses the current problems that these policies in
the financial sector have given rise to, and the urgent actions that are required to begin the process of
briging financial institutions back to health. This section briefly discusses foreign commercial
financing of investment in Bangladesh.

2.74 Foreign Financing. In the absence of efficient domestic financial markets, ma rig
can be financed through the use of foreign fimds in their four mains forms (other than donors' and
multilateral banks' contributions for domestic intermediation). First, supplier credits have played the
most significant role in Bangladesh over a long period, both on commercial terms and with aid donors'
support. Commercial supplier credits have been available for some manufacturers subject to the rules
of Bangladesh Bank with respect to down payment, interest rate and length of repayment. These rules
were mappropriate to the risk environment in Bangladesh and have had a negative impact on the use of
supplier credits. Recently they have been relaxed but are still fairly restrictve-maximum interest rate
of LIBOR plus 4 percent, minimum repayment period of 7 years, and maximum down payment of 10
percent-and inconsistent with a liberalized foreign exchange policy. Within these rules, supplier
credits may be contracted without case-by-case approval from the central bank, but BOI approval is
required for any case that does not conform. Second, working captal is a newer but very significant
form of foreign financing. It has been a major factor facilitating the development of the garment export
trade, which is now using about US$500 million of such fumds in the form of fabric supply.

2.75 Tird, the potential for foreign portfolio investment has increased with the recent lifting of
the regulations which governed these investments. In the current economic environment, however,
litde inflow is expected unless there is both an increase in market prices and implementation of stock
market reforms (Chapter IV). Potentially, however, this is a very important source of funding in
Bangladesh's capital scarce economy.

2.76 Finally, there has been some foreign direct investment, but its role has been limited, due
initially to negative (and more recently to complex) Government regulations with negotiated rather than
codified rules. While the atmosphere has improved over the past two years, a residual set of
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regulations and attiudes reflect adversely on Bangladesh as a site for international investment. There
have been two important developments in recent years: KAFCO, the foreign financed fertilizer project
represents an iuvestment of the order of US$500 million for site preparation, factory constru..don and
other infrastructure; and there has been significant investment by foreign companies in the Chittagong
and the newly opened Dhaka EPZs. Together with financing for RMG working capital, these
developments have meant that over the past three years there ha. been a major increase in ,oreign
car ital being used by the economy. So far its impact has mainly affected the garment industry, and in
oth!r areas the impact is just beginning to be felt.

Liftng Foreign Exchange Controls

2.77 Recent liberalization measures have resulted in a substantial reduction in the exchange
controls on current account transactions for private manufacturing firms, yielding numerous
improvements in foreign currency finance for the private sector. These include allowing non-residents
to bring in funds to buy shares quoted on the Dhaka Stock Exchange; to remit dividends and sale
proceeds, including capital gains, after withholding tax due on them, rather than requiring them to
obtain tax clearance certificates; and to receive shares from Bangladeshi fims without central bank
permission. Bangladeshis no longer need Bangladesh Bank's (BB) permission to have banks release
funds for study abroad, and returning Bangladeshis who resume residence are allowed to operate
foreign currency accounts. Foreign firms can now borrow in taka from domestic banks; and
remittaces for re-insurance premia, preshipment inspection fees, ship charter or purchase by private
firms, sorplus earnings of foreign airlines, shipping companies and couriers are all permitted. Banks
may also issue guarantees and performance bonds on behalf of exporteis.

2.78 Reforms Needed. Reforms are still inadequate in places, however, to provide appropriate
economic signals and incentives. The restrictive new guidelines for supplier credits apply to other
foreign borrownig as well, and reflect an unnecessary fear that such transactions may be used as a
vehicle for capital flight. Other guidelines which, for the same reason may be exceeded only with BOI
approval, cover the remittance of foreign nationals' salaries and savings, royalties and technical fees,
and training abroad and foreign consultancy costs. BOI has established a new passbook system to
monitor all utilization through the commercial banks in. case its discretion is required, thereby
perpeuatng its regulatory role and reflecting a lingering control mentality. Back-to-back letters of
credit tz, finance imported inputs for export production may now be opened without prior BB
permission, but only by 100-percent exporting firms licensed as special bonded warehouses. Domestic
firms wishing to enter export markets are denied this valuable facility. Once a firm is licensed as an
SBW, however, it must always use back-to-back letters of credit and may not finance imports by any
other means. This forcibly insulates the SBW-using firms from the domestic banldng system.

2.79 Exporters can now retain proceeds in foreign currency, but only up to 5 percent for
service exports and so-called low value added exports (garments, electronic goods, naphtha, fuiace oil
and bitumen), and 10 percent for other exports. This foreign exchange may only be used for the
purchase of inplits or machinery or for business travel or trade fair costs. Such funds are not
reconvertible if firms wish to use them for taka expenses. Another reform that has not gone far enough
is the permission to make remittances or allow discounts from repatriated proceeds to meet short
weight, quality and other claims on exporters; this is permitted only up to 10 percent of the proceeds or
invoice value, which is inadequate.

2.80 Wholly or partly foreign-owned firms may now obtain short-term foreign currency loans
from the domestic banking system. Foreign investors may not import against direct payment; instead
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they must bring in the funds and open letters of credit. Letters of credit are still required for all but a
few types of imports. Annual entilements of foreign exchange for travel purposes have increased, but
still remain modest.

2.81 The various limitations that continue to be placed on foreign exchange transa,tions are not
justified in an era of a partially convertible taka. The limits should be increased, or, preferably,
abolished. Full liberalization of these aspects of the exchange control regime could appropriately occur
in tandem with the fmal step ir abolishing trade related non-tariff import controls by July 1994.

Towards a Well-Functioning Legal System

2.82 An accessible, 2nd codified legal system, in which legal remedies are reasonably
predictable and enforceable, can be an as. for private sector growth. Priority in terms of the private
sector needs should be accorded to legal reforms that will protect private property, make contracts
enfoiceable, facilitate the orderly exit of failed firms, clarify land titles, make audited accounts reliable,
and encourage the use of modem technology in legal systems. Even if, as is the case in many
successful developing countries, enterprises find ways to overcom.e inadequacies in the legal system,
these efforts generally add to the costs of doing business.

2.83 Over the past two years, the Parliament has passed new laws covering commercial banks,
capital markets, non-bank financial institutions, and the establishment of financial courts. Legislation is
currently being developed with respect to the bankruptcy law. The new laws have not yet become fully
effective, however, since implementing institutions are not yet functional and institutional shortcomings
undermine statutory, as much as regulatory aspects, of the business environment. The Government has
established a task force to formulate an action program for law reform, and has decided in principle to
reestablish a permanent Law Reform Commission.

2.84 To strengthen contract law within the limits of court capacity, limits are needed on the
adjournment and appeal processes, and outstanding awards should incur interest. The three statutes
affecting land transfer and mortgaging also need to be modified to facilitate the processes of creating
title and securing other interests at reasonable cost. These have become acute impediments to modem
business dealings. False land titles abound, and mortgages are often unregistered to avoid the current
high registration charges. Potential investors will look with care at laws concerning the structure and
accountability of boards of directors and auditors, the protection of minority shareholders, and the issue
of new stock within authorized capital. Such subjects would be appropriately covered in the revision
underway of the 1913 Company Law, which needs to be given both direction and faster processing.
Similar urgency applies to the laws to reorganize the Board of Investment, promote and protect foreign
private investment, and modernize the bankruptcy legislation.

2.85 A new, comprehensive Labor Code is needed to integrate and modernize the Industrial
Relations Ordinance, the Employment of Labor (Standing Orders) Act, and 45 other laws affecting
employment and industrial relations (see Chapter IV). A Labor Law Commission, established in 1992,
is expected to report shordy.

2.86 In order to make legal reforms effective, it will be important to focus attention eventually
on hnproving the judicial process, including making the courts more functional. Procedural innovations
that can be considered would include pre-trial conferences, broadened provisions for discovery, and
mechanisms for ensuring that court orders are conveyed and executed. A Judicial Training Institte,
complemented by the establishment of a Practicing Law Institute, would expand legal capacity.
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D. THE READYMADE GARMENTS INDUSTRY

2.87 The readymade garments (RMG) industry is the manufacturing success story in
Bangladesh. This section describes the growth of this sector, the policy environment that has sustained
it, and the future development prospects of the sector.

2.88 The RMG sector is particularly interesting not iust because it has been successful, but also
because it is an example of how relatively modest changes in the policy environment, when other
appropriate circumstances are also present, can lead to rapid success in an export-oriented industry. By
way of illustrating this "RMG approach", the last part of this section also identifies the constraints on
the development of two other sectors, silk, and leather garrnts and leather hides, where this RMG
approach may be tried.

Readymade Garment Exports: Rapid Growth and Its Causes

2.89 The RMG industry was able to talke off once two related adverse elements of the business
environment - difficulties in importing and financing raw materials - were overcome through the
offshore financing of world-priced inputs by back-to-back letters of credit (L/C) under the SBW
scheme. This response was possible because other essential elements of this international industry
could be brought together readily: the technology is simple and the plant cheap (sewing machines); a
largely female labor force becane available and was easily trained; the entrepreneurs appeared, initially
foreign but soon nationals by the hundreds; and the need for export marketng was replaced by
international subcontracting, with the buyers initiating orders along with providing raw materials and
specifications. International buyers were initially attracted to Bangladesh by its favorable situation
under the Multi Fibre Agreement. As a least developed country it could benefit from the quotas which
otherwise limited the suppi.- from more traditional garments producers such as Hong Kong and the
Republic of Korea.

2.90 Spectacular Growth. The industry's develor .ent has been rapid (Table 2.6). Although
a few units were registered with the Department of Textiles m the 1970s, the industry started at the end
of that decade with the establishment of Daewoo-Desh, a joint South Korean-Bangladeshi venture which
featured technical training abroad and other technology transfer. The 21 units which were registered by
the newly formed Bangladesh Gnrment Manufacturers and Exporters Association (BGMEA) generated
gross export sales of about US$10 million in FY83. Wihin iust two more years garment exports
soared to $116 million, 12 percent of the country's total FY85 export proceeds. Even more rapid
growth occurred in the following two years, following the relocation to Bangladesh of quota-limited
production growth from the Republic of Korea and also Sri Lanka. After slower growth in FY89
(when the Govermnent and BGMEA attempted to stifle entry in response to the U.S. Government's
application of its quota system to Bangladesh), a new phase of rapid expansion has occurred over the
past few years. New registrations in 1992/93 alone totalled 420, and by September 1993 the total
number of registered units had reached 1,630. The higher value added knitwear component of the
industry is growing the fastest, now contributing a seventh of all RMG export proceeds. These reached
$1.2 billion in FY93 or 52 percein of total exports, and are expected to continue to climb. Even when
imported input costs are excluded, the net export value is substantial: $420 million in FY93 according
to Bangladesh Bank calculations.
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2.91 Favorable Industry Conditions. This international industry has a prnma facie attribute,
the need for low cost labor, that makes it broadly consistent with Bangladesh's comparative advantage.
In addition, it has several special characteristics that help account for its spectacular rise, in effect, by
side-stepping potendial constraints on marketing, technology, financing, input supply, and labor. Ffrst,
almost all of current production comprises cutting and making (and occasionally trimming) general and
retail label garments for international subcontractors through about 250 buying houses, which place
orders on behalf of their principals, arrange the supply of imnported fabrics and monitor output quality.
Second, the technology is uncomplicated, and designs and specifications are provided by the buyers.
17tird, most production capacity is located in Dhaka (80 percent) and Chittagong, and has simple
factory space requirements; its only important utility need is electricity. Fourth, investment
requirements are modest and working capital is largely financed offshore. Most firms are small or
medium sized, with their respective fixed capital needs averaging Tk 7 million and Tk 18 million
(US$175,000 and US$450,000); they can get into business quickly, avoiding costly gestation periods.
FMh, the difflcultki. other emerging export industries have experienced in obtaining world-priced raw
materials have been by-passed by their supply and fiancing offshore, as well as by the inclusion of
domestic producers of accessories and packaging in the SBW scheme's back-to-back L/C facility.
Finally, the industry has been largely free of labor supply constrai'is (although this may now be
changing), and entirely free of industrial strife; this has been due in large part to the coincidence of its
rapid growth with the emergence of female participation in the urban industrial labor force (84 percent
of RMG workers are female).

Table 2.6: Rapid Growth of the Readymade Garments Industry, 1982-93

BGMEA Regd. Unit
Gross Exports Export Quantity % of Total

Year Year Total (US$ million) (mill. dozen) 1/ Exports

1981/82 na na 7.0 0.1 1.1

1982/83 21 21 10.8 0.2 1.6

1983/84 25 46 32.0 0.7 3.8

1984/85 134 180 116.0 2.8 12.3

1985/86 407 587 131.0 3.6 16.0

1986/87 14 601 299.0 8.3 27.8

1987/88 57 658 433.0 12.3 35.2

1988/89 54 712 471.0 13.7 36.6

1989/90 25 737 609.0 18.7 40.0

1990/91 43 780 736.0 28.0 42.8

1991/92 154 934 1,064.0 40.5 53.4

1992/93 420 1,354 1,240.5 46.2 52.0

1/ Quantity in harmonized units of equivalent dozens.
Source: BGMEA and Bangladesh Bureau of Statistics.

2.92 Crucial Policy Support. The special bonded warehouse (SBW) scheme is foremost
among aspects of the policy and regulatory framework that have enabled RMG to grow rapidly. It has
enabled: (a) many garment exporters to avoid the transactions cost of the alternative duty drawback
scheme to ensure world-priced inputs; (b) Bangladeshi entrepreneurs to effectively access international
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capital markets for what otherwise would have been working capital requiremems that the domesdc
banks would have found impossible to meet; and (c) some, albeit limited, domestic sourcing through the
crucial inclusion of indirect exporters in the SBW scheme. But until recently the special requirements
for SBW have also limited RMG's further and more beneficial development. It has partially reinforced
RMG producers' reluctance (for quality reasons) to increase their industry's value added by using
domestic fabric. It has also encouraged much of the industry to remain in the low-value end of the
international market. This is more an outcome of the constraints placed on the SBW scheme in a
possibly counterproductivc attempt to use RMG's success as a vehicle for the textile subsector's
recovery. As a policy instrument, the SBW scheme has also inevitably faced challenges from defenders
of the traditionally protective regime, concerned about inevitable leakages of fabric and garments into
the domestic market.

2.93 RMG's meteoric growth has been assisted by several other policy measures besides SBW.
After SBW, second in importance has been the exemption of corporate taxation on export profits,
although this has been weakened since 1992 by the imposition of advance income tax. Third, as an
export-oriented industry, it has enjoyed a concessional duty rate of 7.5 percent on capital equipment
imports for several years. This incentive has been improved recently by allowing SBW licensees to
have their local banks guarantee the duty, with one-third liquidated when the equipment is installed and
another third liquidated subsequently. However, this is still a more onerous duty regime than that
available to EPZ firms, or to competitors in Hong Kong and elsewhere. Fourth, the industry was
assisted (until the official exchange rate was unified with a secondary rate in 1992) by an Export
Performance Benefit designed to close the margin bween the official and market exchange rates.
F#h, the present quota allocation system has worked reasonably well, although quota reallocation
toward the end of the quota year is sometimes inefficient and too delayed for RMG manufacturers to
utlze the quotas before they expire. EPB remAim too dependent on technical help from BGMEA in
monitoring utilization. Quota management is crucial so as also to avoid over-supply of any category
that can attract external penalties or emba7go. The secondary market in quotas also works well, with
quotas freely transferable to facilitate their utilization. The EPB plays only a minor role in this market,
registering transfers when they occur but with no system for providing advance information on quota
availabilily for transfer. FThaly, and very importantly from the viewpoint of private sector
development, the special status which the industry earned by its impressive early contribution to exports
enabled the emergence of BGMEA as a strong industry association that could command the direct
attention of the political establishment to ensure the availability of the above incentives.

2.94 The Role of MFA Quotas. It is often suggested that the industry's growth, and now its
future health, depends on the favorable treatment which Bangladesh receives under the MFA, now
expected to be phased out over the next 10 years under the Uruguay Round. The direction of RMG
trade, and new developments such as the North American Free Trade Area (NAFTA), suggest that such
caution is justified, and that the industry must become even more efficient to be able to compete in a
post-MFA world.

2.95 During the 1980s, US importers actively pursued imports from Bangladesh; none of these
were restricted until 1985, when quotas were placed only on a few popular items. Now, a large
proportion (86 percent in 1992) of sales to North American markets are of products for which
Bangladesh is subject to quotas. The quotas are not yet binding for about two thirds of the sales of
such products. North American markets account for just over half of Bangladesh's RMG exports: 51
percent in FY92 compared with 80 percent of a much smaller total eight years earlier. The rest goes to
West European markets in which Bangladesh still has unrestricted entry for all products, giving it an
advantage over its competitors. Such sales have grown rapidly, especially since quotas have become
more significant for Bangladesh in the US and Canada. Members of the European Community
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collectively account for 44 percent of RMG exports, led by Germany (13 percent). The potentially
lucrative but difficult Japanese market, on the other hand, has been barely penetrated (0.2 percent).
With the phasing out of the MFA over the long term, there could be an import surge into all these
markets from the most efficient producers, at the cost of the less efficient ones. Over the medium term
it is also possible that NAFTA may lead to a displacement of East Asian RMG imports into the U.S.
and Canada. To the extent these exports by the more efficient East Asian producers are then diverted
to the European Community, they may tend to displace Btangladesh's RMG exports into Europe.

Future Growth of RMG Exports

2.96 The further development of RMG may occur, as discussed below, in any or all of several
directions.

2.97 More International Subcontracting. In the short to medium term, there appears to be
no reason why the subcontracung industry should not continue to grow. There are some prerequisites
for this, however. First, the favorable aspects of the policy environment need to be maintained; as
noted earlier, these include more efficient customs management and further liberalization of the SBW
scheme. Second, the industry's own efficiency can be improved to make it better able to face future
competition. Although many firms use modem production technology, their workers' productivity is
well below those of South Korea and Hong Kong, for example. An acute shortage of skilled labor has
already emerged in contrast to the abundant supply of unskilled workers. Improved training faciUties
appear essential. A third critical factor is the need for even better management-with minimal if any
polidcal interference-of quota allocation, monitoring, and secondary market trading. Bureaucratic
involvement is difficult to avoid, since quotas are awarded or a national basis and the alternative
approach of leaving the task to the existing producers could reinforce some monopolistic tendencies.
Fortunately, however, the industry is already large and entry easy enough for this risk to be smaUer
than the danger of excessive intervention. The current debate over the respective roles of BGMEA, the
EPB, and other Governmental agencies purporting to champion new entrants should be resolved
promptly so that agreed ground rules can facilitate unfettered growth.

2.98 A Move Up Market. Even without changing the subcontracting nature of the industry,
there is scope for entering more profitable international garment markets. At present, Bangladesh has
the lowest unit value among the top 10 exporters to the U.S. Apart from the silk and leather materials
discussed below, Bangladesh exports could play a greater role in the fashion end of the cotton,
synthetic, wool and other fabric-based apparel industry. This move has commenced, with the growth in
export value at constant prices (averaging over 40 percent a year) exceeding the growth in volume (36
percent). It has been encouraged by the importing countries' use of import volume rather than value to
define quotas, and the absence of quotas on higher value apparel items. For a substantial improvement
to occur, however, enwepreneurs will need to respond to the long delayed implementation of the
Government's policy of relaxing-or preferably removing--the domestic content requirement (expressed
in proportional value added terms at 25 percent, and increased for wovens to 30 percent in 1992). This
has discouraged moving to up-market fashion apparel and higher quality, since the domestic content
requirement is most easily met by using cheaper imported fabrics that leave higher domestic labor
shares of unit value.' The current IPO has finally relieved the requirement for woven items under
queta worth more than $40 a dozen, but the half-hearted way in which this issue has been approached

1 BGMEA cites the example of cotton shirts, with imported material at $1.91 a yard, meeting the local content requirement by
earning local value added of $22 a dozen (31.13% of gross value), while shirts made of cotton denim, at $2.92 a yard, would fail
to meet the requirement although earning more domestic content at $27 a dozen (28.07%).
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illustrates the continuing preoccupation with propping up inefficient activities (existing fabric producers)
at the expense of activities with more export and employment potential (up market RMG).

2.99 Beyond Subcontracting. While subcontracting should not be discouraged, a transition to
greater control of marketing may be necessary for the industry's growth in the medium to long term as
the quota system disappears. This is not possible in the meanwhile for that part of the trade which is
under quotas, since these are controlled by foreign buyers. Their eventual abolition, and price and
exchange rate considerations, could divert buyers to more traditional sources such as Hong Kong and
Korea, or to potentially cheaper sources such as Vietnam, Nepal and perhaps Laos and Cambodia.
Industry observers, however, tend to be optimistic about the ability of Bangladeshi entrepreneurs to
make the transition. Indeed, a few are already finding and developing their own markets with little if
any help from buying houses operating int Bangladesh. About 70 of the operating RMG units take some
orders directly irom foreign buyers. Many of these units are recent entrants, indicating a progressive
trend in the industry's structure. BGMEA estimates that such sales now account for about 5 percent of
the total, and producers may be responsible for materials procurement for another 5 percent. In
addition, about two dozen of the present units are operated by joint venture companies, in which at least
the foreign partner is likely to be directly linked to international buyers.

2.100 Increasing Value Added. Decreasing the dependence on imported cotton and synthetic
fabric in RMG exports is often advocated as a means of helping the ailing domestic woven textiles
industries. This development is yet to occur in any significant way for woven fabrks, but strong
backward links are being developed in other respects. At present the RMG industry uses considerable
domestic inputs in the form of accessories (buttons, zippers, labels, etc.) and packaging materials
(cartons hangers and poly bags). Data on this trade are not available, but there about 25 factories
making accessories and 30 others making hangers. Almost half the total output of the packaging
industry is already dedicated to RMG export.

2.101 The knitted garments and hosiery subsector of RMG already has strong backward linkages
in knitfabric. This segment only accounts for a seventh of garm.ent exports, but it is becoming
increasingly important. As of June 1993, the Department of Textiles (DOT) shows 206 kniting units
registered as export-oriented, and 157 of them were integrated with RMG units. These unit supplied
just over half of all RMG knit fabric requirements in 1993. While not yet highly competitive on price,
local fabric suitable for knit garments is reported to be of good quality and more convenient to obtaWn
since Customs procedures are avoided altogether.

2.102 The predominant raw material for RMG is woven fabric, most of which is now imported.
The DOT has six spinning and 92 weaving units registered as export oriented (i.e., cateing to RMG
demand), but there is little evidence to suggest that these units are able to consistently supply significant
quantities of cloth that would meet RMG quality standards. Besides the obvious domestic problems of
quality, reliability of supply, and price, this has also to do with the subcontracting nature rf RMG; risk
averse foreign buyers and designers are less likely to specify domestic fabrics unless there are clear and
proven cost advantages. Furthermore, the typical RMG requirement is for small batches of partiular
type of cloth, and this requires flexible production management and textile technology that is not easy
to establish. Some other components of the textile subsector also have scope for growth or
rejuvenation. As such, these developments would have to be based largely on the demands of export
RMG units rather than domestic demand for clotht, and the restructured insries would need to be
flexible and internationally competitive. If this can be so, they might be also able to export woven
fabric directly, enabling scale economies to be achieved while meeting relatively small RMG
requirements of particular types of cloth. This is most likely to occur if the Government replaces its
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present approach of forcing domestic value added by a systematic program to remove obstacles to exit,
restructuring, and new investment in spinming, weaving and finishing industries.

2.103 Two other ways to enhance the value added of RMG exports from Bangladesh involve
using different materials. First, it could compete successfully with countries such as China, Vietnam
and Thailand for the export of silk garments and perhaps fabric (see below). This could be based on
imported yarn (and even cloth for garments) until their domestic production can become competitive.
Second, it could further develop the fledgling exports of leather garments, shoes and other products
when the existing industry in wet blue, crust and finished leather is rationalized (see below). The
potential development of these two industries could become increasingly important over the next
decade.

Lessons from the RMG Experience

2.104 In the case of RMG, critical policy constraints were ameliorated and led to the growth of
the sector. Without any improvements in the domestic financial sector, and without making any
changes to Bangladesh's then high tariff walls, the sector grew because of the external financing
through back-to-back letters of credit and the provision of special bonded warehouses to access inputs at
international prices. This insulated the sector fairly effectively in a policy enclave. The other attendant
conditions on the sector's success were simple technology, modest capital requirements, international
subcontracting, and a non-unionized labor force that was predominay female.' Within this policy
enclave, the Government more or less let the sector alone, not regulating it while almost evervthing else
in the manufacturing sector was heavily regulated. This experience reinforces the crucial importance of
the effective deregulation of, and policy support for, the private sector.

2.105 The other major lesson to be learnt from the RMG experience is that the search for
comparative advantage in manufactures in a country with a small domestic market such as Bangladesh's
must start downstream. Exports prospects must be identified by first considering the possibility of
establishing a firm export foothold, and only then seeking to move upstream to exploit backward
linkages. As the discussion below shows, industrial policy has often sought to go the other way, and
has failed. Had such misguided principles been applied to the RMG industry in the late 1970s, the
consequences today v )uld be hard to imagine. It is to Bangladesh's good fortune and the sagacity of
the early RMG entrepreneurs that this did not happen.

Other RMG-like Prospects: Silk and Leather

2.106 By way of illustrating the prospects for applying the RMG approach to other subsectors,
this subsection highlights the problems and prospects for silk and leather. In considering these two
sectors and the lessons emnuciated above, it is of course important to note that the policy environment is
now significantly liberalized relative to most of the early period in the RMG sector's growth. To that
extent, the policy enclave approach may now be less effective than it was a decade ago. Nonetheless,
as the discussion shows, specific ex ante opporunities for ameliorating policy constraints and lowering
the cost of doing business may exist. These should be explored in conjunction with more fumdamenal
restructuring that may be required.

1 The RMG industry has, of course, been a success in many countries under similar enclave circumstances, for example, in
Mauritius.
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The Silk Industry

2.107 Bangladesh appears to have exceller.t potential for developing all stages of the silk
industry, from mulberry to fashion garments. However, this is unlikely to occur without a significant
change in the strategy for developing the industry. Here, as in RMG and some other industries with
export potential, the search for comparative advantage should proceed upstream, from the advanLage
that may be revealed in export markets for the final product (in this case silk garments, initially under
subcontracting arrangements, and perhaps also for handwoven silk fabric). Instead, public policy has
focussed so far on promoting mulberry, cocoon, and raw silk production. Not only has this been
ineffective in several respects; it has occurred with little regard to the competitiveness of downstream
weaving and potential garment exports.

2.108 Silk Garments. A silk RMG export industry could be worth developing, even without
seeking to first exploit the possibly greater potential for its backward links than may exist for cotton
and synthetics garments. Bangladesh would not face any trade restrictions in world markets on silk
garments, since there is little production in developed countries; now there is almost no chance of this
since the Uruguay GATT Round has ruled out new quota restrictons. In additon, international demand
for silk garments is growing fast, especially for medium grades. Bangladeshi entrepreneurs'
performance so far in cotton and synthetic RMG has indicated their capability to perform efficiendy as
subcontractors, and move towards more entrepreneurial international marketing. The latter provides a
good basis for a move into silk. A major advantage of such a move is the scope it creates for high
value added in the fuiture. Tile current difficulties noted below notwithstanding, silk weaving could
become a significant supporting industry with high employment potential; this would provide more
domestic value added - much of it rurally located - than is conceivable with cotton. Furthermore, the
same may ultimately apply to the production of raw silk and yarn - with an even stronger rural bent -
if the Government pursues a promotion program for mulberry, egg, cocoon, reeling and twisting based
on removmg, rather than creating or supporting, market imperfections. To capture the value added in
both silk weaving and silk yarn, the Bangladesh Sericulture Board (BSB), and other public institutions
established to support the rearing and weaving industries, need reorientation and closer cooperation with
involved NGOs.

2.109 Silk Fabric. While domestic weaving may be initially unnecessary for successful export
garments, it seems quite likely that an efficient silk weaving industry would emerge quickly in
Bangladesh if it had access to world priced yarn. Raw silk and yarn production should be promoted
too, so that value added could be increased eventually. But meanwhile, the potential of weaving should
not be undermined by inappropriate means of encouraging its local content. Until an internationally
competitive mulberry-silkworm-reeling agronomy emerges, the competitiveness of weaving should be
facilitated by ensuring the availability of yarn for small scale weavers through import from Vietnam and
other efficient producers. Thus, promotion of weaving should includt. the effective waiver or rebate of
all taxes levied on yarn to be used for ultimate export. Since weavers cannot readily enrol in the SBW
scheme, a comaponent of the duty drawback scheme should be designed for them. A weaving industry
successfully linked to a broad range of silk RMG export would also require new investment in semi-
automatic looms, which can boost by at least four times the normal output of the pitlooms still
predominately used in Bangladesh. The production of cloth suitable for silk RMG or direct export also
requires (a) improved access to imported chemicals for dying and fiishing; and (b) technical training in
their use as well as in design for non-sari export market tastes. This applies to the finishing of
handloom wovens as well as to the output of more automated weaving; small units would be
particularly well served by process houses that could add value by providing such finishing services as
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padding, shrinking, decaterizing, calendaring and tamponing on an efficient scale. Private investment
in such facilities slhould he encouraged.

2.110 Silk Yarn. Mulberry and the silkworms that thrive on it aie well knowr to Bawgladesh.
By 1989/90 there were almost 7000 ha. r tder mulberry (mostly trees), over 1000 hb. of which were
already productive. The planted area continues to grow with assistance from NGOs, especially the
Bangladesh Rural Advancement Committee (BRAC), with a much greater suitable area remaining to be
exploited. High yielding hybrid varieties of worm developed by the Bangladesh Sericulture Research
and Training Institute (BSRTI) for rearing in non-traditional areas are beginning to displace current
varieties. In spite of this progress, the present sericulture industry, could not support a major move
into the international market for silk products. It may have been able to do so if it had developed in a
free environment, but interventions so far to promote raw silk production have instead rendered it
uncompetitive. Industry observers haie identified several key problems, some of which remain to be
solved: Ffrst, while balanced production of bush and tree leaf provides superior wormfeed, BSB
initially concentrated for too long on promoting bush plantations, but recently has failed to promote
them at all. Second, leaf yields remain low compared with neighboring countries due to lack of HYV
plants, fertilization, and inadequate plant maintenance and irrigation. ZTird, cocoon yields are poor
compared to China and India due again to lack of HYV varieties as well as deficient rearing and drying
practices, and storage and transport facilities. Fourth, BSB's monopoly of the sale of eggs leaves open
the possibility of mismanagement. FiKuay, mechanized reeling has expanded very slowly, and most
existing mechanical units lack individual brake motion, halving the value of the yarn produced. Also,
the absence of twisting facilities, except for one factory, precludes the domestic production of warp
yarn. Each of these problems needs to be addressed if a competitive mulberry-silk industry is to
develop.

The Leather Industry

2.111 Unlike silk, there is already a substantial domestic leather indutry, part of which is
export oriented. The latter includes some RiAIG, although that aspect is confined mainly to a small
export trade in "Italian-made" garments for the U.S. market. Footwear is more important in terms of
value added, accounting for Just over US$4 million in exports in FY92. SmaU amounts s. contributed
by bags and gloves. Of far more significance at this stage are exports of crust and finished leather,
earning US$144 million in FY92. These exports have not been growing, however, having reached that
level in FY88, and then peaking at $179 million in FY90. The domestic market for leather, footwear,
and other leather products is still more important than exports. Bangladesh produces between 2 and 3
percent of the world's leather. Most of the livestock base for this production is domestic, which the
Food and Agricultural Organization estimates as comprising 1.8 percent of the world's catle stock and
3.7 percent of the goat stock. The hides and skins have a good international reputation, but
considerable value is lost through poor handling and transport practices.

2.112 In spite of its apparent importance and export experience, considerable effort may be
required to convert the subsector into a strong export performer in the medium term. There are
estimated to be over 200 tanneries altogether, 168 of which are registered with the MWistry of Industry.
Only about 75 of them are operational (50 supply the domestic market), and the rest e debt-ridden
and closed. Multiple problems face firms in this market, and some of them may be unable to service
their heavy debt burdens.

2.113 Leather Enterprise Survey. Identifying priorities for private sector development and the
growth of a particular industry should start from a systematic effort to learn what constraints firms
perceive to be most binding. Without such an effort, the risk is gieat that a program of reform could
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be driven by preconceived views about the obstacles to a private supply response - and thus fail to
target the constraints most binding in practice. Surveys to elicit information directly from firms can
bhow how tegulatory, tax, and other measures work in practice, and the constraiGis that firms see as the
most binding.' A 1993 survey2 of the operating firms in the leather industry yielded the following
conclusions.

2.114 The surveyed entrepreneurs identified the high cost of capital as a leading cause of
unprofitability. Only the firms that can finance theih working capital needs from retained earnings were
making profits. There are only few such firms m an industry where working capital needs are at least
four times the size of the initial capital investment. The leather industry provides a good example of
the financing abuses and difficulties of exit discussed in this chapter. As many as 60 percent of the
existing tameries and other leather enterprises may be in considerable financial stress, and may need to
close. Some now in financial difficulty were established before 1982 with inadequate project design;
most, however, entered the indusry between 1982 and 1989 with directed NCB and DRI credit. This
credit continued to flow to borrowers with no net worth on the basis of overstated inventories of
materials (alin to similar lending malpractices in the jute industry).

2.115 While SBWs are used for uiportfacaon in leather exports, entrepreneurs identified
one of its unintended effects which effectively constrains greater exports of Jeather goods, and therefore
greater value added. SBW is preferred over duty drawbacks because it works much better in practice
than DEDO's operations. However, because SBW is restricted to 100-percent exporters, the largest
and most technologically qualified tanneries have abandoned the domestic market for finished leadter
(where transactions costs are higher than for export) in order to use the SBW facility. Together with
the high tariff on finished leadher imports, this lack of high quality finished leather has deprived
domestc leather goods makers of a reliable and price-competitive source of supply, accounting for the
relatvely low level of leather goods exporL Domestic leather goods makers pay more for low quality
finisbed leather in Bangladesh than their foreign com4petitors pay (fo.b. Chittagong) to import higher
qualty finished Bangladeshi leather.

2.116 More generally, raw material supply constraints also affect the tanneries due to the high
tariff on hides and sldns and on wet-blue. This is felt by the industry to be the main cause of the
grossly under-udlized tanning capacity. The tariff is prohibitive, and therefore yields almost no
revenue for the Government at present The high tariff also supports the rents earned from smuggling
cattle and hides, a source on which the firms would prefer not to depend, and the higher prices
obtained for domestic hides and skins. In spite of the drawback facilty, the large working capital
requirements implied by the tarff deter even export producers from importing. This may be resolved
now as recent changes allow exporters to import hides and skins against a bank guarantee for the duty.

2.117 Export fa ion through the duty drawback schemt. veported to be abused by
exporters, who may be shipping crust leather as finished leather in order to earm the higher flat rate
rebate on the latter. These flat rates, amouning to 18-20 percent of f.o.b. value, apply regardless of
qualty or price of the chemicals used and of the resulting leather. These values have not been adjusted
in three years despite inflation, other price changes and a significant tariff reduction. The entrepreneurs
felt that the recent Indian and Pakistani devaluations had enabled those countries' keather industries to
undersell Bangladeshi leather by about 20 percent.

1 See Andrew Stone, *Listening to Firms: How to Use Firm-Level Surveys to Assess Constraints on Private Sector Development,'
DEC Wokding Paper Series No. 923, Dhe World BaUn, June 1992.

2 The enterprise survey was conducted as part of a forthcoming World Bank Study on industrialization strategy in Bangladesh.
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2.118 Many tanneries use inefficient (and often environmentallv poor) technology.
Entrepreneurs also pointed to the lack of well-trained workers and technicians, mainly due to political
unrest in the University of Dhaka and its impact on its Leather Institute, and the moth-balling of the
Leather Finishing Center shortly after it was built in 1987. The surveyed frms cited several
infrastrzcture services as problems, with electricity supply being the most serious. Frequent poweir
failures and voltage surges were a problem, as was the cost of power because the Government's order
to eliminate peak rates for three-shift factories exporting most of their output was not being
implemented. Transport and communications facilities were cited as secondary impediments.

2.119 Finally, on foreign dir?ct investment and marketing, the entrepreneurs were keenly aware
that Bangladesh was not able to attract inestors who could assist their industry through the production
of tanning chemicals and additional production of footwear for export. They were less worried about
the absence of foreign buyers in the Bangladesh market, expecting that such buyers would appear as
soon as Bangladesh had competitive leather goods to offer them.

E. ENTREPRENEURSHIP AND THE POLICY ENVIRONMENT

2.120 The availability and quality of entrepreneurship is fundamental to the strong development
of the private manufactring sector. The quality and prevalence of entrepreneurship has been much
discussed with respect to Bangladesh's manufacturing development. An argument heard sometimes is
that the country's political history, reinforced by thb thrust of Government policy toward the private
sector over the past two decades, has weakened the ability of society to produce entrepreneurship.
Thus, the argument goes, only government intervention could create industrial development, either
through continuing direct ownership or through fostering entrepreneurs who would first work under the
direction and guidance of publc institutiens. This argument has clearly been shown to be false by the
readymade garments industry.

2.121 In contrast to the outstandirg success of the readymade garments industry, jute and textile
manufacturers, on whic2 policymakers had long pinned their hopes, have failed to meet expectations.
These two experiences ilustrate the interaction between private entrepremiurship and the policy
environment in Bangladesh. They demonstrate that the entepreneurial ability is there, but it needs
support and a credible policy context Where these conditions have existed, where the costs of doing
business have been lowered, and where markets are promising, the private sector has responded, and it
has flourished.

2.12' As discussed in Section D above, the RMG sector developed entirely in the private
sector. The complicated questions for RMG, within the highly restrictive policy environment of the
late 1970s, had to do with the financing of the imports of raw materials. Once this question was
resolved, the essential entrepreneurial breakthrough, the entrepreneurs appeared, initially foreign but
soon nationals by the hundreds, and the industry prospered.

2.123 In contrast to the RMG sector, thft Jute sector was built up over the 1950-1970 period
with private mills largely owned by Pakistanis. The technology used was old and transferred from
mills abroad. The management and labor skills built up over the period resulted in a reasonably
efficient industry under heavy pressure from falling world prices. After Liberation in 1971, however,
the mills were taken over and operated by the Government; management was not focussed on profits,
subsidies were provided, overmanning became rampant, and investment was limited. In such an
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environment, entrepreneurship could not flourish. When portions of the industry were eventually
privatized, the heritage of poor marketing policies, high wages compared to productivity, overmanning
misunderstanding of the basis for managing working capital, and virtually no new investment, precluded
effective entrepreneurship. In this case the technology was understood, but the available fnancing
arrangements were not satisfactory, there was no shield from the pernicious effects of the policy
environment, and the Government's intervention shifted the purpose of entrepreneurial activity away
from efficient production to other goals, The integrated jute SOEs (integrating spinning and weaving,
and in which the Government holds 43 percent ownership) continued to make losses, They now
account for about a third of the operating firms, and bear debt equal to one fourth of debts of all the
SOEs.

2.124 Finally, the textile sector has a complicated technology and was introduced prior to 1971
through Pakistan businessmen who established plants hi Bangladesh. Following Independence and the
nationalization of the enterprises, the civil service was not able to provide satisfactoxy mamgers and the
profitability of the sector was destroyed by the poor management practices, high wages, and inadequate
investment in plant and equipment. Subsequent privatization did not create an environment in which
profitability was achievable.

2.125 These cases illustrate three discernible phases of entrepreneurial development in
Bangladesh. The first round occurred before 1971; there emerged serious and successful businessmen,
and fairly small enterprises, which grew up in a private sector environment. Most entrepreneurial
development was in the hands of West Pakistan. The second round followed Independence. After a
period of nationaliztion, the objectives of government changed in the mid-1970s o include the private
sector in m development. This was done, however, by the heavy-handed encouragement of
investmem by identfying permissible sectors, making directed capital 'aisaable, providing protection
through trade policies, and in many instances undertaking the purchase of output or supply of inputs.
In effect, the Government removed the challenge and need to make profitability an important criteria of
management. This round largely failed. The third round comprises the RMG entrepreneurs and
emerged in the second half of the 1980s; here, once the production technology was revealed by the
early entrants, there has been a steady flow of persons who entered this sector and exploited the high,
available returns.

2.126 The faiiure of the second period (which is also reflected in the similarly unsatcotry
development of the principal term lenders to industry, the DFIs) was probably due to a number of
phenomena: (a) excess capacity was created with no provision for exit; (b) interest rates were very high
and debt-equity ratios rose substantially; (c) the size of individual iwnestments was far greater than the
managerial experience of the owners but, with no pool of experienced managers available, most owners
preferred to retain family-management; (d) inadequate provision was made for the costs of technology
transfer, since it was believed by planners that technology was simple to transfer and that no external
assistance was needed; equipment suppliers reacted to this idea by fulfilling the expectations of the
bureaucracy; (e) foreign investment was essentially prohibited until the mid-1980s; and (f) the lack of
exit provisions, and the failure to move swifty and decisively to recover loans, created and continmally
fortified the attitude that one could avoid repayment without legal or social insolvency.

2.127 The experience of these three subsectors in Bangladesh yields the basic conclusion that
entrepreneurship is not a constraint on the development of mactri, except insofar as the
Governmnnt creates conditions and circumstances that induce its failure. There is no shortage of
persons who can undertake succesfully the development of an export-oriented mactring sector
when international demand exists. But this requires flexibility and independence that to date the
Govermnent has been reluctant to allow. Only increasing competition, not constraining it, can address
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the fears and the underlying attitudes, that without Government control, investment will not occur,
economic power will be used to impoverish workers, and businessmen will continuall) collude against
the interests of the general population. These attitudes are fortunately changing in Bangladesh. The
process of entrepreneurial strengthening must be encouraged if there is to be significant manufacturing
development to reverse the damage done to the sector in the 1970s and 1980s.



CHAPTER THREE
REFORMING STATE-OWNED ENTERPRISES

A. INTRODUCTION

3.1 State-owned enterprises represent the biggest public failure in Bangladesh. The fiscal
burden and adverse economic impact of poorly managed state-owned enterprises (SOEs) are mounting
rapidly. The gross FY93 losses of all SOEs including the railways, at about Tk 20 billion, amounted to
a staggering 27 percent of the Annual Developrment Program, 45 percent of external project aid
disbursements, and 2 percent of GDP. At this level, the Government could afford to finance a new
infrastructure project of the size of the Jamuna Multi-purpose bridge every one and a half years entirely
from domestic resources if the SOE losses could be eliminated. Because SOE losses have been largely
fmanced by lending from the nationalized commercial banks, these losses have profoundly weakened
the financial system, eroding portfolio quality and interest rate margins. Public failures raise private
costs. Unreliable power supply, for example, induces private investments in standby generators, raising
unit costs and creating significant idle capacity in such investments. On both public and private
accounts, SOEs act as a strong impediment to faster, private-sector led growth in Bangladesh.

3.2 Tinkering at the margin will not cure the deep-seated woes of the SOE sector.
Bangladesh cannot afford to wait any longer to experiment with such approaches. This Chapter deals
with a three-pronged strategy for reform of the non-financial SOEs (financial SOEs are discussed in
Chapter IV). First, there must be rapid, progressive privatization of selected SOEs, iniially in
manufacturing. Second, enterprises that are likely to remain in the SOE sector over the foreseeable
future must be pushed to commercialize and face the market. 7hird, private sector entry must be
facilitated, principaly in the important utilities (power, gas, and water) and infrastructure
(telecommunications and transport) sectors, so as to raise efficiency within the framework of public-
private partnerships and a new regulatory environment. SOE performance is discussed in Section B,
and the strategy in Section C. The three elements of the SOE strategy are discussed in Sections D, E,
and F. SOEs in utilities and infrastructure constitute the bulk of total SOE assets. They account for
the largest share of SOE losses, and have a direct impact on the competitiveness and efficiency of the
private manufacturing sector. Given their importance and to ilustrate these strategies, Section G
discusses more detailed sector reform problems and priorities in power, gas, and telecommunications.

3.3 SOEs in Bangladesh date back to well before the liberation of 1971. A number of public
enterprises producing paper, ferdlizer, sugar, steel, machine tools, and docks and ship yards were run
by the East Pakistan Industrial Development Corporation. A number of jute and cotton tectile mills,
engineering, chemical, leather, and food processing enterprises also operated in the private sector, but
mostly under the ownership and management of West Pakistanis. After liberation, with the departure
of these public and private sector owners, managers, and technicians, industrial activities came to a
grinding halt. As a result, the Government took possession of all factories, banks and properties
abandoned by the Pakistanis. In order to restrucure the economy on socialistic patterns, Bangladeshi-
owned factories, banks, and insurance companies were also nationalized. The large vacuum in
management as a result of both actions was gradualy filled, primarily by Bangladeshi bureaucrats
returning from West Pakistan. However, within the next two years the Government came under heavy
criticism for rampant corruption and inefficiencies in the SOEs. As a result, from 1975 onwards the
grip on public control of industril activities began to be slowly loosened.

3.4 Despite two successive rounds of divestitures in the mid-1970s and in the 1980s, some
225 non-financial SOEs (grouped under 39 corporations), four large commercial banks, three insurance
corporations, two agri-banks, and three DFIs remain in operation in the state sector. SOEs account for
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Table 3.1: Size and Importance of Non-Financial SOE Corporations, End-FY93
(Taka million)

No of Number of
Corporations /1 Firms Assets Sales Employees

Manufacturing/lndusty
BTMC Textile Mills Corp. 41 6,081 1,813 23,262
BSEC Steel & Engineering Corp. 20 26,069 4,251 12,217
BSFIC Sugar & Food Industries Corp. 21 12,140 4,616 27,821
BCIC Chemical Industnes Corp. 23 133,701 17,188 27,067
BFIDC Forest ludustries Development Corp. 15 2,211 875 4,728
BJMC Jute Mills Corp. 30 15,016 6,557 98,401
Power, Gas, Water
BOGMC Oil, Gas & Minerals Corp. 9 40,942 5,694 6,495
BPDB Power Development Board 1 146,029 13,682 28,305
CWASA Chittagong Water Supply & Sewerage Authority 1 1,417 163 820
DWASA Dhaka Water Supply & Sewerage Authority 1 8,301 598 3,098
DESA Dhaka Electricity Supply Autority 1 18,836 6,002 6,275
Transportation
BSC Shipping Corp. 1 5,238 1,971 795
BIWTC Inland Water Transport Corp. 1 2,901 552 5,750
CPA Chittagong Port Ambority 1 11,S95 1,638 8,139
MPA Mongla Port Authority 1 5,136 370 1,990
BBC Biman Corp. 1 7,817 7,952 5,578
BRTC Road Transport Corp. 1 625 247 3,133
Trade/Commercial
BPC Petroleum Corp - units 8 24,612 59,919 3,056
BJC /2 Jute Corp. 1 1,864 570 350
TCB Trading Corp. of Bangladesh 1 1,018 1,862 1,211
Agricature
BFDC Fisheries Developmenat Corp. 17 3,594 220 917
BADC Agriculural Development Corp. 1 1,385 150 2,484
Construction
CDA Chittagong Develoment Authority 1 503 58 507
RAJUK Rajdhani Unanyan Karipakhya 1 5,465 19 734
KDA Khulna Developmnat Autority 1 305 29 218
RDA Rajshahi Development Authority 1 270 22 77
Other/Senice
BFDC Film Development Coporation 1 445 175 449
BFFWT Freedom FightersWelfare Trust 4 ,&)9 554 2,417
BPRC Parjaton Corp. 1 550 489 699
BCAA Civil Aviation Authority 1 4,502 830 4,364
BSCIC Small & Cottage Iuduties Corp. 1 2,617 147 1,545
BIWTA Iland Water Transport Autbority 1 3,195 491 3,956
REB Rural Electrification Board 1 16,678 348 758
BEPZA Export Procig Zone Authority 1 1,413 69 398
BHB Handloom Board 1 377 21 zi0
BSB Sericulture Board 1 45 37 1,071
BTB Tea Board 1 91 49 319
BWDB Bangladesh Water Dcv. Board 1 1,065 510 4,768
SRTC Sugarcane Research & Training Centre 1 69 33 478

Total 214 515,728 140,771 294,890

/1 This list does not include Railways, Telephone and Telegraph, and financial SOEs.
/2 BJC was closed in FY93.
Source: Autonomous Bodies Wing, Ministry of Finance.
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over 25 percent of total fixed capital formation, and 6 percent of GDP. SOEs dominate in capital-
intensive sectors such as power, gas, water, railways, and telecommunication and in major banks and
ihsurance companies. SOEs in the manufacturing sectors contribute about 23 percent of the sector's
value added. Table 3.1 shows the assets, sales, and employment data of the non-financial SOE
corporations. The SOE sector is important also because of its links to the banking system; some 90
percent of SOE financing has been borrowed from the nationalized banking system. With SOEs
dominating the utility and infrastructure sectc-s, and large scale manufacturing such as jute and textiles,
they have had far reaching consequences for the Government's finances and the prospects for industrial
development of the country.'

B. SOE PERFORMANCE: MOUNTING COSTS

3.5 SOE financial losses have mounted consistently over the past decade. This represents the
direct cost to the economy, and is most readily visible. As important, but harder to quantify, are the
indirect costs on the growth of the industrial and agricultural sectors that poor service provision by
SOEs has imposed. This is most apparent in the infrastructure and utility areas, as the more detailed
discussion pertaining to these sectors in Section G shows. The itimate connection between the
performance of the non-financial SOEs and the status of NCBs is highlighted in Chapter IV, as is the
interaction between SOE employment policies and those in the private sector.

Worsening SOE Fnancial Performance

3.6 The long-term trend in Drofits of the SOE sector is one of deep decline. Starting from
profits of Tk 1.3 billion in FY83, the SOE sector's overall returns fell to a net loss of Tk 16.3 billion
in FY93. If the profits of the state petroleum and gas monopoly, BPC and BOGMC, are excluded, the
FY93 loss would rise to Tk 17.1 billion, or 24 percent of the FY93 realized ADP of the Government,
and 1.7 percent of GDP. And if the railway's losses are also included, the losses amount to 27 percent
of the ADP and 2 percent of GDP. The biggest money-losers (Table 3.2) are the Bangladesh Power
Development Board (Tk 7.8 billion loss in FY93), Bangladesh Jute Manufacturing Corporation (Tk 3.7
billion) and the now closed Bangladesh Jute Corporation (Tk 2.2 bilion). The FY93 losses of the top
ten amounted to Tk 18 bilion. Of the other 39 corporations, about half show small profits. In FY93,
the 39 corporations taken as a whole registered a negative reurn of 3.7 percent of capital employed.
Had the corporations that incurred losses just broken even, the direct burden on public finances would
have been some Tk 18.2 billion lower in FY93.

3.7 Underlying this worsening financial performance are deep-seated problems that afflict
nearly all of the SOEs: lack of direction and autonomy, poor sector management, over-staffing and
abuse of overtime, low productivity, rapid real wage growth, revenue pilferage, low prices, and rapid
build-up of debt service obligations. Table 3.3 shows a snapshot, as of 1991, of the endemic problems
in some of the largest SOEs and their large FY91-93 losses. The FY92 and FY93 losses show
worsening financial performance in most cases, as their underlying problems have only exacerbated
with the passage of time.

This Chapter draws on the draft report, Bangladesh: Priataon and Adjusmnt, Report No. 12318-BD, The World
Bank, February 1, 1994.
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Table 3.2: Net ProfltsLossm of Major SOE Corporations, FY92-93
(Caka tmillion)

FY92 FY93 (revied) FY94 (budgeted)
Net Losl Net LAssl Not Loas

Capital Profit as Capitl Profit as COpal Pftas
Net Loss employed % of Cap. Nt LOSS/ employed % of Cap. Net iLos emplosed of cap.

Corporation Profit (total sets) eicpyed I Profit (total atteta) eniloved X Profit (total WSaW eamlovsd I

Manufacturing
1. BTMC -434.20 7190.80 -6.04 -959.29 7323.60 -13.10 -52.98 7494.60 -. 99
2. BSEC -1068.50 14438.80 -7.40 -999.18 15117.90 46.61 J09.08 15888.00 .3.83
3. BSPIC -92.10 6370.80 -10.86 -924.05 6858.5D -13.41 .937.80 9112.70 -10.29
4. BCIC .548.30 72658.00 .0.75 45.97 75692.10 -0.09 .64.33 80227.00 -0.0*
5. BFIDC -142.40 1990.70 -7.15 21.31 2069.30 1.03 19.8$ 2143.30 0.93
6. BJMC 3175.00 7056.10 .45.00 -3678.61 7540.60 48.78 -2695.45 $804.20 -30.62

Power. Gas & Water
7. BOGMC 509.54 28038.90 1.82 641.44 3096.40 2.15 727.14 33006.10 2.20
8. BPDB -7749.20 139363.50 -5.56 .7147.49 146029.20 .5.37 6530.47 153453.20 -4.26
9. DESA -852.72 16152.00 -5.28 -842.25 18835.60 -4.47 -94.22 21521.0 40.44
10. CWASA -574.00 1417.80 40.49 -46.31 1417.00 -3.27 -35.56 1433.00 -2.
11. DWASA 4.57 6801.80 0.07 6.68 8300.90 0.08 3.33 961S.80 0.03

12. BSC -541.88 5219.60 -10.38 37.59 5237.50 0.172 67.20 6155.10 1.0
13. BMWIC -58.47 2758.30 -2.12 46.79 28014.00 -0.17 58.04 2865.10 2.02
14. CPA 485.55 10850.50 4.47 100.00 11594.90 0.86 0.00 2, 70 QO0
15. MPA 16.52 4705.50 4.18 167.09 5135.90 3.25 172.69 5598.80 -. 08
16. BBC 262.50 1922.30 3.31 194.29 7817.30 2.49 182.99 26.70 21
11. BRTC -237.12 736.00 -32.22 -297.16 625.10 47.63 -92.85 59W.30 467

Trade
18. BPC 4.S5 9848.20 0.05 84.19 12365.20 0.68 94.31 1349.20 0.10
19. BIC /1 -1674.69 1107.50 -98.08 -2177.65 1863.90 -116.83 -2277.82 236.00 .41L.
20. TCd 22.34 928.60 2.41 5.38 1018.10 0.53 5.19 1112.20 O.4

21. BADC -104.85 1i91.00 46.59 -221.30 1384.70 -15.98 .280.70 1144.00 -.29
22. BFDC -0.19 1817.80 .0.01 46.42 1812.90 .0.35 11.56 1810.10 0*

Construction sctor
23. CDA 20.38 497.00 4.10 7.03 502.80 1.40 4.005 554.10 0-iA
24. RAJtK 129.75 4729.64 2.74 51.78 5465.S0 0.95 28.67 .431.20 047
25. KDA 6.97 246.10 2.83 5.43 305.50 1.78 6.42 420.10 143
26. RDA 0.33 235.70 0.14 5.24 2700.00 0.19 6.79 305.80 22Z

Sviced Sector
27. BF2WT 4.89 1225.40 0.40 -17.75 i315.30 -1.35 1247 1333.50 0.98
28. BFDC -16.11 435.10 -3.70 -8.89 445.30 -2.00 -6.95 49iOO 4
29. BIRC 9.19 462.00 1.99 '3.39 549.80 2.44 14.82 667.40 2.22
30. BCAA 325.94 3982.50 8.18 266.07 4501.80 5.91 277.14 4925.5 5.0}
31. BIWTA 48.91 2910.70 .0.31 -23.77 3195.40 40.74 10.21 320.60 : cu
32. BSCIC -6.17 2495.80 -0.25 -7.16 2617.20 .0.27 -7.26 293.10 40l5
33. BEPZA 15.44 1O78.1O 1.43 16.95 1417.90 1.20 29.6 .16A7.00 -L
34. BWDB -32.54 1025.80 -3.17 39.14 1065.30 3.67 43.24 1101.50: .93
35. REB 109.06 12641.20 0.86 186.52 16677.60 1.12 183.37 2108840 0O17
36. BM3 7.77 89.70 8.66 0.23 90.80 0.25 .6.03 90.50 . -0.
37. BHB .4.28 352.90 -1.21 -0.50 377.20 .0.13 0.00 402.30 0.40
38. BSB -2.29 571.70 0.40 -7.37 612.50 -1.20 -9.99 72L70 -1.
39. SRTC 0.49 71.30 -0.49 4.15 69.90 -5.94 .12 73* 4.67
GRAND TOTAL -15809.12 382614.70 *4.13 -16327.51 43800.50 -3.73 -12292.62 444409.40 - 4.77
11 BJC was cloed in FY93.
Note: Acro are explined In T 3..
Soure: Monitormg CeU, Ministy of Fnance



Table 3.3: A Resume of Large SOE Problem Cases, FY91-93

Texdle Mills Corp. Sugar & Food Industries Corporation Dhalm Water and Sewerage Authority Inlad Water Trarport Corp.

Low fixed prices, low capacity utilization, Reported net FY93 loss of Tk 0.9 billion; System loss about 47%, problems of water Outdated fleet, high frequency of vessel
competition from smuggled cloth (through serious problem of ovennanning ( unaccounted for similar to those in PDB, disasters, fare pilferage and irregularities in
garment industry) and of yarn, overstaffing by 27,800 employnse), employee costs were public taps run 24 hours a day, accounts collection system, low tariffs. Tariffs for ferry
more than 15%, wage costs absorb 95% of 141 % of value added receivables 5.9 months of total billings in services increased 30% in July 1992. N-gh
valu added. PY93 (half due from Govenmment and public operating costs due to high fuel costs and low

corporations) tatiff levels low, over-staffing by utilization of vessels.
more than 30%: Perfor- mance improved in
FY92/FY93, with tariff increases mn both year.

Net loss: FY91 Tk 574 million Net loss: PY91 Tk 129 million Net loss: FY91 Tk 64 million Net loss: FY91 Tk 37 million
FY92 Tk 434 miDion FY92 Tk 692 nillion FY92 Tk 57 million FY92 Tk 59 million
FY93 Tk 959 million FY93 Tk 924 million FY93 Ik 46 million FY93 Tk 47 million

Sted and Enghieering Corp. 011, Gas and Merals Corp. Railways Biman Airlines

Markets for products drying up, competition Transmission and distribution lines developed Losses stem from rate structure below Two ATP aircraft grounded for 8 months, $1
from imports and domestic private sector, but expected volumes of gas transmitted not operation cost, unremunemtive local passenger million paid by Biman for not taking delivery of
over-staffing by more than 10%. realized, lumpy investment, heavy debt trains, ticketless travelling, subsidized third ATP aircraft, high purchase prices paid,

burden, insufficieat prices for producers after transport of essential goods and jute, free domestic fares underpriced by abou. 30%,
62% tax component, Icngthy, much layered transport for some traffic, and excess staff. heavy debt service obligations.
procurement process leading to project Major Railway Recovery Program (1992-97) is
delays, weak sectoral planning. restuctuuring operations on commercial

principles, reducing redundant labor, and
increasing operational efficiency. Program is
gathering momentum railway losses reduced
substantially in FY92, . Ad further reduced in
FY93.

Net loss: FY91 Tk 861 million Net profit: FY91 Tk 302 million Net loss: FY91 Tk 1.5 bilion Net loss: FY91 Tk 400 million
FY92 Tk 1.1 billion FY92Tk 533 million FY92 Tk 1.1 billion Net Profit: PY92 Tk 263 million
PY93 lk 1.0 bilion FY93 Tk 648 milion FY93 Tk 1.0 bilion FY93 Tk 194 million

Jnte Mls Corp. Power Development Board & SMipping Corporation Road Transportaion Corp.
Dh Ectric Suply Ahority

Run-down equipment, over-priced raw Revenues from 20-25 o of power produced Inefficient operation of fleet, stiff competition Ticketless travel, fare pilferage by crew and
material (raw jute) but stagnant export prices, lost from collusion between employees and from foreign and domestic shipping lines. staff, operation of unecnomic routes as public
restrictions on mill closure and on downsizing customers (improper billing, illegal large amounts of accounts receivables, heavy service, costs of fuel. wages, tires and spares
of capacity, heavy interest burden (Tk 700 connections, incorrect meteing, and debt service obligations (1k 420 million a 25%-75 % higher than in private sector, damage
nmllion in FY92) on commercial bank debts, inadequate coiections), high levels of year). to buses during political disturbances.
overstaffing by more than 25%, wage costs accounts receivables (6.9 mondts), weak
represent 166% of value added. financial managemeat and accounting, and

strong trade union opposition to reform.

Net loss: FY91 Tk 2.5 biDlion Net loss: FY91 'ik 2.8 billion Net loss: FY91 Tk 527 million Net loss: FY91 Tk 246 million
FY92 Tk 3.1 billion FY92 Tk 7.7 billion Net Profit: FY92 Tk 542 million FY92 Tk 238 million
FY93 Tk 3.7 billion FY93 llk 7.8 billion FY93 Tk 38 million FY93 Tk 298 million
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3.8 An analysis of the financial data of the 39 non-financial SOE corporations for the past
three years is presented in Table 3.4. Operating earnings (earnings oefore interest and taxes) have
decreased further in FY92 and FY93. After applying the charges for interest expenses and modest
income tax, net losses increased rapidly. The recent 17 percent pay raise granted to SOE workers is
expected to add another Tk 30 billion to the net losses of the SOEs.

Table 3.4: Financial Performance of SOEs Corporations Wl-93 aI
(Taka crore)

t990-91 1991-92 1992-93 1993-94
(budgeted)

Operating Income before
interest & taxes 787.08 673.16 557.51 1032.62

Interest Expense 1076.48 1096.58 1211.97 1259.68
Income Tax 385.56 528.68 487.02 498,03

Nct Profit/Loss -674.96 -952.10 -1141.48 -725.09
Dividend 248.67 347.18 399.88 435.89

Depreciation 1080.17 1157.63 1228.92 1326.64
New Investment 4233.89 3281.87 2758.26 2589.42

Total Investment 41832.67 49772.73 52825.17 S5461.87
Equity 9852.39 12858.13 11759.16 1096S.74
Debt 31980.28 36914.60 41066.01 4$496,13

Equity/Total Investment (%) 23.5 25.8 22.2 19.4
Dividend/Equity (%) 2.5 2.7 3.4 4.0
Interest Expense/Debt (%) 3.4 3.0 3.0 - 3.0
Depreciation/NewInvest. (%) 25.5 25.3 44.6 0.51
Growth in Tot. Invest. (%) - 19.00 6.10 6.90

Int.& Indirect Taxes
Etc. Paid to GOB 330.24 417.09 623.81 651.17

Current Asets 11918.62 12412.08 13648.32 1502S.58
Current Liabilities 12756.32 14055.30 17441.52 21018.44
Net Working Capital -837.70 -1643.22 -3793.20 -5992.86

St List of SOEs in Table 3.2.
Source: Ministry of Finance; and Staff estimates.

3.9 The growth rate of new investment in SOEs declined to 6 percent per annum in FY93,
from 19 percent in FY92. The real rate of growth of investment has been practically zero during the
last two years. Depreciation allowances varied from one-quarter to one-half of new invesmet SOEs
as a whole had negative net working capital because of the huge losses incurred year after year. Equity
as percent of total capital employed was 24 percent, 26 percent, 22 percent in FY91, FY92, and FY93,
repectively. Notwitstanding the periodic conversions by the Government of the SOEs' o _unding
debt into equity, the debt-equity ratio for SOEs as a whole has stood at about 75:25. Very high levels
of debt thus characterize the SOEs' fmincial structure. This was fumded by borrowing from the
banking sector, some with government guarantees, as the nationalized commercial banks found SOEs to
be ready clients. This has created a vicious cycle in which SOE losses have put into question the
viability of the banking system. Total SOE debts to the nationalized commercial banks had grown to
Tk 47 billion by end-June 1993. Furthermore, financing the losses of the SOEs has allowed NCBs to
mainain rising portfolios of assets at high, but unrealizable, interest rates. Adding to the instabfiity of
SOE finances is the very high proportion of short-term liabilities which now account for almost one-half
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of total SOE debts. These loans in turn, threaten the financiai viability of the NCBs due to the non-
repayment of interest and principal. The rising debts of SOEs were funded at very low interest charges
of around 3 percent, whereas nominal rates for commercial lending exceeded 16 percent until FY93.
This suggests that the Government realized little or negligible amounts as interest pay.nents on funds
provided for investments in SOEs, and there were also delayed payments of taxes and duties to the
Govermment by the SOEs.

3.10 A direct comparison of the financial profiability of private and public manufactuing
enterprises shows the differences in their performance (Table 3.5). Only 43 percent of 159 SOEs
included in the sample were found to be profitable, as compared to 74 percent of the private sector
firms. In all the sampled industries, textiles, chemicals, food, and engineering, a higher proporton of
private sector firms were profitable as comrpared to public sector firms.

Table 3.5: Profitability of Private Enterprises Compared with SOEs, 1989-91

Private Bneises State Enterprises

Sctors Total Units Profitable Units Total Units Pfofitable Units

Number Number Percnt

extile 19 10 53 42 9 20
Engineerng 16 12 75 20 9 43
Food and alied activites 22 13 59 21 10 48
Pharmaceutlcds & Chenicdals 16 13 81 23 14 61

aisllaneous 48 41 85 53 26 49

Totd 121 89 74 159 68 43

Source: Bang1adkAh Ivawztizaron and Adjstmerm, Report No. 12318-BD, World Bank, 1994.

Adverse Impact of SOE Performance on Industry

3.11 SOE losses have far-reaching fiscal consequences, not only because they burden the
budget diredy with periodic capital infusions from the Government, but also because of the write-offs
and subsidies to the banking system for SOE bad debts. These bad debts, and the resulng poor quality
NCB portfolios, have further weakened the abiliy of the banlng system to finance the private sector's
growth. Elimination of SOE losses could thus have a powerful impact on Bangladesh's public finance
and growth prospects. In partcular it would enable the Government to invest more on a priority basis
in physical as well as social infrastructure, providing a better basis for the private sector to invest and
operate efficiently in a competitive enviroment. While operations of these SOEs allowed a fraction of
the labor force to enjoy signifcay higher incomes, the Government suffered during the 1980s from
shortages of domestic revenue to undertake foreign aid and loan financed projects included in its Five
Year Plans. This reduced the rate of public investment in general, most importantly in infrtrMure
and human resources development, and increased dependence on external resources.

3.12 Public failures raise private costs. A significant impact of SOE operations and losses has
been an upward shift in the structure of production costs in Bangladesh. For example, because of the
problems in the Power Development Board (BPDB) and the Dhaka Electric Supply Authority (DESA),
power failures are an endemic problem. Table 3.6 reports the results of a survey of 58 manufacg
industries in jute, tefles, pharmaceuticals, tanning and other sectors which had a total combined power
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loss of more than 20,000 hours during the first six months of 1993. As a result, the man-hour loss was
2.86 million hours and production loss was estimated at Tk 0.54 billion.

Table 3.6: Production Loss In Selected Industries due to Power Failures
(January-July 1993)

Total Period of Production
Electricity Man-hours Loss

Sector Failure Lost (in thousand
(Hours) Tk)

Jute 2,951 1,645,133 165,012
Textile 8,101 426,029 81,304
Pharmaceutical 880 67,118 163,255
Tanning 328 128,895 11,328
Cigarette 195 47,552 47,980
Tea 5,928 74,533 15,120
Food & Allied Industries 659 321,670 23,013
Glass 212 14,976 4,775
Paper 110 19,645 7,740
Ceranics 153 56,851 3,427
Others 493 61,271 17,095

TOTAL 20,011 2,863,672 540,050

Source: Metropolitan Chamber of Commerce and Industry Survey of 58 Manufacturing Industries, December 1993.

3.13 Furthermore, SOEs have had a major impact in terns of their own contribution to GDP
and investment. SOEs account for a significant share of total fixed capital formailon (over 25 percent)
and 6 percent of GDP. Their contribution to value added in industry in FY92 was 14 percent, 8
percent in services, and insignificn in agriculture (Table 3.7). Their share in large scale
manufacturing was 23 percent. SOEs dominate many important sectors: in the utilites (power, gas,
water) they account for 71 percent of value added, nearly 100 percent in railway and commauncations,
and 83 percent in banking and insurance. The concentration of SOEs in the capital intensive sectors
explains their relatively high capital intensity.

3.14 To highlight the impact of poor SOEs performance, it is useful to show examples of some
of the linkages these SOEs have with the rest of the economy as utilities and infrastructure firms, as
manufacturing firms, and as trade and services providers. More detailed discussion of the low service
penetration and service quality caused by SOE operations in the power, telecommunications, and gas
sectors are discussed in Section G.

3.15 Utilities and Infrastructure. In the utilities and infrastructure sector, the largest money-
losing SOEs are BPDB, DESA and Bangladesh Railways. Bangladesh has one of the lowest levels of
power generation per capita (80 kWh) compared with the range of 200-350 kWh in Sri Lanka, India
and Pakistan and about 800 kWh in Tailand. System losses in the power sector have recently ranged
between 35-40 percent due to inefficiency, pilferage, and corrupt practices. Residential users are cross-
subsidized by commercial and industrial users. Industrial users are also affected by high costs of
getting power connections, power outages and fluctuating voltages. Many large and medium industries
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have bought diesel generators that have increased the unit cost of power.' Moreover, the Government
has not invested sufficiently in the power sector to keep up with rising demand. More recently, power
investment has been on hold with donors withholding lending to the sector pending corrective actions by
the Government. Bangladesh Telephone and Telegraph Board (BTTB) is characterized by poor services
and high costs, though the Government earns substantia revenues from BTTB even after its poor
performance. Currently there are over a hundred thousand applicants waiting for telephone connections
even at high deposit amount of Tk 20,000 per connection.

Table 3.7: SOE Contribution to GDP by Sector, FY92

Contribution to Contrbution of Public % Contibuon of Public
GDP Sector Enterprises Sector Enterprises

Ikhlcilon 11 AiEnS
A 8cltr 315,723 294 0.1

Crops 228,620 259
Foresty 31.005 Included in Maim.
Livestock 27,376
Fisheries 29,722 57

Inuty 1S0,168 21,505 14.3
Mning & Quarrying 120
Manufacuring 82,571 -
LargeScale 49,347 11,399
Small Scale 33,224
Constcion 53,466 177
Power, Gas, Water and Sanitary Services 14,011 9,929

Servicts 436,396 33,170 7.6
Transport 102,456 3,084
Trade Sevices 73,667 6,880
Housing Senvices 79,066 143
Pubic Admin. & Defence 42,375 7,185
Banking & Insurance 17,793 14,768
Professional & Misc. Services 121,060 1,110

GDP at Maket Prices a 903,287 54,969 6.1

/a GDP figre has been rvised _dsqel.
Sout:a Balh Buau of sesiaiss and Budga of AUoni BodiE, Matoing Cell Mn" of lmanco, and Staff esuse.

3.16 Thus, not only have SOEs like BPDB, DESA and BITB offered their products and
services to their users, paricularly industrial users, at high effective costs, but the expansion in these
vital sectors has also been very slow. This has resulted in a substantial gap between the future supply
and demand for these services which could hamper a faster rate of growth in economic activities and
must be addressed as soon as possible through restructuring, rationalization, privatization and joint-
venture arrangements.

X Experience in other countries suggests that the private, fall-back provision of electricity (captive generators),
communications (radio equipment), water (captve boreholes), and transport services can add as much as an additional 10 percent
to the total machinery and equipment budget for larger private firms that could utilize some economies of scale. For smaller
firms, these costs could add up to as much as 25 percent (many small firms, of course, cannot afford the lumpy investment, and
are left at the mercy of the public utilities). Since markets for onward sale of services are either thin or nonexistent, excess idle
capacity - above 75 percent - is the norm for such fall-back investments. See K.S. Lee and A. Anas, *Impacts of Infrastructure
Deficiencies on Nigerian Manufactring: Private Alternatives and Policy Choices, INU Working Paper 98, World Bank, 1992.
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3.17 Manufacturing. The poor performance of the manufactring SOEs relative to their
private counterparts has resulted in their dragging down the performance of the overall manufactring
sector, and is partly responsible for the poor performance and stagnation of the sector through much of
the 1980s. Table 3.8 shows a comparison of SOE and private value added and fLxed assets in eight
selected manufacturing sectors. Even though the asset data are book values and therefore not entirely
reliable, assuming similar asset vitages the evidence points to the considerably lower economic
efficiency of SOE operations in most sectors. The ratio of value added to fixed assets in SOE is lower
than in private firms by as much as 90 percent. A very rough idea of the potential SOE value added
foregone in these subsectors due to their poor operations can be made by estimating their hypothetical
value added as if they operated at or above the private sector's ratio of value added to fixed assets.
Such a calculation suggests that SOE value added would be 18 percent higher for these setors.

Table 3.8: Poor SOE Economic Performance in Manufacturing Relative to Private Sector, 1987-88
(Taka million)

TotalFixedAssets Value Added VAFixed Assets

Food Manufacturing
Government 1790 1964 1.10
Private 1431 1346 0.94

Textile Manufacturing
Government 4435 5597 1.26
Private 3578 4251 1.19

Paper Produeb
Government 2090 663 0.32
Private 123 82 0.67

Industrial Chemicals
Government 12319 1704 0.14
Private 343 254 0.74

Other Chemils
Government 143 117 0.82
Private 212 327 1.54

Iron and Steel
Government 404 333 0.82
Private 361 304 0.84

Fabricated Metal Products
Government 523 100 0.19
Private 284 269 0.95

Non Electrical Machinery
Govermment 1154 98 0.08
Private 172 142 0.83

Source: Baeladesh Bureau of StAstics: Repot on Baladesh Census of Manufactrir Industries 1987-88.

3.18 Public textile mils come under the Bangladesh Textile Mills Corporation (BTMC). A
comparison of the productivity performance of the best and the worst public and private spinning and
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weaving mills shows that even with the newest and most modern private mills e,rcluded, the best private
mills performed better than the best public BTMC mills in terms of output per employee and
spindle/loom productivity per shift. The worst private mills were not far behind the best public in
spinning, and actually ahead of them in weaving (see Chapter 11).

3.19 Poor SOE performance has raised costs for downstream producers which use SOE outputs
as inputs for their production. Mils under BTMC produce yarn and cloth for mass consumption.
Besides supplying yarn to weaving units, there is a large handloom industry that uses yarn for making
clothes for rural consumption. Largely because of the poor quality and high price of yarn supplied
from BTMC units, the handloom industry, which provided employment of over half a million in rural
areas, is in decline. Cloth and yarn produced by BTMC units have remained stockpiled because of lack
of buyers at high prices and poor quality (and the availability smuggled alternatives because of a high
tariff on yarn). Handloom weavers have been impoverished by the low prices their products have
fetched, leaving little or no profit.

3.20 BTMC's weaving capacity has also failed to supply quality fabrics to the readymade
garments sector, which has almost entirely depended on imported fabrics for its fast growth in exports.
Consequently, the readymade garments industry still provides only 25-35 percent value added. A
dynamic and internationally competitive textile industry, supplying matrials to the garments sector
could have helped to increase value addition by another 5-25 percent in garment exports,' with
increased domestic employment and higher net foreign exchange earnings. The domestic production of
textiles is itself below domestic demand. This should not have been the case in Bangladesh with
traditionally available skills in textiles if the textile sector had not become so deeply inefficient and
uncompetitive.

3.21 Bangladesh Chemical Industries Corporation (BCIC) enterprises comprise three groups of
SOEs: fertilizer factories, paper mills, and cement and chemicals. In terms of net fixed assets, BCIC is
the largest manufacturing SOE, and has made substantial new investments during the past decade. BCIC
has added four large natural gas-based fertilizer factories. Production of SOEs under the cement and
chemical group is very small compared to the national requirement. Some fertilizer and newsprint is
exported at below cost of production. Fertilizer is being produced from natural gas at about three-
fourth of the economic cost of gas. BCIC has been covering its operating costs from its operating
revenues, but large interest charges have turned the operating surpluses into losses. The fertilizer
group has been earning some profit whereas the paper mils are losing money. Prices for paper and
newsprint have been raised to cover rising costs, including costs of wastage and inefficiencies, and
publishing costs are higher in Bangladesh than in the neighboring areas, including the Indian state of
West Bengal.

3.22 Trade and Services. Another SOE, Bangladesh Agricultural Development Corporation
(BADC) had a monopoly over distribution of fertilizer, and final prices paid by the farmer were much
higher than the Government's subsidized prices. Hence although agricultural production increased with
the use of fertilizer, farmers cost-price margins were squeezed by the public distribution system. The
private sector now plays a major role in fertilizer distribution, retailing and imports. This move to
privatize fertilizer sale has helped to increase use of fertilizer and employment of a much larger number
of persons in rural areas.

' Textiles Working Paper, Background Paper No. 17 for the World Bank's forthcoming Industriization Strategy Study on
Bangladesh.
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C. THE STRATEGY FOR REFORMING THE SOE SECTOR

3.23 Public investments can be conceptually divided into three categories: those that provide
public services to the private sector (infrastructure and utilities); those that substitute for private
productive activity (in manufacturing); and ihose that benefit the private sector direcdy, but ith -trong
public externalities (such as health services). A strategy to deal with SOE problems arising from i iblic
investments of the first two kinds must rest on the fundamental goal of enhancing the role of
competition for SOEs. A conceptual framework for making SOEs more competitive is shown in Box
3.1. The diagram unbundles the options for reforming SOEs as they relate to the nature of markets in
which SOEs operate. The four options considered are for markets in which there is competition; where
there can be competition for entry; in which larger monopolies can be split up into similar units; and
the residual case of traditional SOE reforms such as commercialization. No single approach is likely to
work in all circumstances, and policymakers may need to blend the available options to suit their
objectives as well as the nature of markets in their efforts to deal with SOE problems.

3.24 Addressing the problems arising from public investments in state-owned enterprises in
Bangladesh calls for a three-pronged strategy that is broadly consistent with the above framework and
blends its elements. First, there needs to be a program of progressive, rapid privatization of SOEs.
The SOEs to be privatized will initially be in the manufacturing sector. Most of the individual firms
are smaller in size, but are a continuous drain on the fiscal and administrative resources of the
Government. In view of their smaller size, they can be privatized more easily and quickly. Where
there are serious problems of bad debts to the nationalized commercial banks (NCBs), as in the jute
manufacturing industry, a thorough debt restrucwring involving all three parties will be required.
Second, there has to be a clearly formulated program of reform and commercialization for those SOEs
that are likely to remain in the state sector for the foreseeable future. These are likely to be in
infrastructure and utilities sectors, where thie scale of operations and investments are large. The third
prong is private sector participation and competition, again principally in infrastructure and utilities
hitherto dominated by the Government. While expanding the area of private sector participation, this
approach will simultaneously expose the remaining SOEs to competitive forces, prodding them to
improve their performance.

3.25 Much of the planned privatization of SOE manufacturing Units affects a comparatively
small proportion of SOE assets. These are nonetheless very important because of the strong signal that
their privatization will send to the private sector. Roughly 80 percent of SOE assets are in the utility
and infrastructure sectors. These are not likely to be priatized in the foreseeable future. It is
important to emphasize that to obtain much of the direct growth and efficiency impact of SOE reforms,
the utilty and infrastructure SOEs will need to be commercialized, and subjected to greater competition
and various contracting-out arrangements. These arrangements will need to be established within a
clear regulatory framework and an enabling environment. As difficult as privatization of the
manufacturing SOEs may appear, it must be recognized that the larger agenda of dealing with the
infrastructure and utility sector is even more important and needs urgent attention. The second element
of the strategy to deal with SOEs is focussed on this priority, as is the third element. Both deserve the
Government's concerted attention.

3.26 Though the three elements of this strategy are discussed separately here, it must be made
clear that they are closely related in several ways. First, there is close interaction on the question of
sequencing, i.e. whether to restructure the SOE before or after privatization. This is a hotly debated
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BOX 3.1: EnhaDCing the Role of Competitlon for SOEs:
A Roadmap

Dvest iture
Can there be Yes Trade Liberalization
competition Free Entry and Exit
frnrw UJmiN COMPETITIVE MARKETS Deregulation
the market? Restructuring

Anti-Trust

_ _ _ _ 4 , ~No _ _ _ _ _ _ _ _

Contracting Out
Can there be Yes (e.g. infrastructure construction)
coqaetition for Price Frawhising
entry IN7O the CONTESTABLE MARKETS (e.g. water supply)
market? Highest-Bidder franchising

(e.g. afrport duty-free shops)

Can the SOE be Yes Yardstick Coopetition
split up into > (or competition by performance
similar units? REGIONAL-MONOPOLIES comparison, e.g., the break-up

into urban and rural power
distribution coqmpnies)

NO

fhe residual case:
'Traditional' SOE
reforss (commer-
cialization, control

I mechanisms, perfor-
mance contracts, etc.)

One way of looking at how competition can be enhanced for SOBs is to unbundle SOE reforms into four stages. These
four stages relate to the nature of markets in which SOEs operate, and whether or not there are natural monopoly elements in them.

Where the natre of makaet is such that free compeftiion is (or can be) possible, such as in manufacturing, divestiture
of SOEs is the foremost option, accompanied by other policy reforms that provide an enabling environment for the privatized firms.
Divestiture here may involve prior restructuring in some cases. For public utilities in particular, free competition may not be possible,
and tnere the effort should be to seek "contestable" market in which there ean be competition for new entry, and in which the
subsequent threat of entry forces competitive behavior. The government can then choose the most competitive from among the
bidders who want to enter the mare Where contestable markets are also not feasible for technological, political or other reasons,
it is useful to think of splidng up the monopoly into comparable smaller redonal monopolies. This would then entail using yardstick
comnpedtion (under which the performance of comparable units can be judged against each other and against preannounced
perfonnance standards or yardsicks for the industry). Finally, this framework yields the large residual area of traditional SOE
reforms such as commercialization, performance contracts, retrenchmont, etc.

In praetice, of course, there is considerable blending of these options. Often, there is need to adopt several different options
simultanoously, such as the commercialization of an SOE as negotiations are underway for private entry through franchising or
contracting out. The central message is that no single approach to SOE reform is likely to work under all circumtnces.
Policymrkers need to carefully assess their objectives and the nature of markets in which SOEs funetion in doaling with SOE
problems.

Source: Diagram adapted from Pankaj Tandon, 'Product Market Aspects of Public Enterprise Reform,' paper prepared for the World
Bank Conference on the Changing Role of the State: Strategies for Reforming Public Enterprises, January 6-7, 1994, Wishington, D.C.



issue in many countries, but evidence from an increasing number of privatization programs suggesP
that, in general, privatization should proceed first, since the Government does not have a comparative
advantage in restructuring. Box 3.2 illustrates some useful decision rules for unbundling the complex
decision problem on this issue. In the jute sector, the Government plans to restructure the debt of the
jute mills before privatization because the debt overhang represents a major obstacle to the
rationalization of the industry. Second, privatization of manufacturing SOEs will lave an effect on the
demand for better quality utilty and infrastucture services, and therefore, on creating a consituency
for reform. Once large manufacting SOEs are in private hands, they are likely to add their weight to
other vocal commercial customers demanding better quality services in, for example,
telecommunications and transport. Evidence suggests that this has happened in Paldstan after the recet
large privatizations.

3.27 Third, SOE reform and private entry are related because private entry within an
appropriate regulatory environnent will enhance competition (or quasi-competition, depending on the
form of entry), and force even those SOEs remaining in state hands to commercialize more rapidly.
This nas happened to Indian Airlines, the erstwhile Indian domestic airline monopoly, once entry was
made pardally open. Indian Airlines' service nerformance on the trunk routes is improving after the
explosive growth of alternative private carriers linking the major metropolitan centers. Fourrh, the
importance of choosing the appropriate regulatory environment cannot be overemphasized, since it links
all dLree elements of the SOE strategy and affects the potential success of each. Box 3.3 presents some
general, illustrative guidelines for making a transition to a new regulatory environment in South Asia,
given the region's common characteristics of poverty, high population density, and weak regulatory and
monitoring cap-zity. Fifth, economic growth and industrialization by themselves tend to create a more
vocal and organized constituency for change, so that reforms dealing with SOEs that may have
appeared unthinkable a decade ago may now appear quite realistic, or even conservative. This is
particularly true if the reforms can very quickly make a difference in the quality and cost of service to
those who might have not had any access to them in the past, such as telephone and other
communications services.

D. PRIVATIZATION OF STATE-OWNED ENTERPRISES

3.28 Privatization, as an approach to addressing problems arising from SOE operations, began
in Bangladesh as early as 1975. The first round of privatizations covered very small units that were
initially taken over following the departure of the Pakistani owners. The Management Boards which
ran these units were subject to rampant corruption, and the Government had perforce to sell these units
as soon as the dust settled. The second phase of privatization (or denationalization) took place in the
first half of the 1980s, and covered mostly jute and textile mills owned originally by Bangladeshi
citizens prior to Independence. In these transfers, the Governmeat retained the right to intervene in the
conduct of the units if the new owners did not maintain these in operation, or failed in their contracual
obligations. The second half of the 1980s saw further efforts to encourage the wider participation of
investors in the privatization process. Accordingly, 34 percent of the shares of a few profitable
manufacturing SOEs were sold to the public, and 15 percent were allocated for allotment to employees
of each of the SOEs concerned. However, this program was not deemed to be a success. With the
Government still retaining 51 percent of the shares, there was no significant improvement in operational
efficiency. Overall, the divestiture of SOEs between the mid-seventies and the end of the eighties did
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Box 32.2 Is REsmucTURWG NEEDED BEFORE PRIVATIZATION?
AN ILLUs8TRAIVE DEC1SoN TREE

Can a single buyer NO Can a buyer be found
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Source. Paul Seabright, 'Infiwtructur and Industrial Policy in Southi Asia: Achieving the Transition to a Now Regulatory
Environment", fIntmral Discussion Paper No. IDP-134, South Asia Region, The Wotdd Batik, December 1993.
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Box 3.3: TOWARD A TRANSITION TO A NEW REGULATORY ENvIRoNMENT:
ILLUSTRATIVE GUIDELiNES FOR MEDIUM-TERM INFRAsTRucTuRE POLICYMAKING IN SoUTH ASIA

South Asia's Specdal Characteristics: South Asia has special features affecting infrastructure service delivery and
regulation: pervasive poverty (notworks are underdeveloped and extemalities, relative to private benefits will be large); heavy
dependence on agriculture (strong legacy of infrastructurat subsidies designed to go hand-in-hand with the Green Revolution); high
population density (infrastructural congestion severe, health externalities large); special form of its environmental externalities
(pressure on forests from commercial logging and domestic fuel-wood harvesting, rather than acid rain).

Guidelines for Policy: S. Asian governments Lave limited infomation and capacity to regulate efficiently, and monitoring
is hard. The following summarize desirable policies for such governments:

* ENCOURAGE COMPETItNON, WHERE POSSIBLE, Di PREFERENCE TO REGULA LON
* BASE POLICIES, WHERE POSSIBLE, ON SIMPLE RULES WHOSE APPLICATION CAN THEREBY BE MoRE EASILY

MONITORED
* USE STRUCTURAL REGULATION, WHICH NEEDS TO BE WPLEMENTED ONLY OCCASIONALLY, IN PREFERENCE TO

CONDUCT REGULATION, WHICH REQUIRS DETAILED INFORMATION AND CONTINUAL MONtTORING
* DECENTRAL1ZE WHERE POSSIBLE TO FACIJLTATE COMPARISONS AIID MAKE REGULATION MORE ACCOUNTABLE

Key lessens for short- to medlum-term reforms: Applied to South Asia's situation, the guidelines suggest the following
reforms:

Reform state-owned enterprises (SOEs)

* Increase prices when they are inefficiently low but ease the process where possible (e.g., more peak-load pricing);
* Rely more aggressively on the private sector to co-produce and to co-finance investments;
* Separate SOEs from government departnents and grant r.blic sector managers the freedom to pursue commercial

goals; and
* Recognize the importance of the losers and gainers from refom, and use the political economy of implementation

to improve the incentive to cooperate and to reduce the obstacles.

Assess the orover sequencing of orivatization and restrUcturing

* In general, privatization should come first (the government has no comparative advantage in restructuring)
* In South Asia, govemment intervention and restructuring may be inevitable or desirable in some circumstances,

including the following:
- no buyer can be found;
- existing debt level leads to a leverage problem;
- overmanning, which the public sector can more easily reduce;
- some units have a poor likelihood of being sold;
- risk of monopoly power for the privatized fimn;
- need for political or logistical delays in privatization; and
- problems of domestic capital market valuation

Reduce the comolexity of private entervrise regulation (reduce barriers to entry, ease the access to scarce inputs)

More broadly:

* Privatize to improve production efficiency but also to improve the credibility of the government's commitment to
stop interfering with production decisions;

* Promote yardstick competition (i.e., competition induced by comparing peer performance) aad allow unit
managers (rewarded according to their performance) more freedom to choose policies;

* Ensure that regulatory agencies have a degree of independence of the political process to ensure the credibility of
the regulatory process, and

* Reassess the guidance provided by cost-benefit analysis whmn extemalities and economies of scale matter (i.e.,
when simple rules such as "raise tariff to long run marginal cost' can lead to wrong policy conclusions).

Source: Adapted from Paul Seabright, "Infrastructure and Industrial Policy in South Asia: Achieving the Transition to a New
Regulatory Environment," Internal Discussion Paper, No. IDP-134, South Asia Region, The World Bank, December 1993.
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not materially change the role of SOEs in the economy, and, commensurately, made little contribution
(less than Tk 2 billion) to the Government's capital receipts.

3.29 The growing disenchantment with the performance of SOEs and with the reform efforts
to-date was reflected in the Industrial Policy of 1991, under which only air travel, railways, production
and distribution of power, and defence industries were reserved for the public sector. SOEs in all other
sectors were to be gradually privatized. Full foreign ownership of enterprises was also permitted.
More recently, this policy has been liberalized further, and the Reserve List for the public sector has
been narrowed down to allow private investment in the power, telecommunication, and domestic air
transport sectors (Chapter I1).

3.30 The Benefits of Privatization. Privatization is now a global phenomenon. With
increasingly disappointing SOE performance in most countries around the world, more than 8,500 SOEs
have been privatized in over 80 countries during the past 12 years. It has been increasingly realized
that tinkering wil not enhance performance in these enterprises, and they must change ownership in
order to improve. More importantly perhaps, privatization is seen as a pre-commitment device for
establishing a government's commitment to the efficient future management of the economy. Under
such management investors would enjoy secure title to future projects if successful, combined with a
price and regulatory system that ensures the coincidence of private and social project benefits.'

3.31 In Bangladesh, privatization is an important element of the Government's overaU market-
oriented adjustment strategy, with privatization and pro-market reforms mutually reinforcing one
another. There are three potentially large benefits of privatization in Bangladesh: stemming the
increasing losses of the SOEs; improving the efficiency and quality of services provided by SOEs; and
signaliing to the private sector the Government's commitment to the irreversibility of the pro-market
reforms. Flrst, with annual SOE losses nearing almost Tk 20 billion (US $500 million) in FY93,
Bangladesh simply cannot afford to wait. There is now growing realizaion, not only in Government,
but also among labor unions and the public, that privatization where possible is imperative.

3.32 Second, although it is the fiscal motive that had led many countries to priatize, the
improvements in efficiency under private ownership need to be a central objective of any privatization
exercise. International experience clearly suggests that privatization, when done right, works well. A
recent two-year detailed study of 12 privatizations in the U.K., Malaysia, Mexico, and Chile suggests
that divestiture was good for the economy as a whole, leading to higher productivity and faster
growth.2 After divestiture, Chile's telephone company doubled its capacity in four years, labor
productivity increased in Malaysia's container terminal and Mexico's Aeromexico airlines, and a
Chilean power distribution company reduced power theft substantially. When compensation payments
were taken into account, in no case did privatization make workers worse off, and where workers
shared in equity, they gained substantially. The study also pointed out that privatization is more likely
to produce its benefits when the country has a market-friendly environment and a capacity to regulate.

1 See David M. Newbery, 'The Role of Public Enterprises in the National Economy," IPR45, Institute for Policy Reform,
December 1992. This view is based on the notion that it is not the extent of state intervention, but its quality that matters. Why
are both public and private enterprises in Korea so much more efficient than in many developing countries? This is because in
Korea the Government was able to credibly commit itself to future actions that would support efficient private investment, and
where necessary, public investment, and other agents responded appropriately. In the other countries, governments have not been
able to commit, and have had to respond to the actions of private agents.

2 See Ahmed Galal, Leroy Jones, Pankaj Tandon, and Ingo Vogelsang, Welfare Consequences of Seling Public Enterprises,
World Batk, 1993.
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3.33 Critics of privatization in Bangladesh often refer to drawbacks of the earlier privatization
programs. Information on the performance the 500-odd small and medium industries divested since
Independence remains limited. A survey by the Ministry of Industries in 1990 revealed that 49 percent
of the divested units had closed down since divestiture. Critics of privatization cite this as evidence of
failure. In a robust economy, closure cannot be taken to be a sign of potential weakness, since entry
and exit are the very basis by which competition works. Thus, it is more plausible that closure of the
prvatized units represents a shift to a more efficient use of the physical assets, viz., land and factory
buildings, of the privatized enterprises. Furthermore, the less-than-impressive performance of
privatized enterprises in the 1980s does not, per se, constitute an argument against properly executed
privatization. Rather it is evidence of poorly implemented past privatization. The evidence that does
exist on performance of the private and public sector clearly demonstrates superior private performance.
Listed companies on the Dhaka stock exchange significantly outperform the SOE sector in profitability
terms. Further, the private sector on average uses fixed assets more efficiently than the public sector.
Again, jute mills in the private sector have proved to be more efficient than those in the public sector.

3.34 Third, and very importantly, early privatization will help to improve the public credibiity
of the Government's commitment to stop interfering with production decisions in the future m which it
would only be substuting for private activity. Evidence suggests that this effect of privatization is as
(if not more) important as the improvement in production efficiency from privatization. I Raising the
confidence of the private sector, by demonstrating the Government's commitment to increasing the
private sector's role in the economy, is necessary for an increase in private manufacturing investment.
Privatization can also mobilize local as well as foreign fuids for investnent and develop the capability
of the stock market by increasing the mnmber of equities listed. Priatization will help attract new
technology and management techniques associated with foreign investment and joint ventures. Finally,
privaizauon of certain parts of the utilities and infrastructure sector will improve the efficiency of
services so that they become available on a timely, market-priced basis. However, it should be noted
that privatization by itself will not improve the efficiency of privatized enterprises in the absence of
market discipline. Where monopolies will have to continue, regulatory mechanisms will be required to
provide yardstick competition (when performance of comparable units can be judged against each other
and against preannounced norms) or other quasi-competitive mechanisms to ensure compliance with
established competitive norms.

Current Privatization Efforts: Tardy Performance

3.35 Apart from the Government's policy statements on the sectors in which private investment
will be permitted, the Government has yet to announce a comprehensive statement on privatization
policy. While this may not be strictly necessary for moving ahead on privatization, the absence of such
a statement creates uncertity for both the private sector and the SOEs that may be slated for eventual
privatization. Furthermore, it ignores the need to create a public constituency for privatization that can
reduce opposition to the privatization process at each. stage.

3.36 As it is, progress on privatization itself has been weak. In October 1991, the Government
identified 40 industrial enterprises and 10 textile mills for the first phase of privatization (Table 3.9).
At the April 1993 Aid Group Meeting the understanding reached was that in FY94 the Government

1 See Newbery (op.cit.). New evidence and analysis en this will be available in a World Bank research study on SOE
reforms; see the papers presented at the World Bank Working Conference on 'The Changing Role of the State: Strategies for
Reforming Public Enterprises, January 6-7, 1994, Washington, D.C.
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would complete privatization of at least 50 percent of the 40 industrial units and of 24 textile mills,
carry out the first phase of privatizatioli under the jute sector reform program, and sign contracts for
initial private investments in the power, gas and telecommunication sectors. The transfer of six units
was completed by sale to a state-owned insurance company, and only three other units have so far been
actually transferred to the private sector. Sale tenders for a further five units were approved by the
Cabinet Committee on Finance and Economics in late 1993, but their transfer has not yet been
completed, or is stalled in some cases. The Committee approved sale transactions for a further four
units in March 1994.

3.37 The delay in gearing up the machinery for privatization is all the more troublesome
because it has tended to erode, rather than build, confidence in the Government's commitment to the
privatization process. Establishing this commitment is intended to be the major expected benefit of this
first phase of privatization, paving the way for further accelerated reforms of the SOE sector. This is
all the more important because the direct fiscal impact of this phase is likely to be small. The data on
the manufactring SOEs selected for the first phase of privatization, in Table 3.9, show that the
combined FY91 losses of all 46 firms (excluding jute) chosen for privatization were only Tk 813
million. This represented 10 percent of the losses of the SOE sector as a whole. The combined assets
of these firms represent only about 5 percent of total SOE assets.

3.38 The Government's jute sector adjustment plans are aimed at a major restructuring of the
jute sector. With the inclusion of the jute privatization, there will be a significant reduction in SOE
losses. With the expected divestiture of about a third of jute SOEs by the end of 1994, this would
represent approximately another 9 percent of overall SOE gross losses, excluding petroleum.

3.39 Causes of Delay. There are three principal reasons for the slow progress on
privatization. First, institutional problems and bureaucratic delays in changing the institutional
arrangements for privatization, from the Inter-Ministerial Committee on Privatization to a properly
constituted, autonomous Privatization Board, have wasted precious time. The lack of privatization
expertise and teething problems in the Board have further slowed down the process. Second, no
concerted efforts have been made to build a broad constituency for privatization comprising the public,
the private sector, labor unions, and the SOEs themselves. In the absence of such a constituency,
partcularly one aimed at labor unions, it has been easy for minor complaints and valuation and liability
problems to impede the privatization process. Without such a constituency, it has also not been easy to
project the transparency of the process. Third, the poor financial condition of the majority of the SOEs
identfied for privatization has somewhat cooled the private sector's interest in the program. The
Privatization Board did not start with a clear policy on when to restructure first or sell as is, though it
now appears to be developing a pragmatic approach to this complex issue. In enterprises where
negative net worth is clearly established, financial restructuring may be necessary (mainly through the
Government absorbing some proportion of the outstanding liabilities), if the enterprise is to be sold.
However, this assumes that the industry in which the enterprise operates is basically sound. If not,
liquidation should be seriously considered.

3.40 There have also been concerns expressed in Bangladesh that the domestic capital market is
too small to absorb the first phase of the privatization program of manufacturing SOEs. The World
Bank study on Privatzation and Adjustment in Bangladesh estimates that some Tk 32 billion (US $800
million) of local capital may be available over a 5-year period for the privatization program. This
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Table 3.9: SOFs Slated for the First Stge of Pa*atiloa Announced In October 1991 /a
(Taka million)

% of Total Op. % of Total
FY91 Losses of all FY91 Assets of all

Profits/Losses SOEs Assets SOEs /b

Banglads Steel & Engineering Corp.
I Bangladesh Blade Factoty Ltd 0.64 269.76
2 Bangladesh Cycle ILdustries Ltd -13.35 15.79
3 Bangladesh Diesel Plant -7.44 322.47
4 Bangladesh MachineTool Factory -141.82 2,116.27
5 Dhaka Steel Wotics Ltd (3 units) -18.72 52.65
6 Gnal Electic Manufaturing 47.78 957.20
7 Medalx Corp Ltd -17.49 868.00
8 National Tubes Ltd -23.78 817.47

Sub - Total -269.74 3.17% 5,419.61 1.32%
Bagh Sugar & Foods Ind Corp

9 Amin Agenc -4.89 17.99
10 Can Making & Tin Printing Plant na na
11 Carew &Co. Ltd -42.22 576.09
12 Deshbandhu Sugar Mills Ltd -33.29 167.47
13 Kaliachapra Sugar Mills Ltd -50.38 112.06
14 Kustia Sugar Mills -28.20 254.98
15 Panchagar Sugar Mills -13.23 333.74
16 Rangpur Sugar Mills -30.16 552.39
17 Setabganj Sugar Mills -9.75 453.39
18 Shylampur Sugar Mills Ltd -22.68 695.09
19 lTkurgaoa Sugar Mills -12.17 554.58
20 Zeal-Bangla Sugar Mills Ltd -1.10 302.05

Sub - Total -248.07 2.91% 4,019.83 0.98%
Bangadesh Chemical ba_sri Curp

21 Bang. Insulator & Sanitoyware 32.53 425.31
22 Chittagong Chemical Complex -19.35 310.79
23 Chittagong Cemet Clinker 74.13 378.37
24 Chatak Cement Factory 48.52 1,107.49
25 Dlka Match Factory n.a. n.a.
26 Eag.e Box & Carton Manufacturing Co. Ltd 1.20 108.28
27 Karnaphuli Rayon & Chemicals Ltd 67.11 2,023.81
2a Khulna Hard Board Mills Ltd 3.23 57.72
29 Kohinoor Battery Manuuing Ltd -53.33 108.61
30 Kohinoor Chemical Co. Ltd -66.61 386.96
31 ULra Indial Brpris 4.63 92.76
32 North Bengal Paper Mills -120.02 671.68
33 Potash Urea Fertlizer Factory -25.31 1,719.17
34 Sylhet Paper & Pulp Mills -16.18 1,184.38
35 UjaJa Match Factory -28.09 28.33
36 Usmania Glass Sheet Factory Ltd 21.21 285.89

Sub - Total -76.33 0.90% 8,889.55 2.16%
Bangladesh Textile Mills Crpeoa

37 Noalthali Textile Mills -26.29 168.07
38 Madaripur Texile Mills -26.91 144.58
39 Kishoreganj Textile MiUs -19.45 76.48
40 arisal Texile Mills . -31.53 93.69
41 Kohinoor Spinning Mills -19.87 79.68
42 Bangadesh Texile Mills -26.61 35.96
43 Khulna Textile Mills -17.78 20.08
44 Shanmin Textile Mills -27.97 82.46
45 Dhaka Cotton Mills -22.21. 18.61
46 Zofine Fabrics -0.69 12.18

Sub - 'ota -219.31 2.57% 731.79 0.18%
Total (xcept Jute) -813.45 9.55% 19,060.78 4.63%

Banglaesh Jute Mils Corporaion
47-55 Nine Consolidated Units -746.64 8.76% 4,484.46 1.09%

TOWa -1,560.09 18.31% 23,545.24 5.72%

/a Excludes four renationalized companies slated for privatization, namely Dosha Extraction, Bangladesh Oil Mills,
National Ice Fadotry, and Star Roller Plour Mill.

/b Excluding petrolem (BPC and BOGMC).
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estimate suggests that the required domestic absorptive capacity does exist for the manufacturing units.
It further confirms that the real hurdle to expeditious privatization has been the weak institutional
capacity of the Government.

3.41 This slow progress points to the need for clear direction that the Government should give
to its privatization efforts, for reaffirmation at the highest levels of the value of privatization for the
economy, and for strengthening the agencies charged with carrying out privatization in Bangladesh.

Strengthening the Privatization Board

3.42 Several different arrangements for implementing the privatizaton program have been tried
in Bangladesh in the past, but without significant success. The earliest institutional setup during the
1970s was for the Cabinet to approve tender procedures, and implementation was placed in the hands of
the Divestment Board of the Ministry of Industries. This led to complaints about the lack of
transparency, and the inadequate performance of private enterprises was also often attributed to the way
they were divested. Following the declaration of the Indsrial Policy of 1986, the Government tried to
remedy the above problems by creating two new instittions to accelerate the privatization program, an
Executive Committee to function as an oversight body for the Divestment Board, and a Working
Committee to assist in the review and implementation of divestiture. However, this failed to revive the
lagging privatization program.

3.43 In 1991, the Government created the Inter-Ministerial Committee on Privatization (ICOP)
with the responsibility of developing privatization policy as well as considering, approving, and
monitoring specific privatization proposaLs of the various line ministries. Despite its best efforts ICOP
failed, as it had no full-time members and no staff with the technical know-how to actually implement
privaization, and was not given the mandate and autonomy to engage in actual transactions.

3.44 In early 1993 the Government replaced ICOP with a Privatization Board, a new apex
agency created within the Cabinet Division, in which all privatization related activity was to be
centralized. It was the setting up of the Board early in 1993 that had raised hopes at the April 1993
Aid Group Meeting in Paris that the first phase of the privatization would now move rapidly.
However, the Board ran into a number of bureaucratic and administrative hurdles, partly related to the
fact that it was granted autonomous status by the Government only in November 1993. The Board now
has its own budget and full-time staff. The staff, under a chairman, consists of two full-time members,
eight part time members, six directors and six deputy directors. The staff are to have working groups
under their supervision. The Board also has the authority to recruit consultants, including financial
advisors, industry experts, accountants, and lawyers.

3.45 Centralizing privatization in the Privatization Board was a step in the right direction. The
experience of countries that have successfully privatized, such as Mexico, Argentina, Chile, and
Pakistan, demonstrates that privatization should be centralized in one agency with overall authority for
planning and executing the privatization program. Furthermore, the agency's secretariat should be
flexible, and consist of a small number of technical staff who should anchor a much larger volume of
work contracted out to technical experts on a need basis. This helps to keep decision-making relatively
simple and expeditious, and at the same time makes it possible to tailor the depth and breadth of
analysis required for particular transactions to their particular needs.
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3.46 Having thus taken the first step, current arrangements for the Privatization Board need to
be urgently reviewed in several respects to ensure that it can now carry out its tasks smoothly. First,
care must be taken to ensure that the Board has the necessary authority and mandate to work closely
with other parts of Government, the private sector, and potential buyers. The location of the
Privatization Board in the Cabinet Division does not automatically vest it with the required authority or
autonomy. Its leadership, its mandate, and the unqualified and active support at the highest levels of
the Government are critical. Privatization invariably generates initial opposition from vested interests in
the affected ministries, the SOEs, and elements of the private sector; it is best to anticipate this
opposition rather than simply react to it. The Board needs autonomy for this.

3.47 Second, the Board should be given effective decision-making autonomy to manage, co-
ordinate and implement the privatization program. It should have the authority to negotiate the final
divestiture of small and medium enterprises, and should make recommendations to the Cabinet
Committee on the sale of larger enterprises. These recommendations should be considered and decided
upon expeditiously.

3.48 Third, it is of the utmost importance that the privatization program be transparent. The
political economy of privatization in Bangladesh is complex. Unlike most other countries embarking on
privatization, Bangladesh has a long history of privatization, and much of it is viewed in a mixed light
by the public and by the interested development community. The Privatization Board should produce a
set of operating guidelines that help to ensure that each divestiture adheres to a predictable, more or
less standard procedure that is transparent and available for public scrutiny. Transparency should not,
however, hamper the boldness of decision making in the Privatization Board, and should, on the
contrary, facilitate decisions based on clear principles that can be widely understood.

3.49 Fourth, the Board needs to expand its immediate focus to also include the privatization of
the more successful SOEs. Early, successful privatizations will be an important confidence-building
step for the Board, for the private sector, and for the public.

3.50 Fifth, most of the detailed, tehnical work should be contracted out to private sector
companies or advisors. The private sector could also be involved in the campaign for increasing public
support. Private sector representation on the Board, or the use of a small advisory board consisting of
respected business leaders and professionals, could be considered for this purpose. Due to the current
inadequacy of domestic professional expertise (and experience) in privatization, external advisors will
initially need to play a supportive role in carrying out the program. A program of technical assistance
will thus need to be urgently put in place to provide operational and logistical support for the Board
itself, and specific technical support for individual transactions.

3.51 Sixth, Government pay scales and rules, in respect of employment of consultants and
tendering processes, are potentially a significant constraint to the effective operation of the Privatization
Board. In hiring consultants, Government pay scales may not allow the employment of experts with the
requisite experience. Similarly, Government rules severely limit e-ffective publicity and advertising. It
is essential therefore that the Board's activities be exempted from Government rules and regulations
when they are judged, after due consideration, to be inappropriate. At the same time, care should be
taken to ensure that Board's procedures permit adequate oversight of its activities.

3.52 Seventh, in the utility sector, particularly power and telecommunications, potential
privatization may be highly complex. In these cases, the Government could consider establishing a
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separate institutional arrangement for each utility. These arrangements should benefit from the
experience of operating the Privatization Board, and should closely coordinate with it.

3.53 Finally, the Board has an important role in coordinating external donors' supportng
efforts related to privatization and in ensuring that their programs are consistent with the overall
privatization objectives in Bangladesh.

Moving to a New Regulatory Environment

3.54 Successful privatization will need to be accompanied by a new and balanced regulatory
environment in which competition can flourish. Evidence suggests that privatization works best when it
is part of a larger program of reforms promoting efficiency.' This is particularly important in sectors
where competition is likely to be weak, so that without proper regulation the expected benefits of
privatization can be lost to society through private monopoly profits, or through externalities leading to
environmental losses. Privatized enterprises should face credible competitive pressures and intelligent
regulation to assure consumer protection and attention to safety and environmentat standards.

3.55 At present there is no clear mechanism to ensure the regulation of monopoly power in the
private sector. There is legislation (the Monopoly and Restrictive Trade Policies (Control and
Prevention) Ordinance of 1970) on the statute books; but the law has not been made effective. The
Ministry of Commerce has begun work on fair trade legislation, along with setting up an institutional
structure to attam a number of regulatory objectves and make a transition to a new regulatory
environment. Its objectives include measures to ensure that monopolistic and restrictive business
practces do not impede or negate the realization of benefits that should arise from liberalization of
trade and investment controls; to encourage and protect competition, and control concentration of
capital and economic power; and to eliminate the disadvantage to trade and development that may arise
from unfair trade practices. In pursuing the design of the appropriate regulatory framework, care must
be taken not to lose sight of the as yet limited regulatory capabilities of the Government, the
information needs of different regulatory optons and the problem of inadequate informaton, and the
difficulties of monitoring. Where insdtutional endowments for regulation are weak, as in Bangladesh,
this would call for a simplified set of specific regulatory rules that can simultaneously provide
commitment and promote efficiency.2 Some of the ilustrative principles presented above in Box 3.3
may be useful in this regard.

3.56 In balancing these objectives in the infrastructure and utility area, the Government will be
faced with the choice of establishing a unique regime for each utility, or developing an overall
framework which can apply to all utilities, or a combination of both. In the case of utlities where
monopoly situadons can arise in Bangladesh, consideration should be given to special sector procedures
(see Section G). In each udtity, the key regulatory issues should be identified and dealt with. A
suitable model is the current work in the telecommunicatons sector where an appropriate regulatory
regime has been identified. In the gas sector, the Petroleum Concessions Division, now part of
Petrobangla, could conceivably be spun off to constitute the nucleus of a regulatory body. In some

' See Sunita Kikeri, John Nellis, and Mary Shirley, Privatization: The Lessons of Experience, The World Bank, June 1992.

2 See Brian Levy and Pablo Spiller, 'Regulations, Institutions, and Commitment in Telecommunications: A Comparative
Analysis of Five Country Studies,' mimeo, World Bank, April 1993.
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other sectors, particularly in transport, regulatory bodies already exist, such as the Inland Water
Transport Authority, Road Transport Authority and Civil Aviation Authority.

3.57 In formulating the appropriate regulatory regimes, Bangladesh can take guidance as well
from international experience with utility regulation. There are four main regulatory options that have
been applied in the regulation of utilities: the North American model which relies on a legal setting and
procedures to determine the rules of the game and the appropriate tariff; the British model, whereby a
separate regulatory body makes the key determinations; a license model, where the utility is granted a
license to operate (the license defines the key regulatory issues); and a "light handed" approach which
relies on a reasoned interpretation of broad principles. Given the current deficiencies in Bangladesh's
legal system, the licensing option in conjunction with a regulatory body may be preferred regulatory
model for utilities in Bangladesh. This is the approach envisaged in the telecommunications sector
(Section G).

3.58 In the large utlities, i.e., power, telecommunications, and gas distribution and
transmission, the broad outlines of the regulatory regime and the desirable long-run structure of the
sector should be developed before substantial privatzation (or private entry) proceeds. A piecemeal
approach will not work, since once set, and once private entry (particularly foreign entry) takes place,
the structure of the sector cannot be changed for a long time to come.

3.59 Outside the utility sector, the thrust of consumer protection should primarily come from
competitive forces - from competing domestic products and services as well as imports - that will keep
prices competitve and raise quality, rather than the mere strengthening of the Monopolies and
Restrictive Trade Policies Ordinance. Such regulations, by introducing administrative discretion, often
tend to have adverse effects on growth and competition. Similar regulations are being curtailed in other
cowntries that are liberalizing their economies, and the Government should be cautious about reviving a
regulatory regime which is being discarded elsewhere. However, when market failures are likely to
occur because of externalities and the problems of asymmetric information between service providers
and users, appropriate regulation will be called for.

E. IMPROVING THE EFFICIENCY OF STATE-OWNED ENTERPRISES

3.60 A number of key enterprises, particularly those in utilites and infrastructure, will remain
in the state sector over the foreseeable future because of the slow pace of the privaization program, and
the size and nature of their operations. It is important therefore to focus on improving their efficiency.
These SOEs include power, gas, water, and telecommunications, whose efficient functioning is vital to
development. This section discusses the approaches to improving efficiency in SOEs and subjecting
them to greater competition. The discussion of private entry in the infrastru and ulity areas is
contained in Section F.

3.61 Clarifying SOE Policy Direction. The uncertainties and delays surrounding the iniial
phase of the privatization program have resulted in a loss of direction for SOEs, which are uncertain
about their own future, and are increasingly demoralized, further contributing to declining performance.
It is important for both the public and private sectors that these uncertainties be dispelled as quickly as
possible. The Government should clarify the broad contours of the transition path from the current
situation to its objective of a largely private m a sector, and public-private partnerships in the
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utilities and infrastructure areas. On this path, the reform priorities are likely to include: strengthening
SOE oversight; commercialization and improving management autonomy; dealing with special SOE
labor problems; reforming pricing policies; and enhancing competition and the scope for exit and entry.

3.62 Strengthening SOE Oversight. A process of SOE performance evaluation has been in
place in Bangladesh since the early 1980s. In principle, the Monitoring Cell of the Ministry of Finance
is expected to monitor SOE performance based on contracts with individual SOEs. These contracts
include performance indicators and targets. However, enforcement of compliance with performance
contracts calls for a strong SOE oversight body. In practice, the efficiency-based SOE indicators and
targets are largely ignored, and the Monitoring Cell's activities are relegated more to reporting than
genuine oversight. A major factor contributing to this ineffectiveness is the lack of a credible
enforcement mechanism for the Cell to ensure target achievement. The Ministry of Finance should
strengthen the existing system and give the Monitoring Cell a clear and strong mandate to evaluate
SOEs and recommend action for non-compliance. This could be based on individual SOE corporate
plans for the short term (one year), medium term (one to five years) and long term (over 5 years). An
integral part of these plans should be loss reduction targets, rigorously enforced by hard budget
constraints. The policy should make clear that failure to measure up to these targets would lead to
divestiture of their activities. Genuine oversight will also require better data on SOE performance; for
example, no data a available on the sources of bank financing and arrears. The latter are particularly
important because increased profitability at the expense of arrears on interest would not amount to an
improvement in performance.

3.63 Improving Management Autonomy and Corporatization. There has been a growing
recognition within the Government that lack of management autonomy, as well as serious
administrative, financial and legal obstacles, are affecting the operation of SOEs as commercial
enterprises. SOE managers need to be given the authority to make independent decisions regarding
investments, personnel and procurement. Accordingly, the Industrial Policy of 1991 recommended that
SOEs in the manufacturing area would be managed by boards of directors according to company law,
and would enjoy autonomy in their management; sector corporations would be converted into holding
corporations; and a major objective of industrial policy would be to improve the operational efficiency
and economic viability of the SOEs. In addition, the Government recognized in the 1991 Policy that
there was surplus manpower in many SOEs that needed to be shed if they were to operate efficiently.

3.64 The Government subsequently requested technical assistance from the Asian Development
Bank to study, diagnose and recommend measures to attain these objectives of the Industrial Policy
1991. The recently completed technical assistance report has recommended measures to give autonomy
to SOE management in manufacturing by transforming them into limited companies under the
Companies Act. Procedures have also been laid down for improving operating budgets and medium
and long-.term capital plans for SOEs. The ADB report proposes converting the SOE corporations in
manufacturing into holding companies, to act as share holders and monitor performance of each SOE
under it on behalf of the Government, and to be able to respond to potential privatization possibilities
for the companies as per the Government's policy.

3.65 The ADB report has recommended contractual appointments for managing directors of the
holding companies. Compensation for top managers is also to be linked with performance. Many
countries (Korea, Indonesia and Pakistan) have established a linkage between performance and
compensation with positive results. The chairmen and directors of holding corporations, and the boards
of each of the individual SOEs, should have the powers to fix the salaries and wages of officers and
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workers according to their performance, unlike the current civil service terms and conditions. This
would enable SOEs to attract and retain high quality staff.

3.66 The Government has accepted these restructuring proposals in principle, with the
exception of the proposed delinking of pay from Government scales. However, there has been very
little progress made in the implementation of these measures.

3.67 Addressing Special SOE Labor Problems. Labor issues are analyzed in Chapter IV.
The discussion below is limited to the special problems that arise in SOEs. Prominent among the labor
problem of SOEs are overstaffng, abuse of overtime, politicization and labor militancy, and schemes of
remuneration which have little relationship to an SOE's productivity or ability to pay. Most of the
major SOEs are characterized by a substantal degree of unionization of workers, with the largest
concentration being in the jute and textile mills. Associated with this has been the politicization of the
trade unions, with the main political parties setting up their own national-level labor organizations. A
survey by the Directorate of Labor (DOL) found that during 1977-91 out of 796 industrial disputes, 300
cases (44 percent) were directly caused by pclitical factors of extra-industrial origins. The unions have
traditionally wielded considerable political clout, although in terms of political constituency SOE
workers are only a very small fraction of the voters.

3.68 The strength of the unions is reflected in the remuneration and terms of employment SOE
workers have been able to secure. Wages of SOE workers were recently increased by an average of 17
percent following a similar salary increase for Government civil servants in August 1991. This is
expected to increase the wage bill in six major SOEs by Tk 2.9 billion, of which Tk 1.6 billion is due
to retroactive payments. Despite mounting SOE losses, the average wage for SOE workers is around
Tk 4,000 per month, which is more than twice the wage rate in unorganized labor markets and
quadruple the average of the minimum wage in different subsectors.

3.69 Besides de-politicization of the labor unions, a key element of reform will be the need to
move from the current centrally-determined wage structure of SOEs to one that is related to
productivity and profitability of each enterprise's operations. It is the inflated wage and salary bill that
rend.ers most SOEs not viable. In several SOEs the cost of wages (including overtime) is more than
their value added. Some of the more glaring examples are BJMC, BADC and BIWTC, where wages
and salaries are more than 100 percent of value added. The importance of this cannot be
overemphasized as the public sector has served as a trend-setter for wages in the private sector.
Another special problem to be addressed is overstaffng. The problem is almost universal in all SOEs,
but is particularly acute in the manufacturing sector, which accounts for about a third of total SOE
employment. Overstaffing results from nepotism and corruption, together with the failure of many
SOEs to restructure and reduce their labor force when production and services have declined, or where
excess capacities have developed. Overstaffing has been variously estimated to range from 20 percent
to as high as 50 percent in some SOEs. Overtime, which frequently is as much as 50 to 80 percent of
wages, represents a flagrant abuse in the context of overstaffing. This position is untenable and a
scaling down of total wage costs is necessary if SOEs are to work towards financial viability.

3.70 Staff rationalization (mostly voluntary separation) schemes are underway in a number of
manufacturing sector enterprises. Some 20,000 employees were retrenched in FY93, to be followed by
an additional 25,000 in FY94. To accommodate the program, the Government has increased its budget
allocation from Tk 3 billion to Tk 6 billion in the current year. The World Bank's 1992 Jute
Manufacturing Study suggested payments on separation of two months pay for each year of service,
plus provident fund and interest due, the current legal requirement. The Government's jute adjustment
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program has adopted this principle, and workers will receive separation benefits ranging from
Tk 100,000 to Tk 500,000 per worker. In the railways, separation payments have averaged about
Tk 300,000 per worker. The principle of separation payments that has been developed so far, including
the safety net and retraining arrangements, could be applied to other sectors as well with suitable
modifications.

3.71 Reforming Pricing Policies. In Bangladesh, a principal problem for the SOEs' inability
to generate surpluses for financing development and growth has been the pricing policies adopted by the
Government, combined with high operating costs. Inappropriate pricing is particularly the case for
railways and the rest of the transport sector, where prices have been kept below their long run marginal
cost and subsidies are provided to consumers, even when there are no significant market failures or
externalities. Such underpricing of SOE output is not the most efficient way for achieving equity goals.
Typically, the beneficiaries of under-priced utilities are not the poor. Besides, it starves the SOEs of
further developmental funds and their long run growth is adversely affected. In many other SOEs, cost
reduction, rather than price increase, is the key issue. The use of cost-plus pricing rules does not
create incentives for cost minimization for the SOEs. This is clearly the case when cost-plus rules are
tailored to the costs of a specific SOE. It is better to use an average cost for the hidustry in setting a
cost-plus formula.

3.72 Enhancing Competition and Scope for Exit and Entry. Another approach to improving
SOE performance is to make SOEs operate in a more competitive environment. This should be
approached in a variety of ways. For manufacturing, this could be achieved through trade
liberalization, so that SOEs are subject to greater import competition. More importandy, they should
also be subjected to greater domestic competition by providing a level playing field for the private
sector m access to credit and Government contracts and by effectively liberalizing the procedures for
private investment. By the same token barriers to exit need to be eliminated by allowing SOEs tbat are
not viable to be sold or wound up. In these respects the Government has made some progress in
creating a more competitve environment. Some public corporations such as BTIC and BSEC have
allowed lay-offs in some of the enterprises under them. BTMC's textle mills were shut down prior to
their offer for sale. This is an indication that SOEs can close down plants provided the Government
institutes mechanisms to settle back-pay dues and employee compensation. Closing down of BJC by an
Act of Parliament in FY93 is also an important example of the Government's emerging policy on exit
of SOEs.

3.73 Some progress has been made in principle on private sector entry, though new entry has
effectively only taken place in manfacturing. Excepting defence-related and communication industries
and international air transport, there is no sector where entry by the private sector is now restricted (see
Chapter II). New investments can be made in textiles, chemicals, engineering, electronics, leather,
food processing, domestic telecommunication (cellular phones and rural telephones), tourism, agro-
chemicals and pharmaceuticals. The Government has opened domestic air services to the private sector
but only to destinations not covered by Biman. The Drug Policy of the past government is being
revised to allow foreign firms to operate and export from Bangladesh. Progress has also been made in
removing non-tariff barriers to trade, ratonalizng tariff rates (though they still remain high), relaxing
exchange controls on current account transactions, and preparing for reforms of business laws and the
general legal framework. This has already opened opportunities for imports of some of the goods
produced by SOBs which is creating competitive pressure to reduce prices (e.g., sugar, yarn, fertilizer,
electrical goods, and chemicals). Private sector initiatives in the utilities and infrastructure sectors are
discussed in the next section.
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F. PRIVATE PARTICIPATION IN INFRASTRUCTURE AND UTILITIES

3.74 Privatization of state-owned manufacring enterprises alone will not achieve the
objectives of improvements in efficiency and reduction of the need for continuing state subsidies.
These desired results will not occur unless the Government unidertakes a deliberate policy of bringing
the private sector to assume a greater role in the investment, operation and maintenance of the utilities
and basic economic infrastructure.

3.75 Nearly all publicly supplied services that businesses need in Bangladesh, such as power,
natural gas, telecommunications, transport and their associated facilities of roads and highways, ports
and harbors, have sub-standard performance. Virtually all infrastructure has suffered from under-
investment, inadequate attention paid to maintenance, and poor sector and operational management. As
a result, the penetration of infrastructure and utility services remains among the lowest in the world (see
Section G). Insttutional weaknesses are also notable throughout the sector with transport,
telecommunications and energy sectors the most affected. The poor financial practices of most of these
agencies, evidenced by poor collection and accountability controls, accumulation of arrears and ageiDg
accounts receivable, illustrate the problem. Increasing losses of the state-owned agencies obliges
Government to provide direct budgetary subsidies or loans from NCBs, rarely repaid on schedule.
There are also widespread corrupt practices involving customer evasion of legitmate charges, and
frequent collusion between utility customers and meter readers and other billing and collection
personnel.

3.76 Significant gains might be made by bringing in private managers and allowing such SOEs
to operate like a private firm, even if ownership is not transferred. This would include management
contracts and leases for existng units. These arrangements can facilitate later sale, particularly in
Bangladesh, where capital markets and the domestic private sector's abiliy to purchase large SOEs
outright may be weak, an unfavorable enabling environment in the past makes private investors
reluctant to take on ownership of large assets in need of modernization, and where capacity to regulate
is still weak. Concession arrangements, such as build-operate-own and build-operate-transfer, are
appropriate for new facilities. Because the capital and technology requirements are likely to be beyond
the capacity of the domestic market, foreign capital will be essential for such arrangements. Progress
here will therefore depend crucially on how attractive Bangladesh is to foreign capital.

3.77 Management Contrcts. Under management contracts, a government pays a private
company a fee for managing the enterprises. Management contracts are usually less politically
contentious than enterprise sales. In Bangladesh, the power sector provides an illustration of the
potential for performance management contracts in improving the operation of existing power plants.
An examination of plant operations over the last few years reveals the considerable benefits that can be
gamed if plant utilization and efficiencies can be improved to levels close to internationally acceptable
norms. Instead of undertaking rehabilitation on a supply and install basis, performance contracts
covering plant rehabilitation as well as management of operations for a limited period could be pursued.
The bidders could be encouraged to introduce additional efficiency and operational enhancement
techniques and equipment in return for a share of the profits gained from improved operations. This
strategy is particularly advantageous as considerable new technology has now been developed in power
generation, allowing smaller-scale plants and superior plant operation practices.

3.78 Management contracts are not devoid of problems, and though the concept is simple, they
require a considerable effort to implement well. Where contractors do not assume risk, operating
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losses must be borne by the government, even though it has relinquished day-to-day control of the
operation. Furthermore, management contracts are time-c-suming to develop and can be expensive to
implement. Unless proper legal safeguards are developed, and enforced by monitoring, there is a risk
th,.: the contractor may run down assets. Another drawback that must be guarded against is the
tendency of management contractors to not provide adequate training for local counterparts. These
risks can be reduced with properly drawn-up contracts. This will require strengthening the
Government's capacity to negotiate, monitor and enforce contractual obligations.

3.79 Leases. Leases overcome some of the possible drawbacks to management contracts. The
private party, which pays the government a fee for use of the assets, assumes the commercial risk of
operation and maintenance, and thus has greater incentive to reduce costs and maintain the long-term
value of the assets. Fees are usually linked to performance and revenues. Lease arrangements have
been widely used in Africa, particularly in sectors where it is difficult to attract private investors. The
contracted firm has usually been a joint venture, with the foreign partner bringing in essential technical
and managerial expertise.

3.80 Concessions. When granted a concession, the holder has responsibility for capital
expenditures and investments, and thus assumes the bulk of the risk. Concessions are therefore more
desirable, but more complex to consummate than leases. This is because private fmancing tends to be
weak in comparison to the size of the investment, particularly in sectors or countries where the political
and economic risks are seen to be high. In such instances, the government might have to play a
participating role with the private investo., sharing both the risk and the potential rewards. Extnal
agencies could participate to syndicate the financial package. Concessions have been successlly used
in the recent privatizations of telecommunications and railways in Argentina. Venezuela plans to grant
private firms concessions to operate and finance investments in ports and water supply.

3.81 Build-operate-own and build-operate-transfer (BOO, BOT) constitte one type of
concessional arrangement that has come into prominent use recently: projects covered typically include
bridges, power plants, ports, airports, trunk highways, and telephone systems. Under a BOO or BOT
approach, the private sector project company, usually a foreign or joint-venture consortium of
engineering, construction, and supply tirms, will raise the bulk of the financing from commercial
lenders, often supported by export credit guarantee agencies and bilateral and multateral insiuons.
In return, the private investors seek guarantees and regulatory protection that attempt to minimize their
risk. In a BOO contract, the company operates and owns the facility indefinitely. Under a BOT, a
transfer to the government or possibly a local company is eventually made. The transfer date is such as
to allow a period adequate fok amortization of project financing and realization of a reasonable return,
usually 10 to 35 years. In both BOO and BOT, the government usually signs with the project company
certain concession and incentive agreements on the one hand, and, on the other, performance and
delivery agreements to ensure high qualiy of service.

3.82 One advantage of BOO-BOT is that the country does not have to assume additional
sovereign debt to finance the project. Another advantage is the greater likelihood - especially if the
concession agreement is awarded on an open competitive basis - that the investors will utilize the most
efficient technology. With performance parameters and cost containment built into the selection and
award process, the public is also more likely to receive reliable services.

3.83 The examples of successful BOO and BOT projects in Asia are growing. In the
Philippines a small turbine power plant was built under a BOT arrangement in Navotas, a suburb of
Mania. The plant was built expeditiously and made a welcome contnbution to reducing the power
shortages in the Metropolitan Manila area. It has since then been followed up by a second, bigger
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plant. Malaysia first introduced BOO-BOT in projects with assured revenue earnings, such as the
North South project. Based on this experience, BOO-BOT was adopted for less obvious areas such as
the Ipoh Water Supply project. Although the Sri Lanka BOO-BOT program was not initiated until
early 1993, a number of major projects are already under negotiation or being prepared for tender.

3.84 As BOO and BOT places heavy reliance on the foreign investor, the enabling environment
must meet certain minimum criteria to be attractive for foreign investment. As most BOO-BOT
projects last more than ten years, it is important to persuade the potential investor that the investment
climate, and the enabling environment, will continue to be favorable over the long term. The
importance of pre-commitinent devices discussed earlier is relevant here. There should also be a
reasonably assured demand for services. Finally, there needs to be a legal framework, both at the
general business and specific entity level, that allows for BOO-BOT arrangements to take place, and
supports such partnerships over the long project period envisaged.

3.85 The Government witl have to work hard to attract concession arrangements. In Asia itself
there are probably many viable infrastructure projects chasing too litde money. Countries that do not
have a strong track record with private foreign investment in infrastructure, or who do not yet have
clear policy guidelines or incentve-based investment policy directives will be placed at a disadvantage
in this competition. Bangladesh is currently in this disadvantaged position. Only through commitment,
stong political support, and a long-term strategic plan will the opportunities develop for this type of
investment. In some sectors, gas (through production sharing contracts) and telecommunications
(operator licenses) for example, the medim- and long-run rewards are such that there witl be several
potential investors interested in Bangladesh. But in other sectors these investors may not be as
forthcoming.

3.86 The Government's overall short-run objective should be to develop a suitable number of
economically important candidates for BOO-BOT projects. The Government should first identif
projects that have a strong demonstration potental and can be exemplary projects that would enhance
the probability of attracting other private sector partnerships. Possible initial candidates include
Petrobangla for development, exploration, and drilling contracts for gas under production sharing
arrangements; contractig out opportniies f.o the Bangladesh Inland Water Transport Corporation
(BIWTC), partcularly existing operation and maintenance functions; similar opportunities for road
transport; and opportunities for a new license to provide telecommunication services. As Bangladesh
will be in competition with other Asian countries (notably India, Pakistn, Sri Lanka, Malaysia, China,
Vietnam, the Philippines and Thailand) for attracting external private investment in economic
infrastructure, there is an overall need for an effective marketing strategy to generate interest in
Bangladesh and to increase the number of potential investors.

3.87 Isfitutional Framework for Concessions. The institonal arrangements for managing
concessions, such as BOO-BOT or other private sector partnership projects, are as important as the
selection and initial implementation processes. The Government's management of the concession will
involve ensuring that appropriate regulatory disciplines are maintined, reviewing the terms of the
concession to ensure the concessionaire maintains essential contractual obligations, negotiating the
inevitable amendments that may arise in a concession, and managing the ownership change at the end of
the concession period. BOO-BOT projects take place over a long period of time during which
circumstances could change very much in the favor of the concessionaire. The concessionaires will
inevitably be highly sophiscated and will be seeking to maximize their returns from investment. The
Government must ensure that it has the capacity to negodu4c 9nd deal with these concessionaires before
attempting any substantive BOO-BOT projects.
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3.88 BOO-BOT projects can place significant demands on the Government as they are
invariably complex in practice. In managing BOO-BOT the Government will need several kinds of
expertise. It will need: (a) a fimancial monitoring and analytical capability; (b) technical and operational
knowledge of each infrastructure sector; (c) regulatory and analytical capability; and (d) contractual
legal support. The Privatization Board in close liaison with the line ministries and agencies, plus the
Ministry of Finance are the appropriate coordinators of this expertise. They should maintain a financial
monitoring and analytical capability. Technical and operational knowledge could be sourced from
specialist international consultancies which are familiar with latest developments. The regulatory
reviews should take place in the relevant line ministries, e.g., energy and transport. Legal support can
be sourced from within the Board, the Law Ministry, and supplemented by outside expertise on a case
by case basis.

G. REFORM PRIORITIES IN POWER, TELECOMMUNICATIONS, AND GAS

The Power Sector

3.89 The Case for Reform. The availability of an adequate, reliable and reasonably priced
source of electricity is a prerequisite to Bangladesh's achieving its targeted growth of 6-7 percent per
amn by the end of the decade. Bangladesh has two Government-owned and operated power utilities
- the Bangladesh Power Development Board (BPDB) and Dhaka Electric Supply Authority (DESA),
established in 1990 (but operational in late 1991). In addition, rural electricity cooperatives (PBSs)
operate under and are regulated by the Rural Electrification Board (REB). DESA (limited to Dhaka
and its adjoining areas) and the PBSs handle only distribution; BPDB is responsible for all electricity
generaton and transmission; it also handles distribution in areas not covered by DESA or REB.

3.90 The installed generating capacity in Bangladesh has tripled between FY80 *o FY93, from
822 MW to 2608 MW, and power generation has grown at about 11 percent p.a., compared to GDP
growth of 4 percent per annum. Nonetheless, only about 12 percent of households are electtified and
per capita generation in Bangladesh, at about 80 kWh p.a., is among the lowest in the world. Sri
Lanka, India and Pakistan are in the range of 200-350 kWh and Thailand is about 800 kWh. About 26
percent of installed generating capacity (nearly 700 MW) is out of service awaitng major maintenance
or rehabilitation, and the anmual load factor, at about 58 percent, is low compared with good practice
(60-65 percent) and with neighboring countries (e.g., India 62 percent, Pakistan 64 percent and
Thailand 70 percent). Reliabiity of supply has also been a growing problem. The effective reserve
margin of only 5 percent in recent years (good industry practice is 15-20 percent) has resulted in
increased outages and forced users who cannot afford supply interruptions to rely on standby
generators.

3.91 System losses have often exceeded 40 percent of gross generation, and cash collections
have been less than 80 percent of current bilings in recent years. BPDB and DESA's cash income has
been less. than half of the sales value of the power generated. While the situation improved somewhat
in FY93, and the collection to generation ratio increased to 58 percent (36 percent system losses and 89
percent gross collections), their revenues foregone, due to the failure to bill or to collect, amounted to
over Tk 5 billion (or a staggering 7 percent of the FY93 realized ADP of the Government). By
contrast, in FY93 the rural PBSs sustained only 16 percent system losses, and recorded 101 percent
collections and an 85 percent collection to import ratio. System losses in neighboring countries (e.g.,
Thailand 15 percent, Sri Lanka 17 percent, Pakistan 24 percent and India 28 percent) are also
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significantly less than those of BPDB and DESA. The ratio of consumers to employees for BPDB, at
41, is among the lowest in the world. Comparable figures are 50 for Pakistan, 61 for Sri Lanka, 65
for India and 107 for Thailand. For DESA, which is responsible only for distribution, the ratio of
consumers to employees is 85, as compared with 163 for the PBSs.

3.92 Electricity tariffs for BPDB and DESA average Tk 2.27/kWh (US$ 0.057/kWh), in line
with or somewhat above those of its neighbors. While the PBSs set their own tariffs (Tk 2.53/kWh on
average), GOB sets uniform tariffs for BPDB and DESA (accounting for nearly 90 percent of sales),
with the result that political considerations often outweigh financial and economic requirements and
cross-subsidies among consumers are common (including a subsidized rate to the PBSs). Nevertheless,
the major contribution to the dismal financial performance of Bangladesh's power sector is BPDB and
DESA's operating performance. DESA remains unable to collect sufficient revenues to cover even its
operating expenses. Exchange rate losses on foreign loans (mostly government guaranteed bilateral and
multilateral loans) also contribute to BPDB's financial woes. BPDB, Bangladesh's largest public sector
enterprise in terms of capital employed, is therefore also the country's largest loss-maker.

3.93 Investment requirements for the power sector over the remainder of the decade are
estimated to be about Tk 100 billion (1990 prices). Bangladesh is fortunate in having relatively low
cost gas for power generation east of the Jamuna (provided GOB and Petrobangla can overcome the
constraints on the gas sector's development). But the sector's continuing poor performance prompted
IDA and other major donors to withdraw support from the sector in late 1990, eroding the possibility of
foreign support of investment.

3.94 Directions for Reform. The Government owns, operates, and regulates the power sector
in Bangladesh. This results in overlapping and unclear responsibilities with limited or no
accountability. Deficiencies in the Government's sector management and in the institutional capacity of
BPDB and DESA are the underlying causes of the power sector's poor performance. Weak
management, strong unions, the shortage of trained manpower and the absence of competition have
exacerbated institutional weaknesses. BPDP is vertically integrated, making it difficult to identify areas
of, and responsibilities for, poor performance clearly.

3.95 The boards of BPDB, DESA and REB carry out the dual funmtions of oversight and
operations, which is not conducive to accountability. For REB it is less of a problem in that it serves
as a regulator for the PBSs, each of which is a cooperative with a board akin to a regular corporation.
Since FY91, the PBSs have been setting individual annual performance targets with REB that have a
direct impact on management and staff through salary adjustments based on performance. In addition,
management and staff of the PBSs are not subject to Government salary scales and service rules; hence,
there is an incentive to perform and services of poor performers can be terminated. BPDB and DESA
also set annual performance targets with Government. However, implementation is ineffective, with
limited monitoring and no direct impact on management or staff. BPDB and DESA managements'
ability to improve the power sector's performance is severely limited by service rules which restrict
lateral entry of qualified staff and rely on seniority as the primary criterion for promotion; salaries are
set by the national Government pay scale an. labor unions with strong political ties; and there are no
management incentives to improve performance.

3.96 DESA's establishment in 1990 was a first step toward decentralizing BPDB's distribution
function. In early 1992, the top management of BPDB and DESA undertook measures to establish staff
discipline and accountability, partcularly in the distribution function. These included introduction of an
incentive/penalty scheme linked to performance of individual units in meeting system loss and collection
targets, implementation of unproved commercial operation procedures and first line supervision, and
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amendment of the Electricity Act of 1910 to provide for recourse against corrupt employees as well as
consumers. Implementation has been mixed and the improvements in BPDB's and DESA's
performance limited. The sustainability of these changes is uncertain.

3.97 The Government has recently established a system for demarcating distribution areas
among the three entities; however, it is a somewhat mechanical system which fails to ensure least cost
investments and viability of distribution units. The Government opened power generation to private
investment in 1992, and there have been some expressions of interest and one memorandum of under-
standing initialed.

3.98 In early 1993, the Government established an interministerial working group on the power
sector under the Energy Secretary. The group's mandate grew to investigating measures to improve the
existing public utilities and to attract private participation into the sector. The working group's
recommendations have been assembled in a report that is now being considered by the Government.
Several donors' renewed lending for power depends on the Government's formulating and initiating the
implementation of a reform program addressing the sector's fundamental deficiencies and enabling
sustained improvements in its performance. Without prejudging the working group's recommendations,
the key elements of reform and various options which might be considered are outlined below.

3.99 Improving Power Sector Performance. The overriding reform objective is for the
power sector to operate on a commercial basis without government subsidies (or at least with explicit
and minimum subsidies) and provide adequate and reliable power supply to its consumers at competitive
prices. This is likely to require breaking up the Government's monopoly of the power sector and
introducing competition, setting up a transparent regulatory framework to deal with investors and to
protect consumers, and encouraging private sector entry by creating an environmelt that allows it to
compete on an equal basis. A firm political commitment to this reform, sufficient to allow focused
implementation over a reasonably short time frame of 3-5 years, is the foremost condition for success.

3.100 There are three priorities for improving the power sector's performance over the medium-
term: restructure the existing utilities; develop an appropriate regulatory framework to promote
efficiency and competition; and attract private sector participation in power.

3.101 Existing Utilities. In Bangladesh, improving the performance and efficiency of the
existing utilities (BPDB and DESA) is the first priority to reduce the drain on the national budget. A
frequently used starting point in such a reform process is the unbundling of existing generation,
transmission and distribution services which, in the short-run, faciliates performance evaluation and
improves efficiency. A number of countries have initially established separate accounting units within
the power utility, and commercialized them at a later stage. This process requires the concerned
government to allow the operating entities significant managerial, commercial and financial autonomy
while laying down the framework for accountability. The stage is then set for eventual privatzation of
the entities in phases.

3.102 The process of separating distribution from generation and transmission in Bangladesh was
stted with the formation of DESA to handle distribution in the Dhaka area (accounting for about 40
percent of generation). However, DESA's perforr- nce has shown little improvement since its start of
operations, because no fundamental changes have t i made in terms of its autonomy and
accountability. Commercialization and corporatizati,. of DESA, with clear demarcation of the roles
and responsibilWies of the Government (ownership), Board of Directors (policy and oversight) and
management of the company (operations), would appear to be a priority; as the new company should
have the same control as the private sector over the terms and conditons of employmeit, severance
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packages may also be needed for employees who are not hired by the new company. Separation of
BPDB's remaining distribution functions from generation and transmission, and commercialization and
corporatization of the resulting entities would follow. Consideration may also be given to separating
generation and transmission, with the (longer term) possibility of several separate generating entities.
This would facilitate private sector entry into generation through greater transparency in the publicly
held transmission company and would enable competition among generators.

3.103 Rationalization of distribution areas amnong BPDB, DESA and REB/PBSs is a prerequisite
to establishment of viable distribution entities and avoiding further duplication of investment between
BPDB/DESA and REB/PBSs. As a first step which could be implemented immediately, BPDB and
DESA should hand over those areas to REB/PBSs which are not viable units on their own and fall
within existing REB/PBS areas. For the remaining areas, a rational division of operations would likely
entail handing over the small supply units scattered throughout the country to REB/PBSs, as they have a
proven capability in managing distribution operations in Bangladesh, and leaving the larger cities and
towns and medium-sized units under BPDB (and DESA). Creation of several publicly held
(corporatized) distribution companies out of the areas left under BPDB would generate yardstick
competition (although they would not be directly competing with one another). Allowing generators to
sell directly to large consumers would go one step further toward real competition. In increasing the
role of REB/PBSs in distribution and enhancing the prospects of individual PBSs for financial viability,
the need for subsidies, in the form of the bulk supply tariff, loan terms and deficit support during start-
up years, should be reassessed and made explicit.

3.104 The strategy oudined above requwires political commitment to overcome the opposition of
entrenched interests; it also requires increased managerial capacity. Improvements in management
could result from tapping into skills and incentives in the private sector, including equity participation
arrangements (to rehabilitate, operate, and maintain facilities and franchise arrangements), management
or performance contracts, and contracting out of services (e.g., meter reading, billing and collections).
This would also help to develop new managers. A number of desirable reform features are already
being practiced by the PBSs (e.g., separation of responsibilities between board and management, and
linkage of management/staff salaries with performance). Cooperative arrangements with REB and the
PBSs should be considered for transferring know-how in distribution operations to BPDB and DESA.

3.105 Transparent Regulatory Framework. As in most countries, separation of ownership and
operation from regulation is needed in Bangladesh to introduce transparency, improve efficiency,
promote competition and resolve confLicting interests. While it would be preferable for the regulatory
body to be independent of the Ministry of Energy and Mineral Resources, establishment of a separate
regulatory unit within or atached to the Ministry may be more feasible for the near term. The
regulatory unit's primary objective should be to provide a level playing field for public and private
power companies. Non-government representatives could be included on the regulatory body. The
exact nature of regulation would depend upon the long-term structure and extent of competition
envisaged in the sector, with regulation declining with increasing competition. This will require a long-
term vision of the power sector's structure, and avoiding piecemeal regulation. Removing tariff setting
from the political arena should be facilitated by requiring the regulatory unit to regulate tariffs using
explicit economic and financial criteria, possibly including indexed rate regulation.

3.106 Potental for Private Sector Particpation. Greater competition and private sector
participation are critical to power sector reforms. Although government ownership may be the orly
politically feasible option currently, measures can be initiated now to allow private sector participation
in the operation and management of generation, transmission and distribution facilities as discussed
above, and equity participation, initally most likely in expansion of generation, but also possibly in
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franchising distribution areas. To attract private equity, the private sector must be assured of equitable
access to and price of fuel (mainly gas), transparency in negotiations and adequate dispute resolution
mechanisms. Once a detailed policy framework for private sector participation has been formulated, its
public announcement, as has been done by India and Pakistan, may help in introduicing competition in
the industry and attracting foreign and domestic capital for investment in the power sector. Selling
shares of existing companies to the public requires the companies to be well managed and earning a
reasonable return on their assets.

The Teleconmnunications Sector

3.107 The Case for Reform. A key prerequisite for accelerated economic growth in
Bangladesh is the availability of adequate telecommunications services. Bangladesh Telegraph and
Telephone Board (BTTB), established in 1979 as a Government Board under the control of the Ministry
of Post and Telecommunications (MOPT), is the monopoly provider of domestic and international
telecommunications services in urban areas of Bangladesh. Rural services are currently provided to a
very limited extent by both BTTB and Bangladesh Rural Telecommuniations Authority (BRTA), a
wholly privately-owned company, which is licensed to provide rural services to half of the 400 thanas.
Hutchinson Bangladesh Telecom Limited (HBTL), a joint venture between a Bangladesh company and
Hutchinson Telecom of Hong Kong, has a license for cellular radio services for the whole country.
Based on both the Government's past efforts to involve private investors and the decision recendy to
remove the telecommunicatons sector from the Reserve List, the Government has indicaied a
wMigness to introduce private sector participation in the telecommunications sector. However, there
has been little progress in the absence of clear rules and procedures and BTTB's continuing role of
service provision and self-regulation. Most importanty, BTTB lacks the motiation to offer reasonable
terms for inter-connection to p"temial alternative providers because it would loosen its own monopoly.

3.108 Bangladesh's telephone penetration rate of two main lines per 1000 population is one of
the lowest in the world. In the region, Pakistan's rate is 10, India and Sri Lanka have 7, and Nepal
has 3.1 Bangladesh's main telephone line growth has failed to keep pace with demand. During the
1988 to 1991 period, the main lines in service increased at a compound anmnal rate of about 6 percent,
whereas the waiting lst for telephone services grew at about 9 percent per annum. This has happened
despite one of the highest installation charge for digital lines in the world, currently around US $500
per line. Based on BTTB's historical performance and recent estimates of demand projection by
external sector consultants, there is a substantil and growing level of unmet demand. Without major
sector reform, the gap between demand and supply is not expected to decline, and may increase, over
the next ten years from its current level of about 270,000 lines. The situation may be somewhat
ameliorated by the recent decision to add 130,000 digital lines, to be partially financed by issuing a
Telecom Bond; however, this will take place within BTrB's existing monopoly with all its attendant
problems, since the framework for private entry in not yet in place.

3.109 All current indicators of service quality are below iterational standards. It is estimated
that successful call completion rates are around 30 percent, well below an acceptable target of 65
percent Completion rates are higher in China (58 percent), Indonesia (40), Morocco (43), and the
European Community (65). A recent small survey of business telephone users shows that there is
widespread dissatisfaction with BTTB's overall performance (see Box 3.4). For me4ium to large
business customers, the relatve level of charges is not as important as obtaining the telephone

'Asia-Pacific Telecoamwniaction Indicators, International Telecommunications Union, Geneva, May 1993.
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connection itself and the subsequent quality of telephony service. Despite their relatively large potential
revenue streams, almost 40 percent of business customers must wait for a period of twelve months for a
new connection.

3.110 The telecommunications sector represents one of the best opporunities for Government to
encourage significant private sector involvement because of its attractiveness in terms of growth and
profitability. In addition, rapid reform in the telecommunications sector will serve as a model for
reforms in other sectors, and also signal the Governmends commitment to overall private sector-
oriented reforms.

Box 3.4: FRNDINGS OF A SURVEY oF BusiNEss TELEPHONE USERS

1. The quality of BTTB's telephony services is poor, and in need of improvement. The time taken to install a line was stated
to be anywhere from one month to over one year. A large majority of those surveyed claimed that calls were not completed
on the first attempt, mainly due to wrong numbers or lines being engaged.

2. The speed of installation and repair depend on the specific private arrangements users have with BTTB stabf respondents
frequently stated.

3. The majority of respondents emphasized that the relatively high level of charges was not so important as obtaining the
connection itself and the subsequent quality of telephony service. However, price rises would not be acceptable without a
major improvement in quality of service.

4. Respondents frequently cited the poor accuracy of phone bills.

5. Respondents wanted BTTB to focus its efforts on improving existing services rather than make new service offerings. They
wanted BTRT to replace its existing aralog exchanges with digital technology.

Source: Coopers & Lybrand, 'Telecommunications Sector Reform Study,' Nc ember 1992.

3.111 Constraints to Sector Development. The telecommunications sector's poor performance
resuts from combination of factors: (i) a lack of clearly artculated Government regulatory policy for
the sector; (ii) the absence of an effective regulatary structure; (iii) insufficient incentives for BTrB to
strive for higher performance standards; (iv) inefficient BITB management; (v) chronic under-
investment in network facilities; and (vi) lack of competitive pressures and comme.cial incentives for
good performance.

3.112 Telecommunications Sector Reform Progran. In August 1992, an international
consulting firm began a comprehensive reform study aimed at developing sector policy and regulation
that would yield a sustained improvement in the sector. At the conclusion of each of the three phases
of the study, workshops attended by all key stakeholders were held in Dhaka to deliberate on the
findings and recommendations, and to build a consensus for sector reform. The result is an emerging
sector reformn agenda with three key guiding principles: promote new entry and competition in the
sector; establish a transparent, predictable regulatory environment; and reform BTTB to enable it to
compete in the new regulatory and competitive environment.

3.113 Promoting New Entry and Competition. The Government has taken initiatives in the
past to promote private sector participation, in particular BRTA's rural franchise, HBTL's cellular
license, and one additional rural franchise currently under negotiation. The centerpiece of the emerging
policy agenda is the launching of a new majority privately-owned operator to compete with BfTB in the
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provision of basic services. The new operator will be authorized to install lines in those areas not
already covered by rural franchises, and will be required to meet specific growth and service quality
targets. The initiative will need to be supported by price rebalancing and adequate network
interconnection and revenue settlement arrangements.

3.114 The new operating license should be awarded by competitive bidding to a consortium of
domestic and foreign investors, led by a telecommunications network operator who has a proven
international track record in the delivery of high quality services and who is required to inject equity in
the new company. The award process could be completed within eighteen months once the policy
agenda is approved by the Governrnent. This approach is most likely to attract substantial investor
interest because the new operator will operate in a reformed environment and will not have to deal with
BTTB's endemic problems. Its dealings with BTTB would be limited to inter-connection and revenue
settlement arrangements, clearly spelled out in the license of the new operator and ;egulated by a new
regulatory body (see below). This approach is most likely to substantially improve sector performance
and facilitate the flow of domestic and foreign private investment to the sector.

3.115 In addition, to meet growing demand, a wide range of other te-ecommunications market
segments will be opened to competition. Specifically, provision of customer I emises equipment,
public payphones, and value added and data services will be liberalized. The granting of one or more
additional licenses for cellular services to provide competition to HBTL is being considered by the
Government.

3.116 New Regulatory Framework. The transition to an appropriate regulatory environment
that is transparent and predictable is essential to promote competition, attract private sector investors,
and ensure that operators make rational decisions about network and service development. The
telecommunications strategy should include the establishment of Telecommunications Regulatory Board
(TRB) as a statutory authority that is fincially and operationally independent of the Ministry of Post
and Telecommunications (MOP i), and responsible for administering most aspects of regulatory policy,
including regulation of the radio spectrum. Setting up such a body, as experience from countries such
as Argentina and Mexico shows, can be a long and complex process, particularly when the capacity
and the information availability for regulation are low in Bangladesh. Thus, the regulation strategy
should be, in the first instance, to amend the 1979 BTTB Ordinance to separate regulatory functions
from operations, and to create a semi-autonomous regulatory group within MOPT with the power to
license operators and otherwise regulate the sector; such plans could be completed within six months.
In order to minimize the regulatory oversight by this transition regulatory group, while the TRB is
being established, the licenses issued to the telecommunications operators should incorporate in detail
the terms and conditions for operation, including the inter-connection obligations. Iterim regulation
would be focused mainly on technical matters and spectrum management.

3.117 Reform of BTTB. BTTB is an example of both poor sector and enterprise management.
BTTB has poor scope for autonomous decision-making, which in turn reduces it accountability. All its
revenues go directly to Government and it depends on Government's annual budgetary allocations for
its operational and development needs, eroding accountability and responsibility in enterprise
management and operations. In addition, Government procedures have contributed to delays in project
approval and, at times, hindered long-term planning. BTTB is bound by civil service personnel
procedures that limit its ability to attract and motivate high-caliber staff. Like many other Government
agencies, BTTB's efficiency is adversely affected by a strong labor union and the severe problem of
overmanning.
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3.118 In order to substantially improve BTITB's performance, it would need to be transformed
into a market-oriented commercial organization. The experience of other SOE sectors in Bangladesh,
particularly power, jute, and textiles, suggest that reform from within by converting BTTB to a
corporation or a public limited company will not work or: its own unless it is faced with credible
competition. To commercialize, BTTB needs to form a strategic alliance of its own with a leading
foreign telecommunications firm (with substantial management control) in order to compete with the
newly licensed second operator. The important first step in reforming BTTB would be to change its
corporate status to a public limited company. However, there is strong labor union opposition to this
move, and there will have to be greater political support for this conversion before such a strategic
alliance can be formed. The introduction of competition through a new operator is expected to
contribute some impetus for change from within BTrB, when such an option will become more
feasible.

3.119 Status of Sector Reform Program. The Cabinet has approved in principle the
amendment of the 1979 BTTB Ordinance to separate regulatory functions from operations. MOPT has
completed the inter-ministerial consultations on a Telecommunicatons Policy Statement and will submit
it to the Cabinet for approval by May 1994. In addition, MOPT is preparing the necessary technical
assistance project documents in order to employ consultants to carry out a tariff study and a legal expert
to help advise on inter-connection arrangements and drafting licenses as part of the follow up of the
reform study.

3.120 Based on the experience of countries that have su.cessfully implemented comprehensive
telecommunication sector reform, it is evident that this will be a complex process and will require
commitment as well as substantial expertise. In light of the increasing but still limited expertise within
Bangladesh with comprehensive sector reform, it will be crucial for the Government to obtain the
necessary expert assistance to ensure successful implementation.

The Gas Sector

3.121 Past Development and Performance. Natural gas is Bangladesh's only important
indigenous commercial energy resource. To meet energy demand at least cost to the economy and
reduce the country's dependence on imported oil, the Government has given high priority to the
development of natural gas and natural gas liquids, and has allocated a significant share of public
investment and external assistance to the development of supply capacity and delivery infrastructure.
Gas was first discovered in Bangladesh in the mid-1950s by the international oil companies (IOCs).
The two northern gas fields at SyLliet and Chattak were brought into production in 1960 to supply local
industries in the Sylhet area on a small scale. The discovery of the main gas fields east of the Jamuna
river followed in the 1960s when the IOCs found Kailashtilla, Titas, Rashidpur, Habiganj and
Bakhrabad. The war of independence for Bangladesh intervened and caused the IOCs to withdraw.
After Independence, efforts were made to continue exploration and develop the three fields at Titas,
Habiganj and Bakhrabad which are closest to the main markets near Dhaka and Chittagong. By 1990,
these three fields were supplying 93 percent of the gas used in Bangladesh.

3.122 The development of the gas fields in Bangladesh is still at a very early stage. There are
presently 17 known gas fields; however, only the first round of appraisal drilling has been made, and
only three fields - Titas, Bakhrabad and Habiganj - have sufficient wells and production data to allow
reasonably accurate esdmates to be made of gas reserves in place and recoverable. Because of this, gas
reserve estimates have been made in a subjective fashion under several studies. The most conservative
estmates puts the total gas reserve at 21 trillion cubic feet (TCF), of which 12.4 TCF is considered as
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recoverable. Five fields - Kailashtila, Rashidpur, Habiganj, Titas and Bakhrabad, account for two
thirds of the known gas reserve.

3.123 While the current reserve estimates appear to be small, there is a significant potential for
proving up new gas reserves in the numerous current field extensions as well as in the new prospects.
The likelihood of significant increases in the reserve base over and above what is required to meet
domestic demand indicates a strong potential for export. In fact, because the domestic market is
relatively small, IOCs interested in Bangladesh would mostly aim at finding enough gas to build an
export-oriented operation.

3.124 During the last two decades. the gas sector has undergone major expansion. Natural gas
output increased from 11.5 billion cubic feet (BCF) in FY72 to 210 BCF in FY93, and now accounts
for about 60 percent of the couintry's commercial e.ergy supply, with the balance being met by
imported oil and petroleum products (3` percent), coal (4 percent), and hydropower (4 percent). The
availability of low-cost natural gas has becu the diiving force for the expansion of the power sector and
the rapid development of the fertilizer industuy in Bangladesh. Currently, about 90 percent of power
generation is based on natural gas, and all of the agricultural sector's urea fertilizer requirements are
met by local production. Power generation and fertilizer production account for about 43 percent and
34 percent, respectively, of the total gas consumption, with the remaining 23 percent accounted for by
inlustial, commercial and residential consumers.

3.125 The gas sector in Bangladesh is wholly dominated by Petrobangla, a group of eight state-
owned Operatng Companies (OCs) responsible for exploration, production and delivery of natural gas.
By FY93, Petrobangla group had historically valued net fixed assets of Tk 14.4 billion, operating 27
wells with a combined production capacity of 660 million cubic feet per day, 1300 km of transmission
lines and an extensive distribution network.

3.126 Unlike many other public enterprises, the gas sector has been a significant source of
revenue for the Government Treasury. Through payment of VAT and supplementary (excise) duty
(currently at a level equal to 62 percent of gross sales revenue), a 50 percent corporate tax and
dividends, Petrobangla's contribution to the Government has been increasing steadily, from Tk 2.0
billion in FY86 to Tk 7.3 billion (US$183 miilion) in FY93, reflecting the results of a ten percent
average annual increase achieved in the volume of gas sales and average gas tariff.

3.127 Notwihstanding its contribution to resource mobilization, there are serious performance
shortfalls in the Petrobangla group. Despite substantial technical assistance provided by donors over the
past decade, there has been a general lack of organized effort towards accumulation of technical know-
how. As a result, the group has insufficient in-house capability to plan, design and supervise the
sector's expansion program. Project preparation, design and engineering, as well as supervision of
physical construction depends totally on foreign consultants. There have been many instances where a
piecemeal approach to system planning, inadequacies in project design, lack of complementary
investments, and neglect of supervision of consultants' work have contributed to long implementation
delays, high investment costs, and idle assets. Gross inefficiency is also manifested in the drilling
operation carried out by the Bangladesh Petroleum Exploration Company (BAPEX) which spent more
than US$100 million in drilling 10 wells, of which 5 proved to be unsuccessful. The design of gas
pipelines and refining facilities are complex. It is not necessary for Petrobangla to acquire such skills
because gas entities worldwide employ specialized consultants for this purpose. It is more important
that Petrobangla strengthen the necessary sklls to supervise consultant work and increase its ability to
evaluate their work expeditiously.
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3.128 On the operational side, major inefficiencies exist in asset management and billing and
collections, as evidenced by the virtual absence of proper reservoir management and maintenance, and
high level of unaccounted sales in the non-bulk sales segment of the Titas franchise area. Over the
1968-93 period, annual system losses on average were estimated at around 4.5 percent of production; in
FY93, the total system loss was about 7.8 percent, above 80 percent of it incurred by non-bulk
industrial, commercial and domestic customers.

3.129 Sector inefficiencies result in direct costs due to ubiquitous implementation delays,
inadequate coordination of design and thus redundancies in production, ex post modifications of
facilities and lost revenues due to inadequate pipeline or processing interlinkages, and low capacity
utilization. Implementation delays of three years in the Brahmaputra Basin project, for instance, are
projected to add an additional 10 percent to its costs--US$5 million. The North-South pipeline added
construction costs of US$14 million, and supervision costs of US$3.8 million, to the original
construction contract costs of US$47.7 million for a one-year delay. Delays in the planning and
contracting for the Ashuganj Natural Gas Liquid Plant are likely to add an additional 30 to 40 percent
in the contract costs alone, without accounting for the associated production losses of the processing
plant in KailashiUila. Although gas development is likely to be concentrated in the north-eastern zone,
gas demand will be mainly from the south. The existing gas networks for the north and south are not
interlinked, and there is no provision to pipe surplus gas from the northern zone to the south, unless the
Ashuganj-Bakhrabad (A-B) pipeline is built. Delays and uncertainties surrounding this pipeline could
potentially impose heavy financial costs on the KAFCO fertilizer plant and the second unit of the
Rowjan Power Station, which are under construction.

3.130 Several factors have contributed to the Petrobangla group's weak institutional capability
and inadequate performance. First, since its inception, the Petrobangla group has been operated
directly as a department of the Government. Besides tariff setting, many operational decisions are
controlled by the Government. The group is governed by the Government salary scales and internal
procedures, and requires approval from the Governrment agencies for investments, operating budgets,
procurement and staffing. Operating budgets are not tied to annual and long term corporate plans, and
there are no agreed sets of specific, annual and quantified performance targets for the group and
individual OCs. Thus, the accountability of the group's management for performance is severely
undermined. Second, the Government's excessive levy of excise duty on gas sales has resulted in OCs'
profit margins that neither meet financial requirements nor reflect cost structures; this is the root cause
of the group's low earning capacity and weak fmancial position. Third, being a state-owned monopoly
on the one hand, and facing a state-owned monopsony on the other in terms of its sales, the group faces
no competition and little consumer pressure and, therefore, has not been spurred to improve
performance. Fourth, the role of the OCs in project implementation under Petrobangla's control has
not been large. Increasing the OC's role would have several positive effects, including increasing the
motivation for overall cost reductions and personnel training while the project is being implemented.

3.131 Accelerating Sector Development. Bangladesh's gas sector is now at a critical juncture.
The sector has a large potential for increased contribution to the country's economic growth. However,
to fully benefit from the country's hydrocarbon endowment, the Government needs to take rapid action
to address the major constraints on the sector's development, i.e., Bangladesh's limited financial
resources and technology limitations, and Petrobangla group's limited implementation capability. In the
face of tighter external concessional aid and the Government's limited budgetary resources, the sector's
future capital requirements far exceed what the Government can manage to allocate to it. Minimum
investments required up to the year 1998 to balance supply and domestic demand are estimated at about
US$800 million. This amount could increase significantly depending on the pace of the sector's future
development.
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3.132 In order to mobilize more capital required for achieving accelerated sector development
and improve the performance of the existing sector entities, the Government has recognized the need to
overhaul the prevailing sector arrangements. The main initiatives being considered by the Government
relate to increasing private sector participation, particularly by international oil companies (IOCs), and
commercializing or privatizing existing operations.

3.133 Private Sector Participation. Encouraged by the highly visible successes in attracting
international private participation in their petroleum/gas sectors in other countries, the Government
announced in July 1993 a new petroleum policy opening the gas sector for private participation. In
September, the Government held a roundtable in Houston to promote participation of lOCs in upstream
hydrocarbon exploration and producdon through production sharing contracts (PSC). The responses
from the IOCs have been encouraging; several lOCs have signed memorandums of understanding with
the Government, one contract for a off-shore prospect has been signed, and negotiations for two PSCs
are expected to be completed by late February 1994. With its limited financial resources, Bangladesh
would benefit immensely from the risk capital, management expertise, efficient operations, technical
advances and global experience that IOCs could provide under favorable conditions. In order to
facilitate and expedite the negotiation of these complex contracts, it is important that the Government
coordinate its efforts among its various agencies. For example, the provision of a terminal facility to
an IOC interested in export-sales may not be technically within the purview of Petrobangla, but should
be coordinated internally by the Government.

3.134 Commercialization and Privatization of Petrobangla. There is a broad consensus at the
Government level that privatization of the Petrobangia group would be an effective alternative to
transform the individual OCs into efficient businesses. Yet, to make the eventual privatization offerings
successful would require a wide range of readying steps. These include (a) letting OCs operate under
private company law in form and substance with adequate managerial autonomy; (b) reforming gas
tariffs to enable OCs to operate on a commercial basis; (c) decentralizing operational decision-making
and developing competition in the sector. The last step could be carried out possibly through breaking
up the monopoly power of the holding company, with each OC becoming an independent entity charged
with being financially self-sufficient and placing its financial relationship with other OCs and the
Government at arms length.

3.135 It is encouraging to note that the Government is planning to float a portion of its
shareholding in two OCs - Bangladesh Gas Fields Company Limited and Titas Gas Transmission and
Distribution Company - in the local capital market. Greater private sector participation will push
Petrobangla to be more efficient. However, it needs to be emphasized that privatization is a complex
process. Proper design and implementation of this process requires strong Government commitment
and clear allocation of authority and resources to manage the process.



CHAPTER FOUR
REFORMING FNANCIAL AND LABOR MARKETS

A. INTRODUCTION

4.1 The smooth functioning of factor markets for capital and labor in Bangladesh is crucial for
rapid export-oriented manufacturing growth led by the private sector. If these factor markets are
uncompetitive, and prices (and therefore market supply and demand outcomes) are significantly
distorted, resource allocation will suffer. Such distortions can arise from government policies and
regulations, existing institutions, or market failures. They can significantly raise the costs of
uncertainty for the private sector. On its path of accelerated reforms, the Government should do all it
can to lower these uncertainty costs. Without appropriate resource allocation, private investment,
employment and growth will suffer, undermining the Government's accelerated reform program.

4.2 Bangladesh's financial sector remains underdeveloped, uncompetitive, and oligopolistic
(Section B). Despite repeated attempts at reform, the quality of financial intermediation remains low.
The sector is dominated by the nationalized commercial banks (NCBs) and market shares have
stagnated. Real interest rates remain high despite low inflation. The NCBs suffer from poor portfolio
quality, requiring extensive provisioning and therefore higher margins. The Government has
recognized that fundamental reform to increase competition in the financial sector is now inevitable.
This will involve rationalizing the structure of interest rates, privatizing the NCBs over time, resolving
the emerging problems in private banks, enhancing the competitive posture of the denationalized banks,
encouraging non-bank financial intermediaries, and permitting new banking entry. In moving to a new
regulatory regime, the Government's ability to supervise banks will need to be greatly improved. It
will also require parallel reforms in non-financial SOEs, whose bad debts are pardy reoponsible for the
financial sector's problems.

4.3 To be able to compete effectively on world markets where it has comparativ- advantage,
Bangladesh needs flexible labor markets (Section C). Inflexible wage determination mechanisms, poor
labor-management relations, and misguided labor regulations are important causes of high private sector
costs, and discourage private investment and employment creation. The availability of productive jobs
with fair remuneration is for many in Bangladesh their only charnce of escape from grinding poverty.
The recent Wages and Productivity Commission awards, increasing SOB wages without any link to
productivity and the firms' ability to pay, clearly indicates that the centralized system of setting wages
is too politicized. A move to decentralized wage determination is required. Public wages importantly
inluence private sector wage outcomes. Proposals for a national minimum wage would fuiher
strengthen this link. The excessive and misguided involvement of the Government in labor markets is
not conducive to the development of a flexible labor market that can generate rapid growth of
employment and serve the needs of a dynamic, outward-oriented private sector. The reduction of the
Government's role in industry through privatization and public-private partnership will help in this
regard. A reduction of the Government's involvement will need to be accompanied by measures to
strengthen desirable labor market institutions and appropriate safeguards for workers, including a safety
net for workers displaced in the prow.ess of adjustment. It will also need increasing attention to the
availability of labor with the appropriate skills repuired for labor-intensive growth led by an export
push by the private sector.
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B. REFORMING THE FINANCIAL SECTOR

Overview

4.4 Bangladesh has a small and undeveloped financial sector. It contributed 2.1 percent to
GDP in 1989, declining to 1.8 percent by 1992; the sector is growing slower than GDP. In terms of
the usual measure of financial deepening (M2/GDP), however, there was a small gain, from 29 percent
in FY89 to 33 percent in FY93. As noted in Chapter 1, Bangladesh suffers from low domestic saving
and investment. While the saving rate has increased in recent years, the level (at 6.5 percent of GDP)
is still very low in comparison with India, Sri Lanka and Pakistan. Although data are sketchy, financial
savings in the form of bank deposits and other instruments may have increased their share of total
savings. The gross domestic investment to GDP ratio has stagnated from 12.9 percent in 1989 to 12.7
percent in 1993, and remains extremely low relative to other country comparators and the investment
requirements of 7 percent accelerated GDP growth in Bangladesh.

4.5 The health and efficiency of the financial sector are crucial to economic growth. It is the
system by which a country's most profitable and efficient projects are systenutically and conthwously
fnded, and thus it is the mechanism which ensures that resources are directed to the most productive
sources of future growth. The importance of financial institutions for rapid growth is undispu,ed.
Comprehensive evidence from across 119 developed and developing countries over the 1960-1989
period provides compelling evidence that economic growth is dramatically dependent on financial sector
size, private sector banks, credit to prwvate enterprises, and interest rates.' The larger the financial
sector in the context of the overall economy, the greater the share of lending by depository rather than
central banks, and the greater the share of credit to the private rather than public sector, the greater is
the rate of economic growth. These factors increase growth by raising both the amount and efficiency
of investment.

4.6 The financial system not only transfers funds from savers to investors: it must be able to
select projects which will yield the highest returns, agglomerate sufficient quantities of capital to fund
the range of investment projects across economic activities, account for and price risk across assets,
monitor performance, and enforce contracts.2 To undertake this range of tasks, the sector requires
highly skilled and knowledgeable staff; consistent, comprehensive and reliable information shared
across financial institutions; and a history of competence and enforcement that both encourages savers
to deposit and borrowers to repay. The most common role of government in successful financial
systems has been to ensure that financial institions serve these vital functions as efficiently as
possible. This role has taken the form of regulation to monitor and enhance bank solvency and to limit
financial sector instability. 3 Wihout these complementary roles, both the rate and efficiency of
investment is severely eroded.

' Robert G. King and Ross Levine, 'Financial Indicators and Growth in a Cross Section of Countries,' Policy Research
Wor*ing Papers, No. 819, The World Bank, January 1992.

2 For a review of the range of demands on and requirements for financial system effectiveness, see Joseph E. Stiglitz, 'The
Role of the State in Financial Markets,' Proceedings of the World Bank Annual Conference on Development Economics 1993,
The World Bank, forthcoming.

3 See The East Asian Mirade: Economic Growth and Public Policy, World Bank, 1993, p.276.
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4.7 Bangladesh's continuing stagnation in investment and economic growth is related to the
situation in its financial sector. The financial sector has the potential to contribute to economic and
industrial growth by enhancing resource mobilization and improving resource allocation. At present,
however, the sector's contribution to resource mobilization is modest and resource allocation is very
poor. Non-performing assets constitute a majority of the portfolio of some NCBs and Government-
owned development finance institutions (using prudential norms that are lenient by international
standards). The biggest development finance instituton has a very low collection ratio. A 1989 World
Bank review of 33 small-scale industry credit projects that had closed over a fifteen-year period listed
only one with a lower collection rate at completion than the three implemented in Bangladesh. ' While
the extent of bad debts in the nationalized commercial banks is not known with accuracy, they are
believed to be substantial. If these bad loans are also bad investments, Bangladesh's capital/output ratio
will have been adversely affected, lowering the rate of economic growth. If the annual impact of bad
investments is compounded over the 23 years since independence, the overall effect on economic
growth would be substantial. The main challenge for Bangladesh's financial system for the near future
is to improve the quality of intermediation and resource allocation to contribute to a more rapid rate of
economic growth and higher levels of saving and investment.

4.8 The major barrier to financial sector development has been the Government's ownership
of the dominant financial institutions and its past interventions in credit allocation. Until the early
1980s, the Government owned, controlled and directed Bangladesh's financial system with the objective
of allocating funds for sectors, projects and purposes of its choosing. Loan recovery was not
emphasized because loans were collateralized and considered ultimately collectable. The quality of
financial intermediation, judged by loan recovery rates, was poor. Bangladesh had virtually no
private banking and the role of the private sector was considered secondary. In the early-1980s, the
Govermnent began to reform the financial sector. Interest rates on deposits were raised to provide a
positive real return on deposits, private banks were allowed to enter, two Government-owned banks
were denationalized-sold back to their former owners-and another nationalized bank was converted
into a limited liabilty company and partially privatized. Based on reports prepared by a Government
appointed commission and by the World Bank, the Government launched a reform program in 1989.
Policy changes under this program, which are discussed below, have introduced flexibility in interest
rates on deposits and loans and improved prudential regulations and supervision of banks. The impact
on the quality of intermediation is, however, not known yet and a private industrialist still cannot obtain
financing for a large project without having to approach a Government-owned commercial or
development bank.

Financial Market Liberalization: Mixed Progress

4.9 Interest Rate Policy. Interest rate liberalization has proceeded apace since 1989 and
reforms have been introduced without causing distress. The central bank, Bangladesh Bank, now
specifies only the floor deposit interest rates for savings accounts and fixed deposits in banks and
establishes interest rate bands for lending to agriculture, small scale industry and exports. In addition,
the Government uses its moral-suasion to influence nationalized commercial bank interest rates.
Deposit and lending interest rates are, however, high in real terms. The oligopolistic nature of the
banking industry not only permits its dominant players (NCBs) to influence market interest rates, but
the relatively high cost structure of NCBs influences high lending rates. Deposit interest rates at the

' 'World Bank Lending for Small and Medium Enterprises: Fifteen Years of Experience,' Industry and Energy Departmnent
Working Paper, Industry Series Paper No. 20, December 1989.



-134-

NCBs are high in real terms (Table 4.1) because Bangladesh Banik (BB) has not lowered floor deposit
rates as rapidly as inflation has declined and competing instruments offered by the National Savings
Directorate offer attractive returs. Lending interest rates are high in real terms because the NCBs
have a high cost of funds and must cover high bad debt provisioning requirements and capital adequacy
norms imposed by prudential regulations. The small domestic and foreign private banks, which are
more efficient, have been sheltered under the oligopolistic market dominance of the nationalized and
denationalized banks, enabling them to earn high margins. In this comfortable position, the private
banks are apparently unwilling to undercut the NCBs. Thus, interest rates, though substantialy
liberalized, are not filly market determined because of structural reasons.

Table 4.1: High Real Interest Rates at Nationalized Commercial Banks
(percent per year)

Deposits /a Term Loans Working Capital Commercial Loans

Savin2s 1-yr
Fixed

March 1990 0.4 4.8 6.0 5.5 9.2
December 1990 -2.6 1.9 3.1 3.0 6.2
March 1991 -3.1 1.4 2.6 3.0 5.6
December 1991 5.0 9.' 12.1 10.8 14.7
March 1992 4.1 8.2 11.1 9.9 12.8
December 1992 3.8 6.3 10.7 11.7 13.6
March 1993 4.3 7.3 12.2 12.7 14.2
December 1993 6.2 8.2 12.8 14.3 16.0

i Floor rate.
Note: Deflated by Dhaka Middle Cass CPI on a 12-month, point-o-point basis.
Source: Bangladesh Bank. Fnancial Sector Reform Program.

4.10 The GGvernment also continues to introduce distortions in the interest rate structure by
grossly mispricing some of its instruments and offering tax breaks on interest paid. For example,
National Investment Bonds carry a higher interest rate than their risk and maturity warrant and savings
certificates offer high after-tax yields to households. To avoid introducing distortions in market interest
rates, the Government should not pay more or less than the appropriate market rate for its instruments,
depending on their risk and maturity. Its instruments should be priced more rationally. Distorted and
high real lending rates are bound to have had an adverse impact on private investment, and therefore on
economic growth. All available surveys of private manufacturing enterprises consistently show that
limited access te credit and its high cost are at the very top of their list of impediments to faster
growth.' The enterprises also report that the effective cost of credit is usually even higher than the
interest rate when bribes and delays are included.

For example, limited access to credit was cited by respondents to three surveys as being the most important constraint they
face. Their responses suggested that there was a significant gap between the interest rate and the effective cost of borrowing once
delays and bribes were factored in. The three surveys were sponsored, respectively, by the Bangladesh Chamber of Commerce in
1991 (1200 establishments); by the World Bank in 1991 (107 frrms); and by the Bangladesh Apex Agency in 1989 (500
entrepreneurs).
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4.11 Directed and Subsidized Credit. Credit quantity targets for specific sectors or activities
have been by and large eliminated. As part of the financial sector reform program, the Government
agreed to provide interest rate subsidies to priority sectors from its own funds and in a transparent
matner. BB refinance windows have been replaced by a single rediscount window which lends to
eligible banks for any purpose at the same Bank Rate. BB still offers a Tk I billion facility to
participating scheduled banks for term loans to small and cottage industries. Also, the Government has
recently provided substantial funds to development financial institutions and the NCBs at subsidized
rates to onlend to "sick" industries. Furthermore, the Government recently announced that banks
would be asked to lend substantial resources from their own funds for industrial development. The
Government has also made arbitrary remissions of interest and principal for sick industries. Thus, the
Government's commitment to eliminating directed credit entirely is still uneven.

4.12 Because of perceived market failures, many governments, especially in South Asia, have
intervened in credit markets to improve resource aliocation. Generally these interventions have not
been successful as the experience of India and Pakistan amply demonstrates. It is difficult to distinguish
between market failure and projects with low returns, and the incentives in government-owned
intermediaries are not conducive to profitable lending practices. The few success stories in directed and
subsidized credit are where performance incentive difficulttes have been overcome, such as in Korea
and Japan. In these countries, directed and subsidized credit programs were structured very differently
than in South Asia. First, the proportion of directed credit was small. Second, intermediaries used
commercial criteria for selecting projects and borrowers. lTird, the ability to export a sizeable
proportion of output (often a critical test of efficiency) was an important determinant of access to
special credit programs. Fourth, incentives wthin financial instiutions, including government
instiutions, stressed professionalism and performance rather than acquiescence to political pressures.
FbWaly, by promoting the development of private sector institons, and involving them in priority
programs, these economies developed a network of shared risks and shared monitoring-thus increasing
the incentives for all institutions to finance profitable projects. The Government should resist reviving
directed and subsidized credit programs unless it can assure similar conditions in Bangladesh.

4.13 Reserve Requirements. Reserve requirements are imposed on banking institutons based
on deposit liabilides. For scheduled banks, they are currently 5 percent as cash reserve (down from 10
percent) and 15 percent as the statutory liquidity requirement (SLR). These reserve requirements are
not a constrahit on credit availabilit at present. However, in the absence of an adequate supply of
eligible securites, the SLR has caused the banks to hold large excess cash deposits with BB. These
deposits earn no interest, adding to the cost of funds for these banks. Reserve requirements are lower
for agriculture banks, development banks and Islamic banks, providing them with some competitve
advantage over scheduled banks. Insurance companies are subject to investment guidelines that restrict
their portfolios to Government instruments.

Financial Instltutions: Poor Performance

4.14 The formal financial sector in Bangladesh includes: (a) Bangladesh Bank as the central
bank; (b) 22 commercial banks, including four nationalized commercial banks, two denationalized
private banks, ten domestic private banks and six foreign private banks; (c) four Government-owned
specialized banks, two of which hasv targeted the agricultural sector and the two others serve industry;
(d) one Government-owned investment company; (e) four non-bank fnancial institutions; (f) two leasing
companies; (g) two large Government-owned insurance companies Oife and general) and several private
insurance companies, including one foreign owned; and (h) the Dhaka Stock Exchange (DSE).
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4.15 Bangladesh Bank. BB took over central banking functions from the State Bank of
Pakistan at the end of 1971. The State Bank of Pakistan was itself formed in 1948 as an offshoot of the
Reserve Bank of India. 'The modalities of BB's operations still owe much to its origins. The
Bangladesh Banking Order of 1972 specifies BB's central banking responsibilities and gives it
substantial powers to formulate and implement monetary and supervisory policies and to advise the
Government on economic policy. The Banking Companies Act (1991) and Financial Institutions Act
(1993) specify a wide range of prudential requirements and extend BB's powers to issuing directions to
banks and financial institutions.

4.16 BB is in good financial condition and has no open or hidden losses. Its lending to the
Government is not excessive. BB operates the country's payments system reasonably well, especially
considering the poor transport and communications infrastructure. However, despite growing
improvements in its screening of bank auditors, bank supervision capabilities, and staff training, BB
suffers from its past image of a weak and ineffectve organization, without much autonomy or
authority. There is a strong need to continue to strengthen BB (see below), as it would otherwise not
be capable of supervising an expanding and increasingly liberalized ficial system.

4.17 Commercial Banks. As in other South Asian countries, commercial banks dominate the
fmancial system of Bangladesh. Four nationalized commercial banks dominate the banking system with
63 percent of bank deposits and 53 percent of advances in 1993 (Table 4.2). These banks have lost
market share between 1986 and 1993, in deposits from 69 percent to 63 percent and in advances from
56 percent to 53 percent. They continue, however, to exert oligopolistic market power over the
banking system. NCBs have helped to further the Government's socioeconomic objectives by
expanding their rural branch network and lending to agriculture, lending to small scale and cottage
industries and funding SOEs. As discussed below, however, the combination of Government ownership
and attempts to achieve these objectives have been at a high cost in bad loans.

Table 4.2: Deposis and Advances by Type of Bank
(Taka billion in 1989 constant prices)

June 1986 June 1989 June 1992 June 1993

Tk % E k % arowth Tk % arowdh Tk % Growth
bilion share billion share Rate biion shae Rate billion Share Rate

NCBs 102.82 69 115.97 64 4.0 141.04 65 6.7 155.37 63 10.2

Dom. Pdvate Banks 29.17 20 42.66 24 14.0 54.96 25 8.9 61.74 27 21.4

Foreign Banks 9.35 6 13.69 8 15.9 11.27 5 -7.7 11.6 5 2.9

Specaizd Banks 7.53 5 8.59 4 3.3 10.91 5 6.9 13.77 5 26.2

Advaes

NCRs 82.12 56 85.24 51 1.2 103.46 53 6.6 116.76 53 12.8

DEnL Ptivat Banks 20.66 14 33.30 20 16.3 45.63 23 11.7 55.84 25 22.4

Foreign Bans 8.36 5 10.51 7 11.2 7.96 4 -10.1 9.42 4 18.3

Specialied Banks 36.14 24 37.81 22 1.8 39.36 20 -0.9 40.07 18 1.8

Sowre: Bangladesh Bank. Financial Sector Refoun Progam.

4.18 Domestic private banks, which include two denationalized banks, increased their market
share between 1986 and 1993, in deposits from 20 percent to 27 percent and in advances from 14
percent to 25 percent. These banks expanded their network by 33 branches, comprising 85 percent of
the 39 new branches created during FY92. The domestic private bank's growth is more impressive if



-137-

data for the two denationalized banks is excluded. The denationalized banks share many of the same
problems as NCBs. Domestic private banks offer higher interest rates to attract deposits and charge
higher rates on loans (see below). Their service is considered better than NCBs and they have
expanded into fee-based and international services. These banks compete for a limited number of
creditworthy borrowers, but not with NCBs for priority or public sector lending. As BB's supervision
improves, however, problems in the private banks are also emerging, including insider lending. They
also face problems of capital adequacy. Foreign banks lost market share in deposits from 6 percent in
1986 to 5 percent in 1993 (Table 4.2), partly because of the failure of BCCI, and partly because they
offer lower deposit rates. They cater to multinationals, international transactions and high net-worth
individuals.

4.19 The Government and public sector accounted for 23 percent, and the private sector 77
percent of deposits in FY91, about the same distribution as in the previous year. The Government and
public sector increased their share of bank credit from 31 percent in FY91 to 39 percent in FY93
(Table 4.3), reducing the private sector's share commensurately. If the government bonds issued to
NCBs for recapitalization are excluded, over the medium term the share of public credit has remained
more or less unchanged. The sectoral distribution of credit (Table 4.4) shows that the share of industry
has stagnated completely since 1989 at around 27 percent; agriculture's share has also stagnated (the

Table 4.3: Publlc/Private Share of Commercial Bank Credit, FY89-93
(percent, end of period)

FY89 FY90 FY91 FY92 FY93

Public Sector a/ 24.3 23.4 30.8 31.5 38.8

Private Sector 75.7 76.6 69.2 68.5 61.2

Total 100.0 100.0 100.0 100.0 100.0
a/ Includes bonds issued by the Government to NCBs to recapitalize them.
Sources: Financial Sector Reform Project, Bangladesh Bank, and Staff estimates.

Table 4.4: Commercial Bank Lending: Sectoral Shifts and Growth, 1987-t993
(percent)

Sector Dec. 1987 Dec. 1988 Dec. 1989 Dec. 1990 Dec. 1991 Dec. 1992 Mar.
1993

Agric. Foresty & Fishing 28.5 24.5 22.9 22.7 18.3 18.7 18.3
Industy 24.6 23.1 27.1 26.5 27.8 27.2 27.8
Constuction 3.2 3.3 3.9 3.9 4.9 5.1 5.2
Transport & Communication 3.0 2.5 2.5 2.3 2.5 2.3 2.4
Trade 33.7 37.4 30.8 31.0 31.8 32.7 32.2
Working Capital 4.7 4.8 7.8 9.7 9.9 9.1 9.1
Others 4.3 4.4 5.0 3.9 4.8 4.8 5.3

Total 100.0 100. 100.0 100.0 100.0 100.0 100.0

Total Advances (Tk Million)

Total nominal advances 128,344 152,362 183,718 210,457 219,105 249 099 255,458
Total real advances 104,404 114,762 126,605 133,160 131,924 144,815 147,765
Growth Rate (%) 1.0 9.9 10.3 5.2 -0.9 9.6 8.7"

" Annuaized.
Source: Bangladesh Bank and Staff estimates.
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decline in 1991 is due to agricultural loan forgiveness). Overall commercial bank advances actually
declined in real terms in 1991, picking up in 1992, but then slowing down again in 1993.

4.20 The stagnation in credit to the industrial sector is worrisome for its impact on future
economic growth. The standstill in lending is caused by complex factors affecting the supply and
demand for funds. On the supply side, NCBs and the denationalized private banks have become
hesitant to lend because: (a) prudential regulations governing asset classification, provisions for doubtful
and bad debts, income recognition and capital adequacy have exposed their financial weakness; (b) they
face an uncertain future which may include restructuring and privatization; (c) the development banks'
long-term lending is stagnant and the commercial banks do not have the training or experience to make
project loans or develop new products and services; and (d) large industrial projects are difficult to fund
without consortium lending, with which the banks do not have much experience. As a result of this
lending stanstill, the banks have dealt with the resulting excess liquidity by retiring their liabilities with
Bangladesh Bank and increasing their reserves above the statutory requirement.

4.21 The low demand for funds is a consequence of many complex and interrelated factors
including: (a) low domestic demand growth because of the domestic absorption problem; (b) high real
interest rates; (c) low activity in SOEs, among the main clients of NCBs and denationalized commercial
banks, because of uncertainty surrounding future restructuring and privatization (NCB credit to the jute
sector, which was almost 20 percent of annual credit to industry, has virtually ceased); (d) blacklisting
of defaulting borrowers which may preclude many leading investors from access to credit; and (e) a
dearth of creditworthy borrowers with acceptable collateral (some 3,000 small and medium scale sick
ndustries have become uncreditworthy). More generally, as noted in Chapter 11, weak private sector

activity is also due to a range of problems that afflict the business environment. These include
mereased competiive pressure due to import liberalization and smuggling, high domestic wage structure
due to public sector wage awards; Bangladesh's poor image as a foreign investment destination due to
its inadequate infrastructure, labor and law and order problems, and weak implementation of rules
covering foreign investment; and uncertainy about the Government's commitment to reform signalled
by concessions to labor unions and slow privatization.

4.22 Bangladesh's larger commercial banks have performed poorly. All nationalized and
denationalized banks are probably undercapitalized even under the current standard, which is somewhat
lower than the minimum recommended by the Basle Committee. The Government recapitalized the
NCBs to the tune of Tk 17.3 billion in 1992 and Tk 14.6 billion in November 1993. The series of
recapitalizations have been necessary because the lax prudential standards have resulted in deferred and
gradual recognition of losses and cotinmed bad lending. In addition, previous recapitalizations did not
cover bad jute loans. While estimates of bad debts are not definitive because of weak prudential
standards and their yet uncertain implementation, they are likely to be substantial.

4.23 The high default rate among NCB borrowers has occurred because these banks have been
poorly managed and have had Little incentive to make good loans. Government direction and
intervention has been rife. NCBs have had to make high-risk loans to priority sectors, new
entrepreneurs, public corporations, 'sick' industries and borrowers with political influence. They have
also had to endure loan forgiveness programs by the Government. Their own lending practicefs have
not used commercial criteria; for example, they have used imprudently high debt to equity ratios as a
basis for lending. They have also been lulled into a false sense of security because their lending has
been collateralized and bad loans were masked by inadequate accounting practices. It is nearly
impossible to foreclose on collateral and liquidate it. The recent legal reforms undertaken as part of the
financial sector reforms have enabled the banks to obtain decrees in their favor from the Financial Loan
Courts in their cases against defaulters. However, very litfle collateral has actually been liquidated
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because of weak legal enforcement mechanisms. These problems are being addressed through further
legal reforms, including a new bankruptcy law, though these will have to be strengthened by substantial
improvements in enforcement.

4.24 The two denationalized private commercial banks share many of the problems of NCBs.
They have substantial bad loans inherited from the nationalized period. At the time of
denationaization, the quality of their portfolio was possibly not fully disclosed to their former owners.
Saddled with a bad portfolio and poor staff and lending practices, these banks have conducted their
business as if they were still NCBs. Not surprisingly, they have not come up to normal commercial
standards under the new and tighter supervision and prudential standards. Their net worth is likely to
be seriously eroded, specially since they have not had the recapitatization support provided to NCBs.

4.25 On operational efficiency, the other domestic and foreign private banks have fared better
than NCBs and the denationalized banks. Table 4.5 shows that the large private sector banks are more
productive than NCBs: deposits and loans per employee at private banks are almost twice that at NCBs;
private banks mobilize almost three times more deposits and loans per branch than do the NCBs. A
commercial bank's cost strcture is the most important determinant of its intermediation margins, and
significant differences in margins indicate differences in efficiency. Table 4.6 shows the gross
intermediation margin (which includes the interest margin and fee income) of NCBs and private banks.
Margins at NCBs have been consistently lower than at private banks, and furthermore, have been
declining since 1989. These differences are due to: their uncommercial approach to pricing loans,
exacerbated by direct credit to jute and other sectors; their higher share of non-earning assets; and their
lowzer fee income. Private banks are charging higher lending rates and earning more fee income, so
.hat they con afford to pay sWty higher interest rates and still earn higher gross and profit margins.
However, these data do not yet reflect the emerging problems with loan quality in domestic private
banks as supervision and inspection improve, and their loan loss provisioning costs will also increase as
a result.

Table 4.5: Poor Produetivity of Nationaized Commerdal Banks, 1989W92
(taka million)

Type of Bank Deposits per Employee Advances per Employee

1989 1990 1991 1992 1989 1990 1991 1992

NCBs 2.20 2.31 2.67 2.87 1.68 1.88 1.95 2.05
PSBs 3.94 4.09 4.51 4.97 3.25 3.33 3.80 3.75

Deposits per Branch Advances per Branch

NCBs 38.06 40.64 47.41 50.52 29.11 33.10 34.60 36.06
PSBs 107.35 106.63 120.44 133.01 88.51 86.83 101.35 100.41

Note: NCB= Four Naonalized Camrxmil Bank; PSB = Four larget Sector Banks (ArabBaladeBh. IPIC, City Bank and National Bank)
Sowree: Am=a Rtait of varios bab.
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Table 4.6: Public vs. Private: Comparative Margins at Commercial Banks
(percent of average assets)

Aggregate NCBs Aggregate Private Banks

1989 1990 1991 1992 1989 1990 1991 1992

Interest Received 8.84 5.74 8.62 7.12 8.97 10.14 9.88 9.49
Interest Paid 7.47 7.37 7.23 6.59 7.95 8.06 8.06 7.75
Interest Margin 1.37 -1.63 1.39 0.53 1.02 2.08 1.82 1.74

Other Income 1.08 3.81 0.66 0.85 1.73 1.91 2.03 2.02
Gross Margin 2.45 2.18 2.05 1.38 2.74 3.98 3.86 3.76

Operating Cost 2.44 2.23 2.14 2.23 2.47 2.59 2.65 2.50
Staff Costs 1.75 1.59 1.53 1.65 1.16 1.23 1.23 1.21
Other Expenses 0.61 0.56 0.53 0.51 1.00 1.05 1.10 1.00
Depreciation 0.08 0.08 0.08 0.08 0.32 0.32 0.31 0.08

Profit (pre-tax Margin 0.01 -0.05 -0.09 -0.86 0.27 1.39 1.21 1.25

(raka Million)
Total Yr-end Assets 160,804 177,485 200,620 215,644 22,393 24,810 29,462 32,746
Average Assets 141,717 169,145 189,053 208,132 20,749 23,601 27,136 31,104

Source: Bangladesh Bank and Staff estinates.

4.26 SpecIalized Banks. Two specialized banks serve industry and two serve agriculture. The
indstial development banks - Bangladesh Shilpa Rin Sangstha (BSRS) and Bangladesh Shilpa Bank
(BSB) -- are publicly owned and severely troubled institutions that have been largely moribund for
several years. They are among the worst performing banks in the World Bank's development bank
project portfolio. Their main problems are political intervention and ineffective management. Prior to
1981, they served different markets. Industrial policy had called for enterprises with fixed assets
greater than Tk 3 million to be in the public sector and BSRS was formed from three pre-independence
financial institutions to lend to this market. BSB, the largest development bank with 1,000 employees,
was formed by merging two other pre-independence institutions to serve mainly small private projects.
Restraints on private sector activity were rolled back and, since 1982, there has been little new lending
to the public sector. Thus, the two instittions differ little in clientele, lending objective or source of
funds. In the past, these institutions relied largely on international credit lines and BB for funding, with
their own fixed deposits accounting for 25 percent of total resources. But, for the last decade, foreign
funding has ceased as BSB and BSRS failed to improve their performance. Domestic funding was also
curtailed at the same time, but has periodically recommenced since 1989.

4.27 Bangladesh Krishi Bank and RAKUB, together with NCBs, serve the credit needs of
agriculture. During the 1980s, a period of seriously deteriorating credit discipline, the Government
directed these banks to expand their rural branch network and increase lending to agriculture. This
expansion outstripped the institutions' ability to mainain the quality of its lending and recovery
programs. Poor debt recovery was exacerbated by the involvement of local Government offircials in
borrower selection, mixed signals created by loan amnesty and interest remission programs and the use
of credit for relief or patronage purposes. Many of the problems with agricultural credit can be
attributed to lax credit discipline and political pressures.
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4.28 Non-Bank Financial Institutions. Bangladesh has 17 general and five life insurance
companies, including one foreign company. The insurance industry is dominated by two large wholly
government owned corporations-Jiban Bima Corporation (JBC) for life insurance and Sadharan Bima
Corporation (SBC) for general insurance. The insurance industry was nationalized until 1984, and until
1990, JBC and SBC had a monopoly over public sector business. In 1989, the latest data available,
JBC accounted for 67 percent of life insurance assets, while SBC had 63 percent of general insurance
assets. Both companies invest heavily in government securities, partially because of regulations on their
it.vestments and partially because of a lack of skills and understanding of risk management.

4.29 There are two private leasing companies started with investments from IFC and the Asian
Development Bank. These companies are very successful and have expanded rapidly. Their collection
rates and profitability are considerably better an banks. In many ways, the lease instument is
appropriate in Bangladesh's situation, especially for small-scale industry. Leasing does not have the
onerous collateral requirements imposed by banks and repossession in cases of default is easier because
the ownership remains with the lessor. Of course, the threat of repossession is no substitute for careful
appraisal, supervision and monitoring.

4.30 Capital Market. Bangladesh's capital market is undeveloped. In particular, institudonal
capabilites are weak and the regulatory framework is fragmented and ineffectual. In 1993, legislation
was passed to create a Securities and Exchange Commission and it has recently been constituted.
Compared with other emerging markets in the region, the market is small in size and trading activity is
thin. The Dhaka Stock Exchange (DSE), a self-regulated body, has 145 listed issues (135 equity, 4
debentures, and six closed-end mutual funds) with a market capitalization of about US$320 million in
March 1993. Only about 25 to 35 issues are traded actively, with a daily turnover of US$20,000 and
monthly turnover of 475,000 shares. DSE had 195 members in 1992, of which about 30 to 40 are
active. The capital market has developed slowly because companies in need of finance could get cheap
credit from NCBs and development banks, and investors can place funds in high yielding instruments
which have much lower risk than equities.

4.31 The Investment Corporation of Bangladesh (ICB) is the largest single investor in the
capital market. With majority Government ownership, it was created in 1976 to broaden the investment
base and develop the capital market. To fulfill this objective, it was given preemptive rights to
purchase shares being issued. ICB engages in underwriting securities and managing mutual funds. It
also offers bridge finance, allowing ICB to defer initial public offerings until an enterprise has
established a track record. Much of this activity was done in cooperation with development banks.
Finally, ICB offers margin lending through its investor scheme to small investors, manages six closed-
end mutual funds and one open-end fund. ICB has performed poorly and large segments of its loan
poi lo are contaminated by arrears, resulting in a bad loan component of 40 percent. Recently, other
private institutions have begun to underwrite issues. The Government is considering whether, with
very firm financial management, ICB could be placed in a sound condition.

4.32 Problems for developing the stock market exist in the demand for securities and supply of
securities. On the demand side, the main difficulty is that the Government offers riskless instruments
with high after-tax returns, whereas equities offer lower returns, partly due to capital, dividend and
interest tax arrangements, with higher risk. On the supply side, high stamp duties and government
controls over instruments and their issue pricing have inhibited the supply of securities. Reforms
underway will address many of these issues. There are 2,000 private companies in Bangladesh,
providing ample scope for the stock market's expansion, if these distortions begin to be removed.
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4.33 FinaUy, money markets have not developed in Bangladesh. There is virtually no inter-
bank market. BB auctions 91-day bills but the buyers are mainly commercial banks which hold them to
maturity to meet reserve requirements or manage their liquidity. Thus there is no secondary market in
them. The Government has also issued longer maturity bonds but they are not traded. Debentures
issued by autonomous bodies and corporations (housing and petroleum) are held by BB and the NCBs.
Thus, there is again no secondaty market. The Government's shift toward funding debt through
savings certificates and away from Treasury bills has also reduced the prospects for a domestic money
market. The development of a money market is important to establish a risk-free market interest rate as
a benchmark for other interest rates.

4.34 Financial Instruments. Because its financial sector is relatively undeveloped, Bangladesh
does not have a great variety of savings or lending instruments. By far the most important savings
instruments are savings and fixed deposit accounts with banks and other fnancial institutions. By
comparison, Government securities outstanding at the end of June 1992 amounted to less than 20
percent of bank deposits. Among Government securities outstanding, Treasury bills constituted about
49 percent, savings certificates 45 percent and bonds 6 percent. The value of equities and debentures
was less than 5 percent of bank deposits, with debentures constituting a tiny part of capital market
instuments. The noticeable features of these instruments are the high real interest rates and irrational
risk-return profiles. Development banks have a sizeable stock of long-term loans outstanding, but net
flow has been low for the past few years. Finally, leases have come into use in Bangladesh recently.
Bank credit or long-tern lending have not been successful in Bangladesh for the many complex reasons
stated above. Given the relatively unreliable level of information available about financial institutions
or borrowers in Bangladesh, this narrow range of instruments is appropriate. Insured bank deposits and
cash credit, the main savings and loan instruments, tend to minimize information problems between
borrowers and lenders.

Restoring Flnandal nstitutions to Health

4.35 In spite of reforms implemented since 1989, and significant progress made in financial
policy, Bangladesh's financial sector remains underdeveloped and continued reforms are needed along a
broad front. The main issue is that the quality of financial intermediation remains poor. Almost all
long-term lending to industry for several years appears to have been bad. The cost to the economy's
growth has been enormous. Thus, improving the quality of intermediation dominates other important
concerns such as resource mobilization and money and capital market development. Under present
circumstnces, additional resources at the disposal of NCBs would only result in more bad loans.
Money and capital market development is contingent on the participation of healthy financial institutions
and reputable firms in need of financing for expansion. A sound, efficient banking system, the main
financier of industry, agriculture and trade, is essential for economic growth. Bankers' role in
independently screening and monitoring investments and sharing risk, is crucial for the development of
entrepreneurs and the economy.

4.36 Commercial Banks. There is ample evidence that the Government, like other South
Asian governments, has not been successful in owning and managing banks. Politically motivated
directed and subsidized lending has been rife and management accountability has been absent. Attempts
at commercialization of government-owned banks in South Asia have not met with success. Countries
similarly situated have implemented reforms gradually for many years to improve the performance of
its banks, but they are still inefficient and provide poor service and are saddled with bad debts and
inadequate capital. International experience suggests that developing a competitive, efficient banking
system under government ownership is difficult at best. Thus, Bangladesh should privatize NCBs,
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allow new banks and financial institutions entry and permit the orderly exit of failed banks and financial
institutions to develop a competitive, efficient private financial sector which can contribute fully to
industrial and economic growth. Commercialization of the NCBs, while welcome, will not substitute
for their ultimate privatization. As experience elsewhere shows, privatization works when done
properly. The two banks privatized in Pakistan, Muslim Commercial Bank and Allied Bank, have
performed very well (Box 4.1). They have outperformed public sector banks in deposit growth,
controlling administrative expenses and the level of fee income generated. Furthermore, increased
competition among banks in Pakistan has reduced bank spreads and intermediation costs for borrowers.

Box 4.1: Pakistan: The Benefits of Commercial Bank Privatization

In 1990, the govemment of Pakistan privatized two of the smallest nationalized commercial banks, Muslim Commercial Bank
(MCB3) and Allied Bank Limited (ABL). MCB was sold to a geographically and sectorally diverse group and ABL to its
management and employees. These banks dramatically outperformed the remaining nationalized banks in terms of deposit
growth, controlling administrative expenses and the level of fee income. Because of increased competition, the spreads of the
remaining nationalized banks came down by 33 percent between 1990 and 1991. In 1992, MCB's deposits grew by 29 percent
and since privatization, it has created 600 new jobs, inducted management experts and introduced modem technology.
Between 1990 and 1992, MCB's deposits per employee increased by 82 percent, pre-tax profits per employee by 75 percont
and pre-tax return on shareholder funds by 53 percent.

4.37 Rupali Bank, the partially privatized NCB, has been identified by the Government as a
candidate for privatization. It should be privatized as soon as feasible. There appears to be some
slippage in the progress toward this goal, and this needs to be rectified. The privatization strategy
should minimize restructuring prior to pnvatization and fully disclose Rupali's condition to enable
buyers to make informed bids. Restructuring prior to privatization could include a financial package to
restore solvency and some downsizing of staff and branches that could be done quickly witthin a few
months, Jeaving the main effort to the buyers' judgement and strategy. It may be advisable to amend
the regulations restricting bank ownership by a group to 5 percent to interest buyers who can also
manage the bank. Successtul privatization will also require imposing a hard budget constraint on the
SOEs, the main debtors of these banks-the major restructuring effort in the jute sector will assist in this
regard. The privatization process should be transparent and utilize an auction to gain political support.

4.38 To reverse the public's poor perception of bank privatization, previous unsuccessful
attempts (Box 4.2) should be rectified as a priority. The denationalized banks, Uttara Bank and Pubali
Bank, have performed as badly as the NCBs. Uttara Bank and Pubali Bank need to be restructured
urgently by the Government with BB's intervention and assistance. Restructuring could include a
financial package to restore solvency, management and staff reorganization and branch closure. Where
necessary, the problems in domestic private banks also need to be dealt with.

4.39 The Govermment should then build on the decisive, and hopefully successful, privatization
of Rupali and interventions in Uttara, Pubali and other private banks, to privatize the remaining three,
or at least two of the three, NCBs. As these banks are the biggest in Bangladesh in terms of branches,
staff, deposits and assets, some phasing of privatization may be desirable for several reasons: (a) the
Government's recapitalization obligations will be substantial; (b) finding sole buyers or a dominant
buyer combined with widespread public ownership will not be easy, even if the banks are downsized or
broken up; (c) pre- or post-privatization downsizing of branches and staff will be politicaly difficult
and cannot be undertaken for all three simultaneously; and (d) the downsizing of their rural network has
to be coordinated with a strategy for BKB and RAKUB, the specialized agriculture and rural credit
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banks (see below). In spite of these difficulties, decisive action to start preparation for privatizing these
banks should be taken immediately, if only to remove the uncertainty surrounding their future.

Box 4.2: How Not to Privatize: The Poor Experience with Bank Privatizatlon In Bangladesh

The privatization of two nationalized commercial banks (NCBs) in the early 1980's offers some
interesting lessons in the pitfalls of implementing a policy of privatization. While the privatization of one bank
(Rupali) was stalled after partial sale, the Government divested two other banks, Pubali and Uttara. The decision
to divest these banks was related to the fact that their previous owners were Bangladeshi, and thus no legal
entanglements were expected. The process of divestiture was, therefore, limited to negotiating only with the
previous owners. However, to make it politically acceptable, a portion of the shares was reserved for the
employees, and a small part for Government. The sale prices of Pubali and Uttara were fixed by Government on
its "valuation' of net worth. Anxious not to miss a political window of opportunity, the Govermment skipped the
essential task of properly evaluating asset values and restructuring finances where necessary. Even the asset
valuation was reportedlv unavailable to the prospective owners.

Almost a decade after privatization, the competitive position and operational efficiency of the two banks
has hardly changed, no major management changes have occurred, redundant staff has not been shed, and the
banks are suffering huge operating losses. In spite of the fact that both banks did not provide for classified loans,
their combined loss in 1991 alone amounted to about Tk 243 million. A large part of the ongoing problems of the
privatized banks can be traced to the history of mismanagement during the period of public sector management.
Substantial advances-transfenred during privatization as assets-have now turned out to be non-performing;
overmanning continues under threat of militant unionism; and unprofitable branches cannot be closed as they serve
the Government's social programs. While one bank is owed almost Tk 240 crore by Government-owned
corporations (mainly textile mills) and on account of the recent Govermnent agricultural loan forgiveness scheme,
the other carries almost Tk 200 crore on account of the directed jute credits. Above alL the Government has not
taken an evenhanded approach between NCBs and these private banks in meeting its debt obligations. In one
case, wl.ereas it compensated all the NCBs for its guaranteed debt for a closed ouTt Government consumer
corporation, it refused to pay the privatized bank, which had to ultimately seek a decree from the High Court.
Another important aspect which has seriously undermined commercialization of these banks is the continuing lack
of autonomy on staffing issues. The privatization terms not only bound the purchasers to abide by the service and
employment rules agreed to by the Government in 1982, the banks were also required to follow strictly the
frequent pay raises and annual bonuses awarded to publio enterprises. In short, the basic ingredients for successful
privatization-a healthy cash flow and managerial autonomy-were missing, thereby elimninating the possibility of
any genuine commercialization.

With hindsight, three major lessons can be learned from the early experience with bank privatizations in
Bangladesh. First, while change in ownership is a necessary condition, it is not a sufficient condition for
successful privatization. There is a need to carefully develop a privatization strategy which includes a thorough
ex-ante analysis of the financial and managerial aspects of the enterprises targeted for privatization. This must be
done within an environment of strong banking supervision. Second, the failure to reap clear economic efficiency
gains results in deepening public skepticism about the privatization p:ocess, and provides Government with a
disincentive for further divestiture programs. Third, the choice of the sale strategy-public offering, wide
ownership, as opposed to a closed deal-is also an important determinant of the ultimate success of the enterprise.
In the case of the two banks, the mere transfer of shares to the previous owners did not precipitate major
efficiency changes. The doubts surrounding the value of assets and the task of fixing responsibility for past debts
has preoccupied the attention of the owners, to the detriment of introducing such changes.

4.40 Development Banks. The specialized bans have performed even worse than the NCBs
and long-term lending to inlustry is at a standstill. Thus, their situation should be resolved as quickly
as possible. The Government has agreed to prnvatize BSRS and is prepared to make up for the bad
debts in its portfolio. BSRS has reduced staff by 40 percent and has obtained a commercial banking
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license to attract buyers. Privatization has been delayed because of political resistance based on a
misunderstanding of BSRS's market value. This resistance should be overcome so that the privatization
proceeds. BSB, the larger industry bank, is probably in as bad shape financially as BSRS and still
retains 1,000 poorly trained staff. Its management is ineffective and subject to political intervention.
In addition, the Government has recently made Tk I billion available to BSB to fund risky rehabilitation
projects. Damage control measures should be implemented immediately and options for its future
should be explored.

4.41 With the low average collection rates from agricultural credit, BKB and RAKUB are not
viable financial institutions. The experience of many developing countries suggests that the formal
financial sector institutions are not successful lenders to agriculture and other rural borrowers. The lack
of success is partly due to directed credit, subsidized interest rates and other policies. Research done by
the World Bank on several countries, including India, suggests that the informal sector lenders are mnore
successful in meeting rural non-farm and agricultural credit needs. While the interest rates they charge
are higher than formal sector rates, their rates are generally not monopolistic. Rather, they incorporate
fully the higher cost and risk of rural credit. An analysis of informal credit in rural areas should be
made to ensure that those markets are competitive and the NCB rural network and BKB and RAKUB
downsized accordingly. A much smaller network capable of charging market interest rates could be
financially viable. This network could cooperate with the informal sector through an agency system to
expand fund availability and ensure competition.

4.42 Finally, new banks and financial institutions should be allowed to enter if they fulfill
stringent and transparent criteria. Apparently 47 applications for bank licenses have been received and
17 of these are considered serious, but no license has yet been granted. New entry and privatization
will add to competitive pressures and bring down intermediation costs. In addition, new entrants may
offer new instruments and services. The success of the two leasing companies started a few years ago
has added an instrument appropriate for small scale industry development in Bangladesh.

Financial Regulation: Ongoing Need to Strengthen

4.43 Financial regulation needs urgent attention to ensure the safety of the financial system
during the process of restoring the NCBs to health and as private banking expands through privatztion
and new entry. Prudential regulation and supervision should be upgraded, as should the capacity for
enforcement. The legal system requires special attention to safeguard the interests of lenders and
enable them to liquidate collateral in case of default. Finally, accowing and audit standards should be
brought up to international levels to support prudential regulations and supervision and to protect
lenders.

4.44 Bangladesh Bank. BB is the regulator and supervisor of the financial system and is
faced with a multitude of difficult banking problems that it must tackle on a large scale. While its
performance has improved in recent years, it still has some serious shortcomings. One priority would
be to review the Bangladesh Banking Order to define BB's role and spell out its responsibiLities and
authority clearly. International experience suggests that, while there must be close coordination
between fiscal and monetary policy management, central banks are more effective with a high degree of
operational and legal autonomy. Because the key to more autonomy is improved performance, the
current reform efforts should be strengthened urgently. BB's performance has been eroded by poor
staff recruitment and promotion policies and management practices. Rationalizing the organizaion
structure and reviewing personnel policies would be a good stardng point. In addition, an early review
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of a few areas of potential risk such as monetary policy capacity, prudential regulation and supervision
capability, foreign exchange operations, and deposit insurance would be valuable.

4.45 Prudential Regulations. Most countries have embraced a framework of prudential
regulations under which banks are expected to operate. In Bangladesh, broad powers to regulate the
banking system are contained in the Banking Companies Act (BCA), 1991 and its amendtnents in 1993.
BCA and various BB circulars specify rules for (a) obtaining a banking license and expanding branch
networks; (b) intervention in banks, suspension of business and winding up; (b) corporate governance,
including insider lending; (d) prudential management including minimum capital, equity participation,
lending exposure limits, income recognition, asset classification and provisioning; and (v) enforcement
powers. These rules have certainly inproved the financial sector's regulatory environment, but many
are lax by international standards and need to be revised. For example, asset classification and
provisioning rules have made the enormity of the bad debt problem transparent, but they are slack by
international standards. Thus, loans overdue by one year are considereJ substandard in Bangladesh but
bad by international standards. Many substandard loans are actua;;y bad, but it takes years for them to
be classified as doubtful and then bad. The cost of bad debts is deferred to the future and many pre-
1989 bad debts are still not fully provided against. Thus, current borrowers pay high interest rates
charged by banks to permit provisioning for bad loans made years ago. Quicker recogntion of bad
debts, more stringent provisioning requirements and a one-shot full recapialization of NCBs
accompanied by a major management restructuring should lead to lower lending interest rates and avoid
a series of NCB recapitalizations spread over several years. The one-shot recapitalization would also
make current NCB performance more transparent as the impact of poor lending in the past would have
been removed.

4.46 Until recently, there were no regulations intended for non-bank financial instiutions in
Bangladesh. In 1989, Non-bank Financial Institutions Guidelines were issued by BB and the Financial
Institutions Act was passed in 1993 to update the regulation and supervision of these institutions.
Regulation of the capital market was spread over several pieces of legislation and implemented by at
least four agencies. Currently an effort is being made to rationalize supervision of capital markets
under the Securities and Exchange Commission.

4.47 While prudential regulations have been upgraded, much remains to be done to bring them
up to international standards. The prudential ratios that need to be brought to international standards
include capital adequacy, income recognition, asset classification and doubt I bad debt provisions,
insider lending, banks' equity participation in other companies, lending exposure limits, and liquidity
management. Currently, although BB has jurisdiction over issuing bank licenses and bank branching,
in practice the Cabinet is consulted on most decisions. The application criteria and procedures for
banks should be outlined in detail and applicants meeting those criteria should obtain licenses
automatically. BB has powers to intervene in problem banks but the procedure is time consuming and
inflexible and needs revision.

4.48 The regulation limiting bank ownership by one person or group to 5 percent may need to
be relaxed, even though a waiver clause does exist. The regulation has been imposed to prevent the
concentration of economic power, but may slow down the privatization of banks and the entry of new
institutions. Investors prepared to risk substantial amounts of equity need to have management contol.
Concentration of economic power can be checked by increased competition and better supervision.

4.49 Supervision. The Banking Companies Act, 1991 and the Financial InsXtitons Act, 1993,
provide BB with a sound legal basis for supervising banks and finance companies, permitting it to take
all necessary measures to ensure the safety and soundness of the financial system. It conducted routine
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comprehensive inspections of 1,414 bank branches and special inspection of 382 branches in FY92. In
addition, it conducted routine inspections of 35 branches of investmnent companies and special
inspections of 16 branches in the same year. Recently, highly welcome efforts have been made to
improve supervision. BB has shifted its focus of supervision back to banks as a whole rather than
branches (required when new provisioning guidelines were introduced in 1989), improved its off-site
surveillance and begun to use a bank rating system based on the U.S. CAMEL system. It is improving
its capability by providing training and ensuring the selection of better external auditors. A set of
common returns for all financial insttutions is now in place for scheduled banks.

4.50 BB's supervision department has improved in recent years but is still diffuse and needs a
tighter, simpler, more functional organization. BB's overall institutional weaknesses also impinge on its
supervisory capability. Its inspection department and information systems for supervision are weak.
Poor accounting policies, unspecialized staff, rigid promotion rules, and union problems have not
helped. Supervisory staff should be specialists, their compensation and promotion should be based on
merit. Supervision practices should be revised to assess the banks' activities and abiliy to identify,
measure and control risks and optimize profits. Off-site surveillance reports shoul'i be rationalized and
decreased in number.

4.51 BB has been reluctant in the past to take action, *for political reasons, against banks known
to be in bad financial condition except in the most egregious instances of fraud. BB should now
intervene more aggressively in troubled banks to develop a sound private banking system and legal and
political barriers to action should be dealt with expeditiously and firmly. Delays will prove costly for
the Government, and ultimately for the economy.

4.52 Deposit Insurance. The Bank Deposit Insurance Ordinance was promulgated in 1984.
Deposit insurance is provided for Tk 60,000 per depositor. Membership is mandatory for all banks and
the low premium applies to all banks uniformly. The scheme is underfuh4ed because of low premiums
and lack of investment income and the premium funds are commingled wit BB fuids.

4.53 Legal Framework. The framework of business laws and legal procedures should
faciliate transactions and the abilty of contracting parties to enforce contracts in a timely and cost
effective manner. Banks and other financial institutons have to be able to foreclose and liquidate
collateral in the event of borrower default. Recently, several pieces of legislation were passed in
Bangladesh to improve its legal framework for the fmincial system. Among these are the Banking
Companies Act, Financial Loan Courts Act, Securities and Companies Commission Act, and the
Financial Instiutions Act. Bankruptcy legislation is under preparation. Gaps, however, still exist. The
laws relating to contracts, negotiable instruments and statute of limitations need to be reviewed. The 21
special debt recovery courts issued 9,700 decrees in the first 13 months, and assisted in some out-of-
court settlements, but the lengthy appeal process has stymied actual recovery. Some time limit should
be placed on the appeals process and private foreclosure should be permitted to expedite liquidation of
collateral. The jurisdiction of the Financial Loan Courts now needs to be logically extended by
amending the law to include the implementation of its decrees. At the moment, implementation of Loan
Court decrees is done under the Civil Procedure Code, which takes years and can afford the NCBs little
hope of collecting on their collateral within any reasonable time frame. The special foreclosure powers
given to development banks have not been used. Thus, much needs to be done to improve contract
enforcement, especially to encourage private sector financial institution lending for industria projects.

4.54 Accounting, Audit and Information Agencies. Finance is an information intensive
industry that relies on accurate, timely and transparent information for its functioning and development.
The Government has taken several steps to improve banks' accounting policies (mentioned above) and a



-148-

BB Accounting and Audit committee has formulated criteria for the selection of external auditors for
banks and fnancial institutions. There is also a Standing Committee for reviewing bank and financial
institution inspection reports. BB has recently established a credit information bureau to track
borrowers and assist banks in risk management.

4.55 Among South Asian countries, Sri Lanka is the most advanced in adopting international
accounting and audit standards. The Government of Sri Lanka is working with the accounting
profession to require all large companies to adopt these standards and is establishing an Accounting
Standards Board to monitor compliance. Bangladesh should consider following Sri lanka's lead.

C. TOWARDS FLEXIBLE INDUSTRIAL LABOR MARKETS

4.56 There are powerful links between labor market policies and economic development in
Bangladesh. The availability of productive job opportunities is the main route of escape from poverty
for the poor whose only asset may be their labor. Both labor supply and demand are crucial, as is the
functioning of labor markets.

4.57 The supply of efficient and competitive industrial labor is necessary for the success of
Bangladesh's strategy of encouraging labor-intensive manufactured exports. As the experience of the
high-performing East Asian economies demonstrates, motivated workers with the requisite training and
skills are key to determining the economy's capacity to grow, compete, assimilate new technologies,
and adapt in an open economic environment. Effective demand for both unskilled and skilled men and
women in the work force depends on sound macroeconomic, technological and strategic policy choices.
The interaction between supply and demand depends on well-functioning, flexible labor nuwke that
efficiently allocate labor to emerging economic opportunities, link real wages to productivity, allow and
encourage firms to restructure to remain competitive, foster labor-management cooperation, send
appropriate signals about skill needs to workers, and strike a balance between employment generation
and job security.

4.58 Excessive government intervention has prevented Bangladesh's labor markets from playing
this role. Public wage policies and minimum wage regulations have allowed wages to increase faster
than productivity, with a resulting serious loss of international competitveness for public and private
firms. Low productivity has also been caused by historically low levels of investment in plant and
machinery. Labor legislation imposes high costs on firms needing to retrench workers in the process of
adapting to changing world market conditions. There has been serious overmanning in most SOEs, a
manifestation of the public consumption profligacy of the 1980s. This legacy is now posing sharp
problems of SOE restrcuring, privatization, and accelerated, pro-market reforms.

4.59 Over the past two decades, the Government's all pervasive role in the labor market has
bred an excessive politicization of labor relations, and a deep distrust between labor and management.
There has been no concerted effort in Bangladesh to understand and use the political economy of
successful reforms in the context of labor markets. Experience on this has shown that to sustain and
accelerate reforms, policymakers need to ensure that at most points during the reform process the
potential winners outnumber the losers.' This requires using relevant institutions, such as trade unions,

I See Richard B. Freer, -n, 'Labor Market Institutions: Help or Hindrance to Economic Development.' Proceefings of the
Annual Conference on Developnen Economics 1992. Supplement to the World Bank Economic Review and the World Bank
Research Observer, The World Bank, l993.
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creatively and cooperatively. Instead, trade unions in Bangladesh have come to rely on general strikes
and country-wide agitations to pressure the Government, because they have not had recourse to more
conventional channels of direct industrial negotiations with employers. As a result, Bangladesh suffers
from a poor image of industrial relations, thereby discouraging domestic and foreign investment, and
hampering private sector development.

4.60 Bangladesh's labor force was estimated in 1989 at 50.7 million people, and is growing at
around 3 percent per year. Internationally, it is more usual to measure the labor force from age 15
rather than 10, as is current practice in Bangladesh. The labor force of age 15 and above was 46.5
million people in 1989. Of this labor force, the sectoral distribution was as follows: agriculture was the
largest employer (64 percent), then trade and services (15 percent), manufacturing (14 percent),
construction and transport (4 percent) and other (2 percent). This labor force would be esdmated at
some 52 million people in 1993, with around 1.6 million workers entering the labor force every year.
Providing productive employment for these new entrants into the labor is a colossal challenge.

4.61 Bangladesh's labor market is dominated by the informal sector. Of the total labor force in
1989, 45.8 percent were classified as unpaid family workers, 29.6 percent were classified as self-
employed, 15.1 percent were classified as casual workers, and only 9.5 pf it had regular full-time
wage-employment. Hence, roughly 90 percent of Bangladesh's labor are v ing in the informal
sector, or are hired as day-workers by formal sector firms. Yet, the rate of open unemployment has
remained very low (1.0-1.8 percent) as sharing of low productivity work continues, implying a high
rate of under-employment. Estimates of under-employment indicate that it was equivalent to a 26
percent open unemployment rate in 1993, and could rise to as much as 31 percent by the year 2000,
unless policy reforms are implemented quickly.

4.62 The Government is the largest single employer in the formal sector. The civil service has
around one million sanctioned positions. There were about 400 thousand contracted project workers,
and some 200 thousand blue coltar workers in SOEs. Of the formal sector employees in 1989, around
35 percent were employed by the Government. Hence, it is not surprising that Government wage and
employment policies have an important impact on the formal private sector, especially in
manufacturing.

4.63 In general, the level of education of the labor force in Bangladesh is not very high
(Table 4.7). As would be expected, urban non-agricultural workers are more educated than the average
for the labor force. Workers in mactring, finance, transport and communications, and trade, are,
in general, also better educated in the urban areas. In urban m in, 40 percent had education
up to the 10th class, and 15 percent above that. While a labor force with large numbers of uneducated
may be able to provide adequate skills for assembly-type productive activities that require mainly on-
the-job training, it is clear that more sophisticated production processes will require workers with
appropriate education and skill mixes as export-oriented, economic growth picks up. Thus, an increase
in the general level of education is desirable for an export push, apart from its other social imperatives.
As for specific higher skills, experience from many settings suggests that market provision is usually
the best solution. If real wages are linked to productivity, i.e. if a worker who acquires skills becomes
more productive than an unskilled worker, and real wages correctly reflect this productivity gain, then
the worker would be willing to make an investment in skill training in view of higher future earnings.
Under such circumsta, the worker should be able to purchase the appropriate training. For workers
who are budget constrained, special credit programs for training could facilitate this. In contrast,
highly-subsidized or free government training programs more often than not train people for the wrong
type of skills, and do a poor job in terms of quality. This further emphasizes the fact that the link
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between wages and productivity is key: if a skilled worker does not receive an appropriate return, he
will not invest in skill acquisition.

Table 4.7: Educational Level of the Workforce, 1989
(percent)

No Education Class 1-10 Class >10 Total

URBAN
Manufacturing 46 40 15 100
Trade, Restaurants 26 52 21 100
Transport & Communications 53 35 13 100
Financial & Business Services 2 16 81 100
All Non-Agricultural Workers 35 38 27 100

NATIONAL
Manufacturing 67 29 5 100
Trade, Restauranuts 43 45 12 100
Transport & Communications 62 31 7 100
Financial & Business Services 9 20 71 100
All Non-Agricultural Workers 48 34 18 100
All Workers 64 29 7 100

Source: Bangladesh Bureau of Statistics, Labor Force Survey, 1989.

4.64 Reforms are needed to bring about significant change in the fnctioning of labor markets
so that they can support accelerated growth of the private ma rn sector in Bangladesh. Labor
market reforms should be implemented to ensure that growth in the future will be labor-intensive.
Government reforms should focus on both public sector wage policies, which affect overaU wage levels
in the economy and hence have an important impact on competitiveness and employment; and policies
directly affecting private firms, particularly on minimum wage legislation, legislation on retrenchment,
and policies affecting industrial relations.

Public Sector Wage Policies

4.65 Public sector wage policies have an important impact on the overaU level of public
expenditures; and hence on fiscal equilibrium. This is a powerfal argument for ensuring that
appropriate wage policies are in place. In Bangladesh, there is anoher reason why public wage policies
have a significant impact on the economy. Public wages tend to lead private wages so that excessive
increases in public sector wages could result in a generalized loss of competitveness and a decline in
private sector employment. Public workers represent around 35 percent of formal employment in
Bangladesh. When they receive wage increases, pressures for similar increases for private workers
mount, particularly, in sectors with a strong public presence, for example jute and textiles.1

4.66 Public sector wages are determined by National Wages and Productivity Commissions
(NWPC), created by Government from time to time. The Commissions propose a uniform wage
structure affecting all public sector workers. Commissions' recommendations have usually been based

F For example, in mid-January 1994 seven private jute mills in Khulna closed when workers demanded wages and allowances
at par with new wage rates in public sector jute mills (under an agreement signed between public jute mill workers and the
Government in July 1993). See *Workers' Action Leads to Closure of Jute MiOs," Mornng Sun, January 16, 1994.
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on social and political considerations, with little regard to economic, particularly productivity issues.
As a result, public sector wages have increased in real terms by 11-24 percent since the mid-eighties,
at a time when productvity was declining and SOEs were making huge losses. Unrealistic public wage
policies led to increases in private wages. This situation should not be allowed to continue, as it
discourages the expansion of the labor-intensive manufacturing sector. Government should immediately
take steps to institute a more de-centralized system of real wage determination, which would lead to a
closer link between wages and producdvity growth.

4.67 Drawbacks of the Present Wage Determination System. Even though there are some
small differences, SOEs can be regarded as covered by a single set of uniform pay scales and
allowances determined by Government on the recommendation of the NWPCs-four commissions have
been established so far in 1973, 1977, 1985 and 1991. In the period between NWPCs, the Government
provides workers with increases in the form of dearness allowances. The State-Owned Manufacturing
Industries Workers (Terms and Conditons of Service) Ordinance of 1985 forbids colnective bargaining
on wages and allowances in SOEs. NWPCs include representatives of trade unions, employers and the
Government. However, the tripartite nature of NWPCs does not amount to collective bargaining,
because the Government retains the right to accept, reject or modify NWPC recommendations. For
example, in July 1993 the Government announced a minimum basic wage for public workers of Tk 950
instead of the Tk 1,000 recommended by the NWPC. Rather than a form of collecdve bargaining, the
NWPC represents a process of consutation in a system where pay and allowances are determined
unilaterally by the employer-the Goverment.

4.68 This centralized wage setting system has led to a deterioraton of industial relations in the
country, as it generates considerable pent-up pressures for a coordinated trade union response in a
siuation where there are no provisions for orderly, predictable collective bargaining. While the
Government may take decisions unilaterally, it does so in a highly charged public arena of industrial
and political pressures from trade unions. The Government is inevitably affected by these public
pressures, which are expressed pohitically-on occasions even violently-because there are no
arrangements for trade unions in the public sector to express themselves otherwise. The occasional
opportunity to make a representation to a NWPC creates expectations that are subsequently rebuffed, as
workers are unable to negotiate over the acceptance or implementation of the commission's
recommendations. Such discussions as may take place are outside the Government's own policy on
collective bargaining in the private sector, as they involve discussions with federations that are not
collective bargaining agents (CBAs) and are therefore not required to accept the legal responsibilities
incumbent on parties to collective bargaining.

4.69 The NWPCs have not functioned, and possibly cannot function, as Wages and
Productivity Commissions. Given the constraints of a single wage structure for the entire public sector,
they have only ended up as wages commissions, ignoring their productivilty mandate. The existence of
a single set of uniform pay and allowances means that it is virtually impossible to link the pay of
individual enterprises or subsectors to their economic conditions, ability to pay and labor market
circumsances. A uniform wage structure cannot provide sufficient flexibiliy to allow enterprises to
adapt to changing conditions, or their own specific requirements. In particular, a uniform structure
does not permit sufficiently flexible pay systems that can encourage productivity increases at the
enterprise level.

4.70 Under the cirumstances, it is not surprising that nearly all NWPCs have made their
recommendations on the basis of social and political concerns with little or no reference to productivity.
The wage increase awarded in 1993 on the basis of the recommendation of the 1991 NWPC provides a
good example. Between 1986 (the preceding wage award) and 1993, the performance of the SOE
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sector deteriorated to the point where their annual losses imply a drain on public resources equivalent to
one-fifth to a quarter of the realized ADP. Moreover, enterprises in key export sectors, such as jute,
are facing a serious loss of competitiveness; and others in key infrastructure areas, such as power, are
making huge systems losses primarily due to irregular practices. Yet, the process of wage
determination led to real increases ranging between 11 percent and 24 percent, depending upon the
grade (Table 4.8). The additional cost to those loss-making SOEs (Tk 3 billion in FY94) wiln
ultimately have to be financed possibly either by the Treasury or by the banking system.

Table 4.8: Impact of 1993 Wage Award on SOE Worker Compensation
(Tkamonth)

Grade 1 Grade 8 Grade 16

A. In Nominal Terms
FY86 1,029 1,419 2,018
FY93 1,924 2,910 4,214

Percentincrease 87% 105% 109%
B. In 1986 Constant Tabas '

FY86 1,029 1,419 2,018
FY93 1,143 1,729 2,503

Percent increase 11% 22% 24%

31 Deflated by the Dhaka Middle Class CPI.
Source. Ministry of Labor and Manpower.

4.71 Public wage policies have also led to a loss of competitiveness in the private sector. In
readymade garments, Bangladesh's fastest growing export, while the unit labor cost of producing a shirt
in Bangladesh in the mid-1980s was lower than the cost in the U.S. (Table 4.9), it was double the unit
labor cost in Sri Lanka, a major competitor and the appropriate comparator for Bangladesh.
Furthermore, the unit labor cost in Bangladesh was 60 percent of Hong Kong's and 50 percent of
Korea's, whereas it should have been much lower (Sri Lanka's was 30 and 28 percent, respectively) if
Bangladesh is to be able to compete successfully in an eventual non-quota environment. While it is
very likely that labor productivity in garments in Bangladesh has improved since the 1980s, the gap
then was large enough to suggest that this could still be a matter of concern.

4.72 The jute sector, where SOEs play a major rol'. also provides a good example. The
secular loss of competitiveness in the industry is partly respe.-sibi for the major restructing of the
sector that is now being started. Table 4.10 shows that unit la.-vi costs, for all types of jute goods in
private sector mills, have increased rapidly since the public sector wage awards in FY86. The increase
in unit labor cost was not matched by an increase in export prices. As a result, the unit labor cost
which represented 40.3 percent, 27.4 percent and 37.4 percent of export prices for hessian, sacking and
CBC in FY86 rose to 78.4 percent, 66.5 percent and 58.6 percent in FY93. Private jute mills are
making huge losses-Tk 20,647/ton of hessian, Tk 10,633/ton of sacldng and Tk 16,888/ton of CBC-
that are covered by borrowing from nationalized commercial banks. Hence, the rapid increase in their
labor costs after 1991 cannot be jusified by economic conditions.

4.73 Wages and Productivity In the Public Sector. There appears to be an emerging
consensus in Bangladesh that public sector wages should somehow reflect changes in productvity.
However, litle has been done to implement reforms in this area. Two practcal reasons are forwarded
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to explain the inacdon. First, it is argued that it would be very difficult to arrive at a formula linkig
wages to value added, or any other measure of production, that would be transparent and yield
politically accptable results. Second, it is argued that labor productivity is often low due to reasons
beyond workers' control-e.g poor management, over-staffing, low investment, power shortages, or
lack of spare-parts. In those cases, it is felt that it would be unfair to penalize workers through lower
wages.

Table 4.9: Unit Labor Cost of Producng a Sblrt

Person-hrs/ Wage/hr Unit Labor Cost
Shirt (US$) (US$)

Bangadesh 1.870 0.15 0.281
Sri Lanka 0.400 0.35 0.140

Hong Kong 0.329 1.40 0.461
Republic of Korea 0.346 1.53 0.529

D evelooed Comd
Ul.S.A. 0.233 7.53 1.757

So8rce Mahmd Kha and Numudd Chow&".r, ITdustrisiwzsud
Employmeat, in Banglaesh: Seeed istses in 1ioyt and DeveIpnw.
IL.ARTEP, New Ded, 1986.

Table 4.10: Labor Costs and Export Pices In Private Sector Jute Mis
('raka/MI)

Ammal Increase
FY83 FY91 PY93 PY86-93

Hesian
Unit Labor Cost 9,265 13,134 17,148 9.2%
Bxport Price 22,985 26,399 21,881
Labor Coslntxp. Price 40.3% 49.8% 78.4%

Sacking
Unit Labor Cogt 4,719 7,528 10,065 11.4%
Export Price 17,246 14,587 15,142
Labor CosUt. Price 27.4% 51.6% 66.5%

CBC
Unit Labor Cost 7,542 11,139 15,274 10.6%
Export Price 20,148 23,735 26,084
Labor Costixp. Price 37.4% 46.9% 58.6%

Sorce: Bnadah Jute Ms Assoiai

4.74 Linking wages to pwdu can be achieved without using a complicated formula. In
fact, setting a mechancal formula for wage determination is probably not feasible or desirable, and a
less interventionist approach may be easier to implement. Public sector wages could be linked to
productivity if the system of wage determinton is changed to allow for collective bargainig at a
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decentralized level; no formula or complicated analysis would be needed. Well-fuctioning labor
markets all over the world ensure that wages do not increase at faster rates than productty over an
extended period of time, and that workers benefit from productivity improvements. This result is
achieved through negotiations between labor and management, even though productvity may never be
explicitly merntioned in such negotiations. The firm's ability to pay is considered to be an important
factor in any collective bargaining siaion, and a clear constraint on wage demands. Ability to pay,
usually measured in tems of profits, is a good proxy for factor productivity. As the productivity of a
firm's factors of production (noaiAy labor and capital) increases, its profits will rise and vice versa.
Thus, wage discussions can be viewed as a way of allocating the firms' value added between labor and
capital, which involves a judgement of the relative productivities of the two factors. For example, if
productivity improvements are mainly due to new capital investments, the firm's depreciation and
interest costs will rise and less of the increase will be available for wages than if the productvity
improvement were only due to labor and no new investments had occurred.

4.75 Low labor productivity is often due to factors beyond workers' control. Nevertheless, it
is impossible to continue raising wages over the long term without considering productivity changes, as
firms will simply reach a point where they are unable to meet their wage bills. Bangladesh's public
sector provides many examples of such situations; several SOEs' wage bills exceed their value added
contibution to GDP. Most of the public industial units have low producty due to over-staffIng,
mismangement and iapproprate government policies. Yet, wages condnued rising for social and
poiical reasons. Losses, which resulted from de-linking wages and produtvi, were fianced by the
Budget and the NCBs. The objective of labor market reforms in a county like Bangladesh should be to
create more prodictive employment and to ensure that most of the jobs created are sustainable over the
long run. This objective cannot be achieved if real wages are de-linked from productvity.

4.76 Towards an Efficient System of Wage Determinnaton. The prese centihzed system
of wage demination needs to be replaced by one that allows for deceralized collective bargin
and differential wage awards that reflect productvity changes. Decentralization should subject public
sector managers and employees to the constraints and discipline of market forces.

4.77 There are ftree essental feaures of a competiive market that can lead to efficient wage
and employment decisions. FRin, enterprises shoud be profit seeking and self-reliant, and not receive
government subsides. Second, they should be able to borrow to finance invesment needs or working
capital requirements, but are expected to repay their loans plus intresL 7Tird, the enterprise should
face domestc or intational competion on the product market, and should not be able to unilray
raise its prices to mask inefficiencies. In the case of a naural monopoly, as in power or urban water
supply, output prices are regulated. The combination of these features is necessary to ensure th
enterprises are staffed and operated effiiently, employing only that amount of labor necessary to
produce the desired output level. Employees would be paid only the amount needed to recrui, retai
and motivate a satisfactory work force.

4.78 The above three conditions are missing in most SOEs in Bangladesh. Hence, imnmdately
moving to complete de-centralization may lead to difficult transition problems, as has hppened in the
East European economies. Management and labor may collude to mrease the wage bill, strip asses,
and raise enterprise losses even further. SOEs are not profit maximzig. They face a soft budget
constraint and finance losses through government subsidies or borrowing from NCBs, which they often
do not repay. In some cases, they have high tariff protecdon ta allows them to raise product prices.
Thus, those enterprises are not under pressure to contain their wage bill, and leaving emloyment and
wage decisions entirely to their managers and staff can lead to perverse reults.
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4.79 Over the medium-term, the solution is to change the environment within which SOEs
operate and then completely decentralize wage decisions. In most cases a change in environment will
automatically occur through privadzation. For SOEs that remain in the public domain, management
must face a hard budget constraint. A system of appropriate incentives needs to be introduced before
employment and wage decisions are left entirely at the discretion of SOE management and staff.

Reguations Affecting Private Enterprim

4.80 In addition to public sector wage policies, Government policies have an important impact
on the lf of employment and competitiveness of private firms through minimum wage regulations,
regulations affecting their ability to retrench workers, and regulations affecting the qualky of industrial
relations. Current legislation gives firms considerable flexibility, in principle, to restructure themselves
by retrenching or laying-off workers. However, it imposes an extremely high cost on restucturing
firms which may render them uncompetitive. Several well publicized general strikes, accompanied by
country-wide labor agitations, have done serious damage to the image of induial relations in
Bangladesh. Thus, poor industrial relations, together with the law-and-order problems associated with
it, are often cited as an important deterrent to the expansion of private investment.

4.81 M _nmum Wage Regulations. Under the Minimum Wage Ordinance 1961, the National
Minimum Wages Board (NMWB) has the duty to recommend minimum wages for sectors or groups of
workers referred to it by Government. The idea is that minimum wages would be set for industries that
do not have adequate machinery for the effective regulation of wages, i.e. well-functioning collective
bargaining procedures. Currently there are 38 sectors covered by minimum wages, and adjustments to
those sectoral minima are made very infrequently (usually every 5-10 years). The Board often
recommends three different minima for unskilled, semi-skilled and skilled workers; and in some cases a
fourth minimum is specified for highly-skilled workers. There is some evidence to suggest that
minimum wages are binding, i.e., formal, recorded employment is affected by the minimum wage.'
Minimm wages also lead to informal employment arrangements that circumvent the law, and are,
therefore, not recorded in the employment statistics.

4.82 The latest NWPC recommended in 1993 that the present system be changed, and that
sectoral minimum wages be replaced by a national minimum wage of Tk 900/month. This
recommendation has not been implement. If this recommendation were to be adopted it would imply
a major change in the philosophy of government intervention in this area. Instead of intervening only
to protect workers in situations where normal labor market mechanisms are not functioning properly,
under this proposal the Government would intervene in aU sectors regardless of the efficiency with
which collective bargaining is carried out. Clearly, this recommendation, motivated by a desire to
ensure a minimum subsistence level of wages, wiUl conflict with the broad objectives of maintaing
employment opportmuies and enhanwing competitiveness. Moreover, it could create serious problems
as it does not cover workers who really need protection; would generate serious enforcement problems;
would impose undue increases in costs on some of the economically weaker sectors; and would create a
focus for labor management disputes at the national level.

4.83 The coverage of the proposed national minimum wage will be limited to already privileged
workers. The proposal is intended to apply to al workers in industry in the private sector employed in

L K. AnderSOn, N. Hossain and a.s. Sahota, 'The Effect of Iaws and Labor Practices on Employment and Industrializaton
in Bangladesh.' Bngladesh Dewvlopen Sidies, Vol. XIX, March-June, 1991.
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establishments with ten or more employees. That is, this minimum wage would cover 3-3.5 million
workers in the formal private sector, while 41-43 million informal sector and day laborers will continue
to have no protection whatsoever. Wages in the informal sector tend to be a small fraction of formal
wages, and informal sector workers do not enjoy job security and other benefits that are available to
their formal sector colleagues. Hence, the NWPC's proposal is not for a truly national minimum wage,
and the proposal cannot achieve its objective of providing a safety net for the lowest income groups.
Moreover, it should be noted that the objective of ensuring a minimum level of earning can conflict
with the desire of increasing employment as rising labor costs may discourage some firms from
expanding.

4.84 There is a widespread agreement that the system of enforcement of existing minimum
wage provisions in Bangladesh is seriously defective; and hence the national minimum proposed by the
NWPC may be unenforceable. In a recent survey covering 166 industrial enterprises, only 47 percent
of the sample stated that they adhere to minimum wage regulations. The remaining 53 percent
apparently do not concern themselves with this issue, and more than likely enter into contractual
arrangements that effectively bypass the minimum wage law and are not recorded in the official
statisdcs. Laws that are not implemented bring the legal process into disrepute and impose unnecessary
costs (in the form of rents) on econonmic agents. The existence of minimum wage provisions can be
expected to have some effect even if they are not enforced. Outside investors may expect them to be
enforced and base their investment decisions on labor costs based on minimum wage provisions. If a
'national' minimum wage were introduced, the question of enforcement wiU become even more
problematic than it is now.

4.85 There is always a tradeoff between extending the coverage of minimum wage regulations
and the sustainable minimum level. The broader the coverage and the larger the number of additional
establishments and workers brought in, the lower would be the viable level of the national minimum
wage, if undue increases in costs are not to be imposed on some of the economicaly weaker sectors
currently excluded from Wage Orders. The NWPC proposal of a Tk 900/month minimum wage would
impose important increases in costs even on some firms that are currently covered by sectoral minimum
wages. For example, it would imply that minimum wages in tea gardens would more than double, that
minimum wages in garments would increase by 44 percent and that minimum wages in glass and
silicate would rise by 43 percent.

4.86 The proposal for a national minimum wage would make the wage determination process
even more politicized. If a national minimum wage were established there will, naturally, be periodic
pressures to revise it upwards. The existence of a national minimum wage would provide a focus for
political pressures, particularly from trade unions with relatively weak collective bargaining strength. It
is likely that political parties will also seek the opportunity to gain political advantage by callig for an
increase in the national minimum wage. Such politicization would not help achieve wage levels
consistent with employment generation and competitiveness. Moreover, it would lead to a further
deterioration in industrial relations.

4.87 Regulations Affecting Frm Restrucuring. Labor market flexibty, which mainly
refers to the ability to lay-off or retrench workers, is essential for industial competitiveness and
growth. Economies are continuously subject to the strains of restrucauring. In pardcular, firms
operating in the international market must always search for ways of reducing costs and becoming more
competitive. Cost reductions often involve retrenching workers, who would evenually find new jobs in
an expanding economy.
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4.88 Bangladesh's labor laws offer sufficient flexibility to firms, but impose a relatively I, h
cost of restructuring. The Employment of Labor (Standing Orders) Act, 1965, allows employers to
terminate employment provided they give the worker 120 days' notice or payment in lieu, and a
gratuity equal to one month's basic wages (plus any dearness allowance) for each completed year of
service. This clearly permits dismissals or retrenchment on grounds of redundancy. Moreover,
workers can be laid-off provided they are paid half of the total of basic wage plus dearness allowance,
and the full amount of housing allowance, if any, that would have been payable to them had they not
been laid off. Employers also contribute 8.3 percent of workers' salaries to a Provident Fund. By an
executive order, the gratuity for retrenched and retiring workers from SOEs was raised to two months'
pay per year of service. Recently, the contribution to provident fund was also raised for SOE workers
to 10 percent. These increases have a spillover effect in the private sector.

4.89 These high costs of restructuring put Bangladesh firms at a disadvantage vs. international
competitors and may discourage them from expanding employment when demand for their product is
rising. The gratuity and provident fund contribution imply that the total cost of retrenchment in
Bangladesh is 25 percent of basic pay plus dearness allowance for each year of service. This is high by
international standards. In Sri Lanka, employers are required to make a contribution of 12 percent of
the employees' wage to the provident fund, and an additional 3 percent to the employees' trust fund.
Gratuity payable to workers who have worked for a minimum period of 5 years is half a month's pay
per year of service. These termination benefits in Sri Lanka add up to only 19 percent of wages per
year of service. In Turkey, the gratuity is equal to one month's wages for each year of service, half of
that provided by Bangladesh for SOE workers.

4.90 It is very difficult to consider reductions in retrenchment costs borne by employers
without the introduction of alternative safety net protection for displaced workers, which will have to be
financed by the Government. The Government should consider lowering the gratuity over the medium-
term to comparable levels that prevail in other countries (in Bangladesh itself it was one month per year
of service in the mid-eighties), but simultaneously introduce alternative safety net programs for workers
to protect them after restructuring and to render this change socialy acceptable. Under its jute
adjustment program, the Government has prepared a social safety net program for retrenched workers
(Box 4.3), and the experience gained from this should help to extend the safety net to other sectors.

4.91 Regulations Affecting Industrial Relations. Harmonious labor-management relations can
contribute to faster and more competitive industrial growth, as it enables employers and labor to strike
a balance between the need of the enterprise to be competitive and the workers' aspirations for wage
growth. This can lead to better motivation and the acceptance of short-term sacrifices to achieve
medium-term benefits. The system of industrial relations in Bangladesh does not generaUy succeed in
achieving this cooperation, and many entrepreneurs consider poor industrial relations, and law and
order problems linked to it, to be a key factor discouraging them from investing and expanding their
operations.

4.92 The labor movement in Bangladesh is characterized by a large number of unions, a small
percentage of unionized workers, and a division at the national level into many labor federations
associated with different polical parties. The number of trade unions has been increasing steadily
since independence, reaching 4,065 registered unions in 1992 with a total membership of around 1.6
million workers. That is, only 3.5 percent of the total labor force and 33 percent of the formal sector
workers belong to labor unions, and the average size of a union is only 400 members. The unions are
organized at the national level into 23 federations, 14 of those federations are associated with 11
political parties.
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4.93 According to data provided by the Directorate of Labor, there were only 11 industrial
disputes in 1992, they were all for economic reasons, and they led to a loss in production valued at
only Tlk 86 million. However, this data does not show the overall picture of disruptions caused by
politicization, as it concerns only disputes arising under the Industial Relations Ordinance (IRO), it
does not include those growing number of strikes which take place outside the framework of the
Industrial Relations Ordinance. For example, there were several well-publicized cases of disruptions,
(due to inter-union rivalries) tha are not captured by this data. Moreover, this information is
inconsistent with industial surveys which indicate that labor unrest and law and order problems are
considered to be a serious deterrent to private sector development.

Box 4.3: Safety Net for Retrenrched Workers in the Bangladesh Jute Industry, 1994-96

The Government has prepared a safety net program for retrenched workers in the jute industry that includes separation
benefits and retraining. Under the current legislation, employees in the public sector are entitled to receive separation benefits of
two months of basic wages for every year in service. In the jute mills, the separation benefits would vary from Tk 100,000
(US$2,600) to Tk 500,000 (US$13,000) depending oa the number of years in service and the naure of employment Employees
who decide to leave the mllfs which are scheduled for privatization, and employees whose services are not equired by the new
miU owners, will also be eligible for these benefts.

Approxlmately 16,000 employees are expected to be retrenched as a result of the closure and downsizing of public sector
mills during FY93-95. A program, to be implemented over a three-year period beginning in January 1994, has been developed to
retrain them for alternative employment The program will rely on existing NGO and Govermnent-sponsored training systems.
The chosen NGO would set up a Jute Training Resource Center (JTRC) in Dhaka and Khulna. The program would involve
employee counseling within the mils and various options for retraining through JTRC.

Upon the cormpletion of counseling, each employee would apply to JTRC for retraining. JTRC, in turn, would coordinate
with the selected training organizations to arrange the training programs. The following is a brief desoription of the training
options:

(a) Ovtion I - No Services Recuired. If desired, the individual employee may choose to take full separation benefits and
retire or seek other employment outside the sector. It is expected that at least 50 percent of the retrenched workers would
take this option.

(b) Option 2 - Skill Trining. Under this option, the employee would take full separation benefits and also participate in a 3-4
month skill training program and seek employment outside of the jute sector with newly acquired skills. When the
participant chooses this option, he would be provided with a list of about 20 training courses for his selection. He would
bo required to pay Tk 4,000 (US$100) toward the cost of training prior to participating in the training course. It is
esfimated that this option could accommodate at least 5,000 employees (31%). The Government will be under no
obligation to guarantee employment to the workers participating in the training program.

(e) Odtion 3 - Self-Emplovment Training. In this option, the employee would take the ful separation benefit and also
participate in a six-week self-employment course to assist him in planning for self-employment The employee would bo
required to pay Tk 4,000 (US$100) of the cost of training prior to participating in the training course. The course would
be conducted by thfe JTRC. During the course, the affected employee would also be assisted in the preparation of simple
business plans and would receive some training in basic management, finance, accounting and sales, etc.

4.94 Trade union multiplicity and politcization, which are manifesmions of the same
phenomenon, are not conducive to sound industial relatdons. The importance of SOEs in industry, and
the direct involvement of Government in their management through civil servants is one of the causes
of this unhealthy phenomenon. Because of the centralization of managerial authority in the public
sector, trade unions are unable to pursue their objecves (e.g. wage improvements) through the normal
machiery of industrial relations. Under these circumstances, it is quite natural that trade unions
become dependent on politcal parties in trying to achieve their objecives. Thus, the plurality of
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political parties is reflected in the structure of the trade union movement. Moreover, the efficiency of
different political partes in satisfying union demands explains the fact that the unions affiliated with the
ruling political party of the time tend to dominate the trade union movement. The National Labor Law
Commission is examining the factors relating to union multiplicity.

4.95 So long as industrial relations at the plant level involve Government (rather than
management) and unions as the main actors, the work place will continue to be the scene of proxy wars
among different political parties through their respective unions. Privatization would help resolve this
problem, as it would imply that a smaller proportion of the labor force would be directly affectedi by
Government labor market actvities. Similarly, measures to de-centralize the wage determination
process for those enterprises that will remain in the public domain would help further de-politicize
industrial relations.

4.96 Strengthening the positon of CBAs would also help improve industrial relatons, because
inter-union rivalries mostly result from attacks launched by minority unions on the position of the CBA.
This could be achieved through amendments to the IRO. The IRO provides that a CBA remains in that
position for two years following its designation, and that it will have the exclusive right to undertake
collective bargaining, represent workers in any proceedings and declare strikes. In theory, therefore,
there are no means available under the law for other trade unions to chaLlenge the CBA during those
two years. The fact that CBAs nevertheless come under attack, often through violent means, seems to
point to the need for further tghtening of the law with the aim of providing them with enhanced
protection. This could be achieved by introducing two changes to the IRO. First, the list of unfair
labor practices on the part of employers could be expanded to include employers' acquiescence in
dealing with trade unions which are not CBAs, on matters on wtL-h the CBAs only are entitled to
negotiate. In many cases of inter-union rivalries, management, usually for political reasons, sides with
the challenging union and fails to protect the CBA and maintain established industrial relations.
Second, the list of unfair labor practices on the part of workers could also include non-CBA unions
pressuring employers to deal with them on matters reserved for the CBA. It would also be desirable to
make clear in the IRO that a non-CBA trade union has the right to represent its members only in
individual grievances, which should be settled without resort to industrial action. Appropriate penalties
for failure to abide by those regulations should be specified and enforced.

4.97 Bangladesh has tried to promote better labor-management relations by fiat, without much
success. The IRO provides for the establishment of a "Participation Committee", consisting of
management and labor representatives, in every firm employing 50 or more workers. The objective of
those committees was defined in very general terms with a view to promoting better labor-management
relations. Very few such committees actuafly operate, and hence this provision did not succeed in
promotig cooperation at the plant level. Neither the unions nor management were interested in the
success of those comnmees. CBAs are suspicious that the committee would encroach on their
exclusive right to represent workers. Employers are wary that unions would use the committee to
interfere with their managerial prerogatives, and that CBAs would dominate the committees and use
them as another channel to pursue their demands.

4.98 The Government has also tried to promote tripartite consultations at the national level, but
its efforts have not improved industrial relations. The Tripartite Consutative Committee (TCC) and the
Tripartte Productivity Committee (TPrC) are national organizatons that aim at increasing labor-
management cooperation. However, those institutions are not contributing effectively to the creation of
consensus or to the diffusion of tension. Apparendy, this failure is mainly due to the dominance of
Government in those institutions. For example, representatives of public sector corporations, who are
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civil servants, sit as employers in the TCC. Thus, litfle dialogue between private employers and trade
unions actually takes place in these fora.

4.99 As a result of the ineffectiveness of the established machinery for tripartite consultation,
the alliance of the main national trade union federations (SKOP) has, for the past decade, sought to
negotiate with Government directly outside the existing legal framework. In order to force Government
to accept negotiations or agree to concessions, SKOP has often resorted to well-publicized general
strikes accompanied by country-wide agitations, resulting in significant economic losses and serious
damage to the image of industrial relations in Bangladesh.

4.100 This state of affairs needs to be changed. In spite of past failures, the Gover..aent should
renew its efforts to promote cooperation and consultation, focussing mainly at the enttrise level.
Joint consultation is best promoted as a voluntary exercise based on collective bargaining. In this case,
it would function as an extension of collective bargaining to new subjects such as work organization and
quality control. Normally the parties to joint consultation are the same as those who have signed the
collective agreement: the CBA and the employer. JGint consultation established voluntarily by
collective agreements would be more acceptable to employers and unions than that established under
legislative compulsion. Their participation in formulating the consultative machinery would reduce
their fear of losing certain prerogatives.

4.101 Government should play a promotional and supportive role. Existing tripartite
organizations, particularly the TPC, could become more instumental for the promotion of joint
consultation if they became genuinely tripartite; that is, if the representation and role of private
employers and unions is increased and that of government officials and public sector corporation
managers reduced. The role of the National Productivity Organization (NPO) could be expanded to
include support to voluntary consultations at the plant level. It could provide advice and training to
employers and unions on ways of promoting consultation. However, for the NPO to succeed in this
mission it will need to be staffed by experts in industrial relations, productivity and enterprise
management.

4.102 An efficient system for setding labor disputes is a pre-requisite for harmonious industrial
relations. The existing framework in Bangladesh is generally regarded as ineffective; because
conciliation rarely succeeds in resolving disputes and the labor courts are extremely slow. Between
1987 and 1991, conciliation was able to setde only 3 labor disputes that had led to work stoppage,
which is in sharp contrast with the situation prevailing in most other countries where the vast majority
of industrial disputes are settled through conciliation. The ineffectiveness of conciliation is due to the
pervasive role that Government plays in the labor market (which implies that most disputes require a
political solution), as well as to the relatively low status given to conciliators. The performance of the
adjudication machinery before the labor courts is also far from satisfactory. On average, labor courts
receive between 5 and 6 thousand cases every year, but they only adjudicate 2-3 thousand. Thus, the
number of labor disputes pending before the courts is increasing rapidly by more than 3 thousand a year
(Table 4.11). This situation is clearly untenable.

4.103 Government should take steps to improve the efficiency of conciliation and the labor
courts. In order to improve conciliation Government must, as much as possible, leave employers and
trade unions to settle their differences with minimal political intervention. Parties to industrial disputes
should be encouraged to request the assistance of conciliators rather than seek political solutions.
Concomitantly, efforts sholuld be made to strengthen the Directorate of Labor, which is responsible for
conciliation services, and raise the quality and status of conciliators. Delays in Labor Courts are due to
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Table 4.11: The Number of Cases Handled by Labor Courts

No. No. Increase in
Received Disposed Unresolved Cases

1986 S,256 1,641 3,615
1987 5,732 2,038 3,694
1988 5,538 1,663 3,875
1989 5,338 1,988 3,350
1990 5,499 1,758 3,741
1991 5,264 2,364 2,900

Source Employes' Asocataon.

lengthy procedures, and the ability of any party to the dispute to postpone action by simply failing to
attend the proceedings. The Government should consider simplifying procedures as much as possible
with the objective of expediting the resolution of per .4ing cases.
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Table 1.1 -169-
BANGLADESH POPULATION PROJECTIONS

CM0) 
Prolecdton wIth NRR 1 by 2010

AGE GROUP 1890 1886 2000 2006 2010 2015 2020 202S

TOTAL M+F 108275 119401 130512 141306 161211 160787 170386 1796S9

MALES

0-4 8287 8092 8161 8068 7666 7666 7874 7945

4 8146 7S78 7847 7T86 7914 7642 7566 778

10-14 7378 8048 7891 m7 7909 7862 7407 7517

16,19 6283 7276 7944 7804 7702 7841 7801 7445

20.24 6242 6149 7132 7804 7683 7683 7742 7713

26-29 4331 6098 6s83 672 7652 7647 7473 7634

30.34 3666 4202 4857 6846 6828 7608 7420 7361

3548 2628 3644 4072 4s2t 6706 6678 7363 7291

40 44 2161 2622 3414 3938 4678 6663 8616 7189

4i49 1827 206 2406 3269 3784 4611 S369 6315

60-84 1641 1713 1931 2267 3094 3694 4298 6131

66-69 1304 1409 1868 1776 2094 2870 3347 4019

6064 1037 1146 1241 1387 1679 1872 2681 3027

6569 73 867 960 1034 1164 1338 16SS 2216

70.74 13 587 648 723 793 902 1046 1263

76 S80 67w 61 684 774 874 1007 1184

TOTAL 6S67S 61230 6S766 72154 77018 81748 84886 91040

FEMALES

0-4 8027 7844 7800 7789 7398 7388 7580 7638

60 7746 7747 7627 733 766s 7296 7298 7500

10.14 68O4 7646 7 7661 76W2 7623 7267 726s

16-19 6033 6784 7642 7676 7492 7T10 7560 7212

20424 4968 6886 6638 7407 7466 7394 7632 7493

25-28 4107 4813 6726 64s8 7268 7339 7284 7436

3044 3440 3868 4667 6878 6348 7131 7217 7177

3349 2486 3313 3835 4635 6446 8213 6G94 7094

40-44 205 2385 3182 3712 4411 6310 8073 6862

45-49 176 1962 2286 3073 3690 4276 6162 6918

60-64 1464 1657 1858 2178 2340 3445 4117 4984

6SS69 1177 1356 1S40 1737 2045 2776 3265 3917

6044 910 1062 1219 1386 1686 1878 2663 3033

6S669 648 771 898 1049 1214 1391 1662 2287

70.74 432 60 604 711 842 986 1145 1386

76. 468 488 663 663 799 973 1182 1427

TOTAL 62699 58171 63748 69182 74193 79308 83889 ss618

Irtth Rate 31.4 28.3 26.2 22 20D. 18.7 18.7

Death Rate 11.2 9.9 8.8 8.1 7.8 7.9 8.0

Rat of Nai. Inc. 2.02 1.84 1.63 1.39 1.26 1.17 1.07

Net Migration Ratt .0.6 -0.6 -0.4 40.3 0.2 -0.1 .0.1

Growth Rate 1.96 1.78 1.69 1.30 1.23 1.16 1.06

Total Fertility 4.000 3.391 2.874 2.436 2.280 2.268 236

NRR 1A62 1.382 1.212 1.068 1.000 1.000 1.000

e(0) . Bth Sexs 6.48 67.62 59.89 6219 63.37 64.68 66.83

e(16) - Both Sex 49.92 60.63 61.66 62.66 6343 64.24 56.07

IMR- -8oth Sexes 90.9 77.6 64.8 63.8 49.2 44.7 40.1

q(S) -Both Sexes 0.1294 O.082 o.0886 0.0711 0.0661 0.0os1 0.0630

Dep. Ratio 85.4 74.3 64.9 67.8 62.1 47.6 44.8 44.6

Source: World bank.



Table 1.2
POPULATION BENCHMARKS BY DISTRICT
ousands)

DIsion 1961 1974 1981 C ensus- 1974to-1981 1991 Censush/
DsMct Census Census Total Male Fernale Households Average Growth Rate Total Male Female Households Average

HH Ske HH Size

Rajshahl 11850 17332 21087 10789 10298 3716 5.7 2.8 27501 14060 13441 5060 5A
Dnapur 1710 2571 3198 1647 1551 580 5.5 3.2 4177 2149 2028 786 5.3
Rangpur 3795 5447 6490 3325 3165 1196 5.4 2.5 8407 4279 4128 1585 5.3
Bogra 1574 2231 2718 1384 1334 489 5.6 2.9 3601 1843 1758 687 6.2
Ra ,h 2811 4268 5263 2677 2586 894 5.9 3.0 6926 3531 3395 1246 5.6
Pabna 1959 2815 3418 1756 1662 557 6.1 2.8 4390 2258 2132 756 5.8

Khulna 10067 14195 17150 8831 8319 2884 5.9 2.7 20999 10750 10249 3800 5.5
Kushtia 1166 1864 2273 1167 1106 359 6.3 2.7 2918 1501 1417 525 5.6
Jessore 2190 3327 4016 2069 1947 633 6.3 2.7 5045 2589 2456 884 5.7
Khulna 2449 3557 4353 2264 2089 741 5.9 2.7 5280 2723 2557 969 5.4
Barisal 3068 3928 4668 2398 2270 830 5.6 2.7 5629 2867 2762 1037 5.4
Patuakhari 1194 1499 1840 933 907 321 5.7 2.7 2127 1070 1057 385 5.5

Dhaka 15294 21317 26249 13632 12616 4643 6.7 3 33940 17634 16306 6247 5.4
Jamalpur 1449 2059 2445 1241 1204 452 5.4 2.5 3121 1595 1526 627 5.0
Mymensngh 4083 5508 6543 3355 3188 1208 SA 2.5 8275 4212 4063 1544 5.4
Tangal 1487 2078 2444 1243 1200 420 5.8 2.3 3108 1579 1529 583 5.3
Dhaka 5096 7612 10049 5376 4673 1705 5.9 4.0 13821 7397 6424 2481 5.6
Farldpur 3179 4060 4768 2417 2351 858 5.6 2.3 5613 2850 2763 1012 5.5

Chittagong 13630 18835 22565 11597 10968 3892 5.8 2.8 29015 14870 14145 4873 6.0
Sylhet 3490 4759 5650 2897 2753 966 5.8 2.5 7149 3641 3508 1176 6.1
ComIlla 4389 5819 6880 3481 3399 1203 5.7 2.4 8681 4374 4307 1454 6.0
Noakhari 2383 3234 3813 1899 1914 680 5.6 2.4 4896 2441 2455 842 5.8
Chittagong 2983 4315 5476 2913 2563 906 6.0 3.5 7211 3815 3396 1199 6.0
Chittagong H.T. 385 508 74A 407 339 137 5.4 5.6 1043 563 480 201 5.2

TOTAL 50841 71479 87051 44849 42201 15135 5.8 2.9 111455 47314 54141 19980 5.6

Note: Data shown represent actual census results, not adjusted for probable undercountfng.
The adjusted 1981 Census estimate of total populaion Is 89.940,000 for the Census date of March 8, 1981.

Ia District wise population of Bangladesh (adjusted). Supplement No. Ito the PrelimbIary Report on Population Census, June 1992.
Source: Bangladesh Bureau of Statistics.



Table 1.3
VITAL POPULATION STATISTICS

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992

CRUDE DEAThi RATE (per thousand'

National 11.5 12.2 12.3 12.3 12.0 11.9 11.5 11.3 11.4 11.3 11.0 11.0RuFa 12.2 128 13.2 129 12.9 12.3 11.8 11.8 120 11.8 11.5 11.3Urban 7.2 6.9 7.5 8.5 8.3 8.4 7.6 7.4 7.3 7.9 7.3 7.5

INFANTMORTAUlY RATES kpew thousandj

NatIonal 111.5 121.9 117.5 121.8 112.0 16.0 113.0 110.0 98.0 94.0 90.6 88.0Rural 112.5 123.2 120.8 122.0 113.0 118.0 115.0 112.0 105.0 97.0 94.4 91.0Urban 99.4 103.0 98.8 119.5 99.0 101.0 95.0 91.0 84.0 71.0 69.3 65.0

Male 113.4 124.1 118.8 113.5 114.2 122.0 120.0 116.0 102.0 98.0 94.4 90.0Female 109.4 t19.4 116.0 109.3 109.0 111.0 105.0 105.0 95.0 91.6 8&8 86.0

UFE EXPECTANCY AT BIRTHl [yearsI

National 54.8 54.5 53.9 54.8 55.1 55.2 56.4 56.0 56.0 56.0 56.1 56.3Rural 54.3 53.9 531 54.4 54.7 54.8 56.1 55.4 55.0 55.4 55.8 56.0Urban 60.1 60.6 60.3 58.7 60.1 58.8 60.0 60.9 61.0 60.5 60.0 60.5

Male 55.3 54.4 54.2 54.9 55.7 55.2 55.6 57.0 56.0 56.3 56.5 5&8Female 54.4 54.8 53.6 54.7 54.6 55.9 54.9 56.0 55.6 55.6 55.6 55.9

CRUDE BIRTH RATE [per thousand]

National 34.6 34.8 35.0 34.8 34.6 34.4 33.3 33.2 33.0 32.8 31.7 31.4Rural 35.7 36.9 36.4 36.1 35.3 35. 34.6 34.5 34.2 34.3 32.9 32.2Urban 24.8 22.9 27.1 25 0 28.0 25.9 24.8 24.9 24.3 24.6 23.9 23.7

FFEFt nLrTY RATE Iper woman)

National 5.04 5.21 5.07 4.83 4.71 4.70 4.41 4.43 4.24 4.33 4.23 4.18Rural 5.28 5.50 5.36 5.08 4.91 4.89 4.64 4.59 4.58 4.57 4.48 4.33Urban 3.20 3.01 3.45 3.10 3.52 3.26 3.05 2.84 2.92 2.95 2.88 2.88

Source: Bangladesh Bureau of Statistics.



Table IA
COMPARISON OF CHILD NUTRITIONAL STATUS RESULTS FROM THREE NATIONAL SURVEYS

Indicator iNS, 1975-78 INFS, 1981-82 HKI,198243 HKI, AUGUST1990 BBS, 198546 BBS 1989-90 88S1992

(Weir hted) (Weighted) (Weighted)
Chronic malnutrition la 73.7% 67.3% 49.6% (National) 66.1% (Nasonal) 61.1% (National) 46.7%/ (National)

42.00% (Rural) 48.8% (Rural) 57.6% (Rural) 8Z2A (Rural) 46.8% (Rural)
61.2% (Urban) 44.2% (Urban) 44.3% (Urban) 37.5% (Urban)

(Weighted) (Weighted) (Weighted)
Acute malnutrition la 21.6% 20.0% . 11.3°% (National) 8.1% (National) 8.6% (National) 7.0% (NatIonal)

6.0% (Rural) 10.9% (Rural) 8.2% (Rural) 8.O8 (Rural) 7.2% (Rural)
* 12.1% (Urban) 6.9% (Urban) 7.3% (Urban) 6.6% (Urban)

Definitions of:
Chronic malnutrition < 90% median c 90% medlan < 90% median <o0 median '90% median c 90%0 median < 90% median

height for age height for age height for age height for age helght for age height for age height for age

Acute mainutritlon < 80% median ' 80% median < 80% median < 80% median ' 80% median < 80% median < 80% median
weight for height weight for height weight for height weight for height weight for height weight tor height weight for height

also 2sd from median
heightfor age & weight

for height.

Actu&l sample size 430 cross-sectional 510 cross-sectlonal Rural sub-set 28t0 1900 urban and 4690 3283 urban and rural 2356 urban and rural 2110 urban & rural
cross sectional. rura childrenlb cross-sectional; tour cross-sectional; tour NA.

data collection data collection
periods. periods

Age range 0-69 months 0-59 months 3-7t months. 6-69 months 6-71 months 6-71 months N.A.

Reference standard use Harvard Harvard NCHS NCHS NCHS NCHS NCHS

Population covered Rural Rural Urban and rural Urban slum and rural Urban and Rural Urban and rural Urban and rural

INFS Institute of Nutrition and Food Sclences, Dhaka University.
BBS Bangladesh Bureau of Statistics, National NutritIon Survey and Household

E-xpenditure Survey.
HKIP Helen Keller Intemational
la Shows percent rate among total population.
lb Urbai areas Include urban slums only and rural areas Include disaster prone areas only.
Note: The INFS surveys used the Harvard Standard as the International reference

standard for comparison of child growth data while SBS used NCHS reference.
Some variation in nutritional status would be accounted for by the different
standards used. Random variation due to small sample sizes used by INFS are more
likety to account for the differences In nutritional status found by the
three surveys. The BBS survey sample was divided Into four data collection
periods over a year's time while INFS surveys collected data once during
the year.

Source: Bangladesh Bureau of StaUstics.



Table 1.5
HEALTH STATISTICS

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991

Hospitals (number)
Govemment 512 544 560 568 596 600 608 608 608 608 610
Private 164 164 164 164 164 164 267 267 267 267 280

Hospital Beds (number) 23792 23907 25057 26641 27645 28077 33138 33334 33376 33376 34353
Govemment Dispensaries & Hospitals 19021 19136 20286 21870 22874 23306 26575 26871 26913 26913 27111
Private 4771 4771 4771 4771 4771 4771 6563 6463 6463 6463 7242

Registered Doctors (number) 10065 10333 11496 13500 14591 16090 16929 17475 18323 19387 21004
Registered Nurses & Midwives (number) 5975 7434 8588 9650 10817 12111 12837 13944 15091 15036 17368

Public Expenditure (Tk mitlion) a/
Revenue 805 936 875 1387 1826 1929 2493 2996 3215 3613 3968
ADP 703 1147 1506 1468 671 1757 1402 1707 2297 2626 3237

Total Expenditures as % of GDP a/ 0.43 0.58 0.64 0.72 0.61 0.87 0.88 1.03 1.18 1.25 1.40

Per Capita Expenditure (Tk) a/ 16.77 22.74 25.47 29.90 25.61 37.08 38.37 45.43 52.25 58.04 65.74

a/ Fiscal year data , revised estimate.

Source: Bangladesh Bureau of Statistics.



Tablb 1.6
FAMILY PLANNING STATISTICS
It llt,sandsl

1980/81 1981/82 1982/83 1983J84 1984185 1985t88 1986/87 1987188 1988189 1989190 1990191 1991192 1992183

Voluntaty Sterilizations
Tubectomies 232.50 236.08 274.84 3SZ.6O 232.39 116.42 140.63 97.17 130.94 141.95 97.40 92.13 63.20Vasectomies 26.30 87.82 88.32 .'S.67 259.21 151.13 209.93 99.89 100.03 83.11 67.90 69.15 50.46Total 258.79 302.91 383.18 552.17 491.60 287.55 350.56 197.08 230.97 225.06 165.30 161.28 113.66

Delivery of Contraceptive Devices
IUDs 41.60 83.67 117.74 303.34 432.45 367.67 420.34 379.13 361.70 385.62 27423 269.57 261.77Puils (cyclos) 8238 7751 8258 9726 11553 12137 15023 19100 24620 34346 42704 46629 63920Condoms (doz.) 87112 93230 116821 131096 151940 135907 149236 166436 181976 198023 133798 159S14 2241t4EMKO 60.79 63.55 69.63 84.25 71.98 46.42 39.31 14.78 10.12 4.03 4.67 2.17 0.77Injectlons 112.01 81.07 72.70 122.4S 165.93 216.49 314.75 392.00 604.70 1257.58 1689.11 2254.78 2561.16Foam tablets 5011 4126 5404 4385 3222 3125 3463 3890 4100 1547 25174 9258 1778

COUPLE-YEARS OF PROTECTION fihousandsa

By Steedlizalion la
Tuboctomniies 522 705 009 1155 1272 126t 1276 1245 1252 1269 1240 1208 1150VasectomIes 319 355 408 583 784 867 981 983 984 969 940 915 874Total 841 1060 1317 1738 2055 2118 2257 2228 2236 2238 2179 2123 2024

With Contraceptive Devicos lb
lUOslc 122 169 236 469 760 900 1050 1114 1142 1165 1090 1032 984Pills 543 517 551 648 770 809 1002 1273 1641 2290 2847 3109 426tCondoms 581 622 779 874 1013 906 995 1108 1213 1320 892 1063 1494EUKO 15 16 17 16 18 12 10 4 3 1 1 1 0Injections 28 20 18 31 41 54 79 97 150 314 422 564 640Foam tablets 33 28 36 29 21 21 23 26 27 10 168 62 12Total 1322 1371 1637 2067 2625 2702 3159 3622 4175 5099 5420 5830 7392

ToWl 2130 2404 2918 3775 4680 4820 #416 5850 6411 7337 7599 7953 9416

Married Females Aged 15-491d 16097 16629 17179 17746 18332 18937 19562 20208 20875 21565 19946 20590 -

Apparent Contraceptive Rate la 13.2 14.5 17.0 21.3 25.5 25.5 27.7 28.9 30.7 34.0 38.1 38.6

la Cumulativhe assuming year-to-year carry-over of 90%.
Ib Asstmitng one couple-year of prdoection per 15 cyclos of pills 1 50 condomts
or loam tablets, or 4 doses of injectable. or vials of EMKO.

lc Cumulative. aiming year-to-year carry-over of 70%A.
Id Stafl estimales based on age-specific marriage rates from 1981 census.
le Couple-years of protection per married female aged 15-49.

Sources: MIS. Directorate of Family Planning. Bangladesh Bureau of Statistics, and stall estimates.



Table 1.7
DISTRIBUTION OF POPULATION BY ECONOMIC ACTIVMES
(in million)

1984185 1985,86 1989

Male Female Total Male Female Total Male Female Total

1. National
Population aged 10 years and above 34.30 33.10 67.40 36.00 34.40 70.40 36.70 34.10 70.80
Economic participation:
Civilian labor force 26.80 2.70 29.50 27.60 3.20 30.80 29.80 20.90 50.70
- Employed 26.40 2.60 29.00 27.40 3.10 30.50 29.40 20.70 50.10
- Unemployed 0.0 0.20 0.60 0.20 0.10 0.30 0.40 0.20 0.60

Other 7.50 30.20 37.80 8.40 31.00 39.20 6.80 13.30 21.10
- Household work 0.10 24.70 24.80 0.00 24.90 24.90
- Inactive 7.40 5.50 13.00 8.40 6.10 14.30

2. Rural
Population aged 10 years and above 29.40 29.00 58.40 30.70 30.00 60.70 31.00 28.90 59.90
Economic participation:
Civilian labor force 23.20 2.20 25.40 23.60 2.60 26.20 25.60 19.50 45.10
- Employed 22.90 2.10 25.00 23.40 2.50 25.90 25.30 19.30 44.60
- Unemployed 0.30 0.10 0.40 0.20 0.10 0.30 0.30 0.20 0.50

Other 6.40 26.70 33.00 6.90 27.50 34.30 5.40 9.40 14.80
- Household work 0.10 22.10 22.20 0.00 22.40 22.40
- Inactive 6.30 4.60 10.80 6.90 5.10 11.90

3. Urban
Population aged 10 years and above 4.90 3.90 8.80 5.40 4.20 9.60 5.80 5.10 10.90
Economic participation:
Civilian labor force 3.70 fl.40 4.10 4.00 0.60 4.70 4.20 1.50 5.70
- Employed 3.60 0.40 4.00 4.00 0.60 4.60 4.10 1.40 5.50
- Unemployed 0.10 0.00 0.10 0.00 0.00 0.10 0.10 0.10 0.20

Other 1.20 3.40 4.70 1.30 3.60 4.90 1.60 3.60 5.20
- Household work 0.00 250 2.50 0.00 2.50 2.50 ..
- Inactive 1.20 0.90 2.20 1.30 1.10 2.40 .. ..

Not available separately.

Source: LFS 1984185,1985186 and 1989, BB&S



Table 1i8
EMPLOYMENT BY OCCUPATION AND BY SEX at
(tho nds)

1S83184 1984185 1986186 1989

Occupation Male Female Total Male Female Total Male Female Total Male Female Total

Professonal & Technical 623 78 701 564 82 636 878 112 980 1129 340 1469
Admniistrative 182 3 18S 218 4 222 281 4 286 149 8 157

Clerid 639 40 679 810 139 949 81B 101 917 897 74 971

Sales 2878 134 3010 3246 112 3358 3417 128 3S45 3584 122 3706

Services O16 117 2033 781 1161 1932 769 1215 1984 783 679 1462

Agriculture, Fomestry, Fishery 16213 216 16429 16474 238 16712 17123 365 17478 18251 18756 37006
Production & Transport 3795 771 4666 4116 763 4879 3966 1109 5075 4689 781 5370
NEC 303 69 372 231 58 289 194 94 288 4 3 7

Total 25647 2428 27975 26430 2647 28977 27444 3118 30562 29386 20762 50148

at Labor force Includes population above 10 years of age.

Source: LFS 1983184,198485, 198St86 and 1989 BBS.
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Table 1.9
INCOME DISTRIBUTION AND POVERTY INDICATORS

1973n74 1981182 1983184 1986186 1988189

1. Income Distribution:

Percent of Income accruing to:
Bottom 40% -Rural 19.10 18.82 19.24 19.95 *8.02

Urban 17.80 16.07 17.84 19.20 17.52
National 18.30 17.36 18.98 19.25 17.53

Lover middle 40% -Rural 38.40 38.77 38.06 36.21 36.80
Urban 38.00 36.02 37.91 37.87 36.74
National 37.32 37.67 38.80 36.28

Upper middle 16% -Rural 26.80 28.64 24.56 23.71 28.37
Urban 26.60 27.01 27.79 26.10 26.37
National 26.37 25.09 24.67 25.69

Top S% - Rural 16.00 16.78 18.14 21.36 19.81
Urban 18.60 20.89 16.93 18.04 20.02
National 16.40 18.98 18.30 21.35 20.51

Gini Cuefflcient - Rural 0.35 0.36 0.38 0.36 0.37
Urban 0.38 0.41 0.37 0.37 0.38
National 0.36 0.:9 u.36 0.37 0.38

II. Poverty Incidence:

Percent of population with daily
calorie intake per person below.
2122 calories -Rural 83 74 57 51 48

Urban 81 6S 66 86 44
National 92 73 58 J2 47

1808 calories -Rural 44 62 38 22 30
Urban 29 31 35 19 21
National 48 s0 38 22 27

Numbers of people with daily calorie
Intake per person below (millions):
2122 calories -Rural 57A 60.9 47.0 44.2 40.8

Urban 5.6 6.4 7.1 7.0 10.8
National 63.0 67.3 84.1 51.2 51.3

1805 calories - Rural 30.7 43.1 31.3 19.1 24.9
Urban 2.0 3.0 3.8 2.4 5.0
National 32.7 46.1 38.1 21.8 299

Total population - Rural 61.7 82.3 82.5 86.6 84A al
Urban 6.9 9.7 10.7 12.5 24.5 at
National 68.6 92.0 93.2 89.1 108.9 al

a/ The derived total populatlon is Inconsistent with those in the HES (FY89, pA7) which
indicate a total population of 104 million of which 90.8 rmillon In rural and
13.2 in urban. The latter will, however, result In poverty Incidence indicators
substantially different from the HES estimates.

Source: BBS, Household Expenditure Surveys.
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Table 1.10
SCHOOL ATTENDANCE AND ADULT UTERACY RATE, 1991

Age Group

5-9 10-14 15-19 20-24

A. School Attendance la

BANGLADESH
Both 41.0 54.2 28.4 9.9
Male 42.3 56.0 36.8 16.6
Female 40.0 52.3 20.7 4.1

RURAL
Both 39.2 52.1 28.5 7.8
Male 40.6 54.0 33.8 14.4
Female 37.7 49.8 170 2.5

URBAN
Both 49.9 62.8 38.2 16.3
Male 80.8 40 42.6 22.6
Female 48.9 61A 33.6 9.7

B. Adult Literacy Rate

National 35.32
Rural 31.12
Urban 54.43
Male 44.31
Female 18.57

/a School attendance of populaton 5-24 yea of age.
Source: Bangladesh Bureau of Statistics.



Table 2.1
GROSS DOMESTIC PRODUCT AT CURRENT PRICES

(Taka Million)

1982/83 1983184 1984185 1985186 1986187 1987188 1988189 1989/90 1990191 1991192 1992/93

Agriculture 116418 148403 169970 188382 219761 231623 245392 271790 300596 312438 321088

Crops 95071 120009 135031 139489 164975 167646 176467 194211 217823 222451 224850

Forestry 7665 10947 10948 18981 20544 25374 24187 26529 28639 31005 32442

Livestock 6741 8053 11785 15401 16222 17875 21266 25300 26564 28115 30347

Fisheries 6941 9394 12206 14511 18020 20728 23472 25750 27570 30867 33449

Industry 49403 57771 64982 72337 80019 89639 101593 116529 131375 150306 165226

Mining and Quarryingla 3 4 4 3 4 3 4 89 112 134 141

Manufacturing 32760 37733 40112 43563 47631 50437 55608 64506 72801 82571 91030

Large Scale 16808 20543 21282 23380 26911 28517 31414 37565 42259 49347 56126

Small Scale 15952 17190 18830 20183 20720 21920 24194 26941 30542 33224 34904

Construction 16028 18095 22518 26068 28839 34602 39262 43110 47261 53590 57166

Power, Gas Water and 1612 1939 2348 2713 3545 4597 6719 8824 11201 14011 16889

Sanitary Services

Services 127608 146342 1981 205508 239421 275874 312613 34.1252 402421 443758 482490

Transport, Storage and 39866 41797 45655 54605 61901 65945 71774 75061 97697 108672 113395

Trade Services 26950 30813 38816 41505 45883 50396 55015 61583 68279 73766 78575

Housing Services 22257 28658 32444 37066 40988 49982 59866 66358 73867 79055 87209

Public Admn. & Defense 8733 8934 13235 17366 20867 24735 29203 32764 38191 43406 49020

Bankingandlnsurance 4341 5152 6889 8935 10116 11435 13126 15110 16299 17793 19426

Professional and Misc. 25459 31088 34942 46031 59666 73381 83629 98376 108088 121066 134865

Services

GDP at Market Prices 293427 352616 406933 466227 539201 597136 659598 737571 834392 906502 968804

Growth Rate (%) 12.71 20.14 15.44 14.57 15.65 10.74 10.46 11.82 13.13 8.64 6.87

Indirect Taxes - Subsidies .. .. 21794 25516 30082 32695 37601 41807 50070 57492 66212

GDP at Factor Cost .. .. 385139 440711 509119 564441 621997 695764 784322 849010 902592

la Due to variation in coverage ,the figures may not be comparable for the previous period.

FY93 Figures are preliminary.
Source: Bangladesh Bureau of Statistics.
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GROSS DOMESTIC PRODUCT AT CONSTANT (1984/85) PRICES,
(Taka Million)

1982/83 1983/84 1984/85 1985/86 1986187 1987/88 1988/89 1989/90 1990/91 1991192 1992193

Agriculture 160278 168264 169970 175549 176250 174901 173037 190354 193421 197662 201364
Crops 127784 133921 135031 139599 139596 137119 134509 150828 152575 155101 156526
Forestry 10791 11801 10948 11413 11168 12038 12309 12586 12845 13147 13536
Livestock 10006 10507 11785 12131 12801 12922 13348 1b805 14102 14615 15522
Fisheries 11697 12035 12206 12406 12685 12822 12871 13135 13899 14799 15780

Industry 56696 63049 64982 66709 72093 75902 79568 84632 88294 94558 101580
Mining and Quarrying/a 3 4 4 3 4 2 3 66 80 94 95
Manufacturing 37921 40765 40112 41156 44403 44682 45927 49256 50423 54117 58435
Large Scale 19537 22134 21282 22088 25087 25263 25945 28095 29269 32342 36029
Small Scale 18384 18631 18830 19068 19316 19419 19982 20561 21154 21775 22406

Construction 16711 20072 22518 22908 24469 27475 28816 29749 31087 32471 34094
Power, Gas Water and 2061 2208 2348 2642 3217 3743 4822 5561 6704 7876 8956

Sanitary Services

Services 156442 160225 171981 182335 194004 204332 213998 222541 232727 243969 257176
Transport, Storage and 41742 43508 45655 47115 52341 54293 56611 59024 60840 63349 66383
Trade Services 36692 36093 38816 39389 40394 41675 43663 44965 46707 48561 50940
Housing Services 30489 31413 32444 33435 34534 35645 36811 38030 39316 40656 42187
Public Admn. & Defense 10726 9984 13235 15944 17191 18553 198e9 20363 22334 24184 26256
Banking and Insurance 5551 5867 6889 8700 9180 9312 9417 9523 9755 10002 10302
Professional and Misc. 31242 33360 34942 37752 40364 44854 47657 50636 53775 57217 61108

Services

GDP at Market Prices 373416 391538 406933 424593 442347 455135 466603 497527 514442 536189 '60120
Growth Rate (%) 4.7 4.9 3.9 4.3 4.2 2.9 2.5 6.6 3.4 4.23 4.46

Indirect Taxes - Subsidies .. .. 21794 23496 24657 24958 26667 28200 30907 34019 37518

GDP at Factor Cost .. .. 385139 401097 417690 430177 439936 469327 483535 502170 522602

la Due to variation In coverage, the figures may not be comparable for the previous period.
Source: Bangladesh Bureau of Statistics.
FY93 Figures are preliminary.



Table 2.3
GROSS DOMESTIC PRODUCT, SECTORAL DEFLATORS,
1984185 = 100

1982/83 1983184 1984185 1985/86 1986187 1987188 1988/89 1989/90 1990191 1991192 1992/93

Agriculture 72.64 88.20 100.00 107.31 124.69 132.43 141.81 142.78 155.41 158.07 159.46

Crops 74.40 89.61 100.00 99.92 118.18 122.26 131.19 128.76 142.76 143.42 143.65

Forestry 71.03 92.76 100.00 166.31 183.95 210.78 196.50 210.78 222.96 235.83 239.67

Livestock 67.37 76.64 100.00 126.96 126.72 138.33 159.32 183.27 188.37 192.37 195.51

Fisheries 59.34 78.06 100.00 116.97 142.06 161.66 182.38 196.04 198.36 208.57 211.97

Industry 87.14 91.63 100.00 108.44 110.99 118.10 127.68 137.69 148.79 158.96 162.66

Mining and Quarrying 100.00 100.00 100.00 100.00 100.00 150.00 133.33 134.85 140.00 142.55 148.42

Manufacturing 86.39 92.56 100.00 105.85 107.27 112.88 121.08 130.96 144.38 152.58 155.78

Large Scale 86.03 92.81 100.00 105.85 1f7.27 112.88 121.08 133.71 144.38 152.58 155.78

Small Scale 86.77 92.27 100.00 105.85 1j7.27 112.88 121.08 131.03 144.38 152.58 155.78

Construction 89.93 90.15 100.00 113.75 117.86 125.94 136.25 144.91 152.03 165.04 167.67

Power, Gas Water and 78.21 87.82 100.00 102.69 110.20 122.82 139.34 158.68 167.08 177.89 188.58

Sanitary Services

Services 81.57 91.34 100.00 112.71 123.41 135.01 146.08 156.94 172.92 181.89 187.61

Transport, Storage and 95.51 96.07 100.00 115.90 118.26 121.46 126.78 127.17 160.58 171.54 170.82

Trade Services 73.45 85.37 100.00 105.37 113.59 120.93 126.00 136.96 146.19 151.90 154.25

Housing Services 73.00 90.91 100.00 110.86 118.69 140.22 162.63 174.49 187.88 194.45 206.72

Public Admn. & Defense 81.42 89.48 100.00 108.92 121.38 133.32 147.20 160.90 171.00 179.48 186.70

Banking and Insurance 78.20 87.81 100.00 102.70 110.20 122.80 139.39 158.67 167.08 177.89 188.57

Professional and Misc. 81.49 93.19 100.00 121.93 147.82 163.60 175.48 194.28 201.00 211.59 220.70

Services

GDP at Market Price 78.58 90.03 100.00 109.81 121.90 131.20 141.36 148.25 162.19 169.06 172.96

Growth Rate (%) 7.7 14.6 11.1 9.8 11.0 7.6 7.7 4.9 9.4 4.2 2.3

Source: Bangladesh Bureau ot Statistics.



Table 2.4
GDP GROWTH AT CONSTANT (1984185) PRICES
(in Percentage)

1982183 1983/84 1984/85 1985186 1986/87 1987188 1988/89 1989/90 1990/91 1991192 1992193

Agriculture 4.42 4.98 1.01 3.28 0.40 -0.77 -1.07 ,.70 1.61 2.19 1.87
Crops 4.17 4.80 0.83 3.38 0.00 -1.77 -1.90 9.16 1.16 1.66 0.92
Forestry 6.11 9.36 -7.23 4.25 -2.15 7.79 2.25 2.25 2.06 2.35 2.96
Livestock 2.73 5.01 12.16 2.94 5.52 0.95 3.i0 3.42 2.15 3.64 6.21
Fisheries 7.19 2.89 1.42 1.64 2.25 1.08 0.38 2.05 5.82 6.48 6.63

Industry 1.47 11.21 3.07 2.66 8.07 5.28 4.83 6.36 4.33 7.09 7.43
Mining and Quarrying/a .. .. .. .. .. .. .. ..

Manufacturing 1.89 7.50 -1.60 2.60 7.89 0.63 2.79 7.25 2.37 7.33 7.98
Large Scale 2.60 13.29 -3.85 3.79 13.58 0.70 2.70 8.29 4.18 10.50 11.40
Small Scale 1.15 1.34 1.07 1.26 1.30 0.53 2.90 2.90 2.88 2.94 2.90

Construction -3.43 20.11 12.19 1.73 6.81 12.28 4.88 3.24 4.50 4.45 5.00 O
Power, Gas Water and 53.01 7.13 6.34 12.52 21.76 16.35 28.83 15.33 20.5E 17.48 13.71 t

Sanitary Services

Services 6.17 2.42 7.34 6.02 6.40 5.32 4.73 3.99 4.58 4.83 5.41
Transport, Storage and 7.21 4.23 4.93 3.20 11.09 3.73 4.27 4.26 3.08 4.12 4.79
Trade Services 5.24 -1.63 7.54 1.48 2.55 3.17 4.77 2.98 3.87 3.97 4.90
Housing Services 3.08 3.03 3.28 3.05 3.29 3.22 3.27 3.31 3.38 3.41 3.77
Public Admn. & Defense 22.47 -6.92 32.56 20.47 7.82 7.92 6.93 2.64 9.68 8.28 8.57
Banking and Insurance -5.68 5.69 17.42 26.29 5.52 1.44 1.13 1.13 2.44 2.53 3.00
Professional and Misc. 6.53 6.78 4.74 8.04 6.92 11.12 6.25 6.25 6.20 6.40 6.80

Services

GDP at Constant Market 4.68 4.85 3.93 4.34 4.18 2.89 2.52 6.63 3.40 4.23 4.46
Prices

la Due to variation in coverage, the figures may not be comparable for the previous period.
FY93 Figures are preliminary.
Source: Derived from Table 2.2.
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Table 2.5
GROSS DOMESTIC PRODUCT BY EXPENDiTURE IN CURRENT PRICES
lTaka Million)

198I186 1985187 1987188 1981865 1989190 1990191 1991192 1992193

Net Resources at 512371 587472 652301 727201 810691 894159 960014 1028658

Consumption bi 453926 617982 677996 642010 716264 798204 850163 900191
Private bI 3965489 456737 508026 651555 613046 63472 725226 765980
Public cd 58436 61245 69969 90455 103218 114732 124937 134211

Investment cl 58446 69490 74306 86191 94427 95955 109861 128367
Private bI 29229 33404 38290 42591 47M 48562 60063 70371
Public cd 29217 36086 36016 42300 47152 4T393 4988 57996

Resource Balance 46144 48271 55165 67603 73120 59767 53S12 59764
E.portsofgoodsandNFS,fobdl 31168 39843 4U68 5S16 62683 75347 94110 113743
Impofs of goods and NfS, cgf cd 77312 88115 101603 118964 135803 135114 147622 173498

Gross Domesc Product, at market prices c 416227 39201 597136 659598 737671 834192 909502 968804
Net factor Income from abroad dl 14271 18669 20466 23381 22383 26522 33810 38822

Gros Niationa: Prduct, at m et pries 480408 557870 617602 682979 159934 860914 940312 1007626
Net IndlMdct taxes 26516 30082 32695 37601 41807 60070 67492 66212

Gross Nadonal Product, atfactorcost 454862 627788 684807 645376 716127 810844 882520 941414

Gross DomesUc Savings ef 12302 21219 19141 17588 21307 36188 61339 66113
Gross Natonal Savings ft 26572 39888 3S907 40969 43671 62710 90149 107435
Foreign Savings gI 31874 29602 3496 44222 50749 33248 19702 20932

-( (As Percentage of GDP) -
MEMO ITEMS
Consumption 97.36 96.06 96.79 97.33 97.11 9S.66 93.79 92.92

Private 84.63 84.71 85.08 83.62 83.12 81.91 80.00 79.06
Public 12.53 11.36 11.72 13.71 13.99 13.75 13.78 13.85

Investment 12.54 12.89 12A4 1212 12.80 11.50 12.12 13.26
Privde 6.2 6.20 A1 t6.0 6.A1 5.82 6.63 726
Public 6.27 6.6 6.03 6A1 6.39 6.68 5.49 5.9

Exports of goods and NfS. fob 6.69 7.39 7.78 7.79 8.50 9.03 10.38 11.74
Imports of gooCs and NFS, c 16.8 1.34 17.01 18.04 18A1 16.19 16.28 17S.
Gros DomesUc Savings 2.64 3.94 3.21 2.97 2.99 4.34 621 7.08
Gross National Savings 6.70 7.40 6.83 621 6.92 7.52 9.94 11.63
Foreign Savings 6.4 5A9 6.91 6.70 6.88 3.98 2.17 2.16

at GDPmkit Resource Balance.
br Derived as residual.
cd BBS data
dl From Balance of Payments Table 3.1, convweted Into Taim by using average exciange rate.
er GDP (mp)-ConsumptiortwGDINet Imports.
fU GDS*Net Factor Incone from Abroad.
gr Current Account Deficit of the Balace of Payments
FY93 figures are preliminary.

Source: BBS and Staf Esmates
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Table 3.1
BALANCE OF PAYMENTS,
(USS millions)

1985186 198187 1987/88 198U89 1989190 1S90/91 1991/92 1992I93

Merchandise exports, fob 819 1074 1231 1286 1524 1718 t993 2383
Merchandise imports, fob/c&f la -2364 -2620 *2988 -3375 -3759 *3470 -3463 -3986

Trade Balance -1545 -1546 -1755 -2089 .2235 -1752 -1470 -1603

Non-factor services, net 1 -30 -11 -14 15 75 67 76
Receipts 224 227 255 312 379 396 474 523
Other transport 23 22 27 32 36 34 37 38
Travel 18 14 10 17 20 17 25 32
Govemment services, n.e.i. 32 29 39 51 92 96 78 99
Other 150 162 179 212 232 247 334 354

Payments -223 -256 -266 -326 -365 -318 -406 -447
Other transport -39 -43 -41 -52 -83 -73 -102 -107
Travel -53 -48 -77 -114 -112 -61 -109 -126
Govemment services, n.e.i. 484 -110 -106 -115 -138 -141 -142 -149
Other -47 -55 -41 46 -62 -44 -53 -5

Investment income, net -109 -122 -133 -109 -123 -102 -89 -73
Receipts 36 35 55 79 67 65 91 94
Interest on reserv&; 31 30 41 67 41 52 61 49
Other interest & investmnent income 6 5 14 11 26 13 30 45

Payments -145 -157 -188 -187 -190 -168 -180 -167
Interest on external public M&LT debt -73 -82 -123 -139 -121 -129 -137 -144
IMF service charges -38 -39 -39 -43 -48 -33 -35 -11
Other interest & investment Income -35 -36 -26 -5 -10 -5 -7 -12

Private unrequited transfers, net 586 731 788 836 802 846 975 1065
Receipts 86e 731 788 836 8C2 846 975 1065
Workers Remittances 555 696 737 771 761 764 848 942
OthemS 31 35 51 65 41 82 127 123

Payments 0 0 0 0 0 0 0 0

Current Account Balance -10?7 -6 1111 -1376 -1541 -932 -516 -535

Amorftizaion of public M&LT debt -117 -154 -166 -170 -186 -197 -210 -239
IMF transactions, net -28 134 -18 68 -164 4 85 2
Aid disbursements, total 1306 1595 1640 1669 1810 1733 1611 1675

Other l-term capi- I, net -5 -7 -7 44 0 1 0 6
Direct & portfolio investment, net -5 2 3 2 3 2 10 16
Subscriptions to Int'l non-monetary orgs 0 -3 -2 0 0 -1 0 -1
Other, net 0 -7 -8 42 -3 0 -10 -9

Short-term capital, net 10 -140 -160 -139 -131 -144 -106 -271
Resident offical sector, net 3 -10 -5 4 0 0 -1 1
Deposit money banks, net 2 -70 -97 -144 -38 -40 -18 -3
Other, net 6 -60 -57 - -93 -104 -87 -269

Uabiltes consftitng forign
authodrtes reserves, net 0 -40 -40 - - 0 0 0

Food borrowing, net 69 -96 6 43 -21 -21 -19 *8
Gross 13 0 39 55 0 0 0 0
Amorization 482 -96 -33 -12 -21 -21 -19 -8

Errors & ommisslons, netlb 70 -69 -2 -72 -144 -62 -103 -112
Change in reserves Ic (- Increase) -100 -257 -144 46 377 -381 -742 -518

MEMORANDUM ITEMS:
Reserve level, end of June (USSm) 495 752 897 962 585 966 1679 2197
- Reserves, excluding gold (USS m) 479 729 873 941 565 943 1657 2171
-Gold, nationalvaluation(US$m) 17 23 24 21 20 23 22 26

Average annual exchange rate (TkUS$) 29.8861 30.6347 31.246 32.143 32.9323 35.667 38.152 39.1395
- = not available separately.
Ia Merchandise imports are reported on a mixed valuation basis, perfty fob and partly cif and exclude EPZ.
/b Including valuation changes other than thse of resemes.
Ic Including changes in the valuation of reserves.
1993 Figures are preminary estinates.
Source: Bangladesh Bank.



Table 32
BALANCE OF PAYMENTS - REQUIREMENTS AND SOURCES FORMAT
(U68Smillons

1062183 1983184 1084186 1986 19087 1967188 198899 108390 1990f91 19911t2 1992193

FOREIGN EXCHANGE REQUIREMENTS

CURRENT ACCOUNT
Merchandise Imports 2306 2S53 2647 23U 2620 2966 337 S759 3470 3463 3966
Paymentsonhweseonrts 135 121 148 146 157 168 187 190 168 160 167
Non-factor serIces 208 191 217 223 256 266 328 365 318 406 446
Subtolal 2g62 2665 3011 2732 3033 3440 am9 4313 395S 4040 4599

CAPITAL ACCOUNT
PublclM&LTdebtamodlzaton 74 72 110 117 154 166 170 196 107 210 239
Food loan amou_zmln 0 0 99 82 eS 33 12 21 21 19 8
Long-termcapital.net 0 8 3 S 7 7 44 0 -11 0 -6
Sho-tennm capltl, not 36 -05 35 -10 140 180 139 131 136 106 272
Subtal 110 75 247 194 397 368 278 338 343 335 513

TOTALREQUIREMENTS 272 2740 3258 2926 3430 3805 4180 4861 4209 4384 5112

FOREIGN EXCHANGE SOURCES

CURRENT ACCOUNT
Mrchadise exports 66 a81 04 819 1074 1231 1266 1524 1718 1903 2383
Remtmances 628 27 476 36e 731 788 ass 802 846 975 1065
hbcom eom. 27 57 s5 36 35 55 79 67 65 el 94
Non-f corserAos 203 222 228 224 227 265 312 379 396 474 523
Subtotal 1544 1717 1697 166 2067 2329 2513 2772 3024 3533 4065

CAPITAL ACCOUNT
Aid dIsburments 1346 1208 1267 1306 1596 1640 1969 1810 1733 1691 1687
IMFtrnsacuons. net 47 19 -7 -28 134 -18 68 -164 4 85 ?
Food borowng. grosw 0 51 190 13 0 39 55 0 0 0 0
Oter -6 -6 -0 0 -40 -40 0 0 0 0 0
SubtoW 1386 1242 1420 1291 1689 1021 1792 1646 1737 177S 1589

TOTAL SOURCES 2900 9069 3117 2956 3756 3960 4304 4418 4760 6530 5s64

Iras In gross resems 236 160 -146 100 257 144 es -377 399 742 518

Efforsandomlsdons -67 37 6 -70 69 2 72 144 63 1s8 24

Source: BangldKch Bank
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Table 3.3
VALUE OF TOTAL EXPORTS .Y' COMMODITY
(USS milllcn)

19841857 9 a6 1 8 198718 1S8S 109i10 19901 19U92 1J9oe=3

Prnmary Commod Wes

Rawjute 151 124 104 81 97 126 104 85 74

Frozen shrimps. flis & bfuege 87 115 136 140 141 138 142 131 165
Otherfishproducts 2 5 4 6 7 8 0 4 9

Tea e1 33 30 39 40 39 43 32 41
Spices, inc. tamarind & 0 0 0 0 0 - - 0 -

Frulto& vetables 4 15 18 16 10 6t 6 a

Tobacoo 3 1 1 1 2 1 2 2 2
Betel leaes 1 4 3 2 1 0 1 1 2
Raw coton 0 0 0 0 1 - - 0 -

Crude fetititrs 0 0 1 2 1 1 0 1 2
OU cake 0 0 0 0 0 - - - -

wheat &re bran 3 0 0 0 0 -

ice 0 0 0 0 0 - - -

Animal oaslnge 0 0 0 0 0 0 0 0 0
Uzai didns 1 1 0 0 0 - - - -

Toolse &te teat& ses 1 1 1 2 1 0 0 0 2
Bees°w 0 0 0 0 0 - - 0 -

Manulacbed Goods

Jute Manuatures 358 294 275 265 243 331 286 179 106
Jutespeeaitypiroducte 32 1 27 38 37 - 73 125 97

Texs, is.snclilk&ddkate 0 0 1 1 2 - 0 0 29
Readiad. gaments 116 131 209 434 471 600 736 1084 1240

Cottonyam&#wreadwadt 0 0 0 0 0 0 - - -

HIcraftS 2 2 4 4 4 6 5 9 5
pottry& ocirproducts 0 0 0 0 0 - - 0 -

W-3od & tunlturem c _ments 0 0 0 0 0 - - - 0
Bamboo&bambooproducts 1 0 0 0 0 0 0 1 0

Leather & leate products 70 61 135 147 137 179 137 149 151

Suar 0 0 0 0 0 - - - -

Molasses 0 0 0 1 1 - 0 0 0

Pulp 0 0 0 0 0 0 - - -

NewsrInit 9 7 8 7 4 a 4 1 1
Papaw 2 .0 2 5 3 1 - 6 2

Hardboard &ptwole bowd 0 0 0 0 0 - -

Cellophane 0 0 0 - -1-1

Piyon 0 0 0 0 0 - 0 - 0
Ptarmaceutcals&crudedrugs 0 0 0 0 0 0 1 1 2
Glerine 1 1 1 I 1 1 0 0 0
Urea S 3 4 25 S3 17 3a 21 51

Naphtha 21 14 10 8 12 8 14 3 1S
Fumace o* 0 0 2 4 4 9 19 5 21
Bltumen 0 0 0 0 0 - - - 0

Wire&cables 1 0 0 0 3 8 2 0 0

AN ogherst 9 6 7 8 10 31 100 169 263

TOTAL 940 819 1074 1232 1286 1524 1718 1083 238

la Includes items for wh dtislis are not show or available separtely.
- Negiggible or not available.



Table 3.4
QUANTITY AND VALUE OF TRADTIOMNAL GOCOS EXPORTS

10s841165 MMa1s7 lOWS? 1987/9 1966/99 198/ 199/9 m19192 1902/93

RawJule
Vaue (mill US 160.81 1231 104.00 60.5 97.27 124.92 104.21 86.5 74.3
Quantlty MO bale 2408 2301 2241 1345 :817 2064 1360 1394 1356
unit pic (US*b") 9263 5384 46.41 59.7 0.15 60.38 76.63 61.33 54.84

Hesilan Quantly(OOO.T.) 184.64 151.37 204.50 198.70 100.70 - - 91.19 101.51
Sack Ouawflt(oooM.T.) 17685 242.49 194.49 178.70 15.60 - - 190.62 18520
Carpet-backdna Quantity (000 M.T.) 72.80 89.74 72.18 71.10 31.60 - - 8620 29.18
Carpet Quantty (000 M.T.) - - - - - _ _
OUiersldl_crepancy Quanllty (000 M.T.) 10.00 10.20 17.60 16.6O 14&10 - - 146.83 187.2

Toal Jute Manufactum
Value (mID US$) 357.72 294.32 274.73 265.01 243.34 328.05 284.79 178.87 195.35
Queaty(oo0M.T.) 440.00 467.6 479.90 465.00 433.00 510.00 505.00 346.00 315.90
Unit prce (USWM.T.) 813.00 629.42 672.47 69.91 6s19 843.24 663.94 516.97 6s1.4

Jute Speciaty Products
Value (Min Us* 32.08 0.86 26.81 36.30 36.52 - 73.00 122.77 97.02
Quan0ty(0001M.T.) 36.15 1.01 - 60.00 64.00 - - 145.14 187.32
Unit pdce (USM.T.) 912.61 846.6 - 606.00 570.63 - - 84587 517.3

Tea
Vahe (mil US* 61.02 32.70 29.60 38.80 39.83 39.48 43.21 32.43 41.14
Quat ".1 l 66.53 65.76 47.10 60.46 5524 66.96 68.26 52.09 72.23
Unit p, . (USA)OOfs) 1079.33 497.24 629.70 64153 721.01 589.43 741.68 622.58 s69.61

Leather and Leather ProductB fa
Value (mi US) e6.80 60.73 134.82 147.17 136.98 178.89 134.29 144.46 147.91
Quantfy(mll sq a) 81.75 71.52 137.46 11821 127.B 157.22 101.36 119.55 13e.83
Unit price (US0 sq 2t) 853.81 849.13 9079 124499 1073.5 1137.83 1324.68 1208.3 1066.4

Toal Value, Tradional Exo 671.427 512.494 570.02 567.81 553.94 671.04 639.5 5"4.0 55.7
In Constn FYs1 Pices 504.6 52 . 625.6 587.3 572. 641.4 550.1 5422 571.7

- = Not available separtely.
la Excludes hides and skdns, but Indudes leathr goods.

Source: anglades Expot Promton Bureau and Banlh Tea Bard.



Tablo 3.5
QUANTITY AND VALUE OF NON-TRADITIONAL EXPORTS

1983184 1984)85 1A5/8f 1986187 1987188 198889 1989190 1990191 1991192 1992193

Frozen Shrimps. Froglegs and Fish
Value (mill US$) 95.00 86.85 114.70 134.16 139.65 141.38 137.89 141.80 130.53 165.33
Quantity (ooo Ibs)) 38.A 38.24 47.16 46.58 48.33 45.19 47.88 52.92 44.32 48.35
Unit price (US7$ib) 2.47 2.27 2.43 2.94 2.89 3.13 2.88 2.68 295 3A2

Other fish products and preparationsla
Value ('000 USS) 2186 2450 5420 4020 5210 6560 7600 5590 4080 9360
Quantity(mt) .. .. .. .. .. .. 1439 1621 972 1879
Unit Price (US$&) .. .. .. .. .. .. 5 3 4 

Newsprint
Value (mill USS) 6.54 8.60 7.34 7.66 7.06 4.29 3.00 3.09 0.89 0.73
Quantty(000 tons) 14.00 18.00 1f.00 19.00 13.95 7.70 4.67 8.71 1.55 1.34
Unit price (USton) 487.14 472.11 468.75 402.63 506.09 657.14 f41.85 458.36 574.19 545.18

Paper
Value ('000US$ 26f0 168f .. .. 4600 8120 678 .. 4640 1740
Quantity (000 ton;4 2371 2453 .. .. 6948 3756 620 .. .. 2117
Uni ptice (US$Aon) 1079.71 646.M .. .. 756.56 830.67 109356 .. .. 822

Napti
Value (mill USS) 26.00 20.68 13.91 10.24 8.08 11.94 7.92 13.68 2.99 15.25
Quantiy (000 MT) 100.70 89.00 80.00 77.77 65.00 69.00 58.63 54.54 17.87 126.71
Unit ptice (US$UIMT) 268.19 232.33 173.88 131.67 124.31 173.04 134.99 260.83 167.37 121.31

Furnace Oil
Value (mill US) .. .. .. .. 3.68 4.01 8.93 18.77 5.34 21.42
Quantlty(OOOAIml .. .. .. .. 39.00 54.00 111.67 159.44 73.35 248.55
Unit price (ISIl) .. .. .. .. 94.38 74.26 80.00 117.73 72.80 89.18

Bitumen
Value COO USS) 3120 106 s0 440 220 100 .. .. .. 130
Quantity (Ml) 13000 459 209 2008 1000 500 .. .. .. 800
UnIt price (tJS$/MT 240.00 230.04 239.23 219.12 220.00 200.00 .. .. .. 163

Urea
Value (mill U8t) 9.73 4.79 2.57 4.18 24.93 53.37 17.04 36.30 21.35 51.18
Quantity (O tons) 61.00 28.30 20.50 35.00 223.46 465.00 116.59 289.91 195.97 427.51
Unitprlce(tJS$Aon) 169.54 182.13 12S.37 119.43 111.56 114.77 146.17 125.21 108.94 119.72

Garm, lts
Value (miD US$) 31.67 116.20 131.4C 298.67 433.92 471.09 609.00 735.83 1064.00 1240.48

Total Non-traditional Expo,ts(mll US$) b/ 194.49 263.00 306.43 504.48 663.40 73t.92 862.66 1145.44 1429.00 1827.14
In condant prices of FY81 ('000US$) 202.2 317.52 379.37 539.30 524.78 572.73 618.21 823.10 936.19 1341.80

Total Expots ('000 US$Ib 822.00 934.44 819.20 1073.77 1231.20 1285.92 1523.70 1717.65 1993.09 2382.89
in condant ptices of FY81 OOOUS$) 814.02 832.24 944.68 1143.86 1098.03 1145.72 1259.58 1373.19 1478.41 1913.50

.. not avlable separatety.
a/ Includes dried and salted fish and fish products. duuflfns, and flishmaws.
bl kdes odhe tems nt tn aboe.
Source: Expolt Promoton Bureau.
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Table 3.6
QUANTITY AND VALUE OF MAJOR IMPORT COMMOOITiES

1983184 1984185 1986186 1986187 1987188 1988189 1989190 1990191 1981192 1992193

Malor Primary Goods (mi.USS 768 836 44 469 76Z 610 685 636 497 406

Rice /a(mili. US S)
Value (mill. USS) 66 176 8 50 150 17 102 4 6 7
Quantity C000,long tons) 179 690 39 261 671 60 300 11 42 19
Unit Price la (USS) 313 255 206 190 224 283 340 35S 119 343

Wheat /a
Value (mill. USS) 342 322 212 223 339 367 241 327 260 140
Quantity ( 000,long tons) 1877 1899 1164 1508 2342 2077 1234 1666 1440 810
Unit Price /a (USS/long ton) 182 170 182 148 145 172 195 209 174 8S

Oilseeds
Value (mill. USS) 2 6 0 25 39 11 14 1 19 36
Quantity ('000,mt tons) 6 20 0 116 148 42 G0 2 25
Unit Price (USSlmt ton) 370 300 260 216 264 262 274 350 760

Crude Petroleum
Value (milL USS) 233 226 177 126 136 132 123 212 162 142
Quantity ('000 tons) 1004 S85 1008 1000 988 1096 1008 1182 1018 1124
Unit Price (US$Iton) 232 229 176 126 138 120 122 179 148 126

Raw Cotton
Value (milL USS) 125 106 52 45 88 93 105 93 71 82
Quantity ('000 bales) 388 305 181 206 267 349 375 250 284
Unit Price (US$ibale) 322 348 285 220 330 266 280 370 260

Malor Intenmediate Goods 369 433 617 367 476 663 6 689 597 7
(mill USS)

Edible Oilla
Value (miil. USS) 87 103 136 115 176 110 200 208 141 1.i
Quantity ('000 tons) 100 136 272 283 382 408 426 600 326
Unit Price (USStton) 870 757 498 406 461 417 471 418 434

Petroleum Products lb
Value (min. USS) 122 133 166 104 136 153 174 207 168 162
Quantity CO0O tons) 464 570 805 732 790 926 973 711 826 807
Unit Price (USS/ton) 263 233 206 142 172 165 479 291 204 200

Fertilizer /a
Value (mlil. USS) 76 137 108 26 46 108 46 91 117 131
Quantity ('000,long tons) 356 668 640 146 277 535 227 457 6S0
Unit Price (USS/long ton) 211 206 169 172 166 202 203 198 198

Cement
Value (mill. USS) 37 26 67 64 67 83 83 106 106 116
Quantity ('000, mt.tons) 748 688 1333 1601 1863 1893 1600 1800 1650
Unit Price (USSAton) 49 44 43 40 43 44 65 59 64

Staple Fibres
Value (mill. US$) 9 3 1 7 7 9 10 6 1i 31
Quantity ('000 bales) 27 10 3 29 24 24 25 16 38
Unit Price (US$hbale) 333 300 333 241 292 376 400 400 400

Yam
Value (milL USS) 39 31 s0 42 44 40 54 72 s0 127
Quantity (milion .ibs) 37 26 S6 39 38 37 45 60 40
Unit Price (US cents/lb) 106 119 89 108 116 108 120 120 125

Canital Goods (mill. USS) £ a f91 1003 US 1090 1070 12f 1231 128 4 12

Others (mill, USSl /c 610 687 AM S9 668 1132 1311 914 t085 1616

TOTAL IMPORTS (mIil.USS) 2353 2647 2364 2620 2986 3376 3759 3470 3463 3986
la As a large portion of Imports is financed on a grant basis, unit prices are often available for accounting purposes only.
lb Includes petroleum products imported by 8PC from its refining operations in Singapore as wel as imports of non-fuel

petroleum products.
/c Consumer and other intermnediate goods not seperately shown.

Note: I bale of raw coftona 600 lbs; I bale of polyestera 618 Ibs; I bale ofviscose -441 Ibs; I bale of yam a 400
Source: Planning Commission.
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Table 3.7
IMPORTS AND EXPORTS VOLUME AND PRICE INDICES AND TERMS OF TRADE
(1980181-100J

1983/84 1984/85 1985/86 1986/87 1987/88 198889 1989190 1990/91 1991/92

IMPORTS

Rice
Value Index 138.61 435.64 19.80 122.52 371.29 42.08 252.48 9.65 12.38
Volume Index 216.18 833.33 47.10 315.22 810.39 72.46 362.32 13.29 S0.72
Unit Price Index 64.12 52.28 42.04 38.87 45.82 5807 69.68 72.66 24.40

Wheut
")its Index 162.89 153.36 100.97 106.21 161.46 170.03 114.78 155.89 119.07
Volume Index 192.20 194.45 119.19 154.41 239.81 212.68 126.36 160.35 147.45
Unit Price Index 84.75 78.87 84.72 68.78 67.33 79.95 90.84 97.22 80.75

Edible Oil
Value Index 94.56 111.95 147.28 125.00 191.30 184.78 217.rg 225.54 153.26
Volume Index 70.92 96.45 192.91 200.71 270.92 289.36 301.42 354.61 230.50
Unit Price Index 133.33 116.07 76.35 62.28 70.61 63.86 72.12 63.60 66.49

Oilseeds
Value Index 1819 54.58 0.91 227.40 354.74 100.05 124.61 6.37 172.82
Volume Index 1617 67.31 1.35 390.38 498.06 141.34 168.27 6.73 84.13
Unit Price Index 100.11 81.09 67.57 58.25 71.22 70.79 74.06 94.60 205.42

Crude Petroleum
Value Index 67.81 65.78 51.51 36.67 39.58 38.36 35.80 61.59 44.24
Volume Index 76.95 75.49 77.26 76.64 75.72 84.00 77.26 90.59 78.02
Unit Price Index 88.13 87.13 66.68 47.85 52.27 45.67 46.34 67.98 56.70

Petroleum Products
Value Index 76.34 83.22 103.25 65.08 85.10 95.74 108.88 129.34 105.12
Volume Index 88.57 10&81 153.67 139.73 150.80 176.77 185.74 135.72 157.49
Unit Price Index 86.19 76.48 67.19 46.57 56.43 54.16 5862 95.29 66.75

Fertilizer
Value Index 72.12 131.73 103.85 24.04 44.23 103.85 44.23 87.02 112.50
Volume Index 101.64 190.15 182.72 41.40 79.09 152.75 64.81 130.48 168.45
Unit Price Index 70.95 69.28 56.83 5807 55.93 67.99 68.25 66.69 6&79

Cenent
Value Index 112.92 79.35 173.96 195.32 204.48 253.31 253.31 324.12 323.51
Volume Index 167.71 131.84 29888 158.97 350.45 424.44 336.32 403.59 369.96
Unit Price Index 67.33 60.19 5&20 '1.41 58.35 59.68 75.32 80.31 87.44

Raw Cotton
Value Index 115.74 98.15 47.78 41.67 81.48 86.11 97.22 85.65 65.74
Volume Index 151.56 119.14 70.70 80.08 104.30 136.33 146.48 97.66 110.94
Unit Price Index 76.37 8238 67.58 52.03 78.12 63.16 66.37 87.70 59.26

Total ai
Current Price Inde 92.89 104.50 93.33 103.43 117.88 133.24 14&40 136.99 136.72
Constant Price Ind 104.24 123.76 108.52 11&41 13349 138.29 14249 126.09 126.86
Unit Price Index 89.12 84.44 86.00 87.35 88.31 96.35 104.15 108.65 107.77

af Includes items not shown above.
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TA8LE 3.7 (Cont'd)
IMPORTS AND EXPORTS VOLUME PRICE INDICES AND TERMS OF TRADE

1983184 1984/85 1S85186 1986/87 1987188 198819 1989190 1990191 1991192

EXPORTS

Raw Jute
Value Index 98.59 125.88 104.23 87.49 67.735 81.83 104.84 87.67 71.92
VolumeIndex 97.84 7Z43 11&37 115.28 69.19 83.18 106.18 69.96 71.70
Unit Price Index 100.77 175.17 88.05 75.90 97.92 9838 9874 125.32 100.31

Jute Goods
Value lndex 94.14 100.19 8±43 7695 74.23 6816 91.88 79.77 S0.10
Volume Index 101.31 87.75 93.25 95.71 92.73 86.35 101.71 100.71 69.00

Unit Price Index 92.92 114.18 88.40 80.40 8w0.4 78.93 90.34 79.20 72.61

Tea
Value Index 169.40 150.02 80.60 72.92 95.40 97.93 97.07 106.24 79.i4
Volume Index 103.01 86.8 100.13 71.72 9.09 84.11 101.99 88.71 79.31
Unit Prce Index 16446 174.28 80.S0 101.68 1039 116.43 9518 119.76 100.53

Leather
Value Index 150.42 123.14 107.14 237.85 259.64 241.66 31560 236.92 254.86
Volume Index 127.67 101.42 88.73 170.53 146.65 15825 19505 12L 5. 14831
Unit Price Index 117.82 121.42 120.75 139.48 177.05 152.16 161.81 18840 171.84

Frozen Shilmps Fromegs and Fish
Value Index 237.80 217.38 287.11 340.93 34G.5 353.89 345603 354.94 319.45
Volume Index 232.37 231.03 284.92 275.37 29199 273.02 289.27 319.72 257.49
Unt Prce Wndex O12.49 423 100.92 122.13 119.90 129.82 119.50 111.18 122.21

Naphtha
Value Index 87.12 69.28 46.61 34.31 27.07 40.01 26.52 45.84 27.91
Volume Index 86.54 76.48 68.75 68.78 5&75 590 50.39 46.87 7839
Unit Price Index 100.67 90.S9 67.80 51.34 4.47 67.47 52.63 97.80 35.61

Total hb
Value Index 115.66 131.48 115.24 151.09 173.24 180.94 214.40 241.67 280.44
Volume Index 114.17 110.32 122.12 149.61 160.43 171.39 185.80 '198.20 224.42
Unit PriceIndex 101.31 119.19 94.37 101.00 107.99 10557 115.39 121.93 124.97

TERMS OF TRADE INDEX
Export Pric kIne 101.31 119.19 94.37 101.00 107.99 105.57 115.39 121.93 124.97
Import Pric kIdex 112.05 140.29 107.80 114.46 123.19 10895 109.78 111.73 112.53
TOT 90.41 84.96 87.54 8&24 87.66 96.90 105.11 109.13 111.05
Annual Change% 16.19 25.21 -23.16 &17 7.62 -11.56 0.76 1.78 0.72
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Table 3.8
TOTAL IMPORT FINANCING
(US$ million)

Special Loans &
Year Cash Barter Trade WESla Grants Total

1972173 396.3 49.4 - - 541.0 986.7
1973/74 397.3 64.0 - - 392.9 854.2
1974175 273.7 62.0 3.0 41.2 810.7 1190.6
1975/76 430.1 23.7 5.2 40.4 786.5 1285.9
1976/77 307.2 28.8 2.7 56.2 449.9 844.8

1977178 497.3 48.6 2.6 88.1 794.7 1431.3
1978/79 442.6 73.7 2.9 116.1 1005.6 1640.9
1979180 901.7 75.4 3.5 177.4 1181.2 2339.2
1980/81 1056.3 96.6 2.7 334.3 1178.9 2668.8
1981182 976.9 100.6 4.1 342.2 1262.9 26P0.7

1982183 489.9 49.9 10.6 479.2 1287.1 2316.7
1983184 637.4 75.3 7.2 494.8 1138.1 2352.8
1984185 735.2 63.9 6.8 695.8 1145.8 2647.5
1985186 649.3 85.1 33.1 676.2 920.3 2364.0
1986/87 366.4 79.0 27.4 879.1 1268.5 2620.4

1987188 443.9 84.7 43.0 1090.2 1324.2 2986.0
1988189 422.7 90.9 90.9 1435.3 1160.2 3200.0
1989/90 568.9 63.2 55.2 1797.9 1273.5 3758.7
1990191 485.0 72.0 36.0 1505.0 1372.0 3470.0
1991/92 782.0 26.4 15.0 1426.5 1213.5 3463.4
1992193 2515.8 17.6 6.3 173.1 1273.1 3985.9

/a Wage Earners Scheme.
1993 figures are preliminary estimates.

Note: Data reflect payments rather than commodity arrivals.
Valuation for commodities financed under loans and grants is on a
mixed fob/cif basis, depending on the terms of the respective aid
agreements; all other categories reflect cif valuation.

Source: Bangladesh Bank, Statistics Department.
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Table 3.9
AID PIPEUNE
(US$ million)

1083/84 1984/85 1985/0 198887 1s87/88 1988I/8 109so0 19901 1991/92 1992s93

FOOD AID

Opening pipeline 41.8 60.4 194.4 323.8 207.4 299.3 231.7 230.9 119.2 104.0

Commnitnents 2852 380.2 329.6 109.0 364.0 157.0 159.7 183.8 226.0 177.7

Disbursements 278.4 244.5 202.8 225.4 300.5 226.9 187.6 268.6 2412 121.0

Closing pipeline 50.5 190.1 323.8 207.4 290.3 231.7 203.9 119.2 104.0 164.5

Pledges 219.0 246.0 235.0 222.0 226.0 214.0 183.0 156.0 188.1 216.3

COMMODITY MiD

Opening pipeline 476.7 691.7 374.7 40.4 609.1 451.5 499.6 478.5 408.2 61s.s

Commitments 628.2 251.8 408.9 5e2.1 251.2 601.3 430.7 295.9 675.7 3361

Disbufsements 439.2 431.6 393.4 402.5 609.4 67.7 4568.7 408.1 386.0 372.1

Closing pipeline s56.7 362.8 46.A 620.0 451.5 499.6 487.3 408.2 615.8 636.8

Pledges 488.0 523.0 437.0 659.0 664.0 585.0 590.0 53.0 4827 409.6

PROJECT AID

Opening pipeline 3374.1 3644.5 4061.8 4633.2 4390.1 4699.0 4601.2 6238.7 4846.7 6260.0

Commitments 881.7 1339.6 922.9 92.2 914.6 111&1 1563.3 890.6 872A 760.7

Disbursements 62.8 60.9 709.8 967.2 830.5 903.9 1165.4 1066.9 1064.0 1094.0

Cieting pipeline 3703.0 40631 433.2 498.2 4699.0 4010.2 4943.0 4847.0 6118.8 4710.0

Pedlges 913.0 932.0 099.0 1126.0 1233.0 1257.0 1423.0 1087.0 1463.0 1544.2

TOTAL

Opening pipeline 38s2.6 4296.6 4630.9 6417.5 5206.6 5449.8 5332.5 60948.1 5374.1 6979.8

Commitments 1696.0 1971.5 1661.4 1603.3 1529.7 1873.4 2143.7 1370.3 1774.1 1274.5

Disbursements 1288A 1267.0 1305.9 1595.2 1640.4 1668.5 1809.6 1732.6 1691.2 1587.1

Closng pipeline 4319.2 4622.0 5417.5 5426.6 5449.8 5641.5 5614.2 6374.4 6s38.6 5513.3

Pledges 1620.0 1701.0 1671.0 1907.0 2023.0 2056.0 2199.0 17960 21138 2170.0

Raio of Actual Conminuments

to Pledges (b) 104.6 116.9 99.4 84.1 75.6 91.1 97.6 76.3 83.9 58.7

Commodity aid Includes cash aid, and project aid includes technical assitance.
Discrepencies betwen cloeing pipeline In one year end opening pipeline in the next
yfear result fm adjustments for curencyrevaluations, aid canceilations, and
reclasaificatians.

Source: EonomIc Reaons DivIsion.
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Table 3.10
COMMiTMENTS AND DISBURSEMENTS OF AID BY TYPE OF AID
(USS million)

1981 1983184 1984185 1985U8 1985187 1987188 11889 1181190 1990111 1991192 1992193

COMMITMENTS

Food Aid 248.4 285.2 380.2 329.6 109.0 364.1 167.0 159.7 18.8 226.0 177.7

Grants 248A 271.8 380.2 329.6 101.0 364.1 157.0 159.7 183.8 221.0 177.7

Loans - 13A - .

CommodiltyAid 44A 628.2 253.1 408.9 66Z1 281.2 601.3 430.7 296.9 671.7 336,1

Grants 268.1 240A 1526 228.9 206.1 138.8 188.1 178.6 104. 184.6 281.5

Loans 206.3 287.8 100.6 183.0 3560 112.7 413.2 232.1 191.4 390.9 104.6

Project Aid 711.8 88M.7 1344.8 922.9 932.2 914.5 1116.1 1684. 89106 9724 760.7

Grants 320.2 346.3 347.5 600.9 671. 378 't16.0 546.4 116.7 6810 326.3

Lans 479.6 35A 997.1 313.0 363.6 536.2 799.1 1038.2 613. 284.4 435.4

TOTAL 1522.6 169.1 1977.9 1661.4 1603.3 1521.8 1873.4 2175.0 13703 1774.1 1274.

DISBURSEMENTS _

Food Aid 265.4 276.4 244.5 202.8 225A 300 221.9 187.5 268.L 241.2 121.0

3rants 221.0 263.0 242.0 202.8 225.4 300.5 226.9 187.5 268.6 241.2 121.0

Loans 34.4 13.4 2.5 - - -

Commodity Aid 462.0 439.2 31.6 393.0 402.5 009A4 637.7 456.7 408.1 3S6.0 372.1

Grants 24.6 244.A 243.9 256.0 178.0 170.7 184.0 135.7 2462 192.0 207.8

Loans 207.5 184.8 187.7 137.0 226.5 338.7 373.7 321.0 161.9 194.0 18.3

Project Aid 489.9 552.8 590.9 701.8 967.2 830. 903.9 1166A 1055.9 1064.0 1094.3

Grants 121.9 226A 214.9 503.8 265.5 352.1 282.0 442.7 316.7 484.0 328.0

Loans 348o 326.4 378.0 206.0 711.7 477.9 621 722.7 739.2 680.0 766.0

TOTAL 1177.3 1268.4 1287.0 1305.6 166S.1 184.4 1668.6 1809.6 1732.6 1691.2 1587.1

Memo tems:

Grants

CommItments 836.7 858.5 880.3 1166.4 893.7 8803 661.1 884.7 486.0 1098.8 734.5

Disbursements 587A 733.8 700.8 162. 66.9 823.8 672 765.9 831.5 917.2 686

Loans

CommItments 85.9 836.6 1097.6 491.0 709.6 6489 1212.3 1210.3 853 675.3 540.0

DIsbursements 5813 534.6 516.2 343.0 938.2 816.6 991.6 1043.7 801.1 74.0 930.3

Source: Economic Relations Division.
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Table 3.12

Real Exchange Rate Index
(Base 1988=100)

Year RER

1987 101.0
1988 100.0
1989 106.0
1990 99.7
1991 96.3
1992 89.7

Source: IMF
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Table 4.1
EXTERNAL PUBLIC DEBT OUTSTANDING INCLUDING UNDISOURSED AS OF JUNE 30,1993
Includes only debt committed for a period up to June 30, 1993
(in thousand of US Dollars)

DEBT OUTSTANDING

Disbursed Undisbursed Total

CREDITOR TYPE: SUPPLIERS CREDITS
CREDITOR COUNTRY

CHiNA 4,276 298 4,515
FRANCE 1,853 - 1,868
HUNGARY 3,634 - 3,634
INDIA 1,812 370 2,182
PAKISTAN 1,761 1,761
ROMANIA 2,733 - 2,733
USSR 100,804 8,089 100,604
YUGOSLAVIA 1,047 - 1,047

TOTAL SUPPLIERS CREDITS 117,866 668 118,224

CREDITOR TYPE: FINANCIAL INSTITUTIONS
CREDITOR COUNTRY

FRANCE - - -

TOTAL FINANCIAL INSTITUTIONS

CREDITOR TYPE: MULTILATERIAL LOANS
CREDITOR COUNTRY

ASIAN DEVELOPMENT BANK 2,943,048 1,138,830 4,078,874
EEC 48,S40 - 4S,640
IBRD 60,611 - 60,611
IDA 4,738,742 1,822,633 6,261,376
INTERNATIONAL FUND ARG (FAD) 182,163 48,283 200,401
ISLAMIC DEVELOPMENT BANK 23,189 14,666 37,714
OPEC, SPECIAL FUND 66,372 23,822 88,894

TOTAL MULTILATERAL LOANS 8,028,632 2,744,478 10,773,109

Continued
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Table 4.1 (Continued)
EXTERNAL PUBLIC DEST OUTSTANDING INCLUDING UNDISBURSED AS OF JUNE 30, 1993
Includes cnly debt committed for a period up to June 30, 19M
(in thousand of US Dollars)

DEBT OUTSTANDING

Disbursed Undisbursed Total

CREDITOR TYPE: BILATERAL LOANS
CREDITOR COUNTRY

INDIA 8,974 2,106 11,079
IRAN 8,759 - 8,759
IRAQ 6,012 - 8,012
JAPAN 3,591,006 227,336 3,818,341
KOREA, REPUBUC OF 1,220 - 1,220
KUWAIT 83,661 ?,698 91,269
NETHERLANDS 16,971 2,640 19,5S7
PAKISTAN 32.200 32,200
POLAND 1,052 1,052
ROMAINA 3,662 17,493 21,148
SAUDI ARABIA 103,035 4,006 107,040
SWITZERLAND 4,724 4,724
TURKEY 726 725
UNITED ARAB EMIRATES 48,679 - 4S,679
UNITED STATES 990,202 103,280 1,093,482
USSR 26,069 - 26,069
YUGOSLAVIA 12,873 - 12,873

TOTAL BILATERAL LOANS 6,140,000 519,774 5,660,483

CREDITOR TYPE: EXPORT CREDITS
CREDITOR COUNTRY

AUSTRIA 2,416 - 2,416
FRANCE 1,149 - 1,149
INDIA 47 47
NETHERLANDS 2,788 2,766
UNITED KINGDOM 1,041 1,041
USSR 148 148
MULTIPLE LENDERS 37,583 2,879 40,417

TOTAL EXPORT CREDITS 45,093 2,879 47,972

TOTAL EXTERNAL DEBT 13,331,971 3,267,797 16,899,768

CREDITOR TYPE
SUPPLIERS CREDITS 117,886 668 118,224
FINANCIAL INSTiTUTiONS
MULTILATERAL LOANS 8,028,632 2,744,478 10,773,109
BILATERAL LOANS 5,140,690 519,774 6,660,463
EXPORT CREDITS 45,093 2,879 47,972

TOTAL EXTERNAL DEBT 13,331,971 3,267,797 16,599,768

NOTE: (1) Only debts with an original or extended maturity of over one year are included In this table.
(2) Debt outstanding Includes principal in arrears but excludes Interest In arreas
(3) Figures are preliminary.



TABLE 4.2
BANGLADESH: SERVICE PAYMENTS, COMMITMENTS. DISBURSEMENTS, AND OUTSTANDING AMOUNTS OF EXTERNAL PUBLIC DEBT
PROJECTIONS BASED ON DEBT OUTSTANDING INCLUDING UNDISBURSED AS OF JUN 30,1993
INCLUDES ONLY DEBT COMMiTTED -JUNE 30,1993
DEBT REPAYABLE IN FOREIGN CURRENCY AND GOODS
(IN TtJOUSANDS OF U.S. DOLLARS)

DATE DEST OUTSTA"DING AT T R A N S A C T ItO N S D U R I N G P E R I O : OTHER CHANGES
END OF PERIOD

…_________ ________________________-__ - _____- _____________________- _____________- _______________- _______________________
DISBURSED : INCLUDING s COMMIT- s DISBURSE- S E R V I C E P A V M E N T S s CANCEL- : ADJUST-

ONLV : UNDISBURSED : MENTS s MENTS s --------- :---------.:--------s LATIONS 0 : MENT
* : s s : PRINCIPAL : INTEREST : TOTAL

: (1) : (2) (3) (4) (5) s (6) : (7) (a) : (9)

198506 5.415.300 8.750.696 1.079,Ji9 621.803 t05,621 7R.867 182.498 133.269 -
198606 6.852.578 10.692.206 1.003.762 777,404 144.858 103.570 248.429 92.841 1.175.447
198706 7.968.131 11t671.176 795.285 1.020.263 145.111 121.970 267.081 170.049 498.845
*98806 8,917,683 *2,509,354 865,423 906239 192.587 144.258 336.846 159.730 325.071
190906 9.G24,984 13.204,771 1,262,539 074,249 192,96S 140,471 333,442 161.218 -212,8/8
199006 10,500.439 14.352.362 1,341,515 1.099,754 225,661 144.549 370,209 96.720 128.465
199106 11.322.769 15.164.808 1,160.633 1,026.220 333,281 150,270 403,551 153,828 138.922
199206 12.190.266 16,369.355 831,219 720.383 314,689 156,S87 471.276 352,638 962.377
199306 13.331,971 16,599.7G8 527,502 1,006.341 264,060 148.306 412.366 404.118 371.379

* * ° TIIE fOLLOWING FIGUItES ARE PROJECTED * * c

199406 14,085,742 16,111,150 - 1,065,522 299.176 179,912 479,088 176.868 -12.574
199506 14.616.360 15.790,979 - 850,789 320,174 181,492 501.666 - 3
199606 14.803.187 15,447.021 - 530.788 343,962 180.416 524.378 - 5
199706 14.788,367 15,085,835 - 346.379 361,202 177.284 538.486 - 15
199806 14.695.740 14,710,701 - 182.514 375,143. 172,954 548,097 - 10
199906 14.273.007 14,300,071 - 79.899 402,632 167,408 570,039 - I
200006 13.861.708 13,867.217 - 29.639 440.861 161,145 602,006 - a
200106 13.402,339 13,404,312 - 3.458 462,908 154,069 61B.977 - 3
200206 12.918,539 12.919,094 - 1,416 485,220 147,006 632,225 - 2
200306 12.414,401 12,414.434 - 522 504,662 139.882 644,545 - 2
200406 11.,93,624 11.893,658 - - 520,778 132,617 653,396 - 2
200506 11,374.553 11,374,587 - - 519,072 125,327 644,399 - I
200606 10.842.503 10,842.537 - - 532,049 1*8.383 650,431 - 0
200706 10.318.082 10.318.116 - - 524.422 111.610 636,032 - I
200806 9.789.507 9,789.541 - - 528,574 104,940 633.514 - 0200906 9,252,840 9,252,873 - - 536,665 98,295 634.960 - -I
201006 8,728,205 8,726,239 - - 526,636 91,882 618,518 - I

* Includles Wrilcolls; Projected amoimts in Ihis coluwmn are amounts exclutdedl fromt projections due to unknown terms.

This column slhows the amnount of arithmetic Imbalance In the amount outstanding inclulilig undisbursed from one period to
the next. The most common causes of imbalances are changes In exchanige rates and transfers of debts from one category
to anolher In the table.

Note: Figures are preliminary.

Source: World Bank.



Table 5.1
REVISED BUDGET SUMMARY
(Tk crore)

198384 1984185 1985186 1986187 1987188 1965189 198911990 1990191 1991192 1992193

A. REVENUE SURPLUS 530 547 652 760 416 -348 38 513 1617 2550
Receipts 3033 3477 4073 4716 5146 5822 6778 7823 9517 11060
Expenditues -2503 -2930 -3421 -3956 -4730 -6170 -6740 -7310 -7900 -8510

B. FOREIGN FLOWS 3483 3307 4018 4372 5086 4885 5545 6103 6039 6365

C. NET DOMESTIC CAPITAL
Domestic Loans & Advances -109 248 -252 -173 -400 -521 -499 -557 -539 15
Not Public Accounts 167 148 160 160 183 223 260 549 677 260
Total Net Domestic Capital 58 -100 -92 -13 -217 -298 -239 -8 138 275

D. EXTRA-BUDGETARY RESOURCES &
DEFICriTFINANCING 106 479 5 -168 355 955 882 383 362 0

TOTAL REOURCES AVAILABLE 4177 4233 4583 495S3 5640 5194 6226 6991 8156 9190

E-USE OF RESOURCES
ADP 3433 3508 4096 4513 4651 4595 5103 6121 7150 8121
Non-ADPProlects 210 207 144 92 70 98 106 125 138 117
Food Account 535 518 344 349 919 501 1018 744 868 924

Food-for-Work 198 216 348 326 400 526 471 510 564 418
Net Food Outlay 337 302 -4 23 519 -25 547 234 304 506

Others 0 0 0 0 0 0 0 0 0 28

Source: MInistry of Finance.



Table 5.2 -201-
CURRENT BUOGET: RES18M ESrIMATES
(Tk crore)

1083184 1084183 19818 ISOM 1967188 1MB 1010 10011 1001192 i1t
Revised ReW4sd Reised Reed ReAsed Revised ReAsed Rewd Revised Rewsed
Budget Budget Budget Budget 8ud5et Budget Budget Budget Budget Budget

REVENUE
Tax Rvenue 2410 207 3242 3788 4307 4833 712 6312 7681 am34
ProductIon. consumptn
and dltbutin taxes 2120 2355 2710 3lo 3603 a06 4610 608s 1o8e 662
(Custom dues) 1000 1120 1338 li60 1s1 1620 2167 gm28 2820 29S3
(Sa8eetaxs) 348 410 461 680 6a5 840 g31 823 0 0
(Exoisedutes) 600 70 m 00 1172 1400 1700 1713 1360 320
(Value Added tax 167S 2M00
(Stamp ts) 75 110 125 140 170 170 177 1S? 251 312
(otorvohetatas 0 10 14 16 20 20 36 35 40 so
(Supplementaryta0 0 0 0 0 0 0 0 0 20 048

Taxes on Income 831 390 460 6o 664 760 878 1071 1300 1720
Landrevenuetax la 33 40 S1 6e S0 88 114 so S5 100
Other tamearddutieslb 26 22 21 26 49 48 113 99 110 152

Nan-Tax R ne as23 670 831 BIB 830 08 1067 1S11 1886 2128

Nadonad r 123 263 362 340 215 255 178 43f 701 780
(indusira 30 so SS 02 a6 70 60 27f 381 360
(banlk 98 223 i7 267 1ue 165 126 163 320 420
(Otherpublicsuctola) 0 0 0 0 0 0 0 0 0 0

Inteeateipts 102 140 233 n0o 225 220 345 300 300 360
Regtioad ees 30 40 43 6s so 63 70 70 SO So
Forest 20 3S So s1 60 so 20 2s 30 40
PaIlways 164 -30 -53 -104 -140 -160 -130 -140 -126 -100
Postoffice&T&T(neO -13 8 0 9 37 78 63 220 254 296
Other Id 0 103 106 369 401 463

Total Curset Ramenue 3033 347 4073 4716 6146 SW2 677 723 8967 11060

EXPENOInRm

General Sevce 1015 1108 1367 1722 2003 2241 2502 2683 2g36 3647
-Gnatal admhndraden 320 362 404 a67 682 694 826 014 1081 123
-Juse andpoice 1 220 348 302 348 378 451 4.1 509 740
-Doenwe 401 49, 506 w29 034 1136 1279 1180 1301 1404
-Soleniflcdep _let 10 13 19 24 29 30 36 Ss 44 40

Socia san 87 004 023 1414 1706 2079 2084 2241 2380 2631
-Education 366 493 8o0 747 820 040 1004 1182 1362 174
- Health & popuation plann 126 100 113 27s 305 32l 367 367 431 S81
-soewesire 1S8 251 210 302 S80 sCs 623 6n 577 640

Eo->onomoendse 324 199 247 34 357 411 460 402 S70 674
-Agriculture S0 100 05 174 1s9 234 256 2a3 300 348
-lManutaoturlng&OcnstnaClcn 6 8 64 20 22 23 2S 26 29 33
-Transpott &camunlcalion 214 81 55 04 s8 s8 113 118 167 209
-Others 24 31 33 48 63 56 63 66 74 66

DebtService 274 316 428 445 so 733 662 864 1108 1t0
-DoomestI 417 634 50
- Exernal 437 473 475

Fot Subsidyto 10o 260 141 go 0 627 631 373 344 1£
OtherSubsidylt 53 1s 0 19 88 79 310 397 245 to

Contingency 0 136 315 2 10 a 1 370 308 146

otal Curnt EXPenIus 2503 2930 3421 396 4730 6170 5740 7310 o 700 8 so

la Tax levied on land holding. itwasvi yabclhed hInFY74 to hevt the Iostion ofthe Agiutture Iometax t rentaed hn 1777.
lb Infludes ectwry dut estate duty on agiutrW land, taxes on immovable prpety. gik txs. apiW gains tax. tod txes, berent tax on

comnmecia esablmerts and ote levies.
to lnludestecelptlrm ntIonalIzed Isance, ohr Indusuta opeionsand dIsnventoindustal units. For w74 teseare Included

under Industres above.
Id Reeiptsod wdousg _dept ily under g adm in, ocl economIc agriulture nd other sees etc.
is There has been a chan In the definlen of subsldy. especially durIng FY93. F figures t ore. are not lllyconmpable to the previous

ya' figures.

Source: Mlnsty of Fc.
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Table 5.3
ACTUAL INCOMEl AND EXPENOTUR OF THE CENTRAL GOVERNMENT
Taka billin_

FY84 FY81 F8 FY87 FYM8 FY31 FYS0 FY11 FY92 py,a

MITRwanu as as 4M an HA s an am an us n

Tax 23T0 287 32. 38.77 42.63 43.58 67.30 a.2 798. Sr 20
Nontax 4.00 7.08 M 8.2 1086 131 11.0 14.0 1.3 22.11

Total expendlturqAM -7 U3 _-* on 12.10 .1 * -1.129.90 143.081 4.1

Currf expexndur la .23.S .61 44*7 41.53 43-19 46.08 484.70 .73n0 -75.64 43.6
Food account deficit 4 4. -1.8 4.84 013 .3 4.48J0 -7.4 L7IS -6.47

of which: foodatock chan. (027) (1.) 027) (0.12) (5.10) (U4) (2.) (1M) (2A) (-)d
Annui Deveopment Progrn(A(P) 40.11 40.40 450 430 378 44.1? 4720 42.00 47.01 47.65
Othe capital ependitr and

net leng lb 4-71 4.06 .4.32 .0 -4.9 4.3 4.20 4.0 .41 4.49

Ow.an budaet :M .4 :Oa4 d2A _ 44ig A

Exudin foodgan sto 41.78 -20.00 44.92 44.1 47.51 43.79 44.10 45.62 42.87 42.0

NeMM torelnfnanno k am m 41 4 4 S

Project aid 13.31 14A0 20.17 20.3 25.01 2.20 30 0 337 39.82
Commoty aid 943 962 11. 11.13 14.07 16.50 13.50 1830 6.35 17.1
Food aid 6.97 4.92 4. 8.04 7.64 9.33 6.20 9.70 8.81 4.68
Commercal food borrowing 4A1 2.5 -227 .2.4 0.10 1. 4.30 A0.50 0.75 4.73
Dem amnortlatla -1.63 283 402 440 4.33 -4.60 480 48.80 6.68 .7.84

Not fiRMSMS finand LI n A gm Am 1* As gm In PA :RM

Bnldng system 4.27 .1.8 06 33 48 4. 650 1.70 .8 .12.0 le
Otherdomestic 0.09 3.20 4.63 131 1.87 38 1.90 3.50 3.70 11.7

(Annual p tg change)

Total Revenue 1ie 28.8 17.7 13. 11.0 17.6 10.0 181 23. 14.9
Total expedit 4.9 11.6 17. 20.1 3.1 14. 14.3 as 5 15.6

Cement expen r h 1as 18.5 31.4 1s 159 184 184 11.7 4.8 10.5
AOP 1.0 1.0 20.1 2.8 413 1.3 6.9 10.2 9.8 1L7

(As pern of GOP)

TOW revue a1 .8 91 8s as 9.3 9. 10.0 11.7
Tax revwne . 7.1 7.1 7.2 7.1 7 7.8 7.8 8 A
Non-tax reven 1A 1.7 2. 1.7 1.8 2.0 1S 1.9 2.1 2.3

Tot expenditu .17.2 416.2 -168 -17.3 -18.1 -187 -17.1 14 -15.9 -1472
cuent expetrla b 4 .5 -. -7.S .7.7 4.1 4.87 4.3 4.6
ADP 4 -7.5 o -8o 4-4 87 4. 42 3 -7.0

Ovll budget ddet 9.1 .tA4 -7.6 -A4 -7.1 -7.2 -7.7 48 5o 4A
Excudig food stock"n 4 4 .8.3 43 -7.6 -7.3 4.7 -4.7 4A

GOP oftPe 36m2 403 462 6320 57.14 55o 737.87 834.29 08.5 9088.04

la Excludes food subsidles which ar incuded under the food account deflc5.
lb Comprses nonAP project expenditure. tw Food for Work program, miscoeneous Investment (non4dvelopment) and net an ad advances.

A major part of grs lending by Govemen Is Ucduded wIthln th ADP.
c Incung foregn grats
Id Tk 3.1 billion of ADP expenditu has been reallocated fmn FY93 to FYM2 per Gov estitmates
to cludes Tk.2 bion o t f cingtouh Natonal Sa swm pIz and wage bonds and t sup ofthe government

emplyee pension furnd The reman 3 4bIllion tak may refct eIors In recorng mve and expenditue

Source: Mnity d Finc and IM Nd ank Staff Estiates.



Tabe 54
ANNUAL DEVELOPMENT PROGRAMME
(TaM. crote)

1938618 1986I/7 1987T88 1987188 1083180 1S8U89 1989180 1989180 198011 1990181 1991192 19911t2 1992183 1992183
Revised IMED Revised IMED Revised IMED Revised IMED Revised IMED Revised IMED Revsed WIED
Budget Edimate Budget Estimate Budget Edtiate Budget Estimate Budget Edbsate Budget Estiate Budget Estimate

Agriculture. Rural Development 939.0 759 1030.5 7914 1156.0 101.0 1316.7 132S.4 1414.4 1209.9 1600.7 1278.0 1944. 1354.14
and Water Resources
(Agriculture) 252.0 190.9 333.2 25.7 363.4 230.0 384A 262.7 424.92 307.2 468.t3 423.46 534.29 37O.9
(Rural Development) 143.9 108.3 137.6 11.0 130.8 09.9 256.7 177.8 286.1 222.3 392.13 318.77 62.53 266.67
(Water and Flood Control 442.1 460.6 569.7 448.7 611.8 63B.1 675.6 849. 703.4 679.3 740.0 6365. 80.83 61I.63

Indusiry 667.1 696.9 419.9 430.7 9.1 479A 263.3 440.9 102.9 9A 119.4 119.2 145.1 73.0
Power, Scientific Researcil

and Natural Resources 1048.3 1153.0 1023.7 977.1 815.9 985.0 829.4 986.2 1146.4 747.72 1274.6 1069.4 2018.7 190.4

Transport i35.1 441.1 469.6 466.3 604.6 684.2 539.7 750.2 622.6 630.1 98.6 937.1 1263. 962.5
Communications 43.6 37.0 96.8 96.7 127.7 1643 171.8 170.6 110.6 113.6 183.3 164.2 172.0 185.6
Physical Planning and llousIng 1S3.5 139.0 198.0 167.9 179.4 161.5 190.6 286.4 251.04 231.1 360.7 314.6 330.0 235.5

Education and Training 214.6 197.8 251.5 213.3 257.6 209.5 303.9 224.9 335.29 173.4 492.2 298.9 603.4 528.4
Heaith 80.4 73.3 87.0 83.3 183 85.1 127.8 97.5 164.96 141.1 178.2 137.3 278.8 205.8
Family Planning 1424 104.9 170A 140.9 214.1 168.6 296.2 126.9 295.4 310A 338.7 271.0 351.1 282.9
Social Welfare 21.9 20.1 19.9 16.9 41.5 36.6 27.6 25.3 38.4 30.6 36.4 28.6 92.1 30.6
Manpower and Employment 9.0 7.4 6.5 2.6 4.0 2.9 4.3 2.9 7.3 4.7 7.2 2.5 10.4 1.9
Upazltas 335 322.1 370 379.6 200A 204A 200.6 236.7 120 118.8 232.2 235.7 0.0 0.0
Other 519.6 487.0 509.3 374.1 625.6 417.0 830.0 816.3 1511.7 1463.2 1469.8 1267.6 960.6 1203.9

Total ADP 4613.4 4439.1 4650.6 4146.4 4595.3 4615.0 810.3 6539.7 6121.0 S269.9 7150.0 6024.0 8120.7 65S4.43

al Expected shortfall In Implemntation Tk 149.24 croe.
bl Expected shortfall In Inplementation Tk 1S2.16 crore.
cd Excluding upazila development assistance of Tk 200 crate which is Incldded in sectoral expenditures.

Note: Data used In lhe text differ from those shown above. The text data used WMED esthnates on taka expenditures
and ERD estimates on project aid disbursewents.

Source: Ministry of Finance and Planning Commission.



PtoASW~ Loans ofillate4Owed Enftepdse
Take mUUan

Coipoiauoa 19218 .191334 "OM38 "SOSWB '12617 19871181 "OM issuo 1951 1199139 "gm2

8610 -2~~ ~ ~~~~ ~~73 402 -135 45 -49 42 -78 -36 461 -10159 -1000
UspiC 218 1189 -24 43t 415 45 -256S 164 4129 42 -24

BCIC 158 121 1m In 45 19 374 455 343 -648 46
8BT7C 23 112 42 46 245 454 d2 -176 -674 -434 -959

IJMC 14 410 42 -15113 420 431 -1112 4709 -473 4122 467

Subtotd 280 40 -167 -4115 1743 14 46 -65 4 48

uurin
onP 507 1600 11"7 1051 1473 o38 1278 369 2492 352 314
IWOMC 72 136 11 40 -71 es -191 472 302 6o 6on
a5C 24 4 6 417 -0 37 45 .244 427 48 38
SJMA 123 163 43 -7 452 -26 33 117 -4 263 1"a
PDI 417 4 199 -5 172 49 52 34375 20 -7749 74

Subta 1233 236 209 56 1122 715 12 3405 -ns -32 4

ou:r

BRTC -120 113 Wm7 40 -182 -26 437 -8 446 -38 -48
OWASA t1 4e 0 -40 20 14 19 1s 4 5 7
CWASA 43 6 5 4 6 2 31 453 44 J-a 46
SPA -16 46 67 74 lie 216 9t9 t97 193 197 t67
CPA 239 132 242 207 366 431 392 468 5s 486 100
BJC -271 -148 444 -1623 -118 -1821 -1477 -4 42 -1675 -217
BFOC 2 .2 45 -17 3 -la 4B 12 -1s 0 4
TCB IS 28 11 24 47 41 45 34 IS 22 s
8PFWT 2 S 6 -s -11 -2 27 33 32 5 .18

ESA 0 0 a a 0 0 0 0 4S63 442
BADC 44 130 -176 56 46 78 1t2 133 78 -15 .22

FtC 46 30 iS 12 4 -16 7 .40 63 .142 21
BFICpILM) 2 2 1 2 2 2 2 1 20 46 -9
iWtc -20 -7 *11 45 45 43 *n 47 -47 -s9 -47

EPZA 0 e 4 -10 4 1 3 -2 0 Is 17
850C -4 4 S6 a 0 0 0 1 1 4 -7
CRA 1 2 4 4 28 42 89 71 49 20 7
RAJUK 48 78 78 92 133 0 0 79 75 130 S7
KDA 8 7 28 2 4 4 15 II 14 0 6
BIWTA 11 -3 19 42 48 4 -1 421 41 -9 4
REB 0 0 0 0 0 0 0 31 70 109 le7
BPRC 1 3 20 10 4 30 13 1I 10 9 13
g3s 0 a -1 -2 -2 0 -1 1 -2 -2 -7
814 0 0 0 0 2 0 0 -2 4 .4 0

Subtota 176 -7 420 -1366 3S5 -1312 491t 481 -741 42161 .317

ToWl 1316 2087 22 -S267 364 -219 -1232 -7716 4371 -11851 413578

Toal excluding
Pdrobum (BPC) 719 487 -1695 4319 -110 4277 -25S 405 .7863 .15363 -16713

Soe: MonOtlng Cell Aunom Bodie WingW lngs o YFian



MONEY SUPPLY AID DOMESTIC LIQUIDITY
(Tk billon)

June30, June30, June30, June30. June30. June30, June30, June 20, June30, June30, June30, June30,
1983 1984 1988 1986 1987 1988 1989 1990 991 1992 lb 992c k 193 lb

1. Credft (net) to Government 16.1 20.7 19.9 18.6 18.9 17.2 12.7 20.2 219 19.0 36.3 24.2
2. Credit to Other Public Sector 24.6 25.6 32;2 39.7 41.6 43.6 48.3 50.1 63.6 67.0 56.4 60.3
3. Credit to Private Sector 31.0 49.1 68.9 83.6 89.6 109.0 133.6 160.0 178.2 191.2 179.4 199.6
4. Total Domestic Credit (1+2+3) 71.7 95.3 121.0 141.8 150.1 169.8 192.6 230.3 263.7 267.2 272.1 284.1
5. Net Foreign Assets -4.6 -0.8 -2.4 -IA 1.8 6.0 7.8 4.3 17.6 40.2 40.2 59.6
6. Other Liabiities (net) 8.1 410.6 413.3 -47.0 .t3.3 -12.7 -14.2 41A -212 220 *7.1 -26.0

7. Total iqukdity (M2) 69.0 83.9 105.3 123.4 138.6 164.1 190.8 223.0 260.0 285.2 286.2 3153

8. Currency Outside Banks 11.4 15.6 172 19.5 20.7 242 26.2 31.9 36.1 40.7 40.7 44.8
9. Demand Deposits 14.9 19.9 25.1 29.8 22.8 26.3 28.5 31.8 35.9 41.8 41.8 45.
10. Currencty and Demand Deposits (Ml) 26.3 35.5 42.3 49.3 43.6 50.6 54.7 63.7 .n.0 326 82.5 90.6
11. Time DeposIts 32.7 48.4 63.0 74.1 95.1 113.6 136.1 159.3 171.0 207 202.7 224.7 30

Changes fb Major Components (I) la

1. Credit (net) to Government
and Public Sector 0.7 13.5 12.8 11.7 4.0 0.6 .2.9 19.1 7A 0.7 _ *8B
Government 43.0 28.6 -3.9 -7.D 2.2 *9.0 -2.9 68.6 8.3 -13.0 - 43.3
Other Public Sector 0.8 3.7 26.3 23.3 4.8 4.8 6.2 8.2 7.0 6.3 - 6.9

2. Credit to Private Sector 31.4 58.4 40.3 21.2 7.2 21.7 22.6 19.8 11.4 7.3 _ 11.3
3. Total Domestic Credit (1+2) 11.0 32.9 27.0 17.2 5.9 13.1 13.6 19.6 10.2 6.3 - 4.4
4. Total Lquidity (M2) 29.7 42.2 25.6 17.2 12.3 18.4 16.3 16.9 12.1 14.1 . 10.6

Ia Percent changes over preceding period.
lb Data are adjusted for (a) wrtedown of industrial loans and recapitallzation of state banks which involved Issuance of Tk 17.3 billion

in long.term Treasury bonds (1991192) and for (b) nds.reparting of Bangladesh Krishl Bank and BCCI as well as Tk 16 billion
of bonds issued by the government for recapitalizatlon and provisioning requiremnents,(1992193).

Ic Actual.

Data prepared on the basis of revised reporting system.
Source: Bangladesh Bank. Statistics Department.
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Table 62
AGRICULTURAL CREDIT ISSUED BY MAJOR CREDIT INSTITUTIONS
(Tk crore)

1983184 1984186 1S88 198B817 1987188 1988189 19891S0 1990191 1991192 1992t93

Commercial Banks la
Short-term agricultural loans/h 288.1 349.0 164.2 156.3 227.20 199.85 204.78 167.01 224.46 206.94
Other agricultural financing lb 77.1 103.6 50.8 20.0 13.34 10.13 28.04 47.08 34.87 24.14
Fisheries fRnancing 3.4 4.4 18.2 6.2 3.78 0.39 4.82 2.37 7.41 7.16
Tea production and development financing 2.7 6.7 6.3 6.0 5.23 5.48 6.35 4.96 5.7 5.82
Cold storage facilities for agricultural 10.3 25.0 13.2 20.8 13.57 17.88 17.88 10.68 16.8 21.56
products

Total 381.54 488.67 262.7 208.3 263.12 239.73 Id 261.87 232.1 288.04 265.62

Bangladesh Krishi Bank & RAKUS

Short-term agricultural loanslh 329.8 192.8 101.8 143.3 144.43 126.59 153.35 133.98 121.93 181.51
Other agricultural financing /b 198.3 312.2 137.6 105.6 114.46 172.47 128.69 91.87 222.51 219.65
Fisheries financing 24.2 15.3 10.4 6.2 .23 4.79 3.2 2.45 2.6 4.58
Tea production and development financing 33.3 81.4 100.8 92.7 9938 110.61 117.23 123.86 /f 145.9 146.19
Cold storage facilities for agricultural 6.9 13.0 14.5 18.1 14.72 2S.89 20.65 9.07 10.55 12.92

products
Total 592.4 614.7 365.1 364.9 lc 379.2 440.35 423.02 361.23 tg S03.49 563.85

Bangladesh Samabaya Bank
Short-term agricultural loans /h 18.0 23.0 9.6 12.9 11.46 13.62 1.68 1.51 - -
Other agricuitural financing lb 3.3 6.3 4.4 4.2 2.51 4.13 0.22 0.76 3.06 3.43

Total 21.3 28.3 14.0 17.1 14.0 17.7 1.9 2.27 3.06 3.43

Totals by loan type
Short-term agricultural loans/h 635.9 684.8 275.6 312.5 383.1 340.0 359.8 302.5 348.39 388.45
Other agricultural financing lb 278.7 421.1 192.8 129.8 130.31 186.73 186.85 139.71 260.44 247.22
Fisheies financIng 27.6 19.8 28.6 10.4 10.01 11.18 8.02 4.82 10.01 11.74
Tea production and development financing 36.0 88.1 107.1 98.7 104.81 116.09 123.88 128.82 151.6 151.01
Cold storage facities for agricultural 17.2 38.0 27.7 38.9 28.29 43.77 38.53 19.75 26.15 34.48
products

Total 995.3 1131.7 631.8 590.3 Ic 656.31 697.73 el 686.78 595.6 794.59 832.9

Of which: Channelled through Cooperatives Under
Bangladesh Rural Development Board
Paddy 289.5 120.2 57.1 46.6 64.71 41.19 25.12 17.81 3.87 6.92
T. Aman 96.5 120.2 18.5 10.0 20.60 6.53 4.59 4.23 - -

soro 96.5 0.0 33.1 31.2 38.31 32.28 17.99 13.94 - -

AusiB. Amnan 96.5 0.0 5.5 8.4 5.80 3.38 2.54 0.64
Wheat 33.2 0.0 0.7 0.4 0.27 0.20 - - - -

Potato 0.0 0.0 1.8 1.1 0.63 1.20 1.1 1.83
Total 322.8 120.2 59.6 48.1 65.61 4259 26.22 19.34 17.35 10.55

la Includes refinancing provided by Sonall Bank to TCCAslKSSs through the IRCP/IRDB.
lb Includes agricultural term credit as well as financing for matketing. transport and agro-industries.
/c Includes Tk 54.28 crore under BKB and Tk 22.57 crore under Rajshahi Krishl Unnayan Bank for which breakdown by type of loan Is not available.
Id Including Te 622e core disbursed by BROB. for which breakdown is not available.
/e Including Tk. 46.50 crore disbursed by RAKUB for which breakdown Is not available.
if Including loans of Pubail Bank Lt.
Ig Includes Tk. 324.17 crore under BKB TI. 37.06 under RAKIUB.
/h Includes only crop loans.
* Not available at present
Sources: Bangladesh Bank. Agriculturai Credit Department; Bangladesh Krishi Bank; Bangladesh Samabaya Bank. Ltd.:

and commercial banks.
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Table 6.3
LOANS SANCTIONED BY DEVELOPMENT FINANCE INSTITUTIONS

(Tk crore)

19868a6 1986/87 1987/88 1988/89 19os90 1990191 1991192 1992193

A. BANGLADESH SHILPA BANK (BSB)

Loans sanctioned
Food and allied products 0.9 0.1 0.2 1A 17.7 0.8 3.6 0.9

Specialized textiles and handloom setor la 69.9 66.9 35.6 85.3 190.4 72.8 2.7 31.4

Paper, board, printing and publishing b 0.4 0.6 2.8 1.6 Su.3 0.3 0.0 0.0

Tannery, leathet and rubber Industries 15.2 1.4 2.1 1.6 41.4 2.9 1.3 0.2

Chemicals, phatm, and allied Industries 6.6 9.9 0.8 7.9 18.2 7.2 3.8 0.5

Engineering industries 2.4 3.3 3.3 3.1 8.7 6.8 0.2 1.7

Non-Metallic minerals Ic 1.1 0.2 3.? 0.1 44.3 3.8 0.0 1.5

Miscellaneous Industries 0.6 0.2 0.4 16.8 3.5 13.1 0.0 0.0

Sub-total 97.0 72.5 48. 117.8 392.5 107.2 11.6 36.2

Service lndustris /d 2.1 2.8 3.1 2.8 10.9 6.1 0.8 1.8

Total Sanctions 99.1 76.3 520 120.2 403A .113.3 12.4 41.0

Private sector 99.1 75.3 62.0 120.2 403.4 113.3 12.4 41.0

Pubic sector 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total Disbursements 12.2 27.9 30.9 46.8 63.1 81.6 36.4 66U

End-fiscal year Resource Position

Foreign Currency Resources (USS milion)

Resources available from aid agreements 73.6 66.3 68.7 59.3 S6.1 If 48.3 I 32.9 30.7

(-) Disbursements 2.3 7.0 7.0 9.4 8.1 3.8 1A t.7

Resurces avallabie for disbursement 71.3 68.3 S9.7 49.9 47.0 42.5 31.5 26.0

(-) Funds committed but not yet disbursed 32.7 18.3 27.3 12.0 4.9 54 3.8 9.8

Resources available for commitment 38.8 40.0 32.4 37.9 42.1 If 37.1 /f 27.7 15.2

(*) Cancellations & withdrawals 6.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0

(-) Approvals not yet committed 32.5 20.1 9.8 25.6 195 184 8.7 0.9

Foreign currency resources avall. for approv 11.6 19.9 22.6 12A -19.5 1&7 19.0 0.1 11

Local Currency Resources (Tk crore)

Cash on hand/in banks 909 104.3 130.6 191.4 115A 0.0 67.4 120.6

(+)Money at call 1 6.8 1 4.6 Ie 110 0.0 -4.7 -1.0 .22.0 -7.0

(-) Reserves on deposit 67 6.3 65 9.5 .8 E.5 7.9 121

(-) Commitments & approvals not yet disb. 27.1 33.8 27.0 18.3 39.7 62. 23.3 49.1

Local currency resources avaiL for dlsb. S3.9 69.7 104.1 163) SZ2 19 I 40 Ig 4.2 624

Continued....
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Table 6.3 (Continued)
LOANS SANCTIONED BY DEVELOPMENT FINANCE INSTiTUTiONS
(Tk crore)

198596 1918187 1987118 18186B 1008190 1090191 1991192 1992(93

A BANGLADESH SHILPA RIN SANGSTHA (BSRSih

Loans sanctioned
Food and allied products 1.0 0.2 - 1.2 21.3 0.6 0.3 1.4
Specialized textiles and handloom sector la 10.3 0.0 - 8.3 568.8 1.6 0.8 2.9
Paper, board, printing and publishing lb 0.0 0.0 - 1.7 - - - -

Tannery, leather and rubber industries 0.0 0.0 - - 1.5 - - -
Chemicals, pharm, and allied indusiries 0.2 0.0 - 7.9 13.9 - - -

Engineering industries 0.0 0.3 - 0.5 0.2 - - -

Non-Metallic minerals Ic 0.8 0.0 - 3.7 16.0 0.1 1.7 -

Miscellaneous industries 0.0 0.2 - 0.4 0.3 - - -

Sub-ta 12.3 0.7 - 23.7 110.5 - 2.8 .3

Service industries Id 0.4 0.0 - - 0.8 0.8 0.3 0.8

Total Sanctions 12.7 0.7 - 23.7 111.3 3a 3.1 6.1
Private sector 12.7 0.7 - 23.7 111.3 3. 3.1 5.1
Public sector 0.0 0.0 - - - - - -

Total Disbursements 8.9 5.2 3.0 37 20.0 42.9 27.4 24.0

la Includes jute and allied ftibres.
lb Includes forestry and wood products.
Ic incdudes glass and ceramics.
Id Includes inland water and road transport, cinemas, hotels, and clnics.
Ie Includes amount invested In the Govinment securities.
If inciudes Med Loans

-oanlan Credit
-Exim-Bank of India
-CMC Chinese Suppliers Credit

Ig Includes customers deposits of short term maturities.
Ih Net of subsequent cancelilations and adjusinent.
/I As the validity of the Romanian credit expired on 301Q3, unutlized bahnce amount of USS14.82 miNlion has not

been shwn In the resources available for approval.

Source: Shilpa Bank & Shilpa Rin Shangaiha.



Tabl 6.4
NOMINAL INTEREST RATESON SELECTED SAVINGS
ACCOUNTS AND CERTIFICATES

pr pner annum)

Jan Sept July Sept Aug Deoc Jan July Jan July Dec June Jan AprO June

19M5 1905 1986 1987 1988 1989 1990 1990 1991 1991 1991 1992 1993 1993 1993

ceuled Banks Deposit Ratde
Special Notice Accomts 4.50 4.50 4.80 4.50 4.80 4.60 4.50 4.50 4.50 4.80 4.50 4.80 4.5 4.5 lb

Si ngs Ac.ounts with Checking 8.J0 8.60 8.60 9.00 la 9.00 9.00 .5-12 8.5-11.75 8-11.50 8.S-12 8-11.6 8(mln.)g 5.5(minyg 5.;min)1g 54minYg

Paed Depodts:
Thme monthasto under six months 12.00 12.00 12.00 12.00 12.00 12.00 10-14 10-13.7S 10-13.75 10-13.75 9-13 7.5(min)fg 7(minyg a(minyg 6(mln)g

Sixmonthstounderoneyear 13O. 13.00 13.00 12.50 lb 12.60 12.0 10-14 10-13.75 10-13.76 10-1375 10-13.75 t0 7(minyg S(min)g 6(min)g

One year to under bo yeas 14.00 14.00 14.00 13.28 lb 13.26 13.25 10-14 10-13.75 10-13.75 10-13.75 10-13.75 la 7(m1n)1g 6(m1n)Ig 6(mln)Ig

Twoyeasrtoundef tree years 14.60 14.60 14.60 13.75 rb 13.75 1325 10-14 10-13.75 10-13.75 10-13.75 10-13.75 hg 7(min)yg 6(mimg S(minyq

Three years and ovef 100 15.00 18.00 14.2 lb 14.25 14.26 10-14 10-13.75 10-13.75 10-13.75 10-13.75 tg 7(minIg S(on)tg 6(mlmin)

POEt Offce Savings Bank Depoit r:
OrdtnaryDepost 115 11.80 11.60 11 11.80 11.60 11.60 11.60 11.80 1180 11.50 8.00 8.00 8SO 8.00

Fxed DepostK
Oneyewartounder twoyeys 16.00 16.00 16.00 15.0 15.00 15.00 15.00 16.00 15.00 16.00 15.00 15.00 12M 12.36 12.36

Twoyeartounderthyeee A60 ISM 16.50 1 6. 5 15.6 188 16.6 16.90 16.0 1. 1.0 15.50 13.55 13.55 13.55

Thee yeas and oer 16.00 18.00 16.00 16.00 16.00 16.00 18.00 16.00 16.00 16.00 18.00 16.00 15.00 16.00 15.00

Scwmumeitflctnr.
Treasuyie 8.80 9.00 9.00 8.00 8.00 8.00 8.00 7.50 7.60 7.80 7.00 7.00 0.26 4.75 4.78

TapTreaury Bwelto 9.80 8.00 8.00 8.00 8.00 8.00 8.00 8.00 11.8D 11.80 11.50 t11C 10.50 9.00 9.00

Ways nd Means vances 10.80 10.75 10.75 10.2 1025 1026 10265 9.25 9.25 9. 8.75 8.75 8.00 6.60 60oo

TV-ywr SpecL: TreasuryBondsr Id
Issuedatdiecount 15.70 1t.70 15.70 18.70 15.70 1870 16.70 15.70 15.70 15.70 16.70 15.70

Isdatpar 1420 1420 14.20 1420 18.70 1420 1420 1420 1420 1420 1420 14.20

BavngCefnieW
Eght-year DoefneSavingsCerlflcatees 21.00 21.00 21.00 21.00 21.00 21.00 21.00 21.00 21.00 21.00 21.00 18.00 18.00 18.00 18.00

Sb-yerBcnus9sCeocatee 22.00 22.00 22.00 22.00 22.00 22.00 22.00 22.00 22.00 22.00 22,00 A

Fi-year Wage Eaners Devpmaen Bonds 23.00 2.00 2300 2.00 23.00 2.00 23.00 23.00 23.00 23.00 23.00 23.00 23.00 23.00 23.00

Fiv-ya Savns Depoests 12.20 18.00 18O0 1.00 18.00 18.00 18.00 18.00 18.00 18.00 18.00 16.00 16.00 16.00 16.00

Three Year Sav sCtllt - - - - 19.65 19.65 19.55 19.65 19.56 19.66 19.65 1.00 15.00 16.00 16.00

la 10.0 fora reas.
lb Eb efromJuay17.1987.
kince repaid byAusat 1968
Id Wilh effcin fem Febnay8S 184 and repaid by June 1988.
to Wibh e et/m Febuwy24. 1981.
A With eact *n Novemer 1.1 O8.
0 Wi eflat hon June 3.1992 mnum rateswre es d as sn abov; the maximum nterst rate to be decided bythe banks temss.

t Banks are bew to dtemineUir rates.
/A No mnywould be ieedApodedin the Bonus SavnsCtficaleoon,. Sa Patr) Iom June 3.1992. The Gomet

has decided to discohtne the scheme.
Scums: B _xes Bank. RPswcb DepwineaL
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Table 7.1
LAND UllUZATION STATISIICS
000 Hectares

19889 19890 1990/91

Total area 14839 14839 14839

Not available
for cultvation 3094 3150 3221

Forest 193 1903 1899
Cufltatable waste 359 349 584
Current fallow 1329 1087 963
Net cropped area 8154 8350 8174
of which:
Single cropped area 3671 3634 3294
Double cropped area 3605 3719 3899
Triple cropped area 977 997 981

Memo _tem:

Toa cropped area 13714 14063 14034

Source: AWiculturatatlstcs Wing, BeS



Table 72 -212-
AREA UNDER MAIN CROPS
C'OO hectar a)

198864 1984111 196618$ 117 187188 1 89 181190 1s0111 119112 1998219

Foodgralns 11506 11307 11094 11325 11036 10897 11122 11145 10927 1017
- Rice 10784 1042 10399 10609 10323 10224 10486 10435 10244 10178

(Aus) 3209 3004 2845 2904 2789 264 2 2111 1S16 1735
(Aman) 8142 8838 8020 05 68N 5101 5708 5776 8693 6844
(Bore) 1433 1610 1534 162 1943 2419 2513 2548 2635 2699

- Wheat 538 691 640 58 697 560 52 591 575 637
-OtherCereals 16 163 155 131 115 113 44 111 108 102

Pulses 73 744 708 683 699 564 704 as 681 W1
- Gram 113 109 104 104 103. 99 103 97 92 90
-Kheul 242 244 232 222 231 159 243 244 246 245
- Mashkea 84 75 69 So 70 67 70 69 68 68
- Masur 240 233 223 213 217 163 209 210 209 207
-Matar 24 23 21 21 20 19 19 18 18 18
-Mung 60 60 59 sT 68 67 60 s8 56 e3

Oilseeds 6e0 598 69 64 64S 644 673 5es se6 82
- Rape an mustard 364 386 370 343 318 334 339 331 340 338
-7Tl 102 8S 92 86 82 76 8s 83 81 82
.0roundnut 32 29 30 30 39 38 39 38 39 38
-Unseed 77 se e8 74 75 a6 77 77 76 76
-C oconut 31 31 31 32 32 32 32 31 31 31

Fibre 612 706 1075 785 624 60 5613 603 607 620
-Jute 694 661 1068 m 512 643 542 683 88 600
-Cotton 16 13 17 13 12 17 21 20 19 20

Ouns & Narcotkc 148 147 145 139 142 141 140 135 134 134
-Tea 46 46 45 46 47 41 47 48 48 46
--Tobaco 53 53 64 48 47 46 46 38 37 36
-etenuts 36 36 34 34 35 36 35 38 38 38
- ea"leas 13 13 12 13 13 13 13 13 14 14

Spkes 132 131 125 122 124 125 127 127 124 124
-RabichiMes 71 6e 63 so 61 92 63 83 61 61
-Onion 34 35 34 33 34 34 38 38 34 34
GaMc:c 13 13 13 13 13 13 13 13 13 13

-Tunnerk 14 15 16 16 16 16 16 16 16 16

Tubers 179 177 16 157 174 163 169 174 177 175
-Potao 113 114 109 108 123 111 117 124 128 130
-swetpetato 67 e3 56 61 51 52 52 60 49 46

Sugar Pluts 182 178 170 175 182 161 16 201 197 19S
-Sugarn 170 157 160 165 173 172 187 t19 157 185
-Date palm 11 11 10 10 9 9 9 10 1o 10

Frns 126 124 122 124 129 126 127 127 127 127
- Bana 43 41 40 41 41 38 39 31 39 39
Mango 46 46 46 47 49 49 49 49 49 49

-Pneapple 14 14 13 13 14 13 14 14 14 14
-Jackftult 22 23 23 23 26 25 25 25 26 25

Vegtae"
-Urna 29 27 26 26 27 18 20 2 29 29

Note: Crops wih less than 10,000 ha ave not shown separately.
Source: Bangades Bueau of Sta sc
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Table 7.3
PRODUCTION OF MAIN CROPS
(thousand mretHc tons (urdess noted otheiwise)

19=0684 19841115 1t9s 1966/17 1087/18 1988l8 1989/10 190/M 199112 1092l§3

Foodgraine 1s65s 6210 16191 1sm 164 '1665 1827 183o 19t37 1969
- Rice 14608 14623 1S041 1u407 16414 1SU4 17857 17852 1is2 1341

(Aus) 3222 2783 2628 3130 293 26 2488 228 2179 2076
(Aman) 7930 7931 m42 8267 7690 6s67 9202 91e7 26 96U80
(Boro) 3350 3909 a371 4010 4731 5831 6167 6357 6604 6

-Wheat 1211 1463 1043 1091 1048 1022 8s0 1004 1066 117e
-Othercereuls 146 124 107 93 86 84 80 80 80 74

Pulses 627 634 496 487 51S 395 490 503 4S9 498
-Gram a8 81 77 82 78 64 70 71 6s 57
- sard 170 183 167 164 182 118 170 177 15 72
-Mashicalal 0o 85 45 43 62 47 52 62 60 51
-Masur 162 166 1O 149 189 125 156 157 1S3 1es
-Matar 14 16 14 14 14 13 12 14 14 14
-Mung 35 36 33 3s 33 28 31 32 32 31

Oil seeds 468 484 489 436 448 420 437 449 461 475
- Rape and mutad 254 286 261 229 222 207 217 228 243 244
-TII 67 47 54 49 49 43 49 49 45 s0
- Groundnut 33 31 34 34 48 45 41 41 42 3a
- Lhweed 41 37 37 43 43 41 48 65 49 49
-Cconut 83 83 83 893 8 84 82 76 82 93

Fbres
-Jute (000 bal") 5216 5111 0 676 4701 4436 4636 5a32 6273 4909
-CotonCOObal) 46 29 28 22 39 39 8S 146 77 87

Drugs & narwotics
-Tea 43 38 44 36 41 44 39 48 45 40
- Tobacco 48 6o 47 40 42 39 38 34 34 30
-Betenuts 24 22 23 22 22 22 23 24 24 24
-Betelew e 61 62 i 62 e6 as e66 87 6s 70

SpIces 240 251 2(5 240 26S 256 Zs2 267 271 269
- Rabi chiaes 42 42 41 s9 41 43 4r 47 40 49
-Onion 139 140 139 130 141 139 148 143 144 140
- Garlic 43 40 38 30 39 38 39 38 40 39
-Turmeric 26 29 31 36 35 3e 38 3a 41 41

Tubers 1879 1842 1715 1617 1834 1683 1578 1720 1849 1818
- Potato 1168 11s s 1103 1069 1276 1069 1060 1237 1378 1384
- sweet Potato 713 683 612 548 568 544 512 488 470 434

Sugar plats
-Sugaroane a 7169 6878 6640 6sse 7207 6707 7423 7682 7446 7507
- Date palm uice) 343 312 279 268 221 201 206 206 206 214

Fruits 118 1207 1207 1226 1243 1156 1223 1218 1214 1225
- Banana 676 600 So1 703 684 6S0 037 624 626 6e6
-Mango 159 163 15S 1S5 16O 16 175 179 183 184
- Pineapple 130 132 128 133 146 137 157 162 150 148
-Jack"rut 211 222 229 236 254 251 254 263 256 257

Vegetables
-BrlnJal 182 171 187 162 164 116 182 168 186 189

la Based on total area and mill arm yield etdlmase pably ss_mwlayo dsmatsd.

Source: Bngiadesh Bur,m of Statled.



Table 7.4 -214-
AUS ANO AMAN PRODUCTION BY DISTRICT
('000 metic tons dtce equivalent)

1983184 1984185 t985188 1088eJ? 1987/88 198I9 1989190 1990191 1991/92 1992t93

AUS

Rajshahi 895.9 827.9 803.2 748.1 611.0 608.0 471.1 446.5 430.8 382.7
Oinajpur 190.0 194.5 169.9 145.7 145.9 133.0 8a.1 88.5 77.7 49.2
Rangputr 279.8 261.1 290.3 248.3 247.7 217.0 186.7 158.0 152.7 120.3
Rogra 112.7 85.7 84.3 90.9 3S.4 31.0 21.0 24.2 10.0 6.2
Rajsiahl 200.0 178.9 154.8 168.8 103.4 162.0 186.0 137.t 155.8 180.7
Pabna 107.7 108.8 103.9 97.4 75.2 62.0 58.3 41.7 34.9 27.3

Khulna 636.8 516.5 601.8 759.4 869.6 787.0 6382 628.0 624.4 580.7
Kushtfa 136.8 159.3 170.3 197.8 209.6 194.0 150.0 166.4 140.6 130.3
Jessore 168.0 141.7 150.7 240.4 227.0 230.0 172.1 180.7 189.0 130.5
Khulna 58.0 30.2 32.2 37.4 50.3 58.0 46.0 48.3 57.1 68.7
Sarisal 192.1 139.3 172.0 105.6 283.9 213.0 202.8 181.5 169.8 154.2
Pahuakhali 82.2 48.0 70.6 88.2 118.8 91.0 68.3 81.1 07.9 78.0

Ohaka 958.0 800.0 812.9 873.9 652.4 728.0 680.7 564.3 536.7 837.9
Jamalpur 130.0 114.8 119.8 107.6 87.0 70.0 60.6 S8.8 55.1 827
Mymensingh la 378.0 352.1 343.5 331.7 3SS6.6 25.0 254.2 229.1 241.9 213.4
Tangail 938 71.8 78.0 78.1 64.9 64.0 49.6 47.3 37.6 40.1
Dhaka 195.8 1S4.6 123.7 143.9 109.0 108.0 109.5 90.1 73.1 8.8
=aridpur 160.3 107.0 149.8 211.7 224.9 233.0 206.8 139.0 131.0 165.9

Chittagong 730.9 638.1 609.2 7480 6s9.5 730.0 686.7 6809.4 84.6 603.6
"1het 178.4 147.5 163.1 230.2 177.4 227.0 203.2 269.0 182.7 238.0

Comnlla 239.8 197.4 160.8 202.3 208. 209.0 162o 177.2 173.4 181.9
tokhali 164.2 146.5 149.8 204.5 157.9 225.0 172.7 126.0 107.0 06.
Chftgong 118.1 116.3 10.6 60.5 87.9 54.0 73.2 87.8 92.9 89.2
ChlttagongH.Tractsbl 30.4 18.9 21.6 17.2 14.2 11.0 10.9 12.0 12.3 11.5
8andarban 11.5 10.6 13.3 13.3 10.0 14.7 15.4 16.3 14.7

Total 3221.5 2782.5 2827.1 3129.4 2993.1 2856.0 2487.7 2328.2 2178.5 2074.9

AMAN

Rafshahl 2594.9 2566.1 26e22 2836.7 2246.2 2353.0 3141.9 3326.6 3254.7 3405.5
OinaJpur 506.2 529.1 S46.8 52S.1 504.8 624.0 703.1 793.4 713.6 736.4

Rangpur 888.9 928.1 030.0 887. 868.4 844.0 1070.7 1112.2 1129.2 1132.0
Fogra 396.6 425.7 445.6 410.1 351.5 320.0 458.7 4862 806.8 837S
Raishalu 5605 62SA 657.3 610.1 420.2 450.0 675.6 731.0 710.8 7568
Pabna 246.7 157.7 212.5 203.8 100.3 109.0 173.6 203.8 194.3 234.0

I0hulna 1778.0 1B7.1 2067.3 1917.5 1942.8 1711.0 2338.1 2207.2 2361.6 2349.7
Kushfla 81.6 107.1 110.0 114.1 128.1 141.0 178.7 185.4 190.2 199.0

Jessore 333.0 322.4 412.6 380.7 361.3 344.0 538.6 629.2 630.8 591.3
Khulna 62BB 622.7 607.9 407.0 S24.0 461.0 664.6 627.9 665.3 043.2
Batlsal 463.2 481.0 531.5 546.6 518.6 43.0 6732 631.9 484.3 509.6
Patskhafl 371.3 363.9 396.3 379.2 410.6 312.0 396.0 332.8 391.0 406.7

Ohaka 1639. 1887.0 1783.5 170.4 1561.3 1062.0 1563.9 1490.3 1860.4 1666.8
Jamalpur 240.5 242.5 263.5 263.1 2236. 175.0 218.2 218.8 246.0 244.1
Mytnersanghla 634.8 698.5 756.7 709.8 69s9 624.0 698.5 666.7 651.7 721.a
Tanga 205.81 18.9 177.9 193.6 180.5 40.0 170.4 176.9 145.2 168.0
Dhaka 317.1 301.3 309.7 335.5 257.1 148.0 241.8 249.0 261.3 266.4
Faridpur 241.5 186.9 256.7 256.8 211.7 178.0 195.2 194.9 28 2 26.85

Chtagong 1926.0 1880.6 2019.2 202.2 1951.2 1730.0 21982 2136.9 2112.2 2267.9
Sylhet S73.5 s06.6 583.7 662.6 S78.8 375.0 578.0 6A7.1 580.1 6850.
Comilla 801.7 482. S33.4 524.3 4965 424.0 687.9 811.9 828.3 586.3
Noakhaf 385.1 423.1 418.6 418.9 316.7 372.0 379.3 303.8 368.8 361.8
Chittong 415.1 422.8 430.3 509. 5t4.4 514.0 626.8 537.7 580.4 681.5
Chittagong H.Tractslb 49.6 4U.6 63.2 46.9 44.8 45.0 485 SS.4 54.6 87.8

TOa 7936.9 7930.8 8542.2 8266.8 7690.3 85.0 9202.1 9167.0 9268.9 9679.0

a Klshoreganj inluded In Mymenslngh
lb Khaghrachad and Rangamad Included In Chbltagong Hill Tracts.

: Not Avallable

_S.: Omi9tdsh 1kw Of e.
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Table 7.5
PRODUCTION OF 8OROM D WHEAT BY DISTRICT
COCO tiitrb tons. rle equienlent

18081 1981182 198t3t4 18841s8 19851s8 1986(87 197188 19S889 1989190 199019t 1991192 1992t93

R*jsh hi 307.8 461.2 668.4 738.4 1022.4 1113.9 1394.0 1602.7 1757.9 1885.9 1975.1 1983.7

lrnaipur 21.0 26.0 35.2 38.4 52.8 71.3 87.2 142.9 166.1 169.9 204.7 172.4

Rangpur 76.6 107.5 128.2 164.5 280.7 340.9 391.8 439.3 461.8 452.7 471.9 515.0

Bogra 71.1 110.1 193.0 225.1 270.5 249.7 376.0 428.8 438.9 473.9 489.9 503.9

R4ahahl 97.6 115.2 169.8 169.1 237.9 289.2 319.8 346.1 418.8 512.7 522.7 537.2

Pabna 41.5 102.4 140.3 161.3 180.7 162.8 219.2 245.6 272.3 276.7 285.9 255.1

Khulna 169.0 225.7 215.9 355.4 234.1 246.6 365.0 609.2 615.0 067.3 709.2 728.3

Kuahtla 4.1 7.3 6.9 10.2 19.4 21.1 26.9 45.6 53.1 61.0 67.s 66.1

J_e,w 26.4 03.3 78.1 151.2 81.0 115.3 210.3 401.3 316.7 386.1 367.4 365.9

Khuina 39.8 41.2 42.4 80.0 74.9 59.6 78.4 90.5 90.9 100.3 117.2 169.9

BanWa 88.1 97.9 75.1 94.5 60.0 45.3 48.1 67.7 151.3 146.1 146.4 124.1

Patuakhrbj 10.6 16.0 13.4 19.5 8.8 5.3 4.3 4.1 3.0 3.8 10.7 12.3

Dhaka 1001.0 1321.3 1262.6 1525.3 1278.9 1472.2 1717.3 2081.4 2180.1 2244.1 2287.7 2256.0

uamalpr 62.8 115.1 117.9 172.4 140.6 169.5 222.4 23e.2 246.2 262.0 278.9 281.2

Mymnung9h at 450.9 869.4 628.7 647.4 503.0 603.0 731.1 816.1 ,815.3 814.5 896.3 909.1

Tangaii 132.8 209.7 223.9 235.1 229.5 229.8 217.3 237.4 265.0 237.9 245.1 240.6

Dhaka 198.1 320.9 301.2 298.5 26e0 309.9 330.8 430.9 512.2 580.8 867.0 552.6

Fwpur 50.4 106.1 90.8 171.8 142.8 10.0 215.7 360.8 381.4 348.9 300.5 263.5

Chmttagg 1162.5 1143.9 1204.6 1290.0 1138.6 1177.5 1264.5 1538.0 1613.8 1559.4 1832.2 1617.8

Sylhet 500.2 396.0 430.0 464.0 379.2 386.9 351.0 430.1 394.7 407.2 638.3 456.8

colma 24.3 308.7 287.5 317.7 303.1 304.0 436.7 M77,1 592.7 S58.4 616.0 610.4

N?oakhal 1152 132.4 151.4 186.5 135.1 170.8 179.7 245.2 314.9 321.6 364.7 246.0

Oltlttagg 271.1 283.4 308.4 292.2 293.1 284.4 264.8 267.0 290.3 196.6 293.8 282.5

CiIttagongH. Tram bi 20.6 23.4 27.2 29.5 25.1 31.4 22.3 18.6 21.2 18.6 22.4 22.2

Total 2630.2 3152.0 3349.8 3900.1 3671.0 4010.2 4730.8 5831.3 6166.8 6356.7 6804.2 6885.7

WHEAT

R*hajatti 609.5 453.8 598.1 684.3 464.0 536.2 435.3 443.0 437.2 530.7 5s7.3 583.3

Dtnai 1486. 130.9 143.1 119.2 88.6 114.8 96.5 110.0 134.4 1s6.6 146.4 171.5

Rmtgpu 198.9 127.4 173.6 196.2 109.4 186.3 131.1 133.3 116.9 122.5 134.7 112.9

Bpga 59.5 48.3 61.7 79.8 61.1 49.3 44.4 39.2 38.6 40.7 33.7 35.4

Rathl 118.9 72.3 112.3 154.4 108.4 109.8 93.2 87.2 78.5 92.3 104.7 124.4

Pabna 83.6 75.0 107.4 134.7 8e.5 96.0 71.1 73.3 e8.8 118.6 137.8 139.1

IC una 19.7 199.7 197.8 246.7 170.2 187.8 222.8 203.9 149.0 186.7 166.8 228.0

Kuhfta 117.7 108.4 131.9 136.1 94.3 73.2 97.4 96.2 67.5 72.4 80.5 117.6

Jenere 67.8 75.2 59.3 100.5 68.6 70.8 104.5 91.2 66.2 74.2 75.5 98.2

Khuina 8.3 13.3 4.7 5.6 10.4 9.7 6.8 7.3 6.5 6.1 5.7 3.6

Bauba 2.8 2.9 1.8 4.4 6.7 4.0 13.9 9.0 8.7 4.8 4.7 8.4

Pauai 0.1 0.0 0.0 0.1 0.2 0.1 0.2 0.2 0.1 0.2 0.1 0.2

Dhaka 153.4 183.8 281.6 359.1 265.8 242.S 255.0 2SO.0 206.5 223.5 253.3 263.5

lantalpur 8.5 10.8 30.6 46.5 31.9 39.7 37.4 39.8 33.6 39.3 42.0 51.2

MYmengh t/ 20B 22.0 40.2 47.8 43.2 41.2 39.3 42.2 36.8 37.8 43.3 48.6

Tangail 41.5 36.7 39.8 45.6 49.5 47.1 39.7 37.0 31.7 28.6 33.7 41.9

Dhaka 318 38.2 50.5 78.0 75.5 51.6 64.1 51.6 48.4 60.2 61.3 67.4

Fa,dpur 50.7 78.4 100.5 140.3 65.7 62.9 74.5 82.4 57.0 67.e 73.0 64.4

Chl_ta 133.0 130.0 154.0 173.8 152.9 155.6 134.9 125.1 97.3 93.4 97.9 100.8

SY.- 7.9 8.3 8.8 18.8 9.3 11.5 10.6 11.2 8.5 12.1 10.8 14.5

ComMb 122.9 120.6 143.7 164.7 140.9 141.7 122.3 112.6 86.9 81.1 76.7 85.2

NoakhaD 1.5 0.8 1.3 3.0 2.4 2.1 2.0 1.3 1.9 0.2 0.4 1.1

Cht"tag 0.4 0.3 0.2 0.2 0.2 0.3 0.1 - - - - -

ChWitagwtgH. Trnt Qb 0.2 0.0 0.0 0.0 0.1 0.0 0.0 - - _ - _

Bwnddban 0.0 0.0 0.0 0.0 0.0 0.0 0.0 - -

Tookh 1092.5 967.4 1211.4 1463.9 1042.9 1091.1 1048.0 1022.0 890.0 1004.3 1065.0 1175.6

atllahoreg hcluded In Mymwna_gh
bi anabm. Khdagrw nd RanPamat Included In Chittagong HiD Tact.
- Nt alable

Souc: Banglan&deeltB a of Stal
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Table 7.6
JUTE PRODUCTION BY DISTRICT

1983a4 1984185 198686 19887 19i7188 11888 1989190 1990191 1991192 1832193

(0O bales ot400 lb.)

Ralshahl 1625.8 1MA 3067.2 2384.8 1616.7 1687.0 1678.7 1874A 1839.9 1623.8
Olnajpur 142.2 177.0 215.6 242.9 250.6 179.0 126.6 181.7 169.5 1154
Rangpur 1014.7 1097.7 1634.3 1447.6 st7.6 66r.0 6779 1166.3 1126.4 1062.0
Bogra 121.1 119.6 356.3 176.8 96.3 186.0 171.9 142A 131.2 117.1
Rajshahl 161.4 188.7 481A 343.2 182.6 190.0 186.7 180.3 166.7 137.9
Pabna 186A 130.6 379.6 174A 169.7 256.0 235.6 186.7 246.1 198.6

Khulna 992.6 1061.7 1571.0 1052.6 933A 895.0 957.3 1101.1 1186.3 926.9
Kushtia 289.A 378.6 474.9 299.9 237.9 219.0 347.5 394.6 428.7 377.1
Jessore 567.0 S01A 888.1 584.3 605A 419.0 487A 670.7 6233 451.2
Khulna 121.8 169.8 198.1 150.0 74.6 111.0 107.5 120.5 120.0 88.2
Barlsal 12.5 10.4 8.2 16.3 13A 2.0 13.5 13.6 12.1 3.
Patuakhall 1.8 1.5 1.7 2.0 2.1 1.0 1A 1.7 2.2 2.5

Dhaka 2281.5 1968.7 3427.4 2674.0 1911.2 1666l0 18503 2084.0 2017.2 2121.1
Jamaipur 263.7 211.5 292.6 222A 209. 258.0 294.9 322.6 264.1 267.4
Mymensingh 738.1 614.9 1207.0 83.1 635.3 377.0 377.3 446.7 388.4 323.1
Tangall 277.7 194.7 340.5 281.7 259.6 227.0 313.2 334.6 369.3 379.8
Dhaka 419.7 431.3 8112 53.A 379.6 346.0 323.2 386.0 338.9 387.9
Farldpur 582.4 516.3 776.1 65.3 627.0 46.0 641.7 576.1 666.5 m3.7

Chttgong 315.8 307.1 59s4 642.2 239.7 186.0 262.8 282.3 229.8 2467
Sythet 11.5 10.1 48. 23.8 3.0 81 7.7 3A6 5.3
ComlIla 282.7 286 620.5 610.7 223s 176.0 227.1 244.6 220.7 237.8
Noakchali 10.7 10.0 16.1 7A 6. 8.0 11.1 34 6.3 3.2
Chtttagong 0.3 0.2 0.0 0.0 
Chittagong H. Tracts 0.5 0.6 1.1 0.3 0.3 - 6.6 6.6 0.2 04

Total: 5215.7 6110.9 86eo.0 653.6 4m.0 4436.0 4639.2 608 5273.2 4919.3

(00 mec tons)

Rajshahii 295.0 321.8 56.s 432.7 2933 306.1 286A 340.0 333.7 288.
Dlnajpur 269 32.1 39.1 441 44 32.5 23.0 34A 30.7 20.6
Rangpur 184.1 199.2 296. 262.6 16.5 162. 169.3 211.6 204.4 18s8.
Sogra 22.0 21.7 64.6 32.1 17.5 29.9 31.2 26.8 23.8 20.8
Rajshahl 26.3 342 87.3 62.3 33.1 34. 30.2 32.7 30.2 23.6
Pabna 33.8 34.6 68.9 31.5 30.8 46A 42.7 35.6 44. 34 9

Khulna 180.1 192.6 285.0 111.0 169A 1624 173.7 199.8 216.3 1649
Kushfa 52.6 617 86.2 64 43.2 54.2 63.0 71.6 77.8 67.1
Jeore 102.9 91.0 161.1 1060 109. 83.3 884 103.5 113.1 80.2
Khulna 22.1 30.8 35.9 27.2 13. 20.1 1S.6 21.9 21.8 15.3
Barisai 2.3 1.9 1.5 3o 2A 4.5 2.4 2. 2.2 1.8
Patuakhall 0.3 0.3 0.3 OA 04 0.2 0.3 0.3 0.4 OA

Dhaka 414.0 357.2 6219 485.2 341.8 302.6 336.7 374.6 360.0 377A
Jamalpur 47.8 38A 63.1 40A4 3.0 48 53.6 6a6 47.9 4U.8
Mymenslgh 133.1 111.6 219.0 162.0 67.1 6sA 68.5 81.1 70.6 67.5

Tangail SOA 38.3 61.8 2.6 47.1 43.0 6s 60.7 662 67.5
Dhaka 76.1 78.3 147.2 106.1 6S8 62. 88.6 66.1 69.5 88.0
Farldpur 106.7 93.7 140.8 124.3 96 81.6 88.3 104.3 120.9 137.5

Chitta5png 57.3 56.7 107.8 116.8 43. 33.7 45.i 47.6 41.6 438
Sylhet 2.1 1.8 8. 4.3 1.6 0.5 1.5 1A 0.6 0.9
Comilla 53.1 1.s 96.3 110.6 40.6 31. 412 44.4 40.0 42.3
Noakhall 1.9 1. 2.9 1.3 1.2 1.5 2.0 0.6 1.0 0.6
Chlttagong 0.1 0.0 0.0 0.0 0O 0.0 0.0 0.0 0.0 0.0
Chittagong H. Tracts 0.1 0.1 0.2 0.1 0.1 0.0 1.2 1.2 0.0 0.0

Total: 943 927.3 1571.2 1225.3 862. 804.9 841.7 961.9 956.6 874.6

Note: I) Kishoregani indulded In Mymensingh.
D) Bandarban, Khagracglia and Ranguati included In Chlttagong MiMl TractL

Source: Bangadesh ureau of StatItcs



Table 7.7
IRRIGATION SUMMARY
('000 hectares)

108W83 1083184 1084/86 1085/86 190887 1087/88 1988089 1S8990 199S01

BY METHOD

Modern methods 1340 180e 1705 1721 1841 2390 2577 2756 2e08
Tubewells 421 667 879 963 082 1467 1512 1678 1782
Low-lift pumps 768 667 681 609 660 527 658 657 674
BWDB grawty sohemes 15 172 145 149 le 396 407 423 2ao

Tradional methods 549 688 513 526 567 353 S88 803 57o

Swing-baskets 87 84 79 _4 04 238 a/
Ooons 300 238 184 170 179 n.a. at
Canals 8 134 147 163 165 115 170 178 173
ote 154 130 103 100 129 n."A 39 427 397

Total.net 1889 2092 2218 2247 2308 2743 3146 33S0 3258
of which:

modern (%) 71.0 72.0 76.9 7e.6 76.8 87.1 81.0 82o 82.5

baditioal (q) 29.0 28.0 23.1 23.4 23.2 12.9 18.1 18.0 17.5

BYCROP

Aus 126 146 141 16s 164 119 145 142 138
Aman 1sO 169 186 190 1so 1o6 211 214 213

Boro 1165 1108 1285 1269 13a3 167s 1867 200 2128
Wheat 108 214 283 207 294 108 281 277 282
Oeoerls 4 6 3 3 at s 4 4

Pulses 2 2 3 4 3 4/ 4 3 2
Oilseeds 5 7 11 12 11 18 12 12 12
Potato 75 74 70 68 6s 57 77 79 82
Vegetls 51 44 49 53 57 34 6s 70 77

Suarcane 7 8 8 11 11 7 12 13 10
Ctona 3 7 4 3 4 - 4 5 5
othe 53 B 6o es3 e1 79 08 67 73

Tota, gross 1880 1920 2073 2098 2109 2348 2740 2836 3026

rrorsandomsubons 0 -o 1 0 0 - -

IRRIQATED AREA AS PERCENT OF TOTAL ARFA UNDER PARTICULAR CROP

Aus 4.0 4.6 4.5 5.8 6.6 4.3 A4 6.3 6s
Aman a2 2.6 2.7 3.2 3.1 2.9 4.1 3.7 3.7
Boro 795 85.5 81.6 82.1 82.5 8BA 7U6 81.6 83.5
Whea 37.3 40.7 41.9 49.4 45.1 32. 468. 46.8 47.1
Othrceres 27.3 3.9 1.8 1.9 2.3 n.A. n.S. 5.7 6.0

Pules 0. 0.2 OA 0.5 0.4 n.a 0.8 OA 0.9
Ollseeds 1.6 1.1 1.8 2.0 1.9 3.8 2.2 2.3 2.2

Potato 6.4 67.3 63.1 2.4 64.2 46.3 69.4 67.5 08.1

Vegtbls 520 32.4 35.5 37.6 39.3 n.a. n.a. 31.7 34.7
Sugaree 3.9 4.0 4.9 6.9 6.7 4.0 7.0 7 5.2
Catton 16.8 41.2 36.4 17.6 30.8 - 23.5 26.3 26.3

at Included under O'har
Source: Bangladesh Bureau of 8atsoe

Nds: Wad area md p t ot aea under a ptr op
has been chged due to fte Agibull *unw% 1983-84.
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Table 7.8
COMMERCIAL FERTiUZER DISTRIBUTION BY TYPE AND REGION
( 000 metric tons)

1984185 1985186 1986187 19878t8 1988/8 1989a0 190/1 1911/92 19"

BY TYPE

Urea 831.8 794.9 915.1 1028.5 1135.1 1367.7 1323. 1529.6 1547.0
Triple super-phosphate ITSPJ 345.7 297.4 335.7 389.8 416.0 480.7 514.7 458.7 407.0
Di-ammmcnium phosphate IDAP) 0.4 0.10 6.9 0.0 0.0 0.0 0.0 4.0 2.9
Muriate of potash IMPI 60.3 59.90 0.0 89.0 94.2 al 119.0 140.7 138.9 126.1
Hyper-phosphat IMP] 0.3 0.20 0.0 0.0 0.0 0.0 0.0 00 0.0
Super phosphate (SP3 0.0 0.0 0.0 0.0 0.0 0.0 11.4 342 119.8
Ammonium sulfate [AS] 0.0 0.0 0.0 6.4 bi bi 0.8 4.5 5.5
Potassium sulfate (PS) 0.0 0.0 0.0 0.0 61.6 70.4 0.0 0.0 0.0
NitroPhosKa INPiq 10.2 0.Q 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Triple phosphate ITPI 0.0 0.0 0.0 0.0 bl b/ 0.0 0.0 0.0
Zinc sufte and oxy-sulfate 1.2 0.7 1.4 1.8 2.8 5.2 2.7 3.8 0.7
Gypsum 1.4 3.3 2.a 1.4 hi bi 101.7 116.4 112.8

Others 3.1 23 
Tstal 12512 1156.5 1320.9 1613.9 1709.7 2043.0 2107.4 2291.3 23n.e

BY REGION Id

Rajehahi 404.1 390.0 484.4 510.8 4i4.5 422.0 157.1 84.6 38.2
Dinaipur 792 67.40 66.30 89.3 102.1 89.5 34.8 na. n.AL
Rangpur U4.1 83.30 98.80 92.6 87.1 93.1 302 n.a n.m
30ata 84.3 93.10 113.30 100.3 118.4 94.5 24.4 n.a n.m
Raishahi 94.8 80.40 96.20 93.6 106.9 71.7 3a.9 na. nmL
Pabna 61.6 7W.80 80.80 134.8 120.0 73.2 29.0 n.m n.IL

Khuina 189.9 166.6 200.3 258.7 314.3 21Z.3 307.4 62s2 414.4
Kushtlia 6o 56.4 60.3 78.6 88.8 34.6 14.7 n.a nAL
Joswse 66. 5. 68.8 79.8 64.0 21.1 4.8 n.e n.a
Khuine 27.8 28.1 29.4 51.0 109.1 126.2 27. n.a n.a

atisal 27.7 25.3 33.5 as.9 43.1 19.5 10.5 ne n.eL
Pauaki 6.2 4.9 8.3 10.4 9.3 10. 4.9 n.a n.a

Dhaka 365.3 352.8 360.6 407.1 418.6 165.2 434.6 616.4 714.3
Jamaipur 42.1 43.0 47.5 53.2 56.6 29.8 8.5 n.a nMA
Mymenslngh 1183 OO.4 122.2 131.4 t1114 3.6 16.0 n.ma n.
Tangai 60.5 41.2 51.9 44.2 56.8 19.1 3.9 ne. m.L
Dhaka 113A 139.0 107.9 141.6 116.1 89.4 400.2 n.e. n.m
Farldput 30.5 29.2 31.1 367 39.6 17.3 74 n.a n.a

Chittgong 311.9 247.0 305.6 337.4 270.1 970.2 1208.0 296.8 8033
Syihet 46.6 35.3 43.3 54.5 45. 84.2 99. n.e nW
Comlila 127.7 105.4 134.6 147.4 110.6 328.7 476.9 n.e nAL
Noakhail 39.4 34.7 44.9 57.1 48.0 11.8 14.2 n.e n.a
Chittegong 85.2 68.0 71.8 65.4 0.6 529.8 611.9 ns. n.a
Chitagong HT 13.1 13.6 11.0 13.0 15.1 5.7 5.2 n.e n.m

Totai 12602 1156.4 1320.9 1513.8 1709.6 d 2043.0 2107.1 2283.3 2321.2

at Including PS, TP and othe types of fertilizer.
bi Inciuded under PS
c/ Includes amount sod dkteiy by BOIC for which distrit wise breakdown Is not aaable.
dl Detaled disbictwise oftake m 1991192 cannot be shown accurately In an open mawkt sIation whewe

disriuto ae fee to buy and siU whevr thee Is demand.

Source: angldesh Agficulur Development Corportion.lFDCi Bangladesh Bureau of cStalstle.



Table 7.9
PUBUC FOODGRAIN DISTRIBUTION SYSTEM OPERATIONS
('OO metric tons)

1962183 1983184 1984165 1965JB6 1988187 1987188 1988E89 1989190 199(091 1991192 1992J93

Opening Stocks 616 611 800 1017 976 751 1498 909 1148 1040 1207
Domestic Procurement 192 268 349 349 188 375 416 969 783 1015 229
Impots 1843 2028 2590 1202 1767 2922 2137 1534 1577 1563 828

Tota Availability 2651 2907 3739 2568 2931 4048 4051 3402 3508 3618 2264

Statutory ratloning 308 293 282 160 210 189 203 156 235 169 56
Priority categories/a 648 641 712 467 666 585 724 623 673 976 329
Modlfied rationing 368 399 485 103 257 307 334 0 0 0 0
Relief 156 120 452 205 248 603 815 881 918 427 249
Food-for-Work & Canal Digging 338 441 458 468 480 468 611 457 458 498 369
Marketing Operations /b 0 51 8 8 40 0 0 0 0 0
Open MarketSales/c 118 107 201 129 217 344 255 47 87 275 72

Total Dkisbution 1936 2052 2578 1540 2120 2496 2942 2164 2371 2345 1075 lp

Ls 104 57 139 52 62 55 148 90 97 66 79
Exports & repayments In kind 0 0 0 0 0 0 0 0 0 0

ClosingStocks 611 800 1017 976 751 1498 962 1148 1040 1207 1110

/a Includes essential priorities; other priorities; large employers; & direct sales to flour mills.
/b Marketing operations involve direct sale of grains to dealers at subsidized prices.
Ic OMs In paddy and rice were Initiated during 1981/82; wheat OMS began In 1978179.

Source: Food Planning and Monitoring Unit, Mlnistry of Food.
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Table 7.10
SEASONALITY OF PUBLIC FOODGRAIN DISTR1BUTION SYSTEM OFFTAKE
('000 metric tons)

Month 1983184 1984185 1985/86 1986/87 1987/88 1988/89 198f/90 1990/91 1991/92 1992/93

July 87 223 84 92 166 112 145 140 170 82
August 99 258 93 109 219 148 162 145 184 82
September 171 292 125 151 295 248 159 155 226 81
October 214 286 164 240 292 278 187 236 295 75
November 175 262 132 196 233 255 172 216 216 59
December 129 236 115 121 217 235 148 182 162 58
January 162 251 148 197 204 316 242 262 223 108
February 218 222 155 220 234 343 225 241 234 134
March 232 196 159 246 249 329 258 240 181 129
April 227 152 161 243 187 300 191 178 173 106
May 202 122 139 171 121 238 152 212 164 106
June 135 77 65 135 78 140 123 163 115 51

Total 2051 2577 1540 2121 2495 2942 2164 2370 2345 1071

(MAonthly Average) 171 215 128 177 208 245 180 198 195 89

Source: Ministry of Food and Wortd Food Programme, Ohaka.
Food Planning and Monitoring UniL
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Table 7.11
SUPPLY AND DISPOSMON OF R.W JUTE
(000 bales)

1982/83 1984W85 1985186 1986/87 1987/& 19W89 1989190 1990191 1991/92 1992193

Opening stocks 1850 730 1000 4265 3899 3207 2343 1095 1244 1352
Production, total 4920 5150 8660 5461 4338 4439 4639 5302 5273 4919
- Jute 4881 5111 8610 5422 4310 4403 4604 5262 5223 4849
- Mesta 39 39 50 39 28 36 35 40 50 70

Adjustment /a 594 612 - 14 - - - - 330 -

Market arrivals 5514 4538 8458 5261 3968 4039 4216 4682 4543 4619

Total supply 7364 5268 9458 9526 7867 7246 6559 5777 5787 5971
Mill consumption 3329 3050 2850 3356 3224 3168 3327 2888 2870 2993
- BJMC mills 3150 - - 1866 1857 1798 1827 1490 1393 1571
- Private mills 179 - - 1490 1367 1370 1500 1398 1477 1422
Other consumption 400 400 250 200 400 400 400 400 400 300
Losses 50 20 30 30 61 118 96 44 32 43

Total domestic uses 3779 3470 3130 3586 3685 3686 3823 3332 3302 3336

Registered exports 2246 1410 2301 2241 1345 1617 2064 IA0G 1533 1569

Total disposition 6025 4880 5431 5827 5030 5303 5887 4932 4835 4905

Closing stocks 1339 1000 4279 3899 3207 2343 1095 1244 1352 1366

Total supply market arrials + opening stocks.
Total domestic uses - mill consumption + other consumption + losses.
Total disposItion - total domestic uses + registered eports.

la Difference between estimated crop size and estimated market arrivals.

Source: Ministry of Jute, BJMi
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Table 7.12
PUBUC FOODGRAIN PROCUREMENT BY DISTRICT
(000 metric tons, rice equivalent)

Division/Dlstrict 1982/83 1983/84 1984185 1985/86 1986187 1987/88 1988/89 1989/90 1990/91 1991/92

RaJshahl 121.3 227.3 260.7 281.3 159.9 303.1 326.2 854.4 721.9 910.2
DinaJpur 54.8 99.5 81.8 96.7 42.2 85.9 90.4 280.1 260.4 373.4
Rangpur 26.3 67.0 65.3 62.0 34.0 62.6 52.0 1187 116.4 141.1
Bogra 20.5 35.8 51.8 57.3 51.9 83.9 131.7 277.6 215.4 213.8
Raishahl 14.4 14.2 36.8 44.9 22.7 53.2 41.3 138.9 89.3 103.6
Pabna 5.4 10.8 25.0 20.4 9.1 17.5 10.8 39.1 40.4 78.2

Khulna 12.0 13.9 32.9 31.9 4.3 27.5 56.5 38.1 28.9 49.1
Kushtla 0.3 1.4 8O 6.4 1.2 4.2 10.0 1.8 1.2 7.0
Jessore 2.7 5.1 21.5 13.4 2.5 20.8 41.1 22.9 15.1 26.7
Khulna 1.0 1.0 2.6 1.7 0.1 2.1 5.2 9.6 12.6 14.8
Baflsal 2.0 2.4 0.8 4.1 0.5 0.4 0.2 1.9 0.1 0.0
Patuakhaii 6.0 3.9 0.1 6.4 0.0 0.0 0.0 1.9 0.0 0.7

Dhaka 31.A 16.3 29.6 20.6 89 20.1 182 55.4 25.1 42.0
Jamaipur/a 5.5 5.1 4.3 0.8 0.1 1.8 1.0 6.9 2.1 6.2
Mymensingh 17.9 8.4 9.7 3.7 7.8 15.3 15.3 44.4 21.4 336
Tangall 2.2 1.4 9.4 8.0 0.1 1.8 0.6 2.3 1.0 1.2
Dhaka 5.3 1.2 1.8 2.2 0.4 0.6 0.1 1.5 0.5 1.0
Faridpur 0.5 0.2 4.4 6.0 0.5 0.6 1.2 0.3 0.1 0.1

Chittagong 27.3 9.2 25.8 15.3 15.4 23.8 15.3 11.8 9.8 13.6
Sylhet 122 3.1 6.5 2.2 9.3 17.0 9.3 &3 7.9 a8
Cornilia 8.2 3.0 15.9 9.0 4.5 2.9 2.4 3.3 0.4 0.2
Noakhall 3.4 1.6 0.9 1.1 0.1 0.1 0.0 0.4 0.2 0.0
Chiltagong 1.6 0.3 0.1 1.4 0.7 0.9 0.4 0 0.0 2.7
Chlttagong Hill Tracts 1.9 1.2 2.4 1.6 0.8 2.9 3.1 1.8 1.3 1.8

Total 192.1 266.7 349.0 349.1 188.5 374.5 416.2 959.7 785.6 1014.9

la Jamaipur was a subdivision of Myrnensingh until December26,1978.

Note 1.0 ton rice equhiaent - 1.0 ton wheat - 1.5 ton paddy.

Source: Ministry of Food.
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Tabl. 7.13
PUSUlC PROCUREMENT OF AMAN RICE AND PADDY BY DISTRiCT
(metric tons. rice equivalnt

1J82183 198a814 1084185 1965186 1966187 1087188 1ss081 1086190 19601 1091192

Raihahl 60308 71393 71651 122341 21179 45562 40382 384244 160076 327936
Dinapur 36637 4368 44602 6241s 12514 23455 2866 163072 86088 161210
Rangpur 1547 11275 0436 27105 777 8611 9486 65869 36553 59757

Bogra 4422 8219 5424 17105 374 7137 11125 90797 25445 56848
RaJsahl 339 7612 12170 14277 357 33 2102 61578 86 27627

Pabna 104 719 19 1435 57 26 10 129 3323 22604

Khutna 8361 7374 397 10896 56 472 319 17511 1344 27294
Kushtla 53 56 25 111 1 37 17 672 51 3195
Jesoa 65 40 46 532 0 288 229 7372 28S 14715
Khulna 258 950 35 e1 1 34 6 5755 44 8730
Barisal 1968 2414 240 3811 34 107 83 1827 6 I
Pa&Uahaf 6019 3912 51 63s1 19 6 4 1s8s - es6

Dhaka 11162 1646 1385 1822 23 462 16 13819 139 5732
Jamalpurla 1502 522 44 56W 0 10 0 3m 103 1696
Mymenuh 9022 773 1057 1e6 6 865 16 881e 36 3829
Tangaii e6 27 e3 21 1 1s 0 1071 - 64
Dhaka 249 170 124 0 4 6o 0 103 - 143
Farldpur 328 154 97 29 12 12 0 31 -

Chltong 13549 3367 2440 3498 1262 2148 2987 3180 1116 2041
sye 5385 24 33 284 2 22 2 1157 - 4
comiiia 2092 350 200 42 19 74 0 S94 -

Noakhal 3405 1562 901 1074 11 13 25 422 - 26
Chlttaoong 1222 130 57 655 720 2 376 - - 287
Chtfagaong Nill Trcts 1465 1070 1549 1440 510 2037 2584 1007 1116 1725

Total 93380 83780 75873 13855 22519 48644 52704 418754 162674 383003

Note: 1.0 ton doe equivalent 1.0 ton wheat .1.5 ton paddy.
Source: MnistryofFood.
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Table 7.14
PUBLIC PROCUREiENT OF IORO AND IRRi RICE AN PADOY ANO WHEAT
(metric tons. dte equivalent)

1982163 1983184 1984818 1985/88 19SO7 198t788 1988189 19809 19M99 1991/92

IORO AND IRRI

Rajshahi 44695 37188 41249 7080 94584 198243 225801 435410 511543 511530
oinajptr 11070 13998 11800 10813 17089 47572 56650 103186 159253 182534
Rangpur 5186 10084 4238 11372 11828 29119 39920 41607 57163 58sa6
3ogra 13664 7603 1876S 22785 44178 71093 119201 182573 182940 151987

Rapfhahl 10729 2203 4110 1344S 178t2 30778 36840 82149 77106 67682
Pabna 4047 3297 2340 3434 3661 10661 0934 25895 35081 50771

Khuina w3e 7 921 26 929 3275 7970 13581 21573 16819
Kudet as 0 85 0 247 147 40 534 647 2006
Jeseore 0 0 20 6 311 2130 7765 9879 10934 95i3
Khtulna s75 7 705 0 110 827 s8 3116 0Ss2 s5so
3adsai a 0 105 20 248 331 107 52 0 0
Patuekhail 0 0 .. 0 13 40 0 0 0 0

Oheka 1795 90744 0144 4880 840t7 1s8s 17875 41081 24754 3s447
uameipr/la 6228 1831 62 45 60 527 952 3084 1892 3750

Uymenslnh 7832 6170 62s3 2755 7810 14787 1621 352 21328 29800
Tangpil 1110 725 2020 1426 84 879 550 12 1008 1158
Dhaka 3779 1018 672 449 2*7 412 83 1415 521 820
Fafidpur 1 0 137 178 167 243 30 29s 7 29

Chtong 0820 3740 5080 3691 105s8 208B0 11962 860 S815 115g38
Syhet 6486 2434 3848 1os8 8035 16072 0330 5132 7878 8832
comma 2409 1066 440 030 2180 2854 1934 2668 357 10
NOehall 18 3 302 0 113 104 7 19 162 0
Chttagang 418 125 25 711 0 88 se 0 0 2455
Chitagong HUIlTnats 408 112 454 164 260 672 662 s11 218 568

TotaW 73110 676 568383 70417 1145S0 23056 263608 400239 6s648s 575331

WHEAT

RaJhahhi 13254 109756 147642 87182 44136 s29s 12138 3408o 50242 70746
Dinajpuer 62M 354e8 25287 14484 12508 14847 5117 13828 15080 29700
Panpur 6252 44847 51668 22629 14360 241883 2627 11220 22676 22821
sogra 240 10440 278m 17383 73 544 1272 4484 703 5217
RaZiahl 27 437 20427 17175 4865 7118 2302 5164 3480 8311
Pabna 1221 5014 22881 15560 5364 s804 820 304 1970 4807

IhuJna 3015 6270 31582 14483 3339 23885 38182 6053 8008 5022
KuStda 232 1370 798S 8313 066 4033 9978 589 498 1604
Jeswore 2598 4848 21427 6313 2160 18415 23050 5608 384S 2443
Ohuina 181 52 1811 15m 0 1436 5134 756 1863 8s8
ilsfsal 4 0 416 267 202 0 0 0 0 0

PaOakhal 0 0 .. 2 0 1 0 0 0 0

ODhka 1203 3323 19105 13507 427 2570 124S 62 168 s83
Jamafpurwa 730 2582 4193 160 S6 1242 62 is 84 760
Mym_ebengh 14 1s 2374 299 1 70 0 21 0 61
Tangal 20 567 7357 6263 60 sos 3 1 0 0
Dhaka 248 18 1040 1708 45 79 3 14 0 0
Faedpur 182 141 4141 5187 276 383 1177 11 84 33

Chittago"g 3956 1931 16856 8017 3537 1003 436 16 27 0
Syhe 313 324 1505 71 1198 0 0 0 0 0
Coamiia 3643 1603 15263 7937 2339 0 438 1e 27 0
Noakhati 0 0 0 9 0 0 0 0 0 0
Chittagong 0 4 0 0 0 847 0 0 0 0
Chttagong Hll Tracts 0 0 0 0 0 186 0 0 0 0

Total 23592 121280 215187 123259 51438 86763 S1981 42011 56443 76631

is Jamnpur See a subdvisoon ofMymndsngh until Decmbet 26.1978.
Note: 1.0 ton rice equivalent - 1.0 ton wheat - 1.5 ton paddy.
Source: MfinIty of Food.
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Table 8.1
QUANTUM INDEX OF MEDIUM AND LARGE SCALE MANUFACTURiNG INDUSTRIES
(1981I82 = 100)

Weight 1814185 1985f86 1686187 1987188 1988188 1989110 1990181 1991192 1992193

Food Beverages and Tobaoco 14.9 81.1 86.1 106.0 112.6 110.2 145.2 146.6 140.1 134.4Fish & Seafood (Shihps and FRogleg 1.1 158.5 250.6 227.5 270.8 366.0 594A 480.4 512.9 460.8VegetableOii 1.1 58.7 55.5 77.8 116.s 97.0 117.8 113.5 115.0 32.4
Tea 3.6 109.2 101.5 101.0 103.2 107.1 100.2 113.9 116.9 126.2Flour Milling 0.8 111.6 126.0 140.2 1634 1693 161.1 145.1 154.2 173.7Sugar 5.7 43.8 40.6 90.0 88.2 69.1 90.9 121.7 96.7 92.4
Beverage Indusries 0.7 97.6 118.0 125.5 136.7 135.6 333.3 239.7 281.8 275.0Tobaco Manucbilng 2.1 91.2 91.0 93.6 88.9 87.2 77.9 86.2 80.1 71.5

Tactile Wearing Apparel and Leather 41.4 133.0 133.2 184.6 198.6 167.2 192.9 206.4 236.2 273.8Cotton textile 8.3 109.5 97.6 101.9 106.6 119.0 113. 120.1 128.1 120.5Jute texile 30.2 68.6 77.1 92.0 86.9 87.2 90.1 74.0 71.0 '7.9Garments 0.7 2274. 279.1 4902.2 4077.7 4046.3 5464.7 es94.1 8645.6 10579.4Leather&leatherproducts 1.0 117.4 101.3 207.1 2223 198.2 243.9 166.9 184.0 215.2
Mfg. of foowear 0. 181.4 210.9 210.9 223.3 80.2 79.9 104.9 79.8 80.0
Jute baai0ng o.6 103.4 231.4 198.1 176. 202.1 172.2 199.9 203.S 158.0

Manufacture of Wood and Wood
Products Including Fumiture 0.7 189.3 167.5 1883 199.1 187.1 180.4 178.9 175.6 171.3Wood product exeeptuniture 0.5 172.7 179.7 171.8 183e8 1603 137.7 130.2 128.1 125.1Wooden funiture 0.2 180.0 204.4 217.9 232.9 252 273.8 278.9 279.0 276.7

Manufacture of Paper Products:
Print & Pubshing 3.0 133.4 146.4 163.0 163.0 161.3 18.6 199.5 246.6 290.1Mfg.ofpaper&paperproduets 1.7 119.2 127.9 128.5 129.9 e8.3 130.4 126.1 123.7 125.7

Printing, publishin & alied product 1A 150.6 1988 182S6 203.1 323.5 252A 288A 402.2 423.2

Manufacture of Chemiocals and
Chmical Petroleum & Rubber 23.2 137.7 149.2 124.6 15"5 161.5 175.4 173.6 200.3 230A

Drugs and pharmaceuticls 10.2 98.2 103.1 S3.1 53.8 128.3 83.1 97.5 127.9 150.2Mfg. of Indusial chemicals 7A 192.2 213.6 201.2 310.1 204.2 345.0 328.8 307.6 433.8
Fertiizer 86. 194.5 227.4 211.2 338.7 389.2 389.9 368.7 417.3 493.3

Mf.ofotwerchemionaproducts 4.5 136.8 147.9 153.2 131.6 141.1 117.0 105.9 113.7 110.1Peotreum refning 0.2 83.1 83.7 86.8 83.7 92.4 86.7 96.7 89.6 109.2Mfg. of rubbe products 0.8 154.7 163.7 173.5 166.6 127.2 130.3 103.8 77.0 77.7

Manufacture of Non-Metuil
Minera Produets 1.7 100.1 186.5 213A 218.9 239.2 239.7 217.5 189.5 213.6

Poery china and earen ware 0.3 139.5 537.7 537.7 318.6 837.2 823.1 787.2 527.8 673.1Glass and gass products OA 112.0 97.2 145.6 193.6 200.6 132.4 101.2 190.2 204.1
Other non-mtal minea producs 1.0 39 115.7 141.8 195.8 106.8 104.6 90.4 85A 75.5Brfcks 0.3 106.5 1U0.1 266.9 444.1 108.1 107.4 105.9 89.7 104.7

Cement 0.7 73.6 89.5 95.0 95.0 105.1 103.4 84.2 835 53.6

Bads Metal Industries 9.6 82.1 64.4 58A 52. 60.2 sas 57.5 39.4 41.3Iron and se basic Indutries 9.0 82.1 64.4 56A 528 60.2 635 57.5 39.4 41.3

Manufactre of Fabricated Metal
Products Machnery& Eiuipments 6.6 1653 161.5 153.2 148.2 144.3 149.1 134.2 144.2 137.5Fabricated metOW 0.5 135.9 204.2 204.1 132.3 121.3 121.0 121.5 123.7 137.6Fabricate metal & equipment 0.6 22_.8 221.6 225.1 248A 225.6 183.5 181.0 186.9 188.9Machinery(non-electrlc) 1.6 186.7 141.9 135.8 140.1 135.2 103.2 1.8.0 132.3 114.1Electrc machinery 2.2 153.5 161.3 162.8 155.7 150A 195.1 149.2 149.3 161.1Transport equipments 0.8 124.8 129.2 74.7 78.0 88.1 106.6 X1I 100.6 94.6

TOTAL 100.0 123.0 126.0 145.0 147.0 151.0 170.0 174.0 189.0 210.0

1992f93 figures are preliminary.

Source: C.M.I. (Current Production). B.B.S.
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Table 8.2
PRODUCTION OF SELECTED INDUSTRIAL GOODS

Goods Units 1988/89 1989190 1990191 1991192 1992/93

Shrimps & froglegs 000 MT 5 5 5 6 6
Sugar 000MT 110 184 246 195 188
Veg.oiis 000 MT 25 30 29 30 9
Tea 000 MT 42 41 44 46 49
Beverage M dozbt 7 11 8 10 10

Cotton yam M KG 49 51 56 61 58
Cotton coth M meters 65 69 60 59 46
Jute goods 000 MT 509 528 434 416 457
Garments Mdoz 8 11 14 18 22
Leather M eq meter 12 15 10 11 13

Paper 000 MT 86 983 90 88 90

Fertilizer 000 MT 1598 1621 1533 1736 2051
Soap & detergent 000 MT 37 36 30 30 29
Petroproducts 000MT 1048 984 1086 1017 1321
Footwear M doz pr 386 397 316 235 237

Cement 000 MT 344 337 275 272 207

Steel ingots 000 MT 86 75 58 37 7

Textile machinery 000 NO. 1965 1314 3580 4484 3319

Radio 000 N. 102 68 21 16 7
TV 000 N. 79 83 57 44 61
Telephone 000 NO. 26 38 33 26 31
Dry cel BaKtery M NO. 66 74 62 58 58
8icy-ies 000 N. 30 34 34 17 14

Note on units used: M - million, MT = metric ton, NO. - number
bt = bottles, pr - pair

Source: Bangladesh Bureau of Statistics.



Table 8.3
CHITTAGONG EXPORT PROCESSING ZONE STATISTICS

Actual Investment Actual Local Export (Million US$)
Year No. of Enterprise Million US$ Employment

Current Cumulative Current Cumulative Current Cumulative Current Cumulative

1983-83 2 2 0.874 0.874 624 624 0.164 0.164

1984-85 4 6 1.598 2.472 1156 1780 4.450 4.614

1985486 8 14 3.602 6.074 732 2512 7.593 12.207

1986487 2 16 6.631 12.705 728 3240 15.272 27.479

1987-88 2 18 1.791 14.496 198 3438 13.927 41.406

1988489 4 22 2.722 17.218 769 4207 16.081 57.487

1989-90 6 28 8.580 25.798 2794 7001 34.213 91.700

1990-91 13 41 22.054 47.852 2363 9364 48.024 139.724

1991-92 7 48 34.659 82.511 5250 14614 76.661 216.J85

1992-93 6 54 21.048 103.659 3114 1-728 127.608 343.993

Source: Bangladesh Export Processing Zone Authority.



-228-

Table .4
NATURAL GAS STATISTICS
(million MMC. )

9ISM14 19415 19 6 1967 1097 1SO1M 103om 19909 1001192 1826

PRODUCTION
Sylha 32 38 370 3744 4304 351S 22 2016 1i1n 1844
Chhatek 1778 1187 0 31 0 0 0 0 0 0
Rasbldpur 0 0 0 a 0 0 a 0 0 0
TIls m67 6 450 63 60126 70240 7823 621l 91907 101226
Kallasta 2901 500 4245 6011 6088 7037 7786 241 7335 T7141
HabganJ 16762 16124 32736 33741 34111 3280 290 276O 29105 4577
Sahwabad 355 66M3 12n0 24100 390 41127 4642 61540 2961 46
Semutang 0 0 0 0 0 a 0 0 0 0
Kutubd hla 0 0 0 0 0 0 0 0 0 0

egumni 0 0 a 0 0 0 0 0 0 0
Feni 0 0 0 0 0 0 0 0 5040 5408
Senbaar 0 0 0 0 0 0 0 0 0 0
Kamta 0 3164 5141 466 3934 1610 123 1200 160 0

alabad 0 0 0 0 0 0 0 0 0 0
8.8bo 0 0 0 0 0 0 0 a 0 0
F-nhuganJ 0 0 0 0 0 0 0 0 0 0
Megfhna 0 0 0 0 0 0 0 0 0 0

0 0 a 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0

Totll 03450 042 102 12373 147443 165924 16791 172835 16474 2108

CONSUMPTION BY SECTOR
Pow. r 3016 3028 307 51021 o2071 530 74409 81S5S 91840 03300
*eiles 31934 30801 350 37907 607 6s3 on0 5485 5793 612
tndustrW *ol1044' 13362 11 1s0 17S1 155 15335 1461T 14568 1612
Comme l 209 2232 2466 1130 2930 M23 3102 2937 2909 2992
Households 57 620 6707 41 7590 Om 1011 1326 '11468 13166

T_o 0029 011o0 101080 118771 14020 146280 150016 164123 17780s 1046

MEMORANUM ITEMSA

ReVeabe Conenat Mean CeaoffIc
Yeaof Gas Reovey Coent value ars

FId DisMely Resrves (SUMM (val %) STUIOPT)

syil 1055 S34 8.63 10os5
Chbatk a195 0o.1 7.90 100.1
Ras"Pipur 1S60 3. S90. 1012
Tltas 102 IA WAS 1031.5
KaIlastl 1S62 10.9 06.57 105
Hablgn 1963 0.1 97.60 10233
Bakedabad 1096 1.S 9420 1057.73
SeW n 1980 0.4 6"4
Kuulb1 hla 1077 WA 06.72 1041.6
Begunan 1077 0A 96S6 1046.6
feni 1l91 3.0 05.7 1049.13
KwMb 1982 02 5.3 10613
s0eba1ar 1o1 16.0 03.68 104333
Fetehugan 1968 2. 9.
Jalalabad 10 17.5 9

_681 1090 2.5
Meghfa 1390 2.06
Total

661 = barrel.
BTU a Brtsh Thrmal Unit Is- 026ilocaloies
CFT - cublfeet.
MMCf ml111 _11 datd U ablc feet
Noe: (I) The eatlatd reovrbe gas reevel on the bssof abandoninent elptesure at 110 PSI.

(Ii) Nat garuae poseo afte adjutent o unwatve proucin 1ill Jauay 1002
la Offshore fld.
source Patra
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Table 8.6
ELECTRICITY PRODUCTION AND CONSUMPTION
(GWH EXCEPT AS NOTED)

1985/86 1986187 1987/88 1988/89 1989190 1990/91 1991192 1992193

Installed capacity IMWI 1171.2 1607.2 2146.2 2365.3 2382.2 2349.9 2397.7 2607.7

Gross Generation 4800.3 5886.9 6841.4 7114.8 7731.9 8270.2 8890.0 9206A
Net Generation 4572.3 8301.9 6140.6 6717.1 7301.6 7823A 8378.8 8699.6

Final consumption 3306.8 3486.3 3772.7 4695.0 4704.7 4870.6 6021A 6906.3
Billed consumption [million Takal 5771.6 6278.4 7661.8 9874.0 10291.0 11498.4 12220.1 13295.9

CONSUMPTION BY SECTOR

Domestic 715.8 828.6 885.4 1044 11e4.7 1383.8 1070.2 1089.4
Commercial 278.1 308.7 391.1 531.4 380.1 425.0 421.2 362.3
IndustrIal 1562.5 1728.1 1843.2 2330.6 2604.4 2256.3 1471.1 1255.8
Agriculture 61.1 56.2 62.9 98.3 73.7 91.4 88.3 101.1
Others la 699.3 666.8 50.2 693.8 681.9 7144 2973.5 4097.8

Total 3306.8 3484A 3772.8 4698.0 4704.8 4870.6 6021.3 6906A

Loses (Utility only)Ib 1493.5 2101.6 2768.6 2419.7 3027.2 3399.6 2868.e 2300.1
as % of gross generation 31.1 37.6 42.3 34.0 39.1 41.1 32.3 28

/a Includes bulk sale to DESA (Dhala Electric Supply Authority seperated from the Bangladesh Power Development
Board and functioning since October 1 1991); and REB (Rural Electrification Board).

/b Includes station auxiliary use.

Source: Bangladesh Power Development Board.
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Table 8.6
RAILWAY STATISTICS

1984185 1968/86 1986187 1987188 19889 1989190 1990191 1991192 1932193

Route length Ilanm a 2892 2918 2792 2740 274S 2746 2748 2746 2746
Broad gauge 978 980 970 924 924 924 924 924 924
Meter gauge 1914 1938 1822 1822 1822 1822 1822 1822 1822
Narrow gauge 0 0 0 0 0 0 0 0 0

Locomotives, total 306 290 291 307 307 307 307 308 287
Diesel. total 288 290 291 307 307 307 307 308 287
Broad gauge 75 75 75 75 7S 75 75 75 73
Meter gauge 213 215 216 232 232 232 232 233 214

Steam, totalb 18 0 0 0 0 0 0 0 0
Broad gauge 18 0 0 0 0 0 0 0 0
Meter gauge 0 0 0 0 0 0 0 0 0

Broad gauge 4080 4073 4073 4073 4073 3798 3788 3711 3289
Meter gauge 12434 12357 12283 11884 11884 11738 11760 11451 11143
Total units 16514 16430 16356 15957 15957 15536 16548 15162 14432
Total 4-wheeler units 19720 1 19545 19095 19077 18673 18834 18292 17739

Freight Carried 1o000 metrIc tons] 2995 2341 1984 2518 2495 2410 2517 2606 2350
Rice 282 203 132 1SS 192 186 345 422 279
Paddy 75 51 47 47 34 20 1S 14 11
Wheat 674 427 373 643 621 471 571 593 301

Raw jute 226 171 166 143 133 113 79 80 110
Jute goods 30 12 14 21 15 9 6 12 12
Sugarcane 215 218 254 307 143 285 299 74 44
Sugar 56 37 26 51 32 13 17 19 15
Salt 113 82 62 61 6s 65 58 57 47

Fertilizer 419 404 317 362 457 408 248 403 400
Cement 130 116 77 83 91 132 114 108 390
Coal 29 59 34 72 69 99 74 63 151
Petroleum products/c 84 100 75 117 88 120 119 103 141

Tol ton-km 822917 612225 502594 678287 665939 643478 650933 718388 673745

Fuel Consumption [metric tonsl
Coal 16886 14763 1767 1180 1422 1768 1399 1883 1578
Diesel oil 44998 4469 50417 50344 50238 49902 45967 44374 39289
Fumace oil 2191 1122 839 927 854 808 808 S59 433

la Total track mileage In 1978179 was 4503 km.
/b Including 8 narrow gauge steam locomotives.
/c Excluding fuel for the railways and for the military.

Source: Minisby of Communications.



Table 8.7
TRANSPORT STATISTICS

1960181 1968112 1982183 198684 1964185 1985186 198S187 1987188 198889 1989190 1990191

INLAND WATER TRANSPORT

BIWTC Fleet
Total 691 586 566 544 633 624 484 430 419 378 343
SeWIpropelled barges 6 6 6 3 8 8 8 8 8 8 7
Inland&rlverbarges bl 287 266 229 232 246 239 246 198 194 166 147
Inland tugs 29 29 29 27 26 24 24 22 34 33 30
Mainland tugs 23 23 23 21 19 19 19 19 16 19 18
Coasterm d 23 23 26 21 20 20 20 20 20 20 20

Country Boats
Cargo 94 96 98 202 209 217 226 236 246 246 267
Passenger 177 180 183 374 389 404 421 437 456 466 497

ROAD TRANSPORT STATISTICS

Road Mlleage. total at 3636 4095 4969 6833 6446 6960 7341 7656 8053 8467
high 2662 2686 3186 3330 3862 4041 4214 4484 4697 4917
tow 874 1409 1781 2603 2664 2909 3127 3171 3366 3560

Buses operating, private 6362 6383 7330 18164 16971 17297 18162 19046 19824 20753 22270
Trucks operating. prvate 11413 13263 14236 23430 24063 24986 26736 26167 27464 28800 30175
Bullock carts (est.) 138 139 141 609 621 632 64 653 666 677 689

a1 Data cover onry roads constructed and maintained by the Roads and Highways Department. "High' roads are
roads with cement, concrete, bituminous concrete or bituminous surface; "kwr roads are roads with
stone. gravel, brick, or earth surface, but which are property aligned and have drainage structures.

bi Including jute boats and fiats.
d Can travel up the main river routes.
:: = Not available.

Source: Bangbdesh Bureau of Statistics.
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Table 9. 1

CONSUMER PRiCE INDICES

1983184 198418S 19858/6 1986187 1987188 1988189 1989190 1990191 1991192 1992/3

OHAKA MIDOLE INCOME 1973174 - 1001

Food 350.47 387.89 429.46 483.42 635.4 56s.88 606.2 647.9 683.8 670.5

Fuel &Ughting 468.39 502.b4 639.30 542.20 562.1 621.16 674.3 945.1 1008.4 1054.6

Housing 416.81 453.74 506.62 850.78 647.7 723.31 808.1 867.2 892.9 948.1

Clothing 224.98 2s5.s5 274.23 292.69 319.1 347.98 374.5 399.4 410.3 421.,

Miscellaneous 335.36 392.25 419.38 459.52 524.4 597.62 707.5 720.6 755.9 787.9

Overall 357.47 396.58 436.03 481.18 636.0 578.89 632.7 689.3 724.4 734.0

Percent Increase 9.7 10.9 9.9 10.4 11.4 8.0 9.3 8.9 8.1 1.3

OHAKA GOVERNMENT EMPLOYEES 11989170 - 1001

Food 824.25 933.63 1024.32 1169.7 1255.5 1382.97 1461.3 1657.9 1641.6 162.4

Fuel & Ughting 894.14 1057.34 1210.31 1263.7 1329.7 1508.50 1806.2 1908.6 1955.4 2000.7

Housing 1057.00 1113.86 1268.60 1415.9 1690.0 1882.78 2055.2 2212.9 2Z75.5 2433.6

Clothing 837.08 925.93 967.90 1034.3 11389 1269.03 1337.0 1394.2 1467.9 1537.1

Miscellaneous 712.58 79578 817.96 877.2 977.3 1109.58 1263.4 1329.8 1416.5 1515.1

Overal 83294 9t1.47 1014.33 112.7 1241.2 1370.48 1497.8 1592.1 1671.1 1740.4

Percent increase 9.9 11.8 8.9 11.4 9.9 10.4 9.3 6.3 5.0 4.5

CH17TAGONG INDUSTRIAL WORKER8 l169l70 - 1001

Food 801.25 907.99 980.11 111e.6 1187.9 1242.69 1325.1 1417.3 1477.3 1422.0

Housing 947.63 1066.91 1264.60 1409.4 1487.6 1542.33 1701.3 1893.8 1974.9 1423.1

Clothing 929.86 1037.50 1082.19 1123.0 1139.9 1189.20 1268.5 1364.5 1383.0 1997.9

Miscellneous 608.47 69S.44 718.19 741.5 759.3 811.28 951.2 1001.4 1080.7 1135.6

Overalli 807.03 913.98 989.60 1105.20 1166.0 1219.85 131S.2 1412.7 1472.4 1445.9

Percnt norease 14.1 13.3 8.3 11.7 55 4.6 7.8 7.4 4.2 -1.8

KHULNA 9/DUSTRIAL WORKERS 11969170 _1001

Food 712.87 789.09 878.96 1029.00 1081.3 1183.39 126.2 1290.2 1358.0 1359.3

Housing 781.90 s894 1057.42 1269.68 1397.0 1550.49 1819.3 1847.7 1947.4 1246.6

Clothing 736.48 867.51 942.a5 998.42 1012.6 1081.80 1128s. 1236.4 1249.9 1978.6

Miscellaneous 562.34 600.82 639.23 737.89 736.3 820.24 952.2 1038.8 1096.3 1162.3

Overall 708.01 784.37 88233 1017.75 1057.4 1169.04 1251.8 1310.4 1374.4 1384.8

Percent Increase 11.0 11.1 1Z.5 15.3 4.9 9.l 7.1 4.7 4.9 O.8

NARAYANAIJi INDUSTRIALWWOLERS 1196970 - 1001

Food 774.72 86297 930.58 1OS218 11591 1229.25 1 1399.1 1456.3 1451.5

Housing 891.11 1078.96 1257.59 o 371 1536.0 1681.96 -S.-d 2058.3 211S.S 1504.3

Clothing 809.38 913.53 1035.11 1131.56 1179.8 1259.72 : ;2.0 1483.8 147.3 2220.2

Miscilaneous 64.44 674.08 725.19 757.e6 789.8 860.74 1013.7 1062. 1160.0 1259.9

Overall 7M0.98 e88.73 950.45 1069.36 1167.8 1236.66 1335.7 1434.1 1496.3 1515.0

Percent Ierease 9.0 12.7 9.4 11.s 9.3 6.8 8.0 7.4 4.3 1.3

RURAL CONSUMER PRICE INOiCES FOR
SELECTED IOSTRICTS (1973174 .1001

Dhaka 315.0 366.0 369.0 420.0 454.0 479.60 510.3 s55.o 691.5 592.

Chittagong 344.0 380.0 391.0 456.0 489.0 507.80 s39.9 581.7 616.9 62ze

Raphahl 295.0 340.0 364.0 408.0 43P.0 487.40 495.9 643.0 576.6 S85.7

Khuina 284.0 320.0 383.0 391.0 i 15.0 445.40 470.0 524.5 569.6 565.9

S1 lflet 329.0 354.0 375.0 437.0 477.0 :: ::

Rangpur 305.0 368.0 381.0 430.0 485.0

Bangiadesh Irurall 312.0 33.0 369.0 424.0 456.0 476.1 504.0 S51.3 586.2 591.8

Notes Ohalka midde incom index refers to families wIth 1973174 incomes of Tk 300 to Tk 999.

Dhaka goenmeont employees index reters to non-gaetted employees with mlnthly salaries of

Tk 100 to Tk 400 In 1s69/70.

Not available

Source: Bangladesh Bureau of Statistics.



Table 92
NATURAL GAS AND PETROLEUM PRODUCT PRICES

Effective Dates
NATURAL GAS - TiTAS SYSTEM

June 30, June 27, June 18, July 1, July 1, July 1, July 1, May 1,
1.985 1986 1987 1988 1989 1990 1991 1992

BULK USERS
Cost of GaslMCF (ex-field), 13.80 16.86 21.72 24.97 28.18 29.68 30.86 31.99
including excise duty 12.80 18.72 20.30 2328 28.96 25.96 27.25 27.25

INDUSTRIAL
Cost of GaslMCF (ex-ffeld), 29.13 37.06 37.06 43.79 51.02 64.17 58.89 61.44
Including excise duty 28.13 35.73 36.73 41.99 48.01 48.01 52.81 62.81

OTHER USERS
Cost of GaslMCF (ex-field), 49.25 61.06 61.06 71.17 - - 58.89 61.4
including excise duty 46.4S 57.76 67.76 67.16 - - 52.81 62.81

END USERS PRICESIMCF INCLUDING EXCISE DUTIES
Bulk Cunsuners
Power Generation 16.66 19.09 24.82 28.64 33.00 37.95 39.07 43.04
Fertilizer Production 16.68 1909 24.82 28.64 28.54 32.82 33.98 37.37

Industrial Consurvers 43.20 52.14 52.14 59.96 70.00 80.60 85.23 93.72
Comnercial Consimers 54.24 66.39 86.00 97.76 110.00 126.60 134.22 134.22

Household Consumers
Metered 40.80 44.88 66.10 56.10 65.00 74.76 74.75 82.11
Unrneteredlnonth
- Stove (one bumer) 60.00 66.00 80.00 92.00 100.00 116.00 115.00 126.00
- Stove (two burners) 100.00 110.00 130.00 150.00 170.00 195.00 195.00 215.00
- Additional burner (each) 41.00 45.00 68.00 64.00 74.00 86.00 85.00 93.00
- Oven (each) 89.00 97.00 121.00 139.00 161.00 185.00 186.00 203.00
- Additional oven (each) 45.00 49.00 81.00 70.00 81.00 93.00 93.00 102.00
- Grill (each) 89.00 97.00 121.00 139.00 161.00 186.00 185.00 203.00
- Additional grill (each) 45.00 49.00 61.00 70.00 81.00 93.00 93.00 102.00
- Water heater up to 20 gallons 177.00 194.00 242.00 273.00 322.00 370.00 370.00 407.00
- Water heater above 20 gallons 221.00 242.00 303.00 348.00 403.00 463.00 463.00 609.00
- Dryer (each) 265.00 291.00 364.00 419.00 485.00 658.00 558.00 614.00
- Refrigerator (each) 177.00 194.00 242.00 278.00 322.00 370.00 370.00 407.00
- Gas light, gardenlextemal use 41.00 45.00 58.00 54.00 74.00 86.00 8S.00 93.00
- Gas light, internal use 21.00 23.00 28.00 32.00 37.00 43.00 43.00 47.00

Mininum Charges/Month
Dormestic (unmetered) 41.00 63.00 84.00 97.00 112.00 129.00 85.00 93.00
Comnercial 272.00 327.00

Source: Titas Gas Company.
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Table 9.3
RETAIL PRICES OF PETROLEUM PRODUCTS /a

1986187 1987/88 1988/89 1989/90 1990/91 1991/92 1992/93
Estimate

(Taka per liter)

Premium gasoline 13.86 13.86 13.86 8.58 14.95 14.95 14.65

Regular gasoline 13.20 13.20 13.20 8.20 14.00 14.00 13.70

Kerosene 7.40 7.40 7.40 7.30 14.00 14.00 13.70

Diesel oil 6.90 6.90 6.90 7.30 14.00 14.00 13.70

Fuel oil 4.70 4.70 4.70 5.10 7.41 7.41 7.11

Jet oil 8.67 8.67 8.67 9.07 16.92 16.92 16.62

(U.S. dollars per gallon)

Premium gasoline 1.71 1.68 1.63 0.99 1.69 1.59 1.64

Regular gasoline 1.63 1.60 1.55 0.94 1.49 1.49 1.54

Kerosene 0.92 0.89 0.87 0.84 1.49 1.49 1.54

Diesel oil 0.85 0.83 0.81 0.84 1.49 1.49 1.54

Fuel oil 0.58 0.67 0.65 0.69 0.79 0.79 0.80

Jet oil 1.07 1.05 1.02 1.04 1.80 1.80 1.87

/a End year data.

Source: Bangladesh Petroleum Corporation.
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Table 9.4
WHOLESALE PRICES OF CONSUMER GOODS IN UR8AN AREAS
(Taka per unit shown)

Traditonal
Items Units 1983/S4 1984185 1985/86 1986/87 1987188 19S8/89 1089190 1990191 1991192

Masur maund 419.42 396.42 585.03 700.33 749.78 754.98 822.16 899.S1 911.45
Khesari maund 301.09 239.45 246.81 412.07 354.48 409.77 661.67 529.63 427.73
Potatoes, local (best quality) maund 122.99 124.38 142.23 192.97 186.66 226.91 245.57 168.33 164.97
Rohu fish large out pieces) maund 1272.78 1460.00 1905.13 2371.17 2284.87 2208.60 2542.61 2457.06 2506.31
Chicken eggs, fresh 100 121.69 144.46 177.93 182.33 183.36 215.00 225.00 230.45 242.13
Chillies. dry(supewiorquality) maund 1182.08 1441.36 619.69 964.00 1892.01 1297.90 1288.29 1887.48 2483.17
Turmeric (Haldi. best quality) maund 1325.84 1674.16 1441.00 958.33 936.35 1252.83 1279.70 1267.53 1606.43
Mustard oil. local (best qualt maund 1394.27 1463.53 1320.57 1487.33 1473.45 1870.05 1748.83 1734.08 1959.62
Ghee (cow) maund 3326.90 4218.38 8107.47 5390.80 8741.00 6314.54 6872.10 6940.00 6928.49
Coconut oil. imported (sup. quality) maund 1488.57 1884.91 1480.11 1297.17 1662.11 1941.01 2068.68 2039.77 2415.62
Vegetable oil (Pakvan) 35 lbs. 589.02 764.08 69726 694.38 734.8S 724.26 .708.00 699.17 1873.67
Tobacco leaf (Motihari, sup. quality) maund 994.86 1111.54 1079.12 1038.60 1098.81 1341.28 1543.58 1371.29 1484.60
Betelnut (Tanti, whole. dry, sup. quality) maund 1230.83 1801.39 2038.51 1691.17 1575.38 1487.72 1889.81 2776.92 2566.41
Betel leaf (medium size) 6400 461.85 644.76 529.69 538.33 817.60 1184.00 1442.00 757.18 1107.20
Firewood, Gazar 100 maunds 2908.09 3698.21 8341.73 5715.98 6748.77 6102.50 4079.53 8153.54 8264.48
Kerosene, white 4gallons 138.72 136.65 136.13 130.16 131.92 132.00 132.00 213.84 243.12
Cigarettes (Capstan) 250 123.30 128.86 159.99 150.86 164.63 175.50 216.00 213.01 238.98
Matches (box of40) gross 38.75 40.80 64.52 68.17 59.3S 70.17 87.00 78.22 78.89
Paper, 10 lbs. foolscap ream 115.40 120.82 117.39 119.83 120.74 142.25 173.00 173.13 173.39
Cycle tyre, Imported (Master Servoe) dozen 1473.69 1722.08 2027.50 1968.79 2294.51 2594.00 2529.00 2516.04 2609.82
Cycle tubes (Desh) dozen 257.03 348.91 413.78 443.23 388.39 838.00 880.00 1442.40 821.28
Longoloth (medium quality) 40 yards 645.00 727.00 712.07 748.94 737.45 810.83 819.31 763.72 838.74

Metric Units

Masur kg 15.66 14.80 15.67 18.76 20.09 20.23 22.03 24.10 24.42
Khesari kg 11.24 8.94 6.59 11.04 9.50 10.98 15.05 14.19 11.46
Potatoes, local (best quality) kg 4.S9 4.64 3.81 5.17 4.20 8.08 6.58 4.43 4.42
Rohu fish (large cut pieces) kg 34.15 39.17 51.11 63.53 61.22 89.18 68.13 65.83 67.18
Chicken eggs, ftresh hundred 121.69 144.48 177.93 182.33 183.36 215.00 228.00 230.45 242.13
Chillies. dry (superior qualdy) kg 43.00 53.80 16.60 28.83 42.68 34.78 34.52 80.57 66.83
Turmeric (Haldi. best quality) kg 49.49 58.76 38.61 26.67 25.09 33.57 34.29 33.80 43.04
Mustard oil, local (best quali kg 82.04 54.63 38.38 39.68 39.48 42.07 46.78 46.46 52.50
Ghee (cow) kg 8927 113.19 136.84 144.43 183.83 169.20 184.14 188.96 185.55
Coconut oil. imported (sup. quality) kg 55.45 70.36 39.86 34.75 44.53 52.01 85.35 54.68 64.72
Vegetable oil (Pakvan) kg 38.84 47.50 43.92 43.73 46.27 45.62 44.60 44.04 50.20
Tobacco leaf (Motihart. sup. quality) kg 37.13 41.49 28.91 27.82 29.36 35.94 41.36 36.74 39.24
Betelnut (Tanti. whole, dry sup. quality) kg 45.94 67.24 54.62 48.31 42.21 39.06 60.63 74.40 68.76
Betel leaf (medium size) thousand 72.12 85.12 82.76 84.11 127.78 186.00 225.31 118.31 173.00
Firewood, Gazad metric ton 779.12 1060.24 1431.24 1531.45 1540.29 1635.00 1093.00 1380.75 1411.39
Kerosene, white liter 7.46 7.51 7.48 7.16 7.2 7.26 726 11.76 13.37
Cigarettes (Capstan) thousand 493.20 615.44 639.96 602.24 658.52 702.00 864.00 852.02 943.92
Matches(boxof 40) thousand 269.10 283.33 448.10 473.40 412.15 486.11 604.00 543.19 525.90
Paper, 10 lbs. foolscap thousand 230.80 241.64 244.58 249.65 251.54 295.83 380.42 360.48 403.23
Cycle tyre. imported (Master Servic^) each 122,81 143.60 168.96 164.07 191.21 216.17 210.75 209.67 217.46
Cycie tubes (Deshi) each 21.42 28.83 34.48 36.94 29.87 69.67 73.33 120.20 68.44
Longcloth (medium quality) meter 17.87 19.81 19.40 20.48 20.16 22.16 22.40 20.86 22.91

Note: All prices shown represent simple averages of weekly average prices during the fiscal year for the urban centers covered.
Source: Bangladesh Bureau of Statistcs.



Table 9.5
WHOLESALE PRICE INDICES OF AGRICULTURAL AND INDUSTRIAL PRODUCTS
(1969170 100)

Weights. In
of total 1980181 1981/82 1982183 1983184 1984185 1985188 1986/87 1987/88 1988/89 1989/90 1990/91 1991l92 1992/93

DiiAKA
AGRICULTURAL PRODUCTS 4.87 535.83 605.80 818.30 751.76 929.00 933.00 1050.43 1148.25 1221.95 1329.41 1374.48 1429.17 1453.35

Food 41.08 561.27 635.22 631.79 742.62 839.00 912.00 1072.20 1118.05 1196.22 1271.57 1307.52 1388.38 1400.36
Raw materials 25.94 494.72 567.13 594.47 763.97 1069.00 952.00 1005.92 1184.38 1253.98 1410.60 1471.59 1484.32 1526.25
Fuel 0.85 561.18 669.41 534.12 797.74 1092.00 1298.00 1358.63 1417.35 1488.24 1647.06 1647.16 1717.65 1789 41

INDUSTRIAL PRODUCTS 32.13 59409 652.60 728.01 780.95 857.00 911.00 930.50 969.56 1057.80 1134.92 1241.91 1348.66 136895
Food 7.96 567.08 590.45 611.15 780.28 957.00 1038.00 1025.44 1111.60 1269.43 1378.77 1426.00 1500.00 1517.71
Raw materials 8.38 503.29 517.24 587.54 683.87 726.00 769.00 801.80 809.95 901.88 954.23 975.24 986.23 1033.70
Fuel and lightlig 6.16 621.92 769.80 980.47 956.42 977.00 1020.00 1021.92 1043.74 1054.52 1068.51 1490.91 1660.59 1681.66
Manufactures 11.63 647.64 707.31 762.02 733.85 798.00 843.00 888.08 920.59 999.51 1102.32 1130.35 1277.82 1279.88

ALLPRODUCTS 100.00 554.55 620.84 652.20 760.96 906.00 926.00 1011.93 1090.84 1169.21 1266.92 1331.91 1403.24 1425.69

CHITTAGONG
AGRICULTURAL. PRODUCTS 67.87 541.20 622.47 644.23 760.26 895.00 1004.00 1t36.53 1146.81 1232.31 1340.22 1364.82 1390.81 1420.32

Food 41.08 576.63 682.59 674.76 776.09 844.00 1023.00 1167.69 t156.47 1219.01 1314.51 1335.52 1372.31 1347.08
liaw miilogiabI 25.94 485.43 528.10 593.68 738.07 977.00 007.00 1080.62 1126.91 1247.40 1374.71 1404.63 1412.61 1525.58
Fuel 0.85 531.78 898.47 711.76 642.35 877.00 1210.00 1265.69 1287.45 1414.90 1530.59 1585.88 1619.42 1748.24

INDUSTRIAL PRODUCTS 32.13 603.87 667.01 780.9t 808.58 864.00 915.00 932.12 990.44 1057.58 1148.33 1315.90 1349.99 1351.17 w
Food 7.96 596.10 633.54 676.00 841.83 954.00 1058.00 1112.24 1202.14 1286.06 1422.24 1564.95 1490.17 1438.82
Raw materials 6.38 526.80 523.35 599.37 704.70 760.00 784.00 785.25 805.97 900.18 1045.92 1114.26 1161.63 1182.13
Fuel and lIghtinSg 6.16 642.86 809.09 1017.05 1067.33 1083.00 1112.00 1085.04 1154.87 1155.51 1096.75 1554.15 1727.95 1711.53
Manufactures 1t.63 630.18 693.48 771.97 709.37 744.00 783.00 808A3 859.67 935.68 1044.37 1129.84 1157.20 1192.61

ALLPRODUCTS 100.00 561.27 683.78 681.73 774.87 885.00 975.00 1070.25 1096.57 1176.17 1278.57 1349.10 1377.70 1398.10

BANGLADESH
AGRICULTURAL PRODUCTS 67.87 508.93 580.79 596.20 726.93 883.00 919.00 1023,29 1087.18 1174.59 1276.10 1297.24 1332.58 1352.78

Food 41.08 545A0 623.95 633.35 725.02 817.00 911.00 1029.86 1073.04 1t52.50 1231.28 1236.27 1285.04 1288.88
Raw materials 25.94 449.42 508.48 533.96 729.51 989.00 919.00 1002.69 1096.93 1200.82 1338.55 1385.47 1399.67 1443.41
Fuel 0.85 531.76 701.18 889.41 770.79 1013.00 1291.00 1327.65 1399.04 1442.38 1536.47 1549.41 1580.34 1675.29

INDUSTRIAL PRODUCTS 32.13 603.02 667A4 740.83 788.23 854.00 904.00 915.10 964.32 1033.84 tt18.43 1232.52 1302.61 1331.12
Food 7.96 562.94 594.72 627.76 770.10 937.00 1014.90 1019.90 1103.27 1212.31 1326.88 1375.88 141t.63 1415.45
Raw matetials 6.38 29.78 513.79 582.44 697.A8 722.00 736.00 753.15 774.72 881.03 978.88 1011.91 1028.69 1079.62
Fuel and lighting 6.16 e61.04 834.90 993.02 978.30 999.00 1039.00 1094.65 1054.95 1071.75 1063.31 1470.74 1620.63 1620.29
Manufactures 11.63 644.63 712.21 771.37 747.00 794.00 848.00 892.02 924.78 974.70 t081.51 1129.23 1209.81 1258.30

ALL PRODUCTS 100.00 540.09 608.63 642.67 748.88 875.00 914.00 988.54 1047.75 1t29.37 1225.44 1276.45 1322.94 1345.82
Annual lncreaso (OA) 7.90 12.50 5.60 16.20 17.20 4.50 8.16 5.99 7.79 8.51 4.18 3.64 1.73

Note: Tho wholesale price Indices (base 1989170 - 100) aro prepared for six urban centors in Bangladesh (Dhakca. Cbitlagong,
Kihulna. Rajshalhi, Syltl and Rangpur) and cover 44 Indidual Items. Weights are assigned In proportion to the gross
value of production for each Item In tMe base year 19S9170. The national Index represents the unwelghted average 
of the Indices for the six urban centers.

Source: Bangladesh Bureau of Statistics.
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Table 9.6
DAILY WAGES FOR UNSKILLED LABOR la
(Tklday)

1983184 1984185 1985186 1986187 1987188 1988189 1989190 1990'91 1991/92 1992193

AGRICULTURE
current 19.68 24.29 29.53 32.92 32.30 31.39

1973174 prices lb 6.28 6.88 8.00 7.76 7.08 6.61
Index, 1973/74=100 94 103 120 116 106 98 ::

FISHERY
current 19.80 22.61 26.42 31.27

197314 prices lb 6.35 6.38 6.89 7.38 ::
Index, 1973174=100 93 94 101 109 :: ::

SMALL SCALE RURAL INDUSTRY Id
cuffent 24.26 28.86 31.45 39.60 40.16 43.69 50.17 52.59 57.68 67.07

1973/74 prces lb 7.77 8.18 8.62 9.32 9.63 9.70 10.35 10.18 10.67 10.67
Index, 1973l74=100 164 162 169 185 189 192 205 202 212 210

COTTON TEXTILE WORKERS
current 21.63 24.04 28.68 32.17 35.67 38.96 43.71 46.64 48.40 60.06

1973174 prices kc 7.62 7.64 8.17 8.12 8.61 8.64 9.01 9.03 8.97 9.27
Index, 1973174= 100 138 136 148 147 164 156 163 163 162 168

JUTE TEXTILE WORKERS
cuffent 20.22 20.81 28.29 32.71 33.10 39.12 43.9 45.78 47.96 60.36

1973f74 prices Ic 7.12 6.62 8.06 8.26 7.86 8.68 9.06 8.86 8.89 9.32
Index, 1973174=100 94 86 107 109 104 116 119 117 117 123

MATCH INDUSTRY WORKERS
current 20.12 20.57 22.01 24.36 30.53 35.59 40.75 44.88 48.64 5Z31

1973/74 prices /c 7.08 6.45 6.27 6.15 7.26 7.90 8A 8.69 8.97 9.68
Index, 1973174 100 1i1 101 99 97 114 125 132 137 141 153

ENGINEERING INDUSTRY WORKERS
cuffent 22.78 26.00 36.43 34A0 30.64 38.69 48.12 53.64 68.17 66.21

173174 prices Ic 8.02 8.16 10.38 8.69 7.27 8.69 9.92 10.36 10.78 12.26
Index, 1973174=100 128 130 166 139 116 137 169 166 172 196

VEGETABLE OIL INDUSTRY WORKERS
current 16.47 18.14 20.93 23.43 26.30 30.69 36.13 39.33 43.52 44.66

1973174 prices Ic 6.80 5.69 6.96 6.92 6.24 6.81 7.46 7.61 8.06 8.27
Index, 1973/74=100 105 103 108 107 113 123 136 138 146 149

CONSTRUCTION WORKERS
current 24.66 26.36 33.32 38.98 45.24 50.84 62.36 62.63 66.62 66.81

1973174 pRices c 8.65 8.26 9.49 9.84 10.74 11.28 10.79 10.17 10.49 10.61
Index, 1973174=100 122 117 134 139 162 169 162 144 148 148

fa Based on average wage rates for Dhaka, Chittagong, RaJshahl and Khulna Divisions.
lb Deflated by rural consumer price Index.
Ic Deflated by the average of the consumer price Indices for Industrial workers In ChKtragong, Khulna and Narayanganj.
Id Refers to skilled workers.
:: Not available
Note: BBS has discontinued wage series for agrlculture and fishery sector.



Table 9.7
WAGE DIFFERENTIALS

1978/79 1979180 1980/81 1981/82 1982183 1983184 19W85 1985t8B 1988f87 1967/88 1988189 19891S0 199D¢01 1991192 1992193

UNSKILLED INDUSTRIAL WORKERS: UNSKI I E AGRICULTURAL WORKERS

Agriculture 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 na n.a n.a n.a
Fishing 0.91 1.23 1.31 1.39 126 1.01 0.93 0.86 0.95 n.a. n.a. n.a n.a n.a n.a
S.S. Indusbty 0.88 0.96 0.99 1.01 09S6 1.24 1.19 1.07 1.20 1.24 1.39 n.a n.a n.a n.a
Cotton Textile 1.09 1.19 1.21 1.16 1.17 1.10 0.99 0.97 0.98 1.10 1.24 n.a n.a n.a n.a
Jute Textle 0.99 1.07 1.18 1.14 1.13 1.03 0.86 0.99 0.99 1.02 1.25 n.a n.a n.a n.a
Matches 0.93 1.01 0.99 1.06 1.10 1.03 0.85 0.75 0.74 0.95 1.13 n.a n.a n.a n.a
Engineering 0.99 1.07 1.10 1.18 1.19 1.16 1.07 1.23 1.04 0.95 1.23 n.a n. n.a n.a
Vegetable Oil 0.91 0.99 0.98 0.99 0.94 0.84 0.75 0.71 0.71 0.81 0.98 n.a n.a n.a n.a
Construction 1.26 1.38 1.38 1.40 1.37 1.25 1.09 1.13 1.18 1.40 1.62 n.a n.a n.a n.a

SKILLED WORKER: UNSKILLED WORKER

INDUSTRY
Cotton texfles 1.28 1.27 1.31 1.35 1.33 1.37 1.81 1.40 1.55 1.42 1.38 1.31 1.27 1.27 1.28
Jute textile 1.35 1.27 1.20 1.24 1.29 1.37 1.31 1.38 1.47 1.52 1.33 1.28 1.27 1.27 1.28
Matches 1.26 122 1.23 1.34 t.44 1.36 1.35 1.39 1.43 1.39 1.32 1.33 1.29 1.31 1.34
Engineedng 1.81 1.87 1.80 1.83 1.80 1.66 1.66 1.37 1.68 1.79 1.97 1.36 1.40 1.38 1.27
Vegetableoils 1.24 1.26 1.28 1.20 1.26 1.44 1.45 1.45 1.62 1.58 1.44 1.38 1.32 1.27 n.a

CONSTRUCTION 1.98 1.94 1.98 1.98 2.04 2.04 1.98 1.90 1.97 2.05 1.95 1.90 1.92 1.85 1.84

AGRICULTURE 1.18 1.17 1.17 1.23 1.30 1.44 1.40 1.51 1.50 n.a. n.a. n.a. n.a. n.a. n.a.

FISHERY 1.34 1.30 1.26 1.28 1.31 1.62 1.64 1.69 1.98 n.a. n.a. n.a. n.a. n.a. n.a.

Note: BBS has discontinued wage sedes for agricultural workers.

Source: Bangladesh Bureau of Stastics.
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Table 9.8
AGRICULTURAL WAGE RATES
(Tk/day, without foad)

Dividon/Disrict 1980181 1981182 1982/83 19S84 IOIS4M 1985188 198687 1987/8" 10W89

Rajahahi 12.23 13.88 14.82 15.70 21.97 26.22 27.00 25.87 24.03

Dinaipur 10.50 11.83 14.00 14.31 22.50 2s.0o 27.91 27.15 23.86
Rangpur 14.80 1S.17 14.33 18.83 24.00 26.25 24.33 22.49 20.6S

Bogra 10.00 12.08 15.00 15.00 19.33 25.00 25.i3 25.35 24.84

Rajshahi 14.00 15.67 14.92 14.42 19.00 24.83 27.75 26.47 26.48
Pabna 11.83 14.67 15.83 17.92 25.00 30.00 29.18 27.90 25.54

Khulna 13.57 13.93 14.73 18.37 22.47 28.04 28.67 28.86 28.67

Kushtia 11.17 10.92 11.58 18.67 19.17 28.33 21.25 23.84 26.1S
Jessore 12.S0 12.92 13.58 18.58 19.50 24.16 32.50 28.74 25.92
Khulna 15.00 1S.17 15.58 15s 22.00 30.00 29.58 28.48 29.39

Baisa 15.42 15.83 16.00 19.00 23.75 27.72 32.So 32.51 33.72

Patuakhall 13.76 14.83 16.92 22.00 27.92 30.00 27.50 30.71 29.17

Ohaka 13.80 15.11 16.58 19.27 21.68 27.45 30.67 30.60 30.52

Mymensingh la 11.87 14.17 14.71 17.38 20.90 28.96 30.96 30.91 29.31
(Mymensingh) 1250 13.50 16.00 18.7S 20.67 33.33 30.25 30.52 29.31

astroreganJ) 11.33 14.83 14.42 18.oo 21.2 24.58 31t. 31.29 -

Tangail 14.50 15.00 15.00 21.33 25.00 27.33 29.00 29.81 29.34

Dhaka 16.25 21.25 23.50 25.75 25.00 29.09 32.42 32.63 35.41

Fauldpur 12.58 14.08 15.00 14.50 16.s5 22.91 30.00 29.03 28.01

Chittagong 16.43 18.6c 22.08 24.98 31.58 36.43 41.79 40.51 42.38

Syihet 1S.00 15.42 20.00 23.92 29.50 30.16 34.58 34.79 35.98

Comilla 15.00 17.08 18.75 25.42 30.08 32.27 35.42 30.70 30.70
Noakhali 16.42 19.42 22.75 24.75 33.3 37.50 40.42 37.24 45.72

Chuttagong 18.50 20.25 24.25 21.26 33.83 42.08 48.75 5217 85.43

Chitlagong Hill Tracts 17.25 20.83 24.75 29.5 31.67 40.16 44.44 47.64 43.9

CountryAverage 14.01 1.38 17.05 19.58 24.45 29.3 32.92 32.30 31.39

REAL WAGE RATES
(Tklday. without food. 1973t74 prices)

Rashahi 6.83 5.34 5.39 5.25 625 7.11 637 5.67 4.99
DlnaJpur 5.17 4.73 5.07 4.70 6.11 6.78 6.68 5s 4.95

Rangpur 6.93 6.07 8.19 5.52 6.52 7.11 5.74 4.93 4.28

Soqra 4.57 4.62 6.47 5.08 5.69 6.78 6.09 5.5 5.11
Rajshahi 7.08 5.87 B.44 4.89 5.59 6.73 0.54 5.80 6.29

Pabna 540 S.48 5.77 6.07 7.3 8.13 O68 5.12 5.30

Khutna 6.55 5.82 5.66 6.47 7.02 7.80 6.76 6.33 5.95

Kushtia 5.47 4.81 4.45 5.57 .99 7.68 5.01 5.23 5.22

esore 6.13 5.13 5.22 5.84 6.09 6.55 7.07 6.30 8.38
lOulna 735 8.02 5.99 5.49 6.88 8.13 6.98 6.2S 0.10

Barisal 7.s 628 6 .1 6.69 7.42 7.51 7.07 7.13 7.00
Patuakhaii 6.74 s.8 6.51 7.75 8.73 8.13 6.49 6.73 6.08

Ohaka 6.48 0.12 6.07 6.37 6.12 7.44 7.23 6.71 6.38
Myrnensingh /a 5.73 5.17 S32 5.95 5.81 7.85 7.30 6.78 6.08

Tangaii 6.65 5.75 8.32 6.77 7.02 7.41 6.84 6.54 6.09

Ohaka 7.45 8.14 8.33 8.17 7.02 7.88 7.65 7.16 7.36

Faddpur 6.00 5.40 8.32 4.80 4.63 6.21 7.08 6.37 5.81

Chittagong 7.44 6.81 7.67 7.45 8.70 9.87 9.86 8.88 8.79

Syihet 6.69 5.61 6.90 7.27 8.33 8.17 8.16 7.63 7.48
Cotnilla 6.69 6.36 6.48 7.73 8.50 8.75 8.35 6.73 6.37

Noakhall 7.33 6.60 7.84 7.52 9.42 10.16 9.53 8.17 9.49

Chittagong 8.52 7.64 8.48 6.18 8.90 11.40 11.50 11.44 11.50

Chittagong Hill Tra 7.95 7.85 8.a6 8.60 8.33 10.68 .0.48 10.4$ 9.11

Country Average 6.63 5.90 6.13 6.34 6.93 8.00 7.78 7.08 6.51

la Including Jamaipur.

Note: National. divsion. and district figures shown are unweighted averages of wage
rates *n oonstituent admrnisntve units. The series has been discontinued by 55S.

Source: Bangladesh Bureau of Statistics.
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