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INDUSTRIAL POLICY 1991 — A PRELIMINARY

SU

1.01

2.01

2.02

2.03

RVEY

SHAH M. FARID *

In this paper, an effort has been made to state in brief the basic
differences of Industrial Policy 1991 from its forerunners and the
steps taken to implement this policy in two vital areas - sick industries
and privatisation. This latest policy was announced hardly six months
ago and process of implementation has only started. So this survey is
essentially of a preliminary nature.

The most distinctive feature of this policy is its inherent flexibility. On
the five basic objective the first is "to evolve a realistic industrial
reform program after careful evaluation of the problems and
Prospects of the existing industrial units. In this regard, in-depth
studies will be undertaken to asses the problems of various industrial
units and suggest corrective actions.” This tentative nature of the
policy clearly sets it apart from both the Industrial Policy 1986 and the
New Industrial Policy of 1982. It recognises the fact that detailed
studies of various problems facing our industrial sector could not be
made before announcing this Policy. This pragmatism of the very first
of the basic objectives underscores the malleable nature of the
Industrial Policy 1991.

Another basic characteristic of this policy is the emphasis placed on
the supportive, rather than hitherto regulatory, role of the
Government in the industrial sector. For the first time, "no permission
of the Government will be necessary to set up industries and for
BMRE of existing industries with entrepreneurs own fund or with
fund from private banks or private financial institutions.” The DFI's/
Nationalised Commercial Banks have been authorised to give final
sanction for industries worth upto Tk. 300 million.

In Keeping with the gradual erosion of the regulatory role of
Government the, "discouraged list of industries” of Industrial Policy

Additional Secretary in the Ministry of Industries. Opinions expressed here are his own
and do not necessarily reflect those of the Government of Bangladesh.
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1986 has been abolished. Private entrepreneurs are welcome to set
up any industry excepting the seven areas reserved for the
Government. Industries reserved for the public sector have remained
virtually unchanged from the Industrial Policy 1986. But unlike
Industrial Policy 1986, there is no "indicative priority list of industries”
in this policy.

Another distinctive feature of this policy is that, for the first time, in
case of foreign investments, "there will be no limitations pertaining to
equity participation i, e, upto 100 percent foreign private investment
will be allowed". For foreign investment, there will be no obligation to
sell shares through public issue irrespective of the amount of paid up
capital. Foreign investors or companies with foreign investments will
be allowed to buy shares through the stock exchange. There will be
no discrimination between the domestic and foreign investors in the
provisions of different incentives and facilities. Foreign investors
investing not less than half a million dollars can apply for Bangladeshi
citizenship and those investing not less than seventy five thousand
dollars can apply for permanent residence.

Instead of the power (given to Investment Board, BEPZA and BSCIC)
to sanction industries in the Industrial Policy 1986, The Industrial
Policy 1991 mentions six sponsoring agencies implying supervising
and .administrative authority : Bangladesh Small and Cottage
Industries Corporation, Department of Textiles, Department of Jute,
Department of Fisheries, Bangladesh Export Processing Zone
Authority and the Board of Investment.

In this policy, ceiling of fixed investment for small industry has been
raised from Tk. 15 million in the Industrial Policy 1986 to Tk. 30 million
excluding the prices of the land, expenses for inland transportation
and commissioning of machinery, appliances and duties and taxes. In
the case of cottage industry, investment ceiling has been raised to
taka five hundred thousand.

The Industrial Policy 1991 mentions as its second basic objective, to
make the industrial sector "internationally competitive" in contrast
with the Industrial Policy 1982 to “protect and promote local
industries by reasonable tariff measures and/or banning imports."

Another basic objective of Industrial Policy 1991 is "to accelerate the
growth of export-oriented industries through an appropriately
designed export strategy.” Compared to past industrial policies,
enhanced facilities will be provided to export-oriented and export
linkage industries under this policy. For example, the exporter will be
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able to avail the facility of duty drawback direct from the commercial
bank. To promote backward linkage, export-oriented industries using
indigenous raw materials will be given additional facilities. Similar
incentives will also be extended to the suppliers of raw materials 10
export-oriented industries. Concessionary duty will be allowed on the
import of capital equipment and spare parts upto 10 percent of the
value of capital equipment for setting up export-oriented industries
and BMRE of existing industries.

In conformity with the policy to attract more private foreign investment
and in contrast with the past industrial policies, a separate chapter on

. "Fagcilities in the Export Processing Zones" has been added in the

Industrial Policy 1991, elaborating the incentives for establishing
industries in the Free Trade Zone and diveriging plans for
establishment of two more EPZ's- one in Chittagong, another in
Khulna in addition to the one being developed at Savar near Dhaka.

Another novel feature of Industrial Policy 1991 is that special
incentives will be provided to encourage non-resident Bangladeshis
for investment in industries.

Another new feature of this policy is its separate chapter titled
"Committees for Implementation of the Industrial Policy’ Specifying
formation of implementing bodies at different levels. Industrial
Development Council is the apex body headed by the Minister for
Industries. This council has an Executive Committee with Secretary,
Ministry of Industries as Convener. For the first time there will be
Divisional Industrial Development Committees "to encourage and
attract potential industrial sponsors in making investment in different
parts of the country and to attract the fulure generation in
participating in the Industrial Development. Minister for Industries will
chair this Committee which will include local Ministers, Chairman of
District Council and local Members of Parliament as members.

As regards implementation of the Industrial Policy 1991, its first basic
objective involves assessment of the problems of various industrial
units in order to suggest corrective actions. One of the first steps
taken towards implementation of this Policy was to constitute "Sick
Industries Rehabilition and Rejuvenation Cell”.

Headed by the Secretary. Ministry of Industries, Sick Industries
Rehabilitation Cell has twenty eight members including
representative of all prominent Chambers and Financial Institutions.
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a) to define a Sick Industry.

b) to identify Sick industries in the light of aforesaid definition and on
the basis of a survey and ascertain reasons for sickness.

c) to submit report to the Ministry of Industries with specific
recommendations for appropriate solutions in each case.

An industry which (a) could not reach the stage of normal production
with normal profit or (b) incurred loss for consecutive 3 Years from the
first year of commercial production or (¢) could not produce beyond
the break-even point for reasons beyond the control of the
entrepreneur is eligible to be considered as a sick industry.

For identification of sick industries, entrepreneurs were requested to
fill in a prescribed form and submit these to the Federation of
Bangladesh Chamber of Commerce and Industries. This form for
identification of sick industries contains detailed information about
the enterprises, including data on heads of investment, production,
capital equipment, balance sheet and enterprises, equipment,
balance sheet and entrepreneurs own views on reasons and
remedies for sickness.

A total of 1710 applications from industries claiming sickness have
been received. These industries have been divided into ten groups
and number of applicants in each group is given below :

Application Received for Sick Industry

Si. No. Sector j Number of Applicants
1 Food 431
2. Textiles 412
3 Engineering 411
4 Chemical : 133
5 Handioom 69
6 Service 58
7 Pharmaceuticals 24
8 Jute 21
g Rubber 17
10 Miscelianeous 134

1710
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Selection Committee for identification of genuinely sick idustries was
formed for each of the above ten sectors. These Committees are
supposed to complete their task by 31 March, 1992.

One of the major goals of Industrial Policy 1991 is to strengthen the
process of privatisation which was initiated by the Government which
started nationalisation by privatising as many as 155 enterprises by
mid -1975 but which gathered momentum with the Industrial Policy
1982. The latest policy emphasizes the importance of proper care in
assessing reasonable valuation of the enterprises to be privatised
and its realisation.

In accordance with this objective, the Disinvestment Board decided
to sell the following losing concerns through tender :

Dhaka Steel Group of Industries

Bangladesh Machine Tools Factory

Bangladesh Diesel Plant

Chittagong Chemicals Complex

Dhaka Match Factory

Ujala Match Factory

North Bengal Paper Mills

Karnaphuli Rayon and Chemicals

Lira Industrial Enterprises

10 Thakurgaon Sugar Mills

11 Setabganj Sugar Mills

12  Rangpur Sugar Mills

13 Kaliachapra Sugar Mills

14 Deshbandhu Sugar Mills

15 Kushtia Sugar Mills

16 Amin Agencies

17 Carew and Company

The Disinvestment Board further recommeded to sell remaining 51%
share of the following eight industries with 49% share already in
private hands :

1 . Osmania Glass Sheet Factory

2  Kohinoor Chemical Company

3 Eagle Box Carton Manufacturing Company

4  National Tubes Limited

5 Metalex Corporation Limited

0 N & W=

w
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6 Dhaka Vegetable Oil Industries

7  Zeal Bangla Sugar Mills

8  Shyampur Sugar Mills

In the third category are six enterprises which will sell 43% share 0
the private sector retaining 51% share with the Government :

Chattak Cement Factory

Sylhet Paperand Pulp Milis Ltd.

Bangladesh Insulation and Saitary Ware Factory
Patash Urea Fertililer Factory

General Electric Manufacturing Company Ltd.

& Panchagarh Sugar Mills Ltd.

Trade Unions in the public enterprise are opposing Government
measures for disinvestment of public shares. The Ministry of Labour
and Manpower has entered into a dialogue with the Union
representatives on this issue which is continuing. It may be
mentioned that in addition to the thirty one industries listed about
which are enterprises of the corporations under the Ministry of
Industries, there are also other plants (for example Jute and Textile
Mills) earmarked for privatisation.

There are some 'gray areas' in the Industrial Policy 1991 which
requires clarification. For instance, although "discouraged list of
industies” has been abolished and "regulatory complications and
control will be reduced’, a new class of industries called “regulated
Industries” has been defined in Industrial Policy 1991 in this way
(chapter iii Para 3) "The Government will frame rules from time to time
for certain industries to protect environment, public. health and
national interest and such industries can be established subject to
these rules. These industries will be treated as regulated industries.”
Further, (Chapter iv, para 5) "the sponsoring agencies and the DFl's
will ensure that over-saturation does not occur in any sector due 1o
establishment of new industries by the private sector." How such
discretion will be exercised without inhibiting the growth of private
sector remains to be seen.

The Industrial Policy 1991 is supposed to pave the way for rapid
expansion of the existing private sector and for its transformation in a
more competitive market economy. “Increased participation.of the
private sector” was the number one objective of the industrial Policy
1982 and the Industrial Policy 1986 repeated the same priority.
Share of private sector in Industrial allocation increased form 11% in

() TR R S
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Frist Five Year Plan (1973-78) to 16% in Two Year Plan(1978-80) to
35% in the Second Five Year Plan (1980-85) and ultimately to
majority share of 55% in the Third Five Year Plan (1985-90). But this
enhancement was on paper only. In reality, during the Third Five Year
Plan, Actual industrial investment (Tk. 3.4 billion) was only 58% of the
target, (Tk. 5.8 billion). Of this, private investment was only Tk. 1.3
billion (i, e only 41% of the target of Tk. 3.2 billion) and public
investment was Tk. 2.0 billion (i,e 79% of the target of Tk. 2.6 billion).
Against a stipulated share of 55% of planned industrial investment.
private sector's real share was less than 40% of actual investment.
The Industrial sector had the most sulggish growth performance
averaging around 3% per annum during the last decade. Despite the
emphasis on rapid expansion of private sector and notwithstanding
the objective of faster industiral growth, neither could be achieved by
the Industrial Policies of 1982 and 1986. It may not be unreasonable
to expect that, with a representative and accountable Government in
charge of its implementation, the Industrial Policy 1991 will have 3
better fate.

HeE F-EIRCE NG #LS

1. Ministry of Industries : Industrial Policy 1991, Dhaka, July, 1991
2. Ministry of Industries : Industrial Policy 1986, Dhaka, July, 1986

8. Ministry of Industries and Commerce (Industries Division) : New Industrial Policy 1982,
Dhaka, 01 June, 1982.
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CROP DIVERSIFICATION PROGRAM : NEEDS AND
IMPORTANCE
MD. ISMAIL HOSSAIN *

INTRODUCTION

Bangladesh is one of the densely populated countries in the world.
The land area for cultivation is limited here and it needs increased
agricultural production to feed the growing number of people every year.
To be self-sufficient in food and to maximize Crop production, the
intensification of land use is necessary by using diversification of cropping.
It is an important aspect in the diversification of agriculture.

There are more than 50 crops cultivated in this country. Among those,
rice occupies 80 percent of the total cropped area leaving one-fifth for all
other crops and fruit trees [2]. It is, therefore, true that rice will continue to
hold its key position in the farming system as long as diversification does
not bring very distinct advantages in terms of food quantity, cash returns or
both. This diversification of cropping has to come mainly from improving the
performance of minor crops through intensification and increased yield per
unit area and time.

Importance of Crop Diversification

Crop diversification is important for various reasons. Some are
mentioned below :

~ Crop diversification will provide an opportunity to increase food
production rapidly through growing crops that are able to fit in the fallow
period and also in the underused and unused land. In case of drought or
flood situation, some of these crops can be used as a relief measure.
Similarly, these crops can play supplementary role to help increase food
production.

Some crops like cotton, tobacco, sugarcane, spices, etc., can be
grown to avoid or reduce the import of raw materials for some basic
industries.

- Chief Scientific Officer and Head (incharge). Agricultural Economics Division, BARI, Gazipur.
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Increased population creates demands for more calories and proteins,
balanced food having adequate vitamins, minerals, etc. Besides helping
produce more food, crop diversification will help keep balance the ratio
between calories, vitamins, proteins and minerals in the regular diet.

Monoculture of crops for prolong periods may lead to a number of
unfavourable effects on soil condition and its ecology. Crop diversification
aims at correcting these visible and invisible faults and improve soil
productivity.

Diversification aims at increasing the production of some non-food
items like firewood, fuel, fodder and other essentials or rural life either as
primary or secondary products.

Another important aspect of crop diversification program is to maximize
the use of land and time by growing more crops in lesser time from a unit
area of land. At the same time, the use of unutilized and under-utilized land
will be increased. '

Farmers can raise their income levels through diversification of
cropping in their farms and household areas and can meet their demands of
food items like vegetables, fruits, spices, etc.

REQUIREMENTS FOR CROP DIVERSIFICATION IN AGRICULTURE
Crop diversification and crop intensification can be achieved by -
i) incoreasing the yield of currently grown Crops; ;

i) replacing the existing traditional varieties of crops or t_r_aditio'nal
cropping patterns with more profitable ones;
i) growing more crops on the same piece of land within a year.
Diversification of cropping calls for improved technology, higher
inputs use (some cases), irrigation water, strong extension services, and a
favourable pricing policy.. .
For the successful -production of crops, one needs the appropriat
techniques to suit the specific production requirement of difterent crops in
different areas.
There should be strong linkage between the extension and research
personnel to bring a success in crop diversification program:. This calls for a
number of steps :

i) Regular joint internal reviews of research and extension programs;

i) There should be regular training of subject matter specialists,
Subject Matter Officers and Block Supervisors competence of research
and extension workers;
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iii)  Research workers and extension pesonnel should visit farmers ™
fields and their homes to tell them about the improved practices of
diversified cropping-and also to get first-hand information about their
problems and resources:

iv) Researchers and extension workers should participate in
seminars/workshops to hold discussion on research results and current
issues and problems, and formulated recommendations for research and
extension activities on diversified cropping;

v) Group meeting of farmers with research and extension personnel
are useful to obtain information about existing agricultural condition and
needs and interests of the participants;

vi) Farmers' day/field day with extension and research workers
provides the opportunities for the progressive farmers to .tell their
experience about the diversified cropping cropping to other farmers:

vil) . Demonstration on different improved cropping patterns or multiple-
cropping, mixed cropping, intercropping. or relay cropping provides proof
that an improved practice on diversified. cropping is locally applicable and
thus builds confidence of farmers on extension and research:

. viii) . Radio broadcast, leaflets, booklets, books, manuals and other
publications are useful for communication of information and ideas among
farmers, extension workers and researchers:

ix) ~ Present system of NTC, DTC and RTC meeting should be
effective with more discussion on diversified cropping, its problems and
prospects;

Regular monitoring and evaluation work should be undertaken in the
crop diversification program.

Crop calender should be prepared on the basis of time adjustment and
soil propertises, Of course, this may be influenced by the availability of land,
crop growth and marketing facilities.

Creating of institutional facilities for the availability of agricultural inputs,
credit and irrigation water is very important.

Benefit-cost analysis of the packages should be worked out for
effective program implementation.

The need for credit for the farmers should be worked out considering
the cost of production of the respective crops and easy access of credit
facilities from different institutional sources should be made available for the
farmers.
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Some more points to be considered based on the cropping patterns
for diversified cropping : bl

i) Use of fallow periods without disturbing the crop calender;

i) Effective demand for crops and marketing potentials;

i) Manageable within the existing input resources of farmers with the
labour use and draft power availability;

iv) Adequate storage facilities of farmers;
v) - No serious post-harvest problems of the respective crop (s);
vi) Use of substitute crop fora low yielding-low return Crop.

IRRIGATION WATER FOR DIVERSIFICATION OF CROPPING

Rabi season is the most favourable period for diversification and
intensification of cropping because of less hazardous and free from all
‘types of natural calamities. But this is a dry season with almost no rainfall and
this condition very hadly limits the cultivation and production. So, assured
irrigation water supply is a prerequisite for successful crop diversification
program in this season. ;

Rice requires regular water supply for good yield but non-rice Crops like
pulses, oilseeds, wheat, vegetables, potato, eic. require much' less water.
Although rice-based cropping patterns are ‘predominant in Bangladesh,
low-water requirement crops can be fitted well in the patterns with the

preparation of irrigation schedules matching the crop calender.

There is a clear need to find appropriate management practices that will
make possible the efficient and productive use of irrigation water for
non-rice crops.

Earmers should be given clear understanding about the requirements
for growing non-fice Crops during the dry season. With this understanding,
they will feel that a high level of system control is necessary for
diversification of cropping. This again requires the adequate knowledge
about the water management and water application.

Non-rice upland crops are mainly rainfed. These crops need higher
degree of moisture control in the soil. These crops again are not well
adapted to continueous water supply. Water should be applied
intermittently to replenish the soil moisture reservoir. The frequency and
amount of application depends on the holding capacity of the soil, rooting
characteristics of the crop and evaporation rate. Normally, @ heavy-textured
soil holds about 200 mm of water per meter of soil depth; a
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medium-textured soil, 140 mm/meter; and a coarse-textured soil, 60
mm/meter; shallow rooted crops (less than 60 cm) such as onions, are
irrigated more frequently compared to beans and peppers which are
moderately deep-rooted (120 cm), and maize, sweet potato, cotton, etc.
which are deep rooted (180 cm or deeper) [1].

Crop diversification program will encourage the farmers in terms of
timing and saving of water. But the availability of land for non-rice crops
must be determined. The water freugnecy for rice and non-rice crops are
given in Table 1. The land remaining fallow after harvesting jute or T. Aman
can be easily utilized by short duration crops to fit in the cropping patterns.

Table-1 : Water Frequency by Land Category for Some Selected Crops

Water frequency

Crop Dry land Wet land
Boro rice Regular Regular
HYV wheat 3 times 2 times
Maize 2 times -
Pulses Slight *
Qilseeds Some 5
Groundnut Some -
Potato 3-4 times 2 times (at tuber

formation
Tobacco 2 times

Source : Biswas & Sarker, 1987

Since most diversified crops are grown in the dry season using residual
moisture, timely cultivation and planting must be considered carefully. It is
important to catch the next crop timely. The effeciency of irrigated upland
crops greatly depends on the proper land preparation and the right
selection of irrigation methods. So, diversified cropping in the uplands with
irrigation facilities will not be successful unless farmers prepare their lands
well and timely.

Practical guidelines on irrigation methods for successfull non-rice
cropping are not available to the farmers, extension agents and irrigation
officers. This shoult be readily available to them. Identifying the comparative
advantage for selected non-rice crops is important for optimal use of water
resource. Farmers' participation at all stages of such procedure should be
considered.
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A seminar-workshop on irrigation methods and management
procedures that are practical, cheap and easy to follow should be held with
the farmers, researchers and extension personnel to make them aware of
the potential of different irrigation methods and their effects on yields.

CONSTRAINTS TO DIVERSIFICATION OF CROPPING

Appropriate irrigation management techniques have not yel
demonstrated the full satisfaction of both the water users and managers.
Uncertainty of water supply in the dry season, unfavourable prices and
marketing structure, and the higher cost of crop care and cash inputs
frequently reduce profitability of non-rice crops compare to rice. This
discourages the farmers to diversify the cropping.

Although crop diversification is very important to increase crop
production, its acceptance by the farmers determine its succes.
Socio-economic constraints play an important role in determining the crop
diversification program. Farmers always think in their own situation to accept
anything. Availability of cash money and inputs, adjustment of time, soil
condition, labour supply, cost involved, profitability, marketing facilities etc.
are very important to consider. So, it is apparent that the existing consdition
of the farmers should be examined first during the crop diversification
program.

GOVERNMENT INTERVENTION

The government should recognize the need for crop diversification
program through irrigation system to bring flexible agricultural base for
economic stability. Bangladesh government has already realized the need
for crop diversification to. meet various goals and has appointed a
committee to examine various issues and draw up action plan. The
committee has considered the key issues like current land use patterns,
availability of inputs, available technology and market opportunities. In
addition, govt. support should be provided through soft loans to
encounrage crop diversification program with the emphasis on small and
medium scale agricultural enterprises. There should be integrated national
program for the promotion of non-rice crop production. The program
should integrate production, marketing and processing. Government
intervention is necessary for these purposes.
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CONCLUSION

Diversification of cropping can help in variety of ways for food
production, nutrition development, soil quality development, intensive use
of land, employment generation and so on. This calls for the use of non-rice
crops with appropriate technology and irrigation methods that are practical,
cheap and easy to follow. Crop calender and irrigation scheduling, credit
need for the marginal farmers, strong extension services, and favourable
pricing policy are important to consider. The acceptance by the farmers and
their requirements should receive the priority attention for successful crop
diversification program. Government intervention through multidisciplinary
and intergreated national program is another priority area for its succes.
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THE EMERGING ROLE OF DIVERSIFICATION IN
THE AGRICULTURAL TRANSFORMATION OF

BANGLADESH
MD. FERDOUS ALAM *

I. INTRODUCTION

Bangladesh is a small country with an area of 143,998 sq. km.
supporting 111 million population. It is the most densely populated
country of the world with 750 person per sg. km. The average literacy rate
stands at 24.8% for all population. Area cultivated per farm is 2.00 acres
while per capita stands at only 0.25 acre. Of the total cultivated area only
19.9% are irrigated. Distribution of land is skewed, for example, 41% of
the bottom households with less than 1.00 acre of farm own only 2.65% of
the farm area [15]. Rice alone occupies 75.15% of the total cropped area.
Average cropping intensity is 159% as per 1986-87 estimate [23].
Agriculture contributes 38.25% to the GDP [16]. While industry shares only
9.90%. Thus the contribution of agriculture in the development of the
country is explicit.

Bangladesh has been striving for self sufficiency in foodgrain
production for a long time. GOB clearly documented that country’'s
objective of food production policy was to achieve self sufficiency in the
shortest possible time and improve the quality of average nutrition by
increased production of pulses, oilseeds, vegetables and protein of
animal origin [18, 19]. The policy emphasis towards foodgrain production
has led to an unbalanced growth within the crop sector. Jabber showed
that foodgrain baised production policy and strategy has failed to produce
desired result as it adversely affected the production of other crops,
livestocks and fish [31].

This situation is now being increasingly realised. The Fourth Five
Year Plan (FFYP) documents that too much reliance on grain production
resulted in the decline of pulses, oilseeds and vegetable. Per capita
consumption of pulses has dropped to 5.5 gms in 1984-85 compared to 8
gms in 1973-74. Vegetables consumption reduced from 58 gms. per
capita in 1969 to 36 gms in 1983. The picture is similar with regard to
oilseeds.

* Associate Professor, Department of Agricultural Finance, Bangladesh Agricultural
University, Mymensingh.
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Broad objectives of the FFYP includes facilitating and accelerating
technological transformation with a view to becoming seff sufficient in food
production and improving nutritional status of the population. The specific
objectives of the FFYP are :

i) attaining self-sufficiency in food along with increased production of
other nutritional crops.

i) ensuring sustained agricultural growth through more efficient and
balanced utilization of country's land, labour and other natural
resources.

iii)  promoting rapid and appropriate technological transformation.
iv) diversifying agricultural production, especially along nutritional lines.

v) contributing to increase foreign exchange earnings through
agricultural exports.

vi) releasing rice acreages for other crops like legumes and fodder
crops while achiveing cereal production targets through increase in
per hectare output.

vii)  reducing rural poverty and promoting income equality.

viii) promoting economic and employment opportunities and access to
resources like credit for landless and other disadvantage groups.

Policy-strategies vary over time depending mainly upon the economic
system, socio-economic-political structure and objectives, resource
endowment and the overall development stage at which a country stands.
What policy makers realized in fifties and sixties may not apply to
situtations in seventies and eighties as host of socio-economic-political
changes have taken place. The present paper aims at revieiwing the
rationale for the foodgrain production policies of the past and
diversification strategy presently taken in Bangladesh in the light of
agricultural transformation over time.

Il. PHASES OF AGRICULTURAL TRANSFORMATION
A Brief Review

The process of development can be distinguished into different
phases. Rostow classified five successive stages of economic growth
namely, the traditional stage, the condition for take off, the the take off, the
drive to maturity and the age of high mass consumption [44]. Mellor
delineated three phases of agricultural transformation, namely, traditional
agriculture, technologically dynamic agriculture with low capital
technology, and dynamic agriculture with high capital technology [38].
Three models which attemped to 'stage’ the agricultural development
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process are the models proposed by Perkins.and Witt [41], Johnston and
Mellor [32], Mellor [36, 37] and Hill and Moshar [25]. Wharton synthesized
these three models into one and distinguished ten elements that explain
the characteristics of stage models [48]. The general characteristics of
stage 1 and stage 3 are portrayed in Table 1. This generalization shows
that majority of agriculture in Southeast Asia was dominated by small
farmers in a subsistence or semi-subsistence state.

Receptivity to change and innovation was low, the goals of production
were primarily oriented toward family consumption, decision making and
technology were traditional and a-rational handed down from father to
son, a majority of crops are not sold but consumed, enterprises were
labour not capital intensive, and the institutions serving agriculiure were
deficient and imperfectly developed. Wharton termed stage 1 as a 'static’
or '‘backword' period, stage 2 as 'traditional' or ‘change over period' and
stage 3 as 'dynamic' or ‘advanced' period.

Following Weitz [47], Todaro outlined three major stages in the
evolution of agricultural production (Table 2) [46]. The stages are pure low
productivity 'subsistence' farm with risk, uncertainity and struggle for
survival, 'diversified" or 'mixed’ agriculture producing partly for home
consumption (subsistence) and partly for commerical sector (market), and
'specialized’ or 'modern’ farm catering entirely for the commercial market.
Weitz's classification to ‘stage' agricultural transformation is an
improvement over wharton's synthesis in the sense that the former
presented a ‘likely-sketch' during the gestation or transition process.

lll. TECHNOLOGICAL PROGRESS AND THE USE OF INPUTS

Besides being the most densely populated country of the world,
Bangladesh is characterized by extremely low per capita income (Tk. 583
or US$ 74 in 1973, Tk. 2308 or US$ 95 in 1983 and Tk. 6314 or US$ 190
in 1889 according to current market price), high population growth (to the
extent of 2.7% between 1964-74 and 2.59% between 1964-81), low
literacy (20.4% in 1974, 19.7% in 1981 for all population and 25.8% and
29.2% respectively for adult population), traditional agricultural
technology, low agricultural productivity, small industrial base (only 10%
share to GDP), few mineral resources, inadequate communication,
transportation and poor infrustructure and chronic balance of payment
problems.

Agricultural sector is characterized by small farm (per farm household
approximately 2.0 acres, per capita cultivated land 0.25 acre) utilizing
traditional inputs principally in the cultivation of rice. Capital equipments
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used in agriculture throughout are generally limited to simple tools, the
most common of which are sickles, spades, wooden ploughs with a pair of
ilfed bullocks, and weeding hooks. For those living near rivers, small
boats are a common form of capital equipment used in fishing. Access 10
institutional credit are highly limited (most benificiaries are large farmers
capable of influencing and meeting the collateral requirement of the credit
institutions). Heavy debt burden and reliance on money lenders,
mohajans for consumption and production needs are a common
phenomenon. Most land preparation and some phases of harvesting
utilize animal power. Tractors and other forms of mechanical power are
very limited. Irrigation is the one exception which employes mechanical
power extensively for pumping water. Fertilizers are used mostly in grain
(rice and wheat) production and the quantities used are less than
recommended.

The Use of HYV Seeds

The official statistics on the expansion of area under modern seed
varieties of rice show that HYV was not practised till 1966-67. Its use
during the latter years of the sixties was negligible. Use of HYV seed
stagnated somewhat during 76-80. The expansion, however, resumed
during the eighties and the trend of use continued thereafter (Table 3). In
the seventies use of HYV was erratic while during the eighties proportion
of HYV to total rice accreage consistently increased till date.

Irrigation

Before modern irrigation was introduced in Bangladesh, cultivators
used to irrigate Boro paddy by lifting surface water through such
traditional devices as swing baskets, and dhones. The 1960 census
estimated that in 1959-60 nearly 7% of the total cropped area received
irrigation by these methods (Pakisan Agricultural Cencus Organization
1960). The subsequent development of modern irrigation such as Low Lift
Pump (LLP), Shallow Tubewells (STW) and Deep Tubewells (DTW) have
expanded in seventies. Proportion of irigated area jumped to the extent of
10-12% in seventies and 13 to 20% in eighties. At present about 20% of
the total cropped area is under irrigation. Most of the areas are irrigated
for stapple crops like boro and wheat accounting for 86 to 92% of the total
irrigated area.

Fertilizer Use

Although chemical fertilizers were introduced in the fifties, their
application was confined mostly to tea gardens and government
experimental farms till the sixties. Farmers were used 10 apply organic
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manures to their field. It took substantial time; money and effort to motivate
farmers to use fertilizer. With the objective of popularizing the use of
fertilizer, Bangladesh Agricultural Development Corporation (BADC)
started selling fertilizers at highly subsidized prices. Huge amount of
subsidy was given to fertilizer during the initial stages of motivation of
farmers. It is estimated that in 1968-69 the average rate of subsidy was
about 58% for urea and phosphate and 67% for potash [35].

In 1960-61 consumption was almost negligible at less than 1 kg. of
nutrient per acre of sown area. By the end of the sixties consumption had
incrreased to over 4 kg. per acre, and it trippled within the next decade to
about 13 kg. in 1979-80. After a short period of stagnation during 1979-83,
consumption started increasing again after 1983 (Table 3). Fertilizer
adoption is fairly widespread among producers of most crops. Land
Occupancy survey, 1978 found that about 2/3 of those producing cereal
crops used chemical fertilizers. Specifically, the survey showed that 63%
of wheat and 69% of boro, 62% of aus, and 61% of aman rice producers
applied fertilizers. Among jute producers, 58% used chemical fertilizer. In
addition to the cereal crops, more than 50% of the plots in the survey had
chemical fertilizers applied to tobacco, vegetables and chillies. Estimates
differ for level of fertilizer application but nevertheless indicate that per
acre use has increased. For example, Bangladesh Agricultural Research
Council showed that farmers using boro, aman and aus used 1.77, 1.26
and 1.23 maunds respectively per acre. While Navin and Khalil (1988)
showed that use in boro and aus in 1982 was 1.55 and 0.76 maunds
respectively while that of in aman in 1981 was 0.97 maund. Although the
average stands so but the use ranges from a minimum of 0.08 to 3.49
maunds in boro, 0.07 to 2.53 maunds in aman, 0.07 to 2.28 maunds in
aus among the different districts of Bangladesh. These levels of fertilizer
use are much lower than generally recommended [23; 351]. All these
suggest that although substantial progress has been achieved in fetilizer
use its full potential is yet to be explored.

Pesticides

Pesticides have by far received the least attention among modern
inputs despite the fact that insects, diseases and pests can cause
extensive crop damage. In the sixties there was little use of pesticides. Its
use has been popularized in the seventies. Like fertilizer, its use has also
been increasing. Nevertheless, very few people use pesticides. A Ministry
of Agriculture (MOA) survey showed that 93% of Boro growers treated
HYV boro, while about 48% of aus and aman producers applied
pesticides. Local varieties of rice were treated by about 15% of the

41



Bangladesh Journal of Political Economy

producers for aus ‘and aman. Only 13% of the wheat producers use
pesticides. Pesticides distribution showed a declining trend from 1976-77
to 1978-79 after which resumption took place and increased consrstently
till 1986-87 (Table 3).

IV. ANALYSIS “OF DIFFERENT STAGES AND RELEVANCE' OF
POLICY-STRATEGIES

Rationale for the Emergence of Foodgra:‘n—based Production

Agricultural production and consumpuon of the !armers in Bangladesh
during the periods of fifties, sixties and seventies were mostly identical,
and only staple rice, and wheat to some extent, remained the chief source
of food intake. Per acre productivity was low (9.96 maunds on an average
for 1950-51 to 1959-60, 12.07 maunds for 1960-61 to 1963-70, 13.84
maunds for 1970-71 to 1979-80, 16.64 for 1980-81 to 1989-80 in case of
rice and 6.00, 7.30, 18.59, and 23.37 maunds in case .of wheat for the
respective periods). Simple agricultural tools were. in use (the most
common of which being sickles, spades, ploughs and weeding hooks)
Capital investment was minimal while land and labour were the principal
factors of production. Labour intensity characterizes.all phases of
agricultural production process. Most of the labour is supplied by family
households. Management is provided by households. Family and farming
decisions are intertwined. Organic manurerer were widely used even in
areas where fertilizers were applied. Seeds were generally saved from
one year's production to be sown in the following season. There was only
limited processing or screening of the seed stock. Management of the
production process used to give minimal attention to regulation of disease
or insects unless incidence of damage rose to significant levels. Monsoon
dependance (rainfed agriculture) in crop production was. substantial,
insecurity of land tenure was high, and appearance of debt collecting
money lender were the bane of peasants existence and source of fear for
his survival. Labour was underemployed for most of the year. In addition,
limited technology, lower cropping intensity (149% for 1962-70 to
1978-79, 156%) for 1979-80 to 1981-82, rigidity of social institutions and
fregmented and imperfect markets and communication  network between
rural-and urban centres tend to discourage higher level-of production. But
in spite of the relative backwardness of production technologies and the
misguided convictions  that peasant's resistance to change is a sign-of
incompetence or irrationality, the fact: remains that given the static nature
of peasant's environment, the uncertainities - which surround him, the need
to meet minimum: survival tevels. of output and the rigid social institutions
into which he is locked; most peasants behave in'an-economically fational
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manner when confronted with alternative opportunities. The rationality. of
peasant farms was evidenced by Abedin who, using 1984 data from
Thakurgaon, showed that rice farmers are indeed economically efficient
and can maximize profit [12].

Standard economic theory suggests that a rational income or profit
maximizing farm will always choose a method of production which will
increase output for a given cost. But the theory is based on the crucial
assumption that farmers possess 'perfect knowledge' of all inputs-output
relationships in the form of a technological production function for their
crops. This is the point at which the theory loses its validity when applied
to the environment of subsistence agriculture.

In case of any crop failure for the staple food with no combination of
cash crops, partial and total failure leading to low output, farmers will be
exposed to real danger of starvation. In such circumstances, the main
motivating force in the peasants life may not be the maximization of
income of profit but rather of his family’'s chances of survival. Accordingly,
high production, financial and market risks and uncertainities make
peasants reluctant to shift from a traditional technology and crop patiern
. which over the years he has come to know and understand to a new one

which promises: higher yields but may| entails greater risks of crop failure,
when sheer survival is at-a stake, it is more important to avoid bad year
(total crop failure) than it is to maximise the output in better years. In the
jargon of economic statisitics, a risk avoiding peasant farmer is likely to
prefer a technology of food production which combines a low mean per
acre yield with low variance to alternative technologies and crops which
may promise a -higher mean yield but also present the risk of greater
variance [46].

It is these characteristics along with policy emphasis, price support,
input subsidy and overall provision of HYV seed-fertilizer-irrigation and
credit, foodgrain sectorgrew and the country has achieved near
self-sufficiency. The price support and input subsidy made the rice

* production further lucrative as the terms of trade for rice had been
favourable. Investment in rice proved worthwhile. Per taka investment
made in rice brings about a benefit of Tk. 1.98 onan average which is
higher than most other crops (return per Tk. investment brings about Tk.
1.26 in jute and wheat, Tk. 1.31 in maize, Tk. 1.22 in sugarcane).
(Table-4).

Although return {0 other crops like tomato, potato, cauliflower are
comparable or not, farmers do respond little to those crops because of
relative less importance in meeting the staple necessity, storage problems
and limitation of seasonality and perhaps of greater variability in prices.
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Fishing is promising but its growth was limited because of lack of
technology, relatively higher requirement of capital, high production and
price risk and the problem of perishability. Therefore, growth of rice or
foodgrain based agriculture has been a natural emergence no matter
whether economics was involved in production or not.

Self-defeating Foodgrain-based Policy Strategies

The subsistence or semi-subsistence agriculture of the sixties,
seventies and eighties have resulted in an unbalanced growth in the crop
sector as explained in previous sections. The lop-sided or biased
technological progress in cereal crops, however, has had adverse effect
on the production of non-cereals, many of which cannot compete with
modern varieties of rice and wheat. The most seriously affected crops are
jute, pulses and oilseeds cultivated areas of which have declined over
time. It is clear from Table 5 that jute acreage decreased in both the
seventies and eighties. Tobacco acreage showed a positive“ trend in
seventies followed by a negative in the eighties. Jute competes for land
with aus, but owing to long-term decline in the price of jute relative to price
of rice, large fluctuations in its price, and the technological advances
made in rice, some of the traditional jute lands has been shifted to modemn
varieties of aus and boro crops. Further, expansion of cropped area for
boro rice and wheat has been at the expense of lowering pulses, oilseeds
and tobacco acreages. This fact can be substantiated by growth rates
estimated by Navin and Khalil which shows that boro rice acreage grew at
the rate of 5.4% as against a negative 1.7% for aus and 0.12% for aman
during the 1981-87 period. Pulses and oilseeds acreage declined at the
rate of 1.74% and 1.43% respectively during the same period (Table 6).

Despite declining trend of jute, pulses, tobacco and oilseeds
acreages, agriculture in the mid-eighties was characterized by expansion
of both production and acreage for rice as evidenced by growth rates
shown in Table 5. Productivity of rice in the late eighties is not only
comparable to other Asian countries, it is even higher than in some
countries. For example, yield of paddy in Bangladesh is 2774 kgs per acre
while the same for Bhutan, India, Nepal and Pakistan are 1614, 2620,
2442 and 2418 kgs respectively [14]. Gross production of rice and wheat
together is almost at a balance with the foodgrain requirement following
the-mid eighties implying that the country is capable of standing on its
own for the foodgrain to support existing population [23; 1)

The struggle for survival is no longer of prime concern as the country
is capable of standing on its own for foodgrain requirement. Farmers are
less dependent on monsoon. Disease and drought resistant varieties of
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rice have been innovated, and experiments for innovating flood resistant
variety are in progress. The use of seed-fertilizer-irrigation is now
relatively wider. Use of implements like power tiller and mechanical
seeder, are on the increase. Mechanical or mannual threshers are on
wider use during the post harvest period. Modern irrigation methods are
expanding. Traditional boats are largely replaced by mechanical power in
fishing. Modern fish farming is being popularized. Consumption of exotic
species are on the increase. Farm broadcasting programmes and
extension activities have been intensified and benefits of new technology
are being widely diffused. Efforts to improve access to agricuitural credit is
increased. Development of non-farm activities by the NGO's are
intensified. Womenfolks are increasingly paricipating in farm and
non-farm income generating activities. Thus, agriculture of the mid
eighties may be visualized to have already entered into the transitory

stage.

Rationale for Current Diversification Strategy

Having met the foodgrain requirement the first element of the basic
necessity, the next logical step in the way of transition is the practice of
diversification or mixed farming. This is the time to emphasize a balanced
development of agricultural enterprised such as cash crops, livestock,
poultry, and fishery. In addition, attention has to be given to crops of
nutritional value like pulses, oilseeds; cash crops like jute, cotton, tobacco
because of a number of reasons. First, the country’s overall objective is to
be self sufficient in food in order to have balanced development. Second,

 the nutritional crops will add to the protein deficiency. Third, risk related to
crop failure and market failure are reduced as diversification expands.
Fourth, hard-earned foreign currencies will not be required to be paid for
importing agricultural commodities. Fifth, diversification can take up the
normal slack in farm workloads during times of the year when disguised
unemployment is prevalent. And finally, diversification aids in utilizing the
lands released from developed crop sector whose loss in production can
be compensated from the increased productivity through exploring the
remaining potential of technology.

In this transitory phase farmers will be responding to economic
incentives and new opportunities to improve their standard of living as
they will continue to receive the benefits of development. Since risks and
uncertainities are reduced, struggle for meeting food is ensured, access to
financial markets are improved, farmers will not hesitate to accept new
crops and other enterprises and new technology and therefore, balanced
growth within the sector will be taking place. Pure commercial profit will be
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a part criterion vis-a-vis socio-economic-political dictation in the
production process. However, success or failure of such efforts to
enhance transition will depend not only on the farmers' ability and skill in
raising his productivity but even more importantly on the social, economic
and institutional conditions under which farmers must operate. Thus, land
tenure need to be secured, land reforms are to be brought, markets are to
be developed, roads and ancillary infrastructure for smooth marketing are
to be provided, credit requirement are to be satisfied, inputs supplies are
1o be ensured and systems to be developed for covering crop failures.

Through diversification, balanced growth within the agriculture sector
are expected to be achieved. Having achieved a balanced growth,
agriculture will ‘continue'to contribute in the development of sister
sector-the industry, by supplying raw materials and releasing labour force.

V. CONCLUSIONS

Agricultural transformation takes place -successively.. This
transformation process may be classed into stages. Agricultural
transformation of the sixties, seventies and early eighties has been
visualized as' subsistence or semi-subsistence stage characterizing with
low receptivity to change and innovation, low per acre yield, production for
family consumption, high labour capital ratio with low labour productivity,
deficient and imperfect institutional insfrastructure and tendency to grow
staple crops for meeting basic food necessity. Productions were directed
towards farm family's survival than of pure economic efficiency criterion.
Thus, unbalanced foodgrain biased agriculture has been a natural
emergence. Foodgrain biased policy-strategy of the sixties, seventies and
eighties achieved success creating adverse |mpact on the growth of
non-foodgrain crops.

Periods following mid eighty may be marked as the turning point in
the agrlcultural transformation of Bangladesh. Agriculture has not only
taken off, it is also proceeding through the transitory stage. The objective
is to reach a stage when emphasis in resource utilization would.be no
longer on land, water and labour. Instead, capital formation, technological
progress and scientific research and development would play a ma;or role
in stimulating higher levels of output and productivity.

The immediate objective should be to be self sufficient in food and not
on foodgrains. Balanced growth within agricultural sector should be
emphasized and policies be directed to gear up production of crops. that
received little attention in the past. Diversification must not. be confined
within crop sector. Other sectors such as livestock, poultry and fishery are
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to be given due emphasis. Suitable and profitable cropping pattern,
crop-livestock-fishery enterprises mix are to be found out depending on
the agro-ecological cha_ra_ctenstrcs Let dwers}f}cahon of agriculture
continue for some years and develop different crop/enterprise pattern. Let
farmers acquaint with diverge crop non-crop, enterprises and find out the
most promising enterprise or its mix. Let farmers compete among
themselves in production and marketing of their produce. Let the
necessity of market expansion arise and explore international markets.
The competition would gradudlly lead to specialization when pure
commercial profit becomes the criterion of success and maximum yield
derived from man-made and natural resource become the object of farm
activity. In order for the transition of Bangladesh agriculture to be quick
and effective, diversification strategy must be supplemented by effective
land reforms, development of markets and marketing infrastructures
provision of credit, output price support and input subsidies.
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Table-1 : A Diagramatic Summ
Agricultural Development From Stage

Bangladesh Journal of Political Economy

ary of 10 Major Characteristics of
1 Through Stage 2 and Stage 3

General Character Stage 1 Stage 2 Stage 3
(Static) (Transitional) (Dynamic)

1. General values, Negative or registant Positive or
attitudes, moti- receptive
valions

2  Goalsof Family consumption Income and
production and survival net profit

3. Nature of decision A-rational or Rational or
making process traditional choice making

4 Technologvor Static or traditional Dynamic or
state of anis with no or slow innovation rapid innovation

5 Degree of commer- Subsistence or semi- Commercial
cialisation of subsistence
farm production

6  Degree of commer-  Family labour and farm Commercial
cialization of produced
farm inputs

7. Factor proportions High labour/capital ratio: Low labour/
and rates or fow labour return capital ratio :
return high labour retum

8 Institutions affec- Deficient and imperfect Efficient and

. ling or serving well developed
agriculture and
rural areas

9, Availability of Available Unavailable
unused agricultural
resources

10.  Shares of Large Small
agricultural
sector in total
economy

Note - This chart is an attempt to synthesize the three models of Perkins and Witt

(1991), Johnston and Mellor (1991) and Hill and Mosher (1963).

Source

Wharton (1963).
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Table-2 :__Qistingu,isl;njpg\Characte;is_tics of the Three States of Farm
Evolution 3 - ey

Charactenistics -, Stagesof Fam Evolution .. ¢ iy
P T U T
1. Compesition of ouiput " Orie domonart staple Diversiied One dominant
‘crops auxillary crops
2 Pumose of production Domestic supply Domestic and Market only
market supply
3 Work schedule Seasonal Balance Seasonal
4 Capital invesiment Low Medium Hgh
5  Icome Low Medum: "Hgh
& Income Security Low _ High Medium (Price
fluctuation)
7 Ratio of income to High Approximately Low
value of output half a
8 Farmers prolessional Specialzed Diverse Speciaized
know how
8 Dependence ona Nore Partial Ful
supporting system
Source : Weitz (1971) as cited by Tadaro (1977)
Table-3 : Use of Modern Inputs in Bangladesh
Sale of Fertilizer Area Imigated HYV rice Pesticides
Year {000 m. ton} {000 acres) {1000 acres) {M: ton)
1963-70 20054° 1 E 1433~ na na
1970-1 3033 613 ny na
19712 477 na 542 na
157273 303 na 2631 na
197374 3858 3211 Bx na
197475 i e SIEEET 1O 4806 na
197576 - 4852 -~ 3458 -5 a-
1876-77 2 5208 3004 4208 hB
1977-78 , TR~ T Fpar 221 3663 B~
197879 7456 - 3903 @on - 1483
197880 B8 4226 4715 2088
198051 279 4050 0.7 na
198182 BA3 4264 5563 na
1982483 %81 4566 8322 na
158384 &2 4744 6289 na
198485 12659 5121 8620 2374
198586 11566 5183 7013 2504
198687 13210 5434 e i<
198788 15138 5800 g2n v 4193
198889 17043 : 6764 %630 £ 5041
198950 19672 na 10689 na
Source : Harmid (1992), Hossain (1989)
* Average forthe period 2 =
** for 1960-61
*= for 1960-70
na : data not available : L= L
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Table-4 : Rate of Return Per Taka Investment in Agricultural Enterprises

Crops Retumn Sources 4. -
Rice 198 Anonymous (19772; 1981¢); Ghosn (1987), Alam (1980)
Jute 126 Anonymous (1982a, 1974, Rahman (1979), Islam (1977),
Karim (1977)
Wheat 1.26 Anonymous (1981a), Islam (1987)
Maize 131 Hossain (1990), Kader (1979)
Sugarcane 122 Islam (1983), Anonymous (1981b)
Potato 1.79 Shamsuzzaman (1981)
Tobacco 151 Anonymous (1982b, 1977b)
Mustard 1.01 Kader (1979)
Cauliflower 3.19 Anonymous (1970)
Pond fishery 142 Islam and Dewan (1986), Molia (1981)
565 and Anonymous (1990)
Marine Fishing 14.03" Rahim (1990)
Tomato 1.22

Kader (1979), Anonymous (1970)

Note : Figures are based on the average of different studies on a full cost basis

* for gilinet fishing

Table-5 : Linear Acreage Trend of Major Crops in Bangladesh

Crops 1970-71 10197980 1980-81 fo 1990-91
4 Intercept | Slope Intercept | Slope
Rice :
Aus 7868 -0.756 69.84 -2.87
Aman 14139 -1.467 143.88 -2.590
Boro 2680 -0.016 4399 3630
Wheat : 465 0.753 1341 0071
Jute 2094 -0.800 , 15.17 -0.200
Pulses 1443 -0.120 1267 1.315
Tobacco 117 0020 1232 01024

Note : Estimated by the author
Source of data : GOB (1991)
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Table-6 : Acreage and Production Growth Rates of Major Agricultural

Crops in Bangladesh en
1973-82 1981-87

Crops | Production Acreage | Production | Acreage
Aus 25 0.14 713" -1.70
Aman 27 0.80 299" 012
Boro 3.0 1.97 4.26" 5.41
All rice 28 0.72 2.28" 0.15
Wheat 35.2 21.57 185 0.91
Jute -0.04 =2.12 -2.00* 6.45
Tobacco 1.65 1.07 3.20** -2.29
Oilseeds 1.32 0.67 1.40** -1.43
Pulses -1.52 ~0.97 -1.40"" -1.74

Note : * refers to 1882-87 period, ** refers to 1980-85 period
Source : Navin and Khalil (1988) pp : 46-48
Wennergren et al. (1984) pp : 77-82
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DO WE REALLY NEED DIVERSIFICATION OR
SPECIALISATION IN AGRICUTURAL PRODUCTION
ACTIVITIES ?

SHAMSUL ALAM *

1. THE RATIONALE FOR ENTERPRISE CHOICE AND RESOURCE USE

Beyond the subsistence requirements of the producing farm families;
the choice of crops grown, the allocation of areas to crops and the scale of
other enterprises (fish culture and livestock activities) pursued are,
primarily, decided by the relative input/output prices observed, risks of
product prices and yields perceived, and the respective technologies of
production available for each enterprise option/combination. However, the
varying preference function for consumption requirements depending on
the farm families' access to productive resources is not the focus of this
analysis.

Within the prevailing technologies, the choice and scale of enterprise
combination pursued for attaining their objective functions has been
determined by the principle of equi-marginal returns having comparable
risks of production and prices. That.is, ideally, the optimum choice of
enterprise occurs when the marginal value product (‘mvp’) per unit of
available resource is equal in all the enterprises adopted. At this stage,
we can recall the essence of three neo-classical conditions of economic
efficiency in resource uses which holds when :

) mvp, = pyo For any variable input, the optimum level of its use
occurs when the extra return just equals extra cost per unit or in
other words, mvp-mic (marginal factor cost), where py = price of
the input x. This explains input output relationship.

ii). mpp4/p4 = MpPP2/P2 Or MPpP1/MPpP2 = P1 /po. For variable inputs, the
least cost method of production occurs when the marginal product
per unit cost is the same for each resource use (D3 Do, s input
prices). This explains the factor-factor relationship to produce a
specified output (mpp = marginal physical product). Any
production function relating output to two or. more inputs contains.

* -Assncia_te' Professor, Dept. of Cooperation & Marketing, Bangladesh Agricultural University,
Mymensingh.
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the possibility that a given level of output could be produced with
‘more than one combination of inputs (substitution between inputs;
for exampte land and labour).

fil) mvp (y1) =mvp (Yz) mvp (y3) ................ For a smgle variable mpul
used in several enterprises, the maximum profit combination of
(enterprises oceurs when the marginal value product is the same
in each enterprise which is called the principle of equi-marginal
returns (y1 Y2, Y3 -eeeneeee ENMEIPIISES).

This explains the product producl relationship (| e, emerpnse
choice)."-Farmers can’ vary the pattern of farm output
between/among different crops, produced for a given set of
resources. Two crops grown in the same season compete for
land, labour and other resources if not constrained by some
resource constraints (e.g., resource_ fixity problem) or risk
constraints.. The optimum choice of enterprise occurs when the
marginal value product per unit of available resource. is equal in
all enterprises pursued, which is called the principle of
equi-marginal returns.

: If farmers lack: perfect knowledge and are risk averse, condmon ii)
whould hold, but not conditions i) oriii) of the neo-classical conditions:[5;
622-30]. Condition i)-would not hold due to the ‘safety margin' held by
farmers which is the positive difference between the "'mvp' of the factor
and the respective factor price i.e., the ‘'mvps" of factors would be
generally higher than the corresponding market prices of factors. The size
of the margin would depend upon the degree of risk. In case of ii), across
crops, the observed ratios of marginal physical products of factors could
be broadly consistent with the corresponding factor prices ratios. Given
the full information on ‘mvps’ and factor prices, farmers can achieve price
efficiency (condition ii) but may remain technically inefficient. That is. due
to risk'hazards {both price and output fluctuations for crops and/or death,
disease and higher cost of guarding Iwestock and fishery activities)
farmers may not exploit the available opportunmes of higher technologies
in production. This means th_ey are operating below the outer bound
production function, A!Iocating resources with price efficiency a_t'_some level
of production or income below the outer bound production function is
effectively maximising profit at a sub-optimal level of production either by
choice or due to incomplete knowledge of available production aiternatives
(for a graphical exposition of this point, see, Appendix A). This is a
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rationalisation of price efficiency combined with technical inefficiency under
which most peasant household producers operate in Bangladesh [1].

If the level of risk varies among different enterprise combinations then.
mvp for a combination needs to be higher which has the higher risk. This
implies that, mvpx4y4 > MVPX{Yp -cvvvn > MVPX4Yp hold true when risks for
the products yq, Yo, oo yn arein descending order, i.e., y4 is the most
risky enterprise (that is, equality in iii does not hold)”. One of the points of
this analysis is to indicate that the risk in production or risk arising out of
market imperfections largely determine the optimum level of resource
allocation between or intra-enterprise resource allocations.

2. DIVERSIFICATION- A RISK INSURANCE MEASURE :

Diversification in agricultural production comprises, crop sector,
livestock and fisheries. Factors generally affecting crop diversification
decisions of a producing farm are :

i) changing cropping pattern is influenced by the change in
technology of production, subsistence pressure and changing
relative profitabilities as perceived by the farm : and

i) in the changing cropping pattern, diversification of crop production
activities occurs mainly to-minimise risks in production and prices,
better utilisation of resources including family labour, the level of
access to market and technical information, and extension
services..

Incentives/dis-inventives at farm level for changing cropping pattern or
choice of enterprise combinations (diversification at the farm level) is
constantly affected by the adoption of agricultural policies (e.g., extension
services and provision of modern factor inputs), export-import policies,
food policy, provision of public goods like, roads/high-ways/feeder roads
and electrifications by the Government. All these policies and
development strategies can exert pressure or create conditions for
changing cropping pattern/crop diversification or enterprise combinations.
All these policies and strategies affect market conditions of both
production inputs and outputs.

1. In a competitive market, competition should compel farms 1o be efficient. otherwise farms risk being
driven oul of business. Operation of seli-interest to maximise privaie profils in a peasant agricullure may
not be a valid proposition in developing countries. Ghatak and Ingersent argued lo particularly in a mainly
subsisience lype agriculture, compeiitive forces are likely 1o be relauvely weak [3]. The maximisation of
utility and money profit coincide only so long as ihe marginal utility of money profit coincide only so long
as the marginal utility of money income exceeds the marginal utility of other satsfactions suchas'leisure,
full filment of sociel obligations and the protection of socieal status. Hence the notion that farmers in
developing countries do not typically strive to maximise: profits has considerable appeal (for a Peasant
Household Behaviour Made!, see [1].
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Increasing irrigation facilities, varietal improvement of certain crops
(mainly rice) availability of chemical fertilisers and pesticides has
increased the cropping intensity. However, increasing croping intensity
may not increase cropping diversification. Diversification may help
minimise risks, particularly yield risk and may help retain soil fertility
arising out of intensive use of land for crop production activities.
Now-a-days, this is more imperative when there have been reporis of
deficiency of soil micro-nutrients [2; 318-31]. massive and repeated
infestations of pests. These may have been the effects of over utilisation of
lands for a single crop or its varietal types (e.g., rice). Crop diversification
may act as insurance .against yield, or price risk or may help better
management of productive resources. However, the diversification of
crops as such may not guarantee higher prifitability/value productivity in
total terms. This is more true for a newly introduced crops which may face
market constraints (e.g., introduction of soybean, maize, barley, sorghum).
Creating consumption demand may take time resources for extension
services and costs involved in the spread of information and research
trials.

It has been mentioned earlier that, it is difficult to be assured of
equi-marginal returns of the productive resources in different uses or to
equate marginal value productivity to factor prices due to varying market
imperfections and risks of production and storage. For this, sub-optimal
level of resource utilisation for some enterprise activities is quite likely and
prevalent (mostly technical inefficiency) in our agriculture. Then, the big
question is; diversification of crops though would be advantageous at
least in terms of soil fertility/nutritional balancing of human diets, can
anybody prescribe/decide upon the level and extent of crop diversification
or adoption while price and production instabilities are enormous in our
agriculture? Or, can it be that the diversification is the result of sub-optimal
level of resource allocation (technical inefficiency) in the face of prevailing
high risks. Equi-marginal returns from resource uses may not hold for
different enterprise combinations (for varying levels of risks and
transaction costs). For example, returns from fish-culture and/or livestock
rearing have been higher per unit resources used [4]. But, those also,
accrue higher level of risks than crop production activities. Higher level of
risks deter specialisation of production in one or two enterprises only. If
the market or production risks can be reduced through different policy
measures and/or bio-technological improvement, specialisation in
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production activities/choice of particular enterprises, then, would tend to
occur rather than diversification. Efficiency leads to specialisation not to
diversification. Diversification to a large extent is the strategy to cope with
the imperfect economic environment. Therefore, one may not cherish the
cause for diversification off-hand. If both the inputs and product markets
could be made relatively efficient, specialisation in production should take
place according to the endowment of resources®.

3. ECONOMIC EFFICIENCY DESERVES SPECIALISATION AT THE
FARM LEVEL

Agricultural producers are rationally enterprising, who continuously
look for less risky (both in terms of production and markets) economic
niches for investments. Though their risk averse' attitude has often been
wrongly branded as ‘conservatism’ or ‘inept attitude’. One can champion
the cause for diversification so long high production and market
imperfections persist. The causes of market imperfections and production
risks of agricultural activities have to be identified and appropriate
measures to mitigate those are to be adopted for attaining economically
optimal resource allocations. Both economists and biological scientists
can play a vital role in identifying, and assessing risks, and devolving
measures to minimise those. As production and price risks are had
externalities to the economic agents and, as such, most of which can not
individually, solved. Therefore, there will be demand for public spending
by the Government to overcome the externalities of risks. Comparative
price and production risks are quite high in agricultural sector, therefore, it
demands prierity attention. '

The decision makers are producing households. They are rational in
resource uses in the given economic and physical environment. They
want to minimise risks for which they need information (knowledge), better
quality factor inputs and technology. Diversification may be a shori-term
strategy in encountering risks but not a solution. The scope for
diversification at the farm level will be diminishing when markets would
tend to operate efficiently. At the individual farm level or area-wise
specialisation would not only increase economic efficiency (thus total
productivity, would also give optimal diversification of resource uses at the
national/aggregate level.

2. As, sometimes, there is complementary relationship and jointness in production activities,
optimal specialisation may require a number of production activities or enterprise
combination. Diversification for this reason is really to complement/ augment specialisation
effects
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APPENDIX - A
Technical and Price Efficiency

TPP

TPP 5

Output Y (metric tons)

| | Py |
0 266 400 600 800
Labour X4 (hours per season)

TPP, (total physical product) displays higher output (a single output
and a smgle variable input) for all positive levels of input use than the
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lower one (TPP,). TPP, is technically superior to TPP, i.e. any point on
TPP, represents a higher level of output for a given level of the variable
input. Point A on TPP, is clearly superior to point C on TPP,. Price
efficiency (allocative efficiency) refers to the adjustment of inputs and
outputs to reflect relative prices. Point D shows both technical and price
inefficiency, C Allocative efficiency but technical inefficiency, point B
technical efficiency but price inefficiency, and point A both technical and
price efficiency. One of the points for most peasant household producers
operating in Bangladesh.
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LAND AS A FACTOR IN CROP DIVERSIFICATION

DAVID I. FIELD *
ABDUR RAZZAQUE * *

1. INTRODUCTION

There are four main factors of agricultural production over which a
particular farmer may have an influece : land, labour, capital and
know-how. There are of course other factors which are beyond his control
such as the weather, market demand and price. In this paper land has
been considered as a crucial factor influencing the farmers' choice of
crop.

1.1 Land Availability

The area of Bangladesh is about half that of the UK and the
population is more than double, so that the density of population per unit
area is extremely high, as can be seen from the approximate figures
below :

Table-1 : Population pressure on the land

Area - Population Popisz
Bangladesh - 144,000 km? 117,000,000 810
United Kingdom 246.600 57,000,000 230
Canada 8,215,200 26,500,000 3

The effect of this population pressure upon the fragmentation of
agricultural land can be seen by the decline in average farm size and the
increase in number of small and marginal farms as depicted in the
following table :-

Table-2 : Changes in farm size

Farm size Number (1000) Chénge

1977 1984 in%
Large >30ha 50 496 -16
Medium 10-299 2556 2483 -3
Small 04-1.99 90 3005 203
Marginal 0.02-0.39 2121 4061 o1
Total : 6257 10045 &0
(Source : BBS)

" Senior Canadian Adviser, * * Farming Systems Specialist on the CIDA/DGIS/GOB Crop Diversification
Programme, Khamarbari. Farmgarte. Dhaka.
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This is further reflected in the value of land which is not only difficult to
purchase but which has increased in value to the owners by as much as
140% over the past 10 years [1]. Other land has been taken over for uses
such as urban areas and industries. The number of landless (those who
do not own their own land) are ever increasing as a result of more and
more people trying to make a living from less and less total area. The
price of land has only an indirect affect upon agricultural production in
Bangladesh : owner occupiers do not consider the cost of land;
sharecroppers maintain the same ratio of contribution to the landlord even
though land values increase: and land rented on a cash rent basis is
usually cheaper than the payment made under the sharecropped system.

1.2 Land Suitability

The potential use of land varies in different parts of Bangladesh due to
such factors as soil texture, structure and fertility, and the susceptibility to
flooding. In fact only about 60% of the land area is actually available for
cultivation. The remaining area is taken up by forests, waterways, urban
areas and waste land. '

Table-3 : Land Suitability

Land Class - Area Characteristics
(000 ha)

1 . Very good agricultural land 1600 No constraints for crop
production throughout the

whole year.

2 Good agricultural land 34800 Moderate limitation in one
crop season. ;

3 Modrate agricultural land 38500 Several limitations during

one season but moderate
limitation throughout the
whole year.

4 . Poor agricultural land 16200 Several kinds of limitation
due to deep flooding, poor
drainage, drought, soil
consistency, efc.

5 Very poor agricultural land 17400 Steep stopes, unstable char
lands.

Source: BARC 1988. AEZ computerized data base.
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The classification in Table 2 based upon Agro-Ecological Zone data
shows that most of the land is suitable for cropping and in fact the practice
of growing more than one crop a year on a given piece of land has
increased significantly over recent years as is shown in the following
table:-

Table-4 : Intensity of cultivation
Area (in '000 ha)

1982 1987
Cultivation 8351 8613
Single cropped 4513 4244
Double cropped 3177 3618
Triple cropped 661 751
Cropping intensity 154 159

Source : BBS

Areas which are used for multiple cropping are those which have the
capability to use irrigation' and areas which are not prone to excessive
flooding. The major constraints to land suitability are liability to flood or
drought and salinity. Six different land types have been identified based
upon their susceptibility to seasonal flooding [12] and in addition the
report shows that the net cultivable area is only 62% of the total land area.

1.3 Land Management

The question now arises as to how has the land been managed. The
fact that the cropping intensity has increased would indicate that total
production has also increased. Can this production level be sustained?
What is the evidence? Although new high yielding varieties have been
prodiced by the research workers, the necessary inputs to support these
varieties may be lacking. The land cannot continue to produce high yields
unless the nutrients removed in the crop are also replaced and the fertility
levels are maintained. It has been suggested that average yields are
declining. One of the main reasons appears 10 be the decrease in level of
organic matter in the soil. The maintenance of soil fertility in Bangladesh is
of the utmost importance and serious measures need to be taken to
prevent further acceleration in the inherent land capability.

Careful consideration must be given to the physical effect upon the
land. Serious efforts need to be taken to determine the effects of
power-tillers or even traditional bullock ploughing techniques upon the
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soil structure. Are man's actions, ploughing, trampling and puddling etc.,
gradually destroying the natural land resources?

The use of land for purposes such as shrimp farming must also be
considered from the environmental and scoial point of view : the intrusion
of salinity to adjacent crop areas and the taking over of small land holders.

2. CROP DIVERSIFICATION IN LANDUSE

The main question is "Why should farmers grow CDP crops?" The
purpose of this paper is to illustrate the ways in which the CDP project can
assist the longterm goals of Bangladesh agriculture. Let us consider three
possible reasons for growing CDP crops :

a) to increase the returns to farmers,

b) to improve and maintain soil fertility, or

¢) to improve the nutrition of farm families.

Let us examine these in turn.

2.1 To Increase the Returns to Farmers

The farmer is faced with the choice of which crop to grow and in a
land where many farm families are operating at the subsistence level the
first choice is no doubt to satisfy the hunger of family members. Beyond
the subsistence level the biggest factor, considered by the farmer, is what
profit can be made from a given crop. Reliable data concerning the costs
of production, especially from minor crops, is limited to say the least. A
paper by Mandal and Miah gave the comparative costs and returns of
various crops grown in four locations (Chandira, Ghatail, Jhenidah and
Thakurgaon) under both irrigated and non-irrigated conditions [7]. The
following table shows some of the results :

Table-5 : Financial margins from irrigated and non-irrigated crops. ;
Sample Meanyld MOA Value Returns Costs Margin Margin

size MT/ha  target  perMT /ha /ha A00 TK tha
costs

T-Aman HYV 285 360 256 6030 21682 10515 106 17
Boro HYV ir 363 420 3.17 5769 24244 16554 48 7o
Wheat ir s} 1.00 3.05 6776 8776 12172 -44 -53%
Potato ir o= 1298 1524 3849 49966 30290 65 19676
Mustard ir 44 058 050 18618 10984 4031 173 8954
Lentils ni 13 043 050 18410 7917 2836 179 S081

Source : Based upon Mandal and Miah (1991)
MOA targets for 2010 from MOA (1992)
Values shown in Taka
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Apart from potatoes, boro rice shows the best margin per hectare
compared to the rabi crops mustard and lentils. This emphasises the
competition which exists between boro and CDP crops. In terms of margin
per Tk. 100 invested however the latter crops show an advantage.

Table-6 : Financial Margins per unit of land
Sample Meanyld MOA Value Retums Costs  Margin Margin
sze  MT/ha target perMT  /ha /ha fha 100 TK
T-Aman 15 554 2% 6235 34542 12580 175 21962

Boro 19 58 317 6584 38319 18123 m 201%
Wheat 61 310 305 5783 17927 . 10471 71 7458
Potato 21 226 1524 2960 65878 30658 115 35220

Swt pot 1 31.00 2500 1651 51181 15536 229 35645
Gmd nut 8 274 050 16726 45829 17384 164 28445

Mustard 17 164 050 126%5 20820 10826 % 9994
Chickpeas 6 135 050 13624 18392 8152 126 10240
Lentils 8 118 030 16571 19554 80%2 142 11482
Soybean 8 12 00 12512 24023 10002 140 14021

Note : Main source - Harun-ar-Rashid et al (1991)
MOA targets for 2010 from MOA (1892)
Values shown in Taka

Similar data compiled by Md. Harun-ar-Rashid et al alsc shows that
some CDP crops can compete with boro rice [4]. The picture portrayed in
Table 6 shows that potatoes, sweet potatoes and groundnuts exceed the
margin foro/boro whilst mustard, chickpeas, lentils and soybean fall below
it. Because of the low inputs to pulses the margins per Tk. 100 invested
again appear better than boro.

2.2 To Improve and Maintain Soil Fertility

Agricultural production in Bangladesh involves cropping patterns
which vary from a single crop of T. Aman rice to as many as four crops
(potato-yar-long bean-T. Aus-T. Aman). The practice is to grow at least two
crops where irrigation is available. The use of rotations to maintain soil
fertility and to control pests and diseases has long been recoginized by
farmers the world over. However, the trend in Bangladesh has been to
move closer to a mono-culture pattern with rice being the predominant
crop. Although rice as a percentage of the total cropped area has
remained at about 70% for the past 30 years the proportion of boro has
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increased from 10.5% to 23.9% of the total rice area [1]. This has been
primarily in response to the need of the country to feed its people.Many
projects, subsidies and incentives have been instigated to support this
trend. The effect has been to decrease the area of CDP crops which
compete with boro for land.

The situation now is that the level of rice production is almost capable
of supporting the population and it is an opportune time to consider some
alternatives.

The value of alternative crops, especially legumes, in the cropping
pattern cannot be over-emphasised. Thus the question of comparing CDP
crops directly with other crops such as rice and wheat should not be the
only avenue. The whole cropping pattern should be considered and the
overall returns from a pattern including CDP crops should be evaluated.

The cost of growing legumes can be reduced by using inoculum.
Based upon Hogue [5] the cost of bacterial fertilizer (inoculum) for one
hectare of soybean is Tk. 75.00 whereas the recommended nitrogen
application [6] of 20 kg N/ha would cost Tk. 217.00 in the form of urea.
There could therefore be a saving of Tk. 142/- per ha by using inoculum.

Work carried out in Manitoba, Canada, Tsukamoto on lentils indicated
that there was considerable value in organic build-up by growing a
legume crop instead of leaving land fallow [11]. It was also pointed out
that since the bellow ground portion of legume plants constitutes about
30% of the total plant's weight it is important to leave this portion in the
ground and not remove the whole plant as is the practice in Bangladesh.

2.3 To Improve the Nutrition of Farm Families

When land is a limiting factor it is important to obtain, on a sustained
basis, the highest level possible of utilisable nutrients per unit area. This
output cannot of course be at any cost. It must also be economically
worthwhile. Let us consider then the potential production of nutrients from
different crops as shown in the following table :
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Table - 7 : Nutrient production per unit of land

Mean yld Dm Keals Meals CP CcP

MT/ha % fkgDM /ha % kg/ha
T-Aman 554 QD 20900 14459 8 390
Boro 58 ) 2600 15190 8 419
Wheat 3.10 8 3400 275 14 382
Potato 226 2 2950 14447 1 539
Swt pot 31.00 2 3240 29128 5 467
Gmd nut 274 @ 3900 9831 7l 555
Mustard 164 @ 3000 4526 20 302
Chickpeas B D 1] 3110 3ms 25 304
Lentils 1.18 1] 3300 3505 26 276
Soybean 1.2 @ 3340 5800 30 530

Note : Yield from Harun-ar-Rashid et al (1991)
Nutrient values from FAO (1991)

From Table 7 it can be seen that potatoes are almost equal to boro
and sweet potatoes are almost twice as good as boro in terms of energy
production per hectare. In terms of crude protein potatoes, sweet potatoes,
groundnuts and soybean are all superior to boro. The performance of
chickpeas and lentils leaves much to be desired due mainly to their low
yields.

The consumption of energy in Bangladesh is quoted as 1943
kcals/day or 245 kg/year. Recent press arlicles indicated that the actual
consumption may be somewhat less than the quoted figure. In
comparison to the Basic Needs established for Nepalese people, 2250
kcals/day [9], this apears markedly low. The rural population has to feed
themselves plus an additional 20% to proivide for the urban population of
the country. An average rural family of 6 must therefore produce for 7.2
people. 7.2 people require 1780 kg. per year of cereals, providing
5.340,000 kcals per year. Based upon Table 7 it can be seen that 0.35 ha
of boro or potato land could provide for the 7.2 people. However from
Table 2 it can be seen that 40% of the farms are less than 0.4 ha. The
need to grow more than one crop per year on the same land is obvious if it
is to support both the rural and urban populations at the recommended
nutritional level.

Before leaving the question of nutritive value it should be stressed that
the human body requires a balanced intake of nutrients. A diet composed
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primarily of ceraels (rice) lacks many of the other nutrients such as protein
(already discussed), minerals and vitamins. Many of the CDP crops
provide these much needed nutrients as can be seen from Table 8.

Table-8 : Micro Nutrient Composition

Ca Fe Thiamin Ribo- Vit C Bearot

mgm mgm mgm flavin mgm mcg
Rice 9 288 0.19 0.14 0.00 i
Wheat 36 4.31 0.40 0.11 0.00 56
Potato 2 0.15 0.01 0.01 220 5
Swi pot 6 0.23 0.02 0.59 058 2
Grnd nut 83 258 0.83 0.12 0.00 34
Mustard 451 - 1647 0.60 0.24 0.00 149
Chickpeas 182 918 027 0.46 270 170
Lentils 62 4.32 041 0.44 0.00 243
Soybean 221 1058 0.67 0.70 0.00 392

Source : Damion-Hill et al (1988)

2.4 Cost of Nutrients

Bringing together the production of different crops, their nutritive value
and costs of production will illustrate the cost of nutrients.

Table-9 : Cost of Nutrients

meals CP Costs Cost Cost

/ha kg/ha Tk/ha plkeal Tk/kgCP
T-Aman 14459 399 12580 a7 32
Boro 15150 419 18123 119 43
Wheat 9275 382 10471 113 Z
Potato 14447 539 30658 212 57
Swt pot 29128 467 15536 53 33
Gmd nut 9831 555 17384 177 A
Mustard 4528 302 10826 239 36
Chickpeas 3779 304 8152 216 Z
Lentils 3505 276 802 231 ol
Soybean 5500 530 10002 170 19

Note : Based upon data from Tables 6 and 7 above.
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From Table 9 it can be seen that sweet potatoes are the cheapest
source of energy and soybeans the cheapest source of protein.

3. CONCLUSIONS

It is hoped that from this paper it can be seen how important land is in
determining the future expansion of crop diversification. There may be
advantages to the farmer and to the nation in terms of improved or
maintained soil fertility but is this sufficient to encourage him/her to grow
CDP crops? The bottom line is of course the financial returns. Can CDP
crops really compete with other winter crps? Much depends upon the
market demand, which will be developed in another paper at today's
seminar. Given that optimum conditions prevail : irrigation when required;
absence of serious pests and diseases; adequate fertilizers; appropriate
varieties with length of growing season that enables a suitable cropping
pattern, then there is a place for CDP crops. The following table accepts
these criteria and shows the advantages of including CDP crops in the

cropping pattern :

Table - 10 : Increased margins from CDP crops

Costs Returns Margin
Irrigated
Boro (HYV) - T. Aman (HYV) - Fallow 15635 41279 25644
Boro (HYV) - T. Aman (HYV) -Daincha 16791 47425 30834
Rainfed
Aus (HYV) - T. Aman (HYV) -—Wheat 21780 63390 41630
Aus (HYV) - T. Aman (HYV) - Potato 32800 80940 48140
Aus (L) —T. Aman (L) - Fallow 8200 15023 6823
Aus (L) - T. Aman (L) — Kheshari 9500 20248 10748

Source : Rahman and Manyano (1984)
Values in Taka/ha

The major successes for CDP can only be achieved through :
a) increasing dramatically the yields of crops,
b) providing farmers with a higher price for their products,
c) convincing the public as a whole of their nutritive value, and
d) demonstrating the improved soil fertility achievable.
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Land is an asset and farmers must be provided with the information to

enable them to make optimum use of it. CDP's role in this is to act a
catalyst in encouraging all sectors to promote CDP crops : extension,
education, research, dealers and politicians. There is much to be done
and the challenge is before us. Crop diversification has a place and with
an integreated approach the well being of the people of Bangladesh and
their land can be improved.

10.
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GROUNDWATER IRRIGATION TECHNOLOGY FOR
CROP DIVERSIFICATION IN BANGLADESH : SOME

EMPIRICAL EVIDENCES
M. T. H. MIAH *
M. A. S. MANDAL * *

I. INTRODUCTION

The period since the mid-1960s has seen the introduction of 'Green
Revolution' technology to many least developed countries (LDCs) of the
World including Bangladesh. Its introduction to Bangladesh, however, has
been slower than in other countries of the Indian subcontinent [1; 550-70].
It may be noted here that the great improvements experienced in cereal
production and food self-sufficiency in Asia since the 1950s have relied
on irrigated farming systems. The availability of ifrigation facilities has
given farmers an unprecedented degree of environmental control; a
control that is almost absent in rainfed crop farming [22]. In view of the
necessity to augment foodgrain production and so to meet the challenge
of food deficits of Bangladesh, apart from other steps, groundwater
irrigation technologies such as deep tubewells (DTSs) and shallow
tubewells (STWs). have been introduced to provide irrigation mainly to
grow high yielding variety (HYV) of boro paddy. The main advantages of
the technologies are that these are relatively less expensive, feasible for
small and fragmented landholdings and capable of increasing production
more quickly than large-scale irrigation projets [3, 19].

Ahmed pointed out that irrigation as a leading input plays three
predominant roles : (i) stabilising harvest fluctuations arising from variable
rainfall: (i) increasing cropping intensity by introducing an additional crop;
and (iii) facilitating seed-fertilizer technology [2]. Rice production, in fact,
has increased moderately over the past few years under the
seed-fertilizer-water technology although it is not enough to meet the
growing demand for foodgrains of the home market. Food shortage is still
one of the biggest problems in this country. The country, of course, has a
great potential for accelerating the growth of foodgrains including paddy.

- Associate Professor - - Professor in the Department ¢t Agncultural Economics
Bangladesh Agricultural University. This paper draws on the findings of authors researches
carried out as part of the Ford Foundation funded and BAURES administered
multidisciplinary project on "Crop Diversification : An Aiternative Strategy for improving the
Performance of Irrigation Water Market in Bangladesh
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It is believed that cereal production in this country consists of 82 per
cent of rice and around 7 per cent of wheat. Rice, in fact, occupies about
80 per cent of the total cropped area [5]. The top most priority has
therefore been given in the current Fourth Five-Year Plan to crop
diversification programme on valid agronomic, nutritional and economic
reasons. The cultivation of non-rice crops, for example, horticultural crops,
legumes, fruit trees and fodder crops including vegetables has been
stressed in the plan [9]. Agricultural scientists are also arguing that crop
diversification can be an effective means to improving the performance of
Bangladesh agriculture. There has been increasing concerns for
promoting crop diversification because HYV paddy production is
becoming less profitable due to an increase in the cost of production.
Another argument for giving more attention to the production of diversified
crops is that these have the potentials to improve not only the nutritional
status of food but also soil fertility that is depletin due to monoculture with
paddy [4, 6, 21, 16].

Modernisation of the rural sector, including shifts from subsistence or
semi-subsistence food production to the production of agricultural
commodities for sale, is a cornerstone of successful economic
development in the LDCs [17]. The low productivity trap of the farmers of
LDCs can best be escaped by making available agricultural technologies
that are more productive than the existing set. However, not all introduced
technologies necessarily contribute to the achievement of this goal. There
is, therefore, concern to ensure that the technologies developed are
appropriate to the needs of the local farmers as well as to socioeconomic
conditions of the relevant country.

Unfortunately, only 30 per cent of the cultivable lands in Bangladesh
have so far been brought under irrigation. Moreover, irrigation water, as
indicated earlier, has only revolutionised the rice cropping rather than
improving the production of non-rice crops [11]. During the recent past, a
few major policy changes have taken place in the agency-managed
irrigation system to make it more efficient and profitable. But whatever
empirical evidences are available at present show that this system has
proved to be less efficient than other form of irrigation system [13]. On the
other hand, the average command areas of these DTW and STW projects
have decreased over the last few years although the number of tubewells
has increased substantially [10. 12, 18].

Mandal [14] and Biswas [5] demonstrated that the profitability of
irrigated paddy production is declining over the years because of its
declining yields and increasing operation and maintenance (O & M) costs
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of irrigation equipment such as DTWs and STWs. Under the
circumstances, alternative uses of existing irrigation technologies for
non-rice or diversified crops are a great concern among the policy
makers, researchers, extension workers as well as farmers. Biswas and
Sarker, of course, argued that the existing systems that have been
designed mainly to suit flood irrigation to paddy are the major hindrance
to providing irrigation to non-rice crops, some of which need border,
furrow or drip irrigation [4].

Only a few hard data are available regarding the performance of
groundwater technologies considering diversified crop production. In
other words, the success of crop diversification under the existing
groundwater irrigation technologies is yet to be known, but appear to be a
challenging task, given the overwhelming dietary bias of people towards
rice, as the staple food. The in-depth empirical study on the on-going
groundwater-based minor irrigation projects is therefore necessary for
improving its utilisation. The study was a moderate attempt to have
answer to the above-mentioned problematic situations taking into account
the real world situation of the existing DTW and STW projects.

The main objectives of the study were :

i. to assess the profitability of diversified crops that are grown under
DTW and STW projects from the viewpoint of participating farmers;

ii. to assess the profitability of DTW and STW projects considering
irrigated diversified crops from the viewpoint of individual
owners/managers of tubewells; and

iii. to suggest some policy guidelines/recommendations.

The main hypotheses set for the study were :

(a) The cultivation of diversified crops is unprofitable under DTW and
STW projects from the viewpoint of participating farmers.

(b) Investments on DTW and/or STW projects are unprofitable from
the viewpoint of owners/managers of tubewells if diversified crops are
grown under the relevant projects.

This paper has been classified into five distinct sections. Section II
mainly deals with the analytical techiques of the study. The major findings
are presented in Section Ill. Some policy implications are provided in
Section |V. Finally, concluding remarks: have been made in the last
section.

Il. ANALYTICAL TECHNIQUES

Keeping in view the ultimate objectives of the study, East Chandina
Union of Chandina Upazila in the district of Comilla was selected
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purposively for the study. A three-stage sampling technique was followed.
First of all, 30 STW and 10 DTW projects were randomly selected for the
evaluation of groundwater irrigation technologies. These projects were
located in 11 adjoining villages namely, Borkait, Khirashar, Pihor,
Chandiara, Srimontapur, Gobindapur, Ramchandrapur, Latifpur,
Shitalpur, Taonai and Madyamtola of the selected union. At the second
stage, 5 DTWs and 10 STWs were again randomly selected from the
tubewells that were chosen at the first stage, for selecting the participating
farmers. Finally, 10 participating farmers from each of the selected 5
DTWs and 5 farmers from the 10 STWs were randomly selected to assess
the profitability of diversified crops. Thus, the total number of sample size
of participating farmers become 100.

Two sets of questionnaires : One for participating farmers and another
for owners/managers of tubewells, were prepared in Bengali to collect
relevant primary data from the selected farmers and owners/managers of
tubewells. The period covered by the study was a complete year of 1990.
Data were collected by the trained enumerators. The data so collected
were then summarised, tabulated and analysed to determine the
profitability of per hectare (ha) individual crops as well as the relevant
tubewell projects.

To test the hypothesis (a), the activity budgets [7] of the concerned
crops were prepared by using the following equation.

X
.Yi+Ppi.Bj- z {F’x]'.Xj)-TFC
r=1

= Pyi
Where :

i = profit per hectare from ith outputs,

Pyi = per unit price of ith outputs,

Y; = total quantity per hectare of ith outputs,

Pp; = per unit price of jth by-products,

B; = total quantity per hectare of ith by-products,

ij = per unit price of jth inputs,

X: = total quantity of jth inputs used for the production of per
hectare ith outputs,

TFC = total fixed costs involved in producing per hectare ith outputs,

i = the number of individual crops produced by the farmers.

j = the number of individual inputs used for producing the relevant
products; and

=% 2 3 el
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For hypothesis (b), the method of project evaluation suggested by
Gittinger [8] was employed, since it was widely used by many planning
and donor agencies for agricultural development projects only financial
analysis was done for the evaluation of the selected DTW and STW
projects. Three principal discounted measures such as benefit-cost ratio
(BCR), net present value (NPV) and internal rate of return (IRR) were
employed to assess the profitability of the projects.

All costs and benefits of activity budgets as well as the minor irrigation
projects were determined in Taka (Tk) which is the domestic currency,
using farmgate prices.

Benefits of DTW and STW Projects

The benefits of DTW and STW projects include mainly water charges
and salvage values of tubewells.

The owners/managers generally bear investment, and O & M costs of
the projects. In exchange, they receive a certain fixed amount of money
per unit of cropfield as water charges for supplying irrigation water to the
concerned crops of participating farmers. Thus. the determination of
benefits of the relevant projects under the cash-payment system is very
simple and straight-forward. The salvage value was estimated at 15
percent and 30 per cent on the initial value of a DTW and STW,
respectively and shown as benefits to the relevant projects in the last year
of project life. The average lives of DTWs and STWs were set at 15 and 10
years, respectively. .

Costs of DTW and STW Projects

The costs of the minor irrigation projects are generally classified into :
(i) investment costs, (i) O & M costs, and (iii) production costs. It should be
noted here that owners/managers of DTW and STW projects did not incur
any production costs. Rather, they bore all investment and O & M costs of
the projects.

Investment costs include capital cost of the tubewell itseif including
the cost of pump, engine/motor, cost of pump house, installation costs,
cost of electricity connection, etc. The O & M costs, on the other hand,
involve the cost of electricity/fuel, spare parts, mechanic fees, and salaries
for operators.

Discount Rate

Since the lending rate for agriculture (production) is altogether 16 per
cent, this 16 per cent discount factor has been chosen for financial
analyses of DTW and STW projects.
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IIl. RESULTS AND DISCUSSION

_First of all, the summary results of activity budgets of rice -and non-rice
crops and then, the profitability of DTW and STW projects are-presented to
see whether the set hypotheses are accepted or rejected.

Profitability of Rice and Non-Rice Crops

The per hectare yields, gross costs, gross benefits as well as net
benefits of different rice and non-rice crops are presented.in Table 1. It
can be seen from the table that all rice and non-rice crops, except yard
long beans and wheat have positive returns. These findings of the activity
budget reject the hyopthesis (a), with the exception of yard long beans
and wheat. It may be noted here that the per hectare yield of wheat was
reduced during the study period because of heavy rainfall at its flowering
stage. It is also argued that the soil conditions of Chandina are not
suitable for wheat cultivation. Thus, it may cautiously be concluded that a
lot of rice and non-rice crops can easily be grown under the existing DTW
and STW groundwater irrigation technologies.

Profitability of DTW and STW Projects

The financial analysis of DTW and STW projects are based on the
following assumptions.

(a) Alltubewells are purchased for cash,

(b) The average command areas under each of the tubewell projects
(see Appendix Table 1) remain the same throughout the relevant
project life,

(c) Production technology as well as input-output relationships also
remain the same over the project life,

(d) Prices of all inputs and outputs are given and constant, and

(e) Inflation affects the input-output prices of the projects to the same
extent so that prices retain their general relation.

To test ine hypothesis (b), as stated before, three discounted
measures of BCR, NPV and IRR have been calculated separately for
electrically as well as diesel operated DTW and STW projects (see
Appendix Tabile 1}).
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Table-1.: Costs and returns of diversified crops in Chandina

Yield Gross Gross cost Net return

Name of ¢rops (Tonne/ha) retum (Tk '000/ha) (Tk '000/ha)
(Tk '000/ha)

Boro (HYV) 4.04 2605 19.04 7.01
T. Aman (HYV) 440 29.14 17.18 1196
T. Aus (HYV) 4.39 26.39 1527 11.12
Potato (Intercrop) 1691 7081 51.14 1967
Potato (sole) 1588 66.49 45.62 2087
Brinjal (Intercrop) 9.11 24.16 1268 11.48
Brinjal (Sole) 2400 63.60 39.89 2371
Yard long bean 1207 33.11 37.61 -4.50
Tomato 1393 62.68 2485 3783
Bitter gourd 798 46.28 4407 221
Cabbage - 53.39 36.62 16.77
Lady's finger 6.09 30.45 26.15 4.30
White gourd - 104,67 4208 6259
Wheat (HYV) 094 6.79 23.56 -16.77
Jute (Tossa) 2.18 29.40 20.40 900

Source : Adopted from Mandal and Miah (1991).

Table-2 : Summary results of financial analysis of DTW and STW Projects

Discounted measures Diesel operated Electrically operated
DTW STW DTW STW
BCR at 16% 085 140 103 155
NPV at 16% (Tk '000)  -63.72 4059 10.34 6599
IRR (per cent) 537 88.42 1760 11201

Source : Adopted from Miah and Mandal (1981).

It is evident from Table 2 that BCRs of the diesel operated STWs, and
electrically operated DTWs and STWs are greater than unity. However,
BCR of the diesel operated DTWs is less than unity. Similarly, NPVs of all
the selected tubewells are positive with the exception of diesel operated
DTWs. All selected STWs yield much higher IRR than the DTW projects. In
fact, the diesel operated DTW projects could not earn even the possible
opportunity cost of capital, and thus, it was an unprofitable investment for
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the owners/managers of DTWs. It can be seen from Table 2 that the
performances (in terms of profitability) of electrically operated tubewells
are far better than the diesel operated tubewells.

The results of financial analysis presented in Table 2 partly support
rejection of the set hypothesis (b) except for the diesel operated DTW
projects. These imply that all groundwater-based diesel and electrically
operated STWs together with electrically operated DTWs are attractive to
the owners/managers in terms of profitability under the cultivation of
diversified crops including paddy.

IV. POLICY IMPLICATIONS

Since it is evident from this study that both rice and non-rice crops are
profitable under the existing DTW and STW projects, policy makers
should take necessary steps to encourage farmers to grow non-rice or
diversified crops elsewhere in Bangladesh with similar topographical and
ecological edowments. The study, however, clearly hints that the
cultivation of rice as well as non-rice crops requires a substantial amount
of cash money. Steps can, therefore, be taken to provide support services
including credit to the farmers for growing diversified crops. The crop
diversification can not only reduce the farmers' risks of crop production but
also can improve farmers' income and nutritional status. Thus, the
increased food production can help to save hard-earned foreign currency
and to make the country free from the curse of food deficit.

The study also clearly indicates that the electrically operated
tubewells are more profitable than the diesel operated tubewells in the
diversified cropped area. Policy makers should pay an immediate
attention to supply electricity to the rural Bangladesh so that
groundwater-based minor irrigation projects can easily be operated by
electricity. -

It is evident from this study that DTWs were seriously under-utilised
(only around 43 per cent of its total capacity for irrigating cropfields) while
STWs were fully utilised for growing diversified crops in the study area.
The results of the study, therefore, encourage individual investors to invest
on STWSs, rather than the DTWSs, for irrigating their rice as well as non-rice
cropfields.

V. CONCLUDING REMARKS

This study undoubtedly discarded the outdated belief that the
groundwater-based minor irrigation projects are unsuitable for irrigation
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diversified or non-rice crops. The study now confirms that both
participating farmers as well as owners of tubewells can be better off
cultivating rice together with non-rice or diversified crops under the
existing irrigation technologies.

Despite the care taken for data collection as well as analysis of data,
the possibilities of data errors cannot fully be ruled out since some farmers
and/or owners of the tubewell projects had to rely on their memories for
answering the relevant questions to the investigators. Above all, data
were collected from a particular region of Bangladesh. The results of the
study have, therefore, to be interpreted with considerable caution when
any greater generalisation is sought for different topographical regions of
this country or some other countries of the world.

Appendix-Table - 1 : Command areas under DTW and STW projects in
Chandina

HYV boro Capacity
Types of tubewells Number of command utilisation
tubewells area (ha) in boro season
(%)

Diesel operated

DTW projects 6 10:38 4272
(288) '

STW projects 24 394 7880
(2.28)

Electrically operated

DTW projects 4 1053 43.33
(1.09)

STW projects 6 504 10000
(2.37)

Note : Figures in parentheses indicate sample standard deviation of the average command
areas of the relevant project in 1989/20.
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MARKETING CONSTRAINTS AND OPPORTUNI-
TIES FOR SMALL FARMERS IN THE CROP DIVER-
SIFICATION PROGRAMME

M. HIGGINSON *
M. MACGREGOR * *

1. INTRODUCTION TO THE CROP DIVERSIFICATION PROGRAMME

1.0 The Government of Bangladesh launched the Crop
Diversification Programme (CDP) in 1990 with financial and technical
assistance from the Government of the Netherlands and the Government
of Canada. The overall programme objectives are to increase the dietary
diversity, food self-sufficiency and hence nutritional status of the people of
Bangladesh by increasing the production and consumption of three main
crop groups : tubers, pulses (including soyabean), and oilseeds.

The CDP, which runs until July 1995, is being implemented through
four Ministry of Agriculture line agencies : Bangladesh Agricultural
Development Corporation (seed multiplication); Bangladesh Agricultural
Research Institute (research and breeder seed production): Department of
Agricultural Extension (extension); and Department of Agricultural
Marketing (marketing). It should be noted that the Netherlands
Government has been supporting BADC since 1980 in the production of
potato seed, and more recently, since 1988 in the production of some
varieties of oilseeds and pulses. The participation of non-government
organizations, the private sector and other Government of Bangladesh
agencies is also being solicited in order to harness all available resources
that can contribute tQ meeting the objectives of this nationally important
programme.

* Marketing Specialist,” * Resident Project Manager, Canadian Execuling Agency.Dhaka
Crop Diversification Program. The authors are grateful for the input from Mr. George Taylor
Hunt. Post-Harvest Handling Specialist. Canadian Executing Agency and Mrs. Shahnaz
Begum, Assistant Chief, Food Crops, Department of Agricultural Marketing.
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2. IMPORTANCE OF MARKETING IN THE CROP DIVERSIFICATION
PROGRAMME

2.0 Marketing in the.crop Diversification Programme
Marketing can be defined in a macro-sense as :

"the total system of economic activities concerned with the flow of
agricultural products from producer to consumer; the kinds of institutions
and the price-making mechanisms that guide those flows; the interactions
among consumers, agribusiness firms, farmers, and governments that
determine the levels of expenditures; and the sharing of those
expenditures as income to the market participants.” (Rhodes. The
Agricultural Marketing System, 1978).

In traditional subsistence, largely non-monetised agricultural systems
development programmes and policies throughout the world tend to be
production-oriented, giving emphasis to : development of high-yielding,
disease and pest-resistant varieties; adoption of irrigation; development
and extension of agronomic technology packages for farmers, etc.
However, as development gathers momentum marketing plays a pivotal
role in effecting the change from a subsistence to a commercial
production system.

In the process of accelerated development and structural change in
the agricultural economy:

- Production expands beyond the subsistence needs of the farmer,
resulting in a larger proportion of output entering the formal marketing
channels;

- demand for marketing services such as processing, storage,
packaging, and transportation increases;

- employment is generated in the input supply, production and
marketing sectors; and

- income is generatéd-, instigating increased demand and
consumption of diversified foodstuffs and other consumables, leading to
increased GNP and better quality of life.

The CDP is seeking accelerated development of the production and
consumption of its target crops and must necessarily be concerned with
commercialisation of their production. The CDP is targeted mainly at small
farmers, which constitute the majority of farmers in Bangladesh. A
discussion of marketing issues facing small farmers is therefore timely.
The remainder of this paper will outline the marketing problems facing
small farmers and some of the approaches that can be adopted to
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overcome these constraints to development. The au_thors recognize,
however, that many of the constraints in the agri-food marketing channels
are common to all farmets (and all commodities) in Bangladesh.

3. DEFINITION OF SMALL FARMERS

3.0 Criteria

Several different criteria can be used to define small farmers : size of
landholding, annual income, etc. In keeping with the Agricultural Census
and for the purposes of this discussion, the size of landholding will be the
adopted criterion. There are limitations with this criterion however; one
acre of fertile land under a high value cash crop can yield a much higher
net return than several acres of less fertile land under other crops.

At the time of the 1983-84 Agricultural Census, there were 10.045
million farm households in Bangladesh, with an average holding size of
2.2 acres. Table 1 shows the dispersion of farm households by size.

Table-1 : Farm Households in Bangladesh 1983-84

No. of Farms Area Average Size
‘000 ‘000 ac. ac.

Small
0.05-2.49 - 7,066 6,573 09
acres 70.3% 29.0%
Medium
2.50-7.49 24830 ¢ 10,226 4.1
acres 24 7%, 451%
Large
7.50 + 496 5,879 11.9
acres 4.9% 25.9%

Source - Statistical Pocketbook of Bangladesh 1981, BBS.

Table 1 illustrates that the agricultural sector in Bangladesh is
characterized by millions of small farmers who account for less than
one-third of the land area and possess, on average, less than one acre of
land. Although the small farmers individually may have very small
quantities of marketable surplus, the potential exists for greatly increased
production through efficient use of existing technology and new, low-cost
technologies in the pipeline. By virtue of their sheer number their
importance in the rural economy and in the country’s development must
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be acknowledged. Hence, in accordance with the principle of "greatest
good to the greatest number”, the focus of the CDP is on Bangladesh's
small farmers. The following sections discuss the marketing problems
facing the small farmers and proposals for overcoming them. It should
however, be noted that most of the identified problems and suggested
solutions would be equally applicable to other farmers, particularly, the
medium farmers.

4. MARKETING PROBLEMS OF SMALL FARMERS

4.0 Overview

Dué to the structure of the agri-food economy in Bangladesh, the
marketing channels are atomistic, fragmented and widely dispersed. This
increased the compexity of the marketing chain and hence marketing
costs. There are numerious middlemen at various levels of the marketing
chain that must collect produce from growers and distribute to end users
located in a widely dispersed area. Pricing and/or operational
inefficiencies at various stages in the marketing channels deprive weaker
operators of their fair share of remuneration and thus hinder the
development process and the rate of economic growth in the country.

Small farmers are particularly vulnerable to the marketing
inefficiencies in Bangladesh. They have a low and very unstable resource
base, although they are largely very efficient and productive farmers. A
large proportion of their production is retained for home consumption and
seed. The production that does enter commercial marketing channels is
susceptible to price distortions and fluctuations.

The nature of the marketing channels would seem to aggravate
inequalities in the distribution of income among small, medium and large
farmers. The large numbers of small farmers typically must sell their
minimal quantities of marketable surplus at harvest time when prices are
the lowest, due to lack of holding power, credit and storage facilities. On
the other hand, the larger farmers with a stronger resource base are better
equipped to hold their crops until later in the season when prices are
higher. .

The numerous marketing constraints that tend to lower small farmers’
net returns from the marketplace include :

- inadequate and inefficient rural markets:

- lack of enforcement of market regulations; susceptibility to unfair
trading practices by middlemen and lack of bargaining power,

- inefficient transportation and handling facilities:
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- weak holding power;
- inefficient marketing practices; and
- inadequate market intelligence.

4.1 Inadequate and Inefficient Rural Market Facilities
There are 7,903 markets in Bangladesh [15]. The markets are categorized
by:

rural primary - 4,950
rural assembly - 2,635
rural secondary - 41
urban wholesale % 55
urban retail - 182

40

urban wholesale-cum retail

Out of these only 392 selected larger markets are regulated under the
Agricutlural Produce Market Regulation Act of 1964 (more details in
section 4.2). Rural primary markets and urban retail markets are entirely
outside the scope of the Act.

All markets (except a few that have been dedicated for religious
purposes) are owned by the Ministry of Land Reforms and Land
Administration. ‘Resoponsibility for management of the facilities resides
with the upazila/municipal authorities, while the Department of Agricultural
Marketing holds the mandate for enforcement of market irregulations. This
is however, not an exhaustive list of multiple authorities who can intervene
in the working of the marketing system. An unified authority to regulate
and develop markets does not exists.

The market spaces are leased out annually, using a bidding system to
the highest bidder who thus has no lasting interest in developing the
market. Out of the revenue, five percent is supposed to be earmarked for
the government coffers, twnety-five percent for the upkeep and
improvement of the markets, and seventy percent for revenue income for
the upazila/municipality. In reality, very little is spent on upkeep and
development of the markets and most of it is.diverted to other uses.

Rural markets are the first contact point in the marketing chain for the
small farmers. The small farmers depend upon the rural primary markets
for purchasing their inputs and consumer goods as well as for marketing
their produce. Hence their efficiency is a critical link for small farmer
development. These markets serve a radius of one to two miles, are
situated on up to one acre of land, usually have no permanent facilities,
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and sit once or twice weekly. The rural assembly and secondary markets
are larger in size, cover a wider area, and have permanent facilities. Apart
from mere trading rural market centres also serve as important
communications focal points where ideas are exchanged and problems
discussed. In a rural market survey conducted in Bangladesh in the late
1970s, the importance of the rural markets, and in particular the
secondary markets and their role in the economic, social, political and
cultural life, was established.

The state of facilities at all levels of the marketing chain has a direct
impact on operational and pricing efficiencies and hence the economic
well-being of the small farmers. The rural markets in Bangladesh are
suffereing from several inefficiencies, including :

- insufficient size; !

- insufficient communication facilities (i. e. roads);
- lack of banking and storage facilities;

- congestion;

- small number for permanent facilities; and

- lack of protection from inclement weather.

While production (and hence volume passing through the markets)
has increased over the past few decades, market facilities have not seen
a corresponding upgrading and expansion.

Most of the primary markets are in the open, with little protection from
the elements, causing high losses to produce. The markets are generally
connected by kutcha (non-paved) roads which are unusable in the rainy
season. The markets themselves are often submerged in the rainy
season. There are few banking and communication facilities available as
well.

4.2 |ack of Enforcement of Market Regulations

The Agricultural Produce Market Regulation Act of 1964 provides for
the fixing and enforcement of fair market charges and practices (including
standard wei?hts and measures) in 392 notified markets throughout
Bangladesh.! Wholesalers and commission agents operating in the .
notified markets are required under the Act to take out a license to conduct
business and are then bound by the provisions contained in the Act.

1 A notified market is one that is named by the Government to be governed by the provisions
in the Act.
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However, these provisions apply only to those commodities that are
named in the Act. Most pulse and oilseed crops aré included-in the list of
agricultural produce covered under the Act; one important CDP crop,
potato, is not.

The Department of Agricultural Marketing is the responsible body for
implementing the Act. However, the Act is rarely enforced, due to
administrative weaknesses and a lack of manpower at the field level. A
study conducted by the Bangladesh Agricultural University concluded that
there 'was very little difference between regulated and unregulated
markets in terms: of control over market practices, and in fact, very little
awareness of the Act itself by market participants: [13]. The shared
jurisdiction by several government bodies over market regulation and
upkeep (outlined in Section 4.1) also complicates the efficient operation of
the markets.

The lack of regulations in the marketplace resuits in operation of the
principle of the "big fish eating up the small fish" and provides much
opportunity for exploitation of farmers, particularly small farmers, by the
more resourceful traders. In many cases, small farmers even refrain from
taking their crops to the market place where they aré at the mercy of the
traders: rather, they may choose to sell from their home where they
invariably obtain a lower price (net of transportation).

The potential impact on farmers’ returns from properly enacted and
enforced market regulations has not been studied in Bangladesh.
However, a national survey conducted in India under the auspices of the
Asian Rural Market Development Program (Phase 1) found that farmers
received 20 to 25 percent less for their produce in the rural, unregulated
markets than in the regulated markets [6].

4.3 Unfair Trading Practices

Small farmers are mostly uneducated and illiterate, and can offer only
small marketable quantity. They thus have little bargaining power in the
market place. As a result they are easy victims of unfair trade practices.

Unfair trading practices include [11] :
- use of defective and non-standard weights and measures;

- fraudulent deduction from the sale proceeds for alleged immaturity of
the produce, presence of foreign materials, or excess moisture content;

- multiplicity of weights and measures between the rural and urban
markets, which oftentimes confueses the illiterate farmers and provides
opportunity for deception and expolitation; and

- levying of a variety of (sometimes questionable) charges.
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4.4 Inefficient Transportation and Handling System

Transportation and handling constitute the largest component of a
farmer's marketing cost in Bangladesh-approximately eleven percent [10].
Due to small volumes, many small farmers use head/shoulder loads to
move their produce to market. The cost of this method of transportation is
high compared to the cheaper modern modes {particularly in the case of
short hauls). Thus, small marketed quantities translate into higher
transportation costs per unit of produce because they are unable to take
advantage of economies of scale and more modern methods of transport.
Other overall inefficiencies in‘the transportation and handling facilities
also contribute to higher primary marketing costs.

4.5 Weak Holding Power

Most small farmers have no access to institutional credit or storage
facilities. Within the institutional credit system, 85 percent of the small
farmers have no access to credit [15]. However, they have an urgent need
for cash at harvest time. They must dispose of their surplus as quickly as
possible in nearby markets. Lack of cash resources often forces many
small farmers to take advances against standing crop from
money-lenders-cum-traders who then take the crop at harvest time at a
pre-determined (and usually less than market) price. Even if they can
manage to avoid this type of credit, other compelling circumstances may
forced them to sell their crop at harvest time when prices are lowest only
fo buy back the same produce later in the year at a much higher price,

perpetuating the poverty cycle.

4.6 Poor Post-Harvest Handling and Product Grading and Packing for
Market

Improved trading practices such as grading, sorting, and handling
which improve market opportunities are unknown to the smaller farmers.
Due to the small marketable quantities they do not bother about more
efficient practices. This lack of knowledge results in higher post-harvest
losses, higher marketing costs and lower net returns. The most recently
collected statistics on post-harvest losses for CDP crops (all farmers)
present a sorry state of affairs as in Table 2 :
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Table-2 : Post-harvest Losses for CDP Crops

Potatoes : Pc. loss
Stored for long-term in home and farm 43.58%
During home storage and marketing

(March-June) 8.80%
Cold Storage 6.45%
Qilseeds :

Post-harvest losses 4.25%
Pulses :

Post-harvest losses 12.00%

Source : Khan, Azizur Rahman. Crop Loss and Waste Assessment. Checchi and Company
Consulting Inc. 1991.

These losses present a major reduction in farmers' income. Although
the CDP crops do not form a major portion of the diet, their nutritive value
alone is critical to health in terms of protein and Vitamins A and C in which
the typical Bangladeshi diet is widely deficient. The production and then
loss of the produce is a double waste of effort and resources put into the
production as well as into the commodity itself.

4.7 Inadequate Market Intelligence

In order for markets to be functioning efficiently, timely and effective
market intelligence is important for all market participants at all leves of
the marketing chain. Market intelligence includes information on : prices
(domestic and international), market arrivals, stock movements,
production, imports and exports. "Knowledge is power" said Socrates;
therefore, "Market knowledge is market power". However, the existing
market intelligence system in Bangladesh has had limited success in
reaching the farmers. In addition, small farmers are generally uneducated
and illiterate and often do not possess the skills to utilize such information,
even if available.

Traders, particularly the larger ones, have their own information
facilities (such as telephone). They have also the talent and resources to
use such information with advantage. This unequal distribution of markel
knowledge places traders at an advantage over the farmers. More equal
distribution of market intelligence would result in a more equitable sharing
of the profits from efficient price formation.
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It is interesting to note that Indonesia implemented a price system
whereby prices were broadcast by radio and displayed on bulletin boards
in the market areas. A survey found that the farmers who had been using
the information were receiving prices that were higher by three 10 eight
percent than those received by non-users [4].

5. SOLUTIONS FOR MARKETING PROBLEMS OF SMALL FARMERS

5.0 Several approaches can be undertaken for improvement of marketing
for small farmers :

- securing markets beforehand through contractual arrangements;
- provision of marketing credit;

- developing rural markets with proper facilities management and
regulation :

- promoting group marketing;

- encouraging area specialization in production and marketing
activities, i.e., link to processing facilities; and

- implementing a marketing extension service, to include training in
improved marketing practices such as grading, packing, etc., and market
intelligence.

The remainer of Section 5 will discuss four areas that the CDP is

including in its activities : group marketing, contractual arrangements,
market regulation, and marketing extension.

5.1 Group Marketing

Group marketing can act as a countervailing force in the market to
help farmers obtain better terms of trade. When small farmers join together
in economic activities, they can counter the power of private
money-lenders and traders in the marketplace. Several case studies
conducted by the Food and Agriculture Organization in Various Asian
countries showed that small farmers benefitted greatly (both socially and
economically) by engaging in group marketing activities [7].

The main objectives of group marketing are :

- reduced marketing margins and costs;

- improved operational efficiency;

- influence on supply and demand in the market and hence prices;

- alternative market outlets to offset monopoly of traders in the local
markets;
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- new and improved marketing services;

- technical information, new practices and new inputs channelled to
farmers; and

- provision for better coordinated production and marketing.

Group activities can include :
- joint purchasing of inputs;
- group activities in field cultivation practices;
- joint hiring of trucks and other transportation modes;
- grading and packaging; and
- selling in the marketplace.

The nature and extent of the activities would depend on several
factors : the degree of cooperation sought, socioeconomic and cultural
factors; and types of commodities to be handled.

According to a study conducted by the Food and Agriculture
Otganizalion in 1986, successful small farmer group marketing initiatives
in developing countries shared eight elements:

- Strong leadrship;

- common felt neéds and group homogeneity;

- planning at the local level;

- mutual trust;

- technological progress in adoption of farming techniques;

- open and rational decision-making procedures;

- honest and sincere tradesmanship with buyers; and

- timely support by institutions (governments, banks, etc.).

Leadership was consistently cited as the single most important factor
for success. The leadership must come from within the village. Outsiders
were never deemed as effective. In terms of group homogeneity, the
common outlook by the members resulted in quick problem-solving and a
common social will to ensure success of the group. Planning at the local
level was also viewed as essential. Members themselves must set
priorities and plan activities accordingly. This cultivation of self-reliance is
very important for the long-term sustainability of the group.

Benefits of group marketing to members of the group include :
- rationalization of distribution patterns;

- increased purchasing power;
- stimulated capital formation among members;
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- more secure access to various services at a lower cost (for example,
transportation); and

- increased product volume and hence more remunerative prices.

The CDP is actively promoting participation of its farmers in a type of
group marketing programme in Bangladesh-the Bangladesh Swiss
Agricultural Project (BASWAP). It is a farmer-managed storage and credit
programme targeted at farmers with up to 3 acres. BASWAP has been
successful in increasing net returns to participating farmers by secuting
access to credit at favourable terms and by providing storage facilities.
Farmers store their grain and market later (individually) when prices are
higher.

BASWAP and the CDP currently share three common upazilas;
however, by the 1992-83 rabi season, there will likely be four additional
common upazilas with BASWAP godowns in which CDP farmers can
participate.

The CDP is also developing a model for group formation that will be
implemented at the block level in a limited number of pilot upazilas for the
1992-33 rabi season. The objectives of these groups will include any or
all of the following activities :

- to use improved technology of production of CDP crops by
production groups;

- o secure credit support and other inputs;

- to develop irrigation/mechanization systems for cultivation; and

- o increase marketing opportunities.

The groups (or somitees) will be informal, non-political organizations
consisting of 15 to 2C members who are governed by an Executive
Committe. Details of the somitees are still being developed.

5.2 Contract Production with Processors

Contractual arrangements between farmers and processors have
often been recommended as a solution o the small farmer marketing
problems, and are closely linked to group marketing. Put simply, a
marketing contract is an agreement between buyers and sellers that
states the product, time and place of delivery, price, and may include any
other aspects of exchange.

Contractual arrangements offer several advantages to the buyer.
including :

- control over a more efficient and regular flow of produce through the
processing lines; and
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- market security.
Farmers' motivations for entering into contractual arrangements may be :
- elimination of price risks:
- more secure access to markets; and
- desire to join together in a group for certain common goals.

Contract production is currently being practiced in Bangladesh for two
important commodities : tobacco and sugarcane. The processors supply
various inputs to the farmers, together with field extension services. Crop
purchase advances are also made, particularly to the small farmers, to
assist them in meeting their cash requirements.

In the case of the CDP crops, we are studying the potential for
establishing some pilot project for contract production between soybean,
groundnut and sunflower growers and processors, perhaps utilizing the
banking system. A limited number of pilots would be implemented in the
upcoming rabi season, when a model would also be developed and
fine-tuned that can be extended later into other crops and areas.

5.3 Marketing Extension

Farmers need field-level extension on such things as :

- what crops to produce, considering marketability and economics:

- how to secure markets-setting up contracts with processors,
marketing arrangements with wholesale markets, etc.:

- current and timely market intelligence;

- advice on staggering of harvest times so that the market isn't glutted;

- advice on marketing technology—grading, packing, storing,
transportation, efc.;

- promotion of group marketing; and

- assistance in obtaining marketing credit.

Two Ministry of Agriculture agencies share responsibilities under the
CDP for these activities. The Department of Agricultural Extension is
concerned with on-farm activities, while the Department of Agricutlural
Marketing provides advice and support for post-farmgate handling of the
crops and in disseminating market intelligence. The Canadian Executing
Agency is assisting both the agencies in building up their capabilities by
providing training. procurement of equipment. and development of
technology packages.

An important obiective of the CDP is to coordinate and undertake
relevant research and development to reduce post-harvest losses and

95



Bangladesh Journal of Political Economy

improve farmers' marketing practices. Only simple technology acceptable
to farmers with very limited physical and financial resources is of
relevance. Through numerous demonstrations, the efficient on-farm
storage of the CDP crops is being presented. Dietary improvement by the
utilization of these products is also being extended to farm families. In the
past rabi season, 180 consumer field days, and training to 6200 farm
families on on-farm storage was arranged. Learning from this experience
the extension program will be expanded in future years.

In collaboration with the Department of Agricultural Marketing,
atention is also being drawn to the need for grading and cleaning of
produce so as to enhance value at the farmgate. Technical guidance has
also been prepared on the transport by road of perishable produce such
as potatoes. Processing as a means of improving long-term storage or
enhancing market value is also being studied. Acceptable technology has
been developed in Bangladesh for the solar dehydration of potatoes and
sweet potatoes. From the dried product, balanced food mixes have been
demonstrated. Pickles, jams, and starch flour have been prepared from
the solar dried sweet potato. Dehydration technology offers a feasible way
of extending the availability of these crops over a longer period in the year
than at present.

5.4 Market Regulation

The problems of inadequate market regulation have been outlined in
an earlier section of this paper. Given its importance in the operation of
efficient markets, the CEA will be working with the Department of
Agricultural Marketing in strengthening this area as part of its CDP
activities. In 1981-92, the following activities will be undertaken :

- review and evaluation of existing market regulations;

- survey of notified markets in CDP areas to determine the extent and
effectiveness of enforcement and impact on farmers;

- study tour to West Bengal to view market regulatory functions; and

- proposals for improvements io both the Act itseli and to. its
enforcement.

6. CONCLUSIONS

The foregoing discussion will show that marketing is a serious
problem for Bangladesh farmers. The problem is particularly acute for the
small farmers. In order to improve the market opportunities for them, action
is required on several fronts. Some of the solutions are known, but will not
be easy to implement. In the past this area has not received sufficient
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attention. With recent trends in agricultural development, Bangladesh can
no longer afford to neglect it. Apart from the BASWAP project, CDP is the
first programme to attempt to strenghthen marketing for the small farmers.
What CDP is trying to achieve may not result in significant immediate
improvement in the destiny of the small farmers. But CDP is certainly
establishing the beginning of a long and arduous path to |mprove the lot
of these producers.
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CASH INTERFLOW IN DIVERSIFIED AGRICUL-
TURE - A FARM LEVEL STUDY IN A SELECTED
AREA OF BANGLADESH
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I.INTRODUCTION

Bangladesh is one of the densely populated countries in the world
and as a result, per capita arable land is very low. It is reported that out of
17 million households in Bangladesh, 70% are small farmers operating
lands below 0.20 ha, 20% households have only homestead and no
Cultivable land and 8.7% house-holds have no land at all [1]. Due to its
subsistance nature, agriculture in Bangladesh is characterized by
diversified farming to meet the household requirement and to minimize
the risk and uncertainty in agriculture. Dillon and Hardaker rightly stated
that small farmers have two characteristics - their small size in terms of
resources and their low level of income [2]. Almost everywhere,
agricultural sector is being developed and advanced through the adoption
of improved technology but this advancement has provided little benefit to
the resource poor small farmers because most of them are unable to
purchase the required inputs. In addition, they can hardly apply inputs
timely and as a result receive low yield and production. For whatever
reason, development of new technologies sometimes leaves small
farmers worse off than before. This happens when large farmers adopt
new technolgies and small farmers do not.

Small Farmers and Farming System Research

In recent years, policy makers have been paying more attention to the
problem of small farmers in developing countries with the idea of
increasing their production and standard of living. In this regard, more
national and international research organizations are directing their
attention to the condition and problems of small farmers. An approach
now being applied more widely to make research relevent for small

* Associate Professor, Department of Agricultural Economics, * * Scientific Officer of Farming
Systems Research and Development Programme, Bangladesh Agricultural University, My-
mensingh.
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farmers is Farming System Research and Development (FSRD). FSRD
considers the farm as a whole and its main aim is to generate more
appropriate technologies to increase the productivity of farming system so
that a beneficial change can be made for the small farmers. This research
emphasises on development of all enterprises existing in a farm family
rather than a single enterprise.

Farming System Research and Diversified Agriculture

Farming System Research (FSR) and diversified agriculture have
almost same objectives which prefer to include more farm enterprises to
-have more agricultural products and income throughout the year and to
reduce the risk of farm business. Keeping this in view, most of the small
farmers try to produce more enterprises as their Farming System (FS)
allows within their present socio-economic and agroclimatic condition and
in accordance with household goals, preference and resources [6].
However, in small farming in Bangladesh, there are three main
components - crop, livestock and fishery but within the same component
farmers produce different types of enterprises such as crops and
vegetables in crop component and cattle, goat, sheep, poultry birds, etc.,
in livestock component. Therefore, on the basis of enterprise combination
many types of FS are found in Bangladesh. Almost all the enterprises are
integrated and interdependent. Sometimes the products from one
enterprise is directly used for another enterprise. The household provides
labour and management, crops provide food for human consumption and
feed for animals, and livestock specially large animals generate power,
manure, meat, milk and capital, Poultry birds and fishes are used for home
consumption and sometimes sold out to earn cash income. After meeting
household requirements, farmers sell their products in order to purchase
inputs for different enterprises or commodities for home consumption. In
that way, an inter-relationship among the enterprises prevails by providing
and receiving cash.

The enterprises may be competitive, complementary and
supplementary depending upon the situation. However, it is undoubted
that there is an inter-relationship among enterprises mainly in cash and
kind. The commodity inter-relationship among enterprises is complex in
nature and it is difficult to measure. The main objective of this study is to
determine the inter-relation and to measure the cash interflow in
diversified agriculture which may lead to plan for its overall development.

Farmers receive cash by selling different commodities produced in his
farm, from off-farm activities or from borrowing, gifts and donations,
similarly, operational expenditure for farm and non-farm purposes, family
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expenditures, investments, lending, gifts and donations made by the farm
family are the sectors of spending cash. Cash flow approach taking into
account the entire cash stream coming into and going out of the farm
family is used to show the type and nature of cash receipts and
expenditures of rural households and also to identify the contributing
factors of their saving, borrowing, investment and disinvestment decision

(3]

Considering the farm as a whole and its produced enterprises and
non-farm activities in diversified agricutlure, this study was conducted in a
selected area with a view to examing the cash inflow and outflow of farm
households as well as cash interflow among the enterprises under
different FSs.

The paper has been organized as follows : Section Il describes the
methodology and sources of data for selected FSs. Cash inflow and
outflow between farm enterprises and non-farm activities have been
discussed in Section Ill. Conclusion, and Policy implications are
discussed in the final section.

Il. METHODOLOGY AND SOURCES OF DATA

For this study the village Kazirshimla in Mymensingh district was
selected. It is one of the target area of Farming Systems Research and
Development Programme (FSRDP) of Bangladesh Agricultural University.
The FSRDP was initiated in 1985-86 as a part of the National Farming
System Research. This village is situated in the medium high land area.
The site is characteristized by double to triple cropped area and situated
above the flood level. The temperature varies from 11.6°¢ to 35.0°c and
the annual rainfall is about 2250 mm. Major occupations of the people of
that area are farming, wage labour, petty trading and services. In 1989-90
there were 216 households in this villages and the majority of them
belong to small farm (59%) followed by medium farm (33%). The irrigated
area was about 22% of total cultivated area.

The study was based on 20 farm family from this village. According to
enterprise combinations, there are 28 farming systems and depending on
the availability of large number of farm, four major farming systems
Crop-Cattle-Goat-Poultry-Fish (FS 1), Crop-Cattle-Poultry-Fish (FS II),
Crop-Cattle-Poultry (FS Ill) and Crop-Poultry-Fish (FS IV) were selected.
Five farm households from each farming system were selected randomly.

The total land areas per farm family of FS-I, FS-ll, FS-Ill and FS-IV
were 2.22 ha, 1.42 ha, 0.55 ha and 0.44 ha respectively (Table 1). The
average land areas were higher in FS-1 and FS-Il and produced more
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number of enterprises compared to other two FSs. Total land is the sum of
crop land, homestead area, orchard and pond. It can be observed from
Table 1 that crop lands for FS-| and FS-1l were more than 3 to 4 times
larger than that of FS-lll and FS-IV respectively. In small-scale farming,
orchard land is most important where fruits and vegetables can be grown
which was: exceptionally larger in FS-I. For FSs Ill and IV, respectively
pond and orchard land were not available. However, under these FSs, we
can see how farm enterprises are interrelated and interdependent among
them.

Data were collected through continuous weekly monitoring from the
sampled respondents during July to December 1980. The sample
respondents were interviewed face to face following an interview
schedule containing questions on the sources of cash inflow and heads of
outflow along with the estimated cost. Data were tabulated and analysed,
and monthly cash interflow per farm family under different farming system
were obtained.

Ill. CASH INTERFLOW OF DIVERSIFIED AGRICULTURE UNDER
DIFFERENT FARMING SYSTEMS

In diversified agriculture farm enterprises are produced mainly for
home consumption but in most of the cases these enterprises are
interdependent and :complement one to other for their production.
Secondly, some non-farm activities such as public service, petty trading,
hiring out labour etc., also influence farming activities. Among the
enterprises, crops and poultry were common for all selected FSs and
except the FS-1V, cattle was reared by other three systems (Table 1).

The cash interflow among enterprises/activities of selected farming
systems are shown in Table 2, 3, 4 and 5. The columns of the tables show
the cash income from different enterprises/activities. The last column
shows the total cash expenditure in different enterprises or sectors. Rows
of the tables show the cash expenditure on respective enterprises or
sectors. The last row of the table shows total cash income from different
enterprises/activities.

Table 2 represents the cash interflow among enterprises/activities of
FS-1. In this system crops rendered higher amount of cash (Tk. 1276.81)
followed by service (Tk. 921.086). Livestock, fisheries and homestead also
rendered cash and it was Tk. 119.15, Tk. 103.63 and Tk. 62.74
respectively. Except fisheries, major portion of the incomes from other
enterprises spent on household consumptions. Monthly cash expenditure
on crops, livestock and homestead were Tk. 4586.70, Tk. 50.62 and Tk.
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30.00 respectively. In this system loan was repaid by the income from
homestead, borrowing, business and services. Expenditure on social
affairs was made only from crops. Business and services rendered cash to
business. Savings was made mainly from crops and services. Total cash
interflow of System-1 was Tk. 2878.94 of which 52.87% was spent on
household consumptions.

Cash interflow among enterprises/activities of System-II is shown in
Table 3. In this systems crops also rendered higher amount of cash (Tk.
1122.81), followed by homestead (Tk. 498.60). Contribution of livestock
and fisheries in this system was Tk. 120.36 and Tk. 16.33 respectively.
About half of the cash income (Tk. 524.10) from crop was spent on that
enterprise and the remaining income was spent on household
consumption (Tk. 489.22), livestock (Tk. 24.00) and repayment of loan (Tk.
71.83). Small portion of cash income from crops was saved (Tk. 13.66).
Major portion of the income from livestock was spent on that enterprises
(Tk. 103.33). Though homestead rendered a significant amount of cash,
but cash expenditure on that sector was very small (Tk. 3.00). Monthly
cash expenditure on crops, livestock and fisheries were Tk. 599.35, Tk.
177.33 and Tk. 0.50 respectively. On the otherhand, in this system
homestead, crops and services provided cash for repayment of loan.
Expenditure on social affairs was made from selling land. Saving in this
system was made from homestead, fisheries, crops, selling land and
services. Total cash interflow of System-ll was Tk. 2306.29 of which
39.74% was spent on household consumption purpose.

Table 4 represents the cash interflow among enterprises/activities of
system-lll. Among the sources of cash income, business rendered the
highest amount of cash (Tk. 408.18) followed by crops (Tk. 385.81).
Fishreries enterprise was absent in this system. Cash received from
livestock and homestead were Tk. 125.47 and Tk. 66.25 respectively.
Cash expenditures on crops and livestock were Tk. 53.94 and Tk. 99.99
respectively, while no cash was spent on homestead. Crops rendered Tk.
93.33 to livestock but received only Tk. 6.66 from this enterprise. Major
portion of cash income from livestock and homestead was spent on
household consumption. In this system livestock, crops and services
contributed cash to repay the loan amounted to Tk. 40.00, Tk. 143.33 and
Tk. 20.00 respectively. Expenditure on business was made from
homestead (Tk. 13.46) and business (Tk. 212.73). A very small amount
was saved in this system from livestock, crops and hiring out labour. Total
cash interflow of system Ill was Tk. 1450.98 of which 59.13% was spent on
household consumption.

102



Islam, Bakshi : Cash Inflow in Diversified Agriculture

In Table 5 cash interflow among enterprises/activities of system IV is
shown. In this system, cash income from non-agricultural sources like
business and services was higher. It may be due to average farm size of
this system was very small. As a result farmers engaged themselves to
earn cash by non-agricultural activities. Among the agricultural
enterprises, cash income was the highest from crops (Tk. 93.41) followed
by livestock (Tk. 39.54). Contribution of fisheries and homestead was Tk.
14.49 and Tk. 12.49 respectively. No cash was spent on homestead and
fisheries. Expenditure on crops and livestock were Tk. 66.08 and Tk.13.63
respectively. In this system loan taken was repaid by income from
livestock. selling land, business and services. Business received.the
highest amount of cash from that sector (Tk. 1073.86) followed by
borrowing (Tk. 58.33). Savings was made from homestead, business and
services. Total cash interflow of system IV was Tk. 2350.67 of which
expenditure on household consumption was 42.72%.

IV. CONCLUSIONS AND POLICY IMPLICATION

Among the farming systems included in the study, it was found that
cash income from agricultural activities in the systems having more
enterprises is higher. Crop was the dominating enterprise in providing
cash to the farm families followed by livestock. Homestead also played a
significant role in rendering cash. Among the enterprises, cash
expenditure was also higher in crops followed by livestock in system |, I
and IV while in system Ill it was higher in livestock than crops.
Performance of fisheries was lower in rendering cash in all the systems. It
was because, farmers culture fish mainly for home consumption. The
results of the study show that, though large portions of the cash incomes
from different enterprises spent on consumption purposes, but there was
an interrelationship among the enterprises, that is, income of one
enterprise was used for the production of other. The inter-relationship
exists not only among the agricutlural enterprises, but also among other
activities like business, selling labour, service, repayment of loan, social
affairs, etc.

Policy Implication

The study suggests that in diversified farming the enterprises are
interdependent to each other to a greater extent. The cash income from
one enterprise is spent tor another enterprise and the farmers have to
make a plan to combine the enterprises throughout the year. As the
income from one enterprise is used for the production of another
enterprise, so a study of this kind deservs a great attention to gear up the
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production activities of a farm family in different areas of Bangladesh. Still
fish is being produced mainly for home consumption, but there is a greater
scope to increase family income by introducing improved cultural
practices. Same is true for rearing poultry birds. Some of the
non-agricultural activities such as petty trading, services, weaving and
sewing etc., where small farmers may work along with their farming
should be introduced and these sources of income is supplementary to
farmings.

Table-1 : Land use in different farming systems of a village Kazirshimla

Land per farm family (ha)
Crop-Cattle-Goat  Crop-Cattle- Crop-Cattle- Crop-Poultry

Poultry-Fish Poultry-Fish Poultry Fish
(FS1) (FS 1) (FS IIl) (FS V)
Homestead area 00 0.10 005 006
Orchard 028 0.04 008 -
Ponds 007 0.03 - 004
Crop land 18 125 042 0.34
Total land 22 142 055 044
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RURAL DEVELOPMENT AND LOCAL GOVERN-
MENT IN BANGLADESH : PROBLEMS, PROSPECT
AND DILEMMAS

BADIUR RAHMAN *

INTRODUCTION

Rural development is a process of government. it may be defined as
an attempt to restructure the government'’s relationship with its non-urban
population rather than as a sectoral programme, project or an agency. It
encompasses the whole range of inter-relationship between technical,
economical, political and social change [1; 52, 2]. It involves both
governmental and non-governmental efforts.

While considering some of the structural constraints, problems and
political dilemmas of administering rural development in Bangladesh, E.L.
Tepper is of the opinion that the relative absence of institutionalized
groups and the difficulty in creating them is at the heart of the
development problems and the creation of such groups become a critical
task for any government seeking rural transformation. This is an aspect of
the problem of rural development that seems both crucial and virtually
unexplored in a developmental context, and the absence of organized
broad-based rural groups is a primary stumbling block for any efforts at
local reform. While this phenomenon is difficult to adequately
conceptualize or document, it apparently underlies much of the usual
neglect and governmental helplessness in the countryside [2; 29]. The
bureaucratization of reform efforts and the cost of bureaucratization is
another problem inherent in rural development efforts. Given the nature of
rural existence only programmes with government support, and built into
the governmental machinery can hope for sustained success. Tepper
concludes that the need to rely on government to take action combined
with the need to adapt existing governmental muffusil institutions leads to
thorny problems of rural development [2; 52].

* Managing Director, Palli Karma - Sahayak Foundation. The paper expresses the views of
the writer only and is not connected with the organisation he is associated with.
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I EFFORTS FOR RURAL DEVELOPMENT

Historically speaking, it appears that in this part of the sub-continent,
in the absence of private organizational capacity for innovation and
change, all rural development became "governmentized"”, assumed as a
duty of the Government; this led to reliance on the district gridwork to
implement rural change .... Centralization, as well as fragmentation, is
inherent in district organisation. Rural development requires reform of the
government machinery and a vigorous local government. This again
requires decentralization from the collectorate and a system of local
government with power close to the ‘grass-roots’. Yet reform efforts within
the government and by the government seemed always to end with
reinforced potency at the district level [2; 52].

However, despite the above dilemmas inherited from the past in
administering rural development, there were certain factors favourable for
rural reforms in the countryside, when Bangladesh became independent
in 1971. There were certain inherent dynamism in the economy, which
may be pointed out as follows :

(i Bangladesh has established a unique national identity through the
process of freedom struggle and war of independence.

(i) Bangladesh society has also achieved a substantial degree of
vertical social mobility. The Bangladesh society in general is not
differentiated by castes or tribes but mainly by differences in wealth
and education. Such differences are more amenable to reduction
through policy intervention.

(iii) Although numerous, the poor and the disadvantaged groups in
Bangladesh have displayed a remarkable resilience to survive
against most adverse circumstances including repeated and severe
natural calamities. When properly organized and supported, these
groups show a very high degree of efficiency not only in resource
use but also in savings, insvestment as well as technology
adaptation and entrepreneurship.

(iv) Women in Bangladesh are poised to play a more significant role in
the development process if they can be brought to the mainstream of
development process.

(v) Over the last three decades, Bangladesh has gained valuable
experience not only in the mechanism of social development based
on innovative grassroot experiments but also in the process of
structural adjustment needed for short term stabilization and long
term growth [3; chap. 1, para 1.1].
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< After emergence of Bangladesh, there occurred a structural
transformation of the government to the unitary system, in place of the
previous federal structure of government during the British and Pakistan
periods. Such development was duly reflected in the Constitution of the
country in the context of local government as well, salient features of
which were as follows :

(1) There would be locat government in every administrative unit;

(2) Such local government would be entrusted to bodies composed by
elected persons;

(3) The foundations of local government units will be prescribed by the
Act of parliament relating to administration and the work of public
officers, administration of public order and preparation and
implementation of plan; and,

(4) The Parliament would confer powers on the local government bodies
to impose taxes for local purposes, fo prepare budgets etc.

It we consider the efforts for rural development made in the past in this
part of the Sub-continent as a process of the government involving an
attempt to restructure its relationship with the rural population, we find that
in such efforts local government institutions imposed or introduced from
above in the country has always been closely linked up with local
administration. The closeness of the link varied over time [1]. It is also true
that over the years with attempts to move the locus of activities closure to
the local populace, there has been a gradual awareness about the
possibilities for peoples' active involvement in local level planning for
rural development through local government institutions and local
administration in the country.

Attempts at planning rural development at Zila-Upazila-Union-Village
level :

Similarly rural development when considered as a comprehensive
development strategy involves the following, "the first task that -
immediately emerges for us is to design new institutions and policies
commensurate with this strategy. All institutions and policies.inherited
from the past must yield to the new ones. If the new strategy is a complete
reversal of the previous one obviously the institutions and policies of the
past cannot be appropriate for the persuance of the new strategy [4].

Although the experience and tradition of local government is more
than a century old and ailthough Bangladesh inherited an elaborate
system of local government as a form of decentralization from the past, yet
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there ‘appears a lack of consistency in their pattern and functioning [5].
Thus, M. Faizullah in his important study on functioning of local
government in Bangladesh observes the following - -

e Functionally as well as structurally, a number of mutually
inconsistent patterns are operating in the Country. At the same time,
search for and experimentation with newer patterns has not yet ceased.
No national consensus has apparently emerged. The local government as
a national sub-system is yet to settle down. What still remains basically as
an offshoot of colonial and federal tradition, has to be boldly restructured
consistent to the overall governmental super-structure of a unitary state as
well as to the requirement of an independent and developing country.
This would call for a clearly laid out policy with regard to the structure,
functions, finance, management, centre-local-relationship and other
related critical issues”.

Without going into details about the various structures of local
government bodies-and their functions in the country, mention may be
made of the efforts at planning rural development at various levels of Zila,
Upazila, Union and Village and inadequacies of such efforts.

a) Zila Level :

The Task Force set up by the Government in 1990 on
"Decentralization of Development considered various issues of politics
and administration involving the structure and functioning of Zila Parishad
in the ‘Country ~ After examination of various issues in this connection, it
observed fhat there was a continuously negative balance between the-
periods from 1983-84 to 1987-88 regarding receipts and expenditure of
25 Zila Parishads in the old districts. Further, there was ‘substantial
expenditure incurred by the Government in infrastructral development
involving housing facilities (FFYP earnmarked an allocation for Tk. 600
crore) for the Chairmen. With regard to the question of economic viability
of the Zila Prishads, experiences were similarly-negative and were
considered as.a move towards political centralization and conducive . to
the growth of political centralism.. - - -

On the-other hand, opinions have been expressed that the political
role of local government representatives is yet to emerge clearly [6]. The
shifiting of political pattern in the country from parliamentary to one party
system. then to presidential type; afnd back to parliamentary system,
intercepted by two spell of military, government, have not allowed' the
politics in the country; a sustained-natural growth. As a result, the role of
local govrnment as an: important source of political training remains
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greatly ‘unréalized. The tradition” of local government as an'input to
national politics is yet to emerge clearly and take root in the country. '

Historically speaking, Zila Parishads gave local councils deep root in
the countryside. It also displayed a capacity for leadership for many
national leaders, who had their initial pofitical training either as a member

_or chairman of the Zila Parishad. Besides, it also played an imporiant role
in_planning for local level development. With the introduction of
martial-law in the 60s, the system was discontinued and the Deputy
Commissioners mere made the Chairman of Zila Parishads. It had never
regained its own status since then again as a local government body.
Experiences has been the same in successive regimes as well. This had
become a common paitern in case of local government in Bangladesh, so
that central government would find it easy to mobilize the local bodies for
its political ends and the local bodies also would readily respond.

There also has been opinion, howsoever tentative it might be in
nature, to the effect that the present vacuum in the national leadership of
people, having experiences in tunning local government bodies and
knowledge and appreciation of the problems of local administration are
because of the discontinuation of Zila Parishad as a local government
body. Indeed, the system of Zila Parishad provided the local leaders with
first-hand experience of local problems and local administration in the
“district and imparted the political training required or expected of a public
representative and/or a leader for playing a positive role later in running
the affairs of the country at the national level.

b) The Upazila Level :

' The upazila system introduced in 1982, having deconcentration of
administration and devolution of authority as its objectives, opened up
opportunities for development with a growing awareness and interest in
local level planning [7; 13]. It also opened up new opportunities for local
level-development at village level through various government and
non-government efforts for drawing up local plans and/or programmes
and for their implementation by organising and involving the villagers.

For the purpose of local level planning, the upazila system had the
specific objectives of (i) reduction of dependence of the rural people of the
national government for meeting the needs that can be met locally and
development of self-reliance in the process: (i) mobilization and utilisation
of local untapped resources; and (iii) direct involvement of the local
government in planning and implementation of the projects which are
purely local in nature. Without going into details about its various
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distinctive features, either as a local government body -or as a local
administrative unit-and without attempting to assess its various impact in
the political, administrative and development process, the following
comments may be made on the implications of the system as far as local
level planning is concerned [7; 30]..

i)  The upazila system is percived by many to have taken away the
vigour and energy of the union parishad, the lowest and basic level of
local government, which now have to look up to upazila parishad for
funds.

i) On the other land, while distributing funds to the ‘unions, upazila

- parishad Chairman is motivated politically without due consideration

to project viability and importance resulting in scattering and wasting
away of scare resources. :

iii) There is a feeling that in the name of decentralised framework of local
__ administration, planning and development, the opposite of what, has
been professed, has been. Practised. The Government.has, by law,
adequate degree of regulatory control over the budgetand accounts

of upazila parishad. bo

iv) There is strong evidence of lack of fmanc:al dlsmphne and
; _accountaballty

v) Besides, government also retains overriding control over actwmes of
Upazila Parishads. Through issuance of plethora .of directives,
circulars etc., upazila parishads have been reduced as mere
eﬂensnon of the central govemment to execute actwmes at the local
Ievel

It appears that since the antroductlon of the upazila system in 1982 in
successive years the financial allocation out of the annual development
programme (ADP)-have been reduced substantlai!y The local currency
allocation under the usual ADP sectors/projects also’shrank considerably
and in' addition; the expectation:that national ' projects wor: diversible
components thereof 'included-imbthe "ADP, ~which “are :suitable for
implementation locally, would be transferred to the respective Upazila
Parishad, also did not 'materialise. This is shown in the table below
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Table—1 A}Iocauon oi deveiopmem assistance: grant for Upaznlas and its
uhlnsat:on (1983-84 to-1989- 90)

£ : (Taka in crore)
Year Development Assitance Utilization (%)
Fund to Upazila
1983-84 ' | 170.95 ' UG
1984-85 200.00 81
| 1985-86 200.00 ) 84
-1986-87 ' ~-160.00 53
1988-89 200.00 66
1989-90 70.00 Not available
1990-91 : 40.00 g -

Source : FFYP 1990-95 Chap. XXI; Adapted from Table 21.1 and 21.2

As regards other sources, the upazila parishads failed to mobilize
substantial amount of resources. Thus, it appears that during 1986-87 (i)
nearly one fourth of the upazila parishads could not raise any revenue
from their jurisdiction; (ii) The upazila parishads (460 in numbers) could
collect only Tk. 30.78 crores from local sources, out of which only Tk. 2.07
crore were collected as tax (i.e. only 6.7% of the 'total local resource
generation of the upazila parishad); (iii}y 53 Upazila Parishads raised
taxes which was above Tk. 0.1 lakh only. During 1987-88, the upazila
parishads collected a total amount of Tk. 38.40 crores from local
resources. The range of local résource mobilization and number of
Upazilas belonging to each range is shown in Table-2 below :

Table-2 : Characteristics of revenue collection of Upazilas during 1987-88
,and 1988-89

Range (m Lakh Taka) Number of Upazilas
1987-89 | 1988-89
1. 0-011 iy A B e
2. 0.1-05 135 A
o M e > PrIANEGd! y g 179
4, 1015 bk 70 : 99
5. 153.0 45 56
6.  3:.0:&above . 2 4 q > |8
"Total 460 BQy 9 460

Source : FFYP 1990-95 Chap. XXI: Adapted from Table 21.4

125



- Bangladesh Journal of Political Economy

Despite reduced allocation of development assitance grant to Upazila
Parishads, because of lack of capacity and for various other reasons,
many of the upazilas could not even spend the allocated amount and the
total unspeent balance remained at about 24.13 crores in 1988-89. This is
shown in Table-3 below : . 1 /|

Table-3 : Amount of unspeent balance of de#elopment assistance grant to
upazilas (1988-89)

Unspent Balance (in lakh TK.) No. of Upazilas
Nil 65
les than 0.1 lakh 123
1-10 lakh 185
10-20 lakh 62
22-40 lakh 23
above 40 lakhs - 2

Total : 460

Source : Monitoring and Evaluation cell, Local Government Division, Ministry of Local
_Government, Rural Development and Cooperatives, Oct. 1990.

An evaluation of the development activities undertaken by the upazila
parishads till 1989-90 incdicates that the number of schemes undertaken
were. too large in number. There was a large propensity for distributing
money. union-wise rather than on the basis of need of any area and/or
quality of the projects. In formulating projects, there was not adequate
consultation with the departmental technical personnel or with the local
people. :

It will thus be evident from above that generally speaking, the main
objectives like reduction of dependence of local bodies on the national
government for resources which can be met locally and on self-reliance,
mobilization of local resources and reduction of direct involvement of the
national government in the development activities which were purely local
lin nature, were hardly realised.

Regarding the role of upazila in planning local resource mobilization
and in organizing the local people for local level planning, it was also far
from satisfactory. Available evidence indicates that a good number of
studies have been made with regard to the mobilization of local
resources. All these studies pointed out very poor state of affairs in this
regard [8; 163]. The upazilas acted as little _more than a central
government agency, the-local level planning mechanism was virtually
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non-existent and it had- not fundamentally -affected the relationship
between local government institution and the villagers as far as their
involvement was concerned.

c) The Union Level. - :

Local governmient unit§ in‘the past were introduced and imposed from
above. But the union, while doubtiess important as a political unit, whose
antecedents ‘go back for a century, is not coterminous with indigenous
social‘groupings. Indeed, in drawing up its overall external boundaries, as
well as its ‘internal electoral wards, inevitably little reference was made to
"local village”. Thus, the "rice-roots” level of local’ government lumped
many "natural groupings" together, on the one hand, and on the other,
served in many instances to cross-section them representationally [9, 10,
11]. ! _

The Union Parishad plays an important role in local administration at
the union level. The union level of developmental organisation has, of
course, been one of the administrative tools in the recent past.
Unfortunately, few studies” examine in details the role of the union
parishads in fusing rural administration with development efforts. The
evidence is at best mixed, regarding judgment on the union’s
effectiveness as an organisational tool for rural development [8; 163].'In
this ‘context, questions have been asked that if it is true that large parts of
the countryside consist organizationally of small groupings that overlap
territorialy and structurally into-larger ‘ones, then what strategy is relevant
for the social organization of rural development and how should local,
indigenous social forms mesh with organizations evolved by government
to produce growth and innovation [12; 135-6].

in the above context, academics and professionals opine that the
basic problem revolves round finding appropriate organizational
techniques for diffusing the innovations associated with development to
the myriad overlapping communities. in rural areas. However, despite
inadequacies of union as a "supra-village development unit”, the Union
even as an arbitrary agglomeration of villages, and.the Union. Parishad
through its continuation as a local government body dating back to 1885,
appear to have gained certain roots with the villagers. '

Through neglect and lack of proper care, supervision and attention,
the Union Parishad had failed to perform its due role. The revenue budget
of the union parishads (4401 in number) varied from Tk. 16.40 crore in
1988-89 to -only Tk. 28.00 crore in 1990-91. The tax base'of Union
Parishads remains very narrow: Although there is a requirement that
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unless a particular union parishad collects at least 75% of the amount of
its assessed holding tax and unless at least 25% of its budgeted amount
is spent for maintenance of existing roads and culverts, the ‘concerned
Union Parishad becomes ineligible for receiving grants/funds from the
central government, this was never followed. Bcause of various other
reasons to be stated later, the union parishad as an institution has failed
to perform its due role, although there.is growing realisation that to make
the upazila panshad effective, the union parishad must be activated and
because of its acceptance at the local level and because of. its
potentialities, it can perform its desired role in bridging the gap between
the villagers and the Upazila Parishad.

d) The Village Level

Mention has already been made about the importance of village as an
unit of development. With a. view to generating awareness about the
socio-economic problems facing the rural populace and involving them in
solving their own problems, certain reforms were introduced causing
significant departure from the past, during the Swanirvar movement and
during the establishment of Gram Sarkar, Gram Sarkar was introduced on
the basis of experiences of the Swanirvar movement in the eighties.
However, although Swanirvar Movement is still continuing its
programmes in the rural areas with slight deviations from its pronounced
objectives of the past, the experience of Gram Sarkar was too short-lived
and could not bring about any lasting impact in bringing about desired
changes in the structure of local government for the following reasons [7;
47,13;26-8] :

(a) Gram Sarkar was set up in isolation from the main structure of the
local government and no linkage was established with the existing
institution of the Union Parishad.

(b) The possibility of developing any indirect or informal relationship
between the Gram Sarkars and the Union Parishads was also closed
by disqualifiying the sitting members and Chairman of the Union
Parishads to be chosen as office-bearers of Gram Sarkars.

(c) Gram Sarkars were introduced too soon without preparing the ground
for the same and these were expanded all over the country much too
rapidly.

(d) The institution of Gram Sarkar was used for political: purposes and

there were undue interferenees by the ruling political party in
choosing the office-bearers of the Gram Sarkars.
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(e) No training was provided either to the Organizing Committee
comprised of officials at the Thana level or the office bearers of Gram
Sarkars about discharging their functions and very few knew what
were the next steps.

() No supervision was maintained from the government side as to how
the Gram Sarkars were functioning and in fact, no capable machinery
for the necessary supervision even existed.

(g) Strong local organizations like Youth Complexes were created and
vested with unprecedented powers that subverted the authority of the
existing institutions as well as of the Gram Sarkar.

The Committee For Administrative Reogranization/Reform set up in
1982, after carefull deliberations about the above inadequaries, however,
nevertheless felt strongly about the need for an organization at the village
level. It concluded that some kind of village organization was needed and
that more thought should be given to the issue, $0 that mistakes made in
the past could be avoided.

The Task Forces, set up by the government in 1990 were similarly
unanimous on the need for grass-root level organization based in the
village. The Task Force on Decentralisation concluded by suggesting two
alternatives for a village level structure : (a) the structure that is integrated
into the Union Parishad, thereby widening its participatory base: (b) the
structure that evolves itself through the collective effort of the villagers
themselves and recognised and supported by them. The Task Force on
Poverty Alleviation similarly was_ unanimous in recommending an
institution at the village level.

Il. LOCAL LEVEL PLANNING : OBJECTIVE CONDITIONS

Interest in local level planning and village level studies and
programmes in Bangladesh is of recent origin. Recent interest in local
level planning can be traced to the following two main reasons "(a) The
failure of top-down planning to be realistic due 10 lack of adequate
feed-back from planning bodies at sub-national level and (b) the failure of
conventional planning to ensure participation of local people in the
planning and implementation process, which is largely held to be
responsible for dismal performance of the planned development efforts in
particularly the rural sector” [14; 6].

The failure of conventional top-down planning over the years in
ensuring participation of the local people in the process of local level
planning and in its implementation, has led to gradual awareness and
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increasing interest in local level or ‘bottom-up’ planning. In an éffort
towards decentralization of the planning process within a participatory
framewaork, active involvement of the villagers at the local level becomes
obvious and availability of detailed informations collected locally becomes
a precondition before which any meaningful attempt can be made in
drawing up a local plan. It is only of very very recent orging that there is an
attempt at gradual establishment of a functional system of data collection
and its utilisation at the village level through peoples' participation.

However, lack of adequate and reliable information and acute paucity
of data has been a characteristic phenomenon in this part of the
sub-continent. We find evidence of it as early as in 1871, when District
Administration Committee Report observed :

"..... It has happened that in the province [Bangladesh] we have held
the longest....we have less knowledge of or familiarity with the people than
in any other province, that.....authority is less brought home to the people,
that the rich are less restrained and the poor and weak less protected than
elsewhere and that we have infinitely less knowledge of statisical,
agricultural and other facts” [15; 44]. ]

Surprisingly, the position has not since improved or changed much
even after more than a century has elapsed. Thus, of all the agencies,
Bangladesh Bureau of Statistics while starting at last with its experiment
on development of a system of village level statistics comments in 1986
thus:

"....Government agencies carrying out censuses and surveys on
several subjects also collect statistics as by-products of administration.
Very rarely these statistics become available to the people or even to
government agencies at local levels. Moreover, all the statistics that are
required at the Mauza/Union/Upazila for planning and preparing
development projects are never fully covered by Government
organizations. A great portion of Government socio-economic statistics
are collected through sample surveys and these cannot be disaggregated
at the Mauza/Union/Upazila level” [16; 1].

Stressing the need for development of village level statistics, based
on collection and utilization of informations by the villagers themselves
and suggesting such village level statistics collected through people’s
participation as an essential ingredient of the whole process of planning
from below. we find clear recommendations.

"We have some attractive statistics at the national level such as 1.5
million tons of food shortage or 6.1 lakh tons of fish production (in (1980)
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in the country. But if we request our planners to give us the village-wise or
union-wise break-up of these figures, they are not in a position to do so.
How then have we calculated these national figures? We suspect that
these figures are unreliable. A national plan must not be based on
cooked-up data. To our surprise we find that Planning Commission has
even prepared a 47-sector input-output table with neatly calculated
co-efficients. It is desireable that we go to the villagers and collect our
basic statistics first, instead of indulging in above kind of guess-estimates”
[17; 4].

In addition, it may be relevant in the above context, to point out the
following objective conditions prevailing in the countryside for
adminsitering rural development :

a) Lack of organisations or organised groups and the difficulties in
creating them become obvious and is particularly true when we are
confronted with absence of such organisations at levels of union
(4401 in numnber)/village (85650 in number), below upazila (460 in
number). It is felt that village development is dependent more on the
existience and development of local government institutions or local
organisations, rather than on the availability of adequate resources
and/or finance. Capital is no doubt an important pre-condition and is
crucial for rural development, but certainly lack of adquate finance is
not the most important constraint.

b) Itis universally accepted that local government institutions are to play
a key role in rural development. However, the role of Union Parishad
(UP) as the basic local government unit has been greatly undermined
over time. Acting merely as appendages of local administration and
being under the control of government officials and for various other
reasons, UPs failed to perform its role properly in organizing the
villagers or taking up various development programmes by involving
the villagers through their active participation either in the drawing up
of local plans or in their implementation. The importance of activating
the UPs can hardly be over-emphasised, so that the UPs can play
their due role.

c) Whatever development efforts were undertaken by the government in
various sectors through local administration and local government
.nstitutions in rural areas in the past, the felt-needs and requirements
of the majority of the villagers were not met and could not be reflected
adequately in such development programmes, because of lack of
their adequate representation in these bodies, on the one hand and
because of influence of rural elites to mould the decisions in their
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favour and/or because of various social, religious and other reasons
and impediments, on the other.

d) An all-round village development process can only be possible by
ensuring adequate representation and the involvement and
participation of all sections of villagers through various organisations
of their own and through drawing up of a local plan through
mobilisation and use of local resources.

e) Drawing up of a pragmatic and realistic plan and its proper
implementation requires creation of well-coordinated working
relationship between the villagers, their representatives and
government officials, identifying problems facing the village and the
villagers, based on informations coliected through village surveys and
mobilising and using available local resources through imparting
regular practical training to them with particular emphasis on creation
of small organized committees and local workers in each village. It is
of primary importance that awareness, confidence and consciousness
among the villagers are created for the purpose.

f)  Attitudinal change and clear perception of the villagers, their leaders
and the government officials is a pre-requisite and requirement.
Through motivation and practical local training on a regular basis,
such changes in attitude can occur and can be brought about. This is
further facilitated when there is an opportunity for free and regular
exchange of ideas and experiences among all concerned
participating in an open meeting and on a regular basis. A village
level worker of any age can play a leading role in creating such
awareness.

It, thus, becomes apparent that when emphasis is on decentralization
of the planning process within a participatory framework in Bangladesh,
(a) the village becomes the focal point; (b) organizing villagers or
development becomes crucial and (¢) drawing up of local plan by
involving the villagers themselves becomes the pertinent issue. This leads
us fo the next part of our discussion, which introduces village in the
politico-administrative set up and the socio-cultural milieu of Bangladesh
and analysis why despite its being the most natural of human
communities and despite its acceptance and recognition locally as the
basic unit, it has failed to perform its due role in rural development efforts
made so far.
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I, THE SETTING WITH THE VILLAGE AS THE FOCAL POINT

Despite the fact that various local government and local adminsitrative
units at zila, upazila and union levels were introduced and imposed from
above in the past at different times for administering rural development,
however, the village has always maintained and continues to maintain its
own identity by dint of its own characteristic features, tradition and
separate entity. The village stands on its own as the most natural of
human communities and as the basic unit in the developmental structure
of the country, considered in the politico-adminsitrative set up and the
socio-cultural context of Bangladesh.

To each and every villager in Bangladesh, it is very clear to him as to
what village is his own. By entity, geographical boundary, family tradition,
social custom and values, the village stands on its own and it can be
clearly defined from sociological, socio-conomic, anthropological,
historical, political, geographical, revenue and/or administrative points of
view. The definition imples various distinct aspects like village social
system, patterns of authority in villages rural social structure, social
organization, decision-making process in the rural political structure,
socio-economic condition influencing rural life in a village etc. etc., that
have 1o be taken into-account while describing it fully. -

The perception of village as a separate and an independent unit in
the development structure of the country, dates back to various Official
Records, Documents, Reports of Commissions and Committees. Thus, for
example, the Royal Commission upon Decentralization in 1909 reports :

" ....We are of opinion ..... that the foundation of any stable edifice
which shall associate the people with the adminsitration must be the
village. It is probable indeed that the scant success of the efforts hitherto
made 1o introduce a system of rural self-government is largely due to the
fact that we have not built up from the bottom.

....... The village should, therefore, be the ordinary unit of
administration” [18; 699-703].

However, despite clear perception in the mind of each and every
villager in Bangladesh as to what village is his own and despite clear
recommendations as mentioned above in various writings and Reports,
this has nothing to do with the way in which the concept of village is being
used for revenue administration and for other administrative purposes in
the day-to-day business of the government or is being reflected in the
revenue and survey maps of the Government. For various reasons, it has
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not yet been reflected in the administrative structure of the country and it
has failed to perform its due role in the rural development efforts. In this
connection, the following may be mentioned :

(1) There were gaps in the perception of the village when used for the
purposes of the Government in the sense that village was used
inter-changeably to convey almost similar meaning as census village,
mauza, revenue village or natural village etc. Even in official statistics,
there were contradictory, confusing and often, different estimates shown,
reflecting inadequate awareness of the policy makers about a village. This
is shown in Table-4 below :

Table-4 : Number of Villages in Bangladesh

Year Villages Year Villages

1978 68018 1882 85650

1979 68385 1983-84 85650

1980 85650 1984-85 85650

1981 85650 1985 86170
91470 (census 1986 85850
village '79)

Source : a) Compiled from Statistical Year Book. Bangladesh Bureau of Statistics, Dhaka,
Government of the People’s Republic of Bangladesh, 1975-1985.

b) Upazila Statistics, Bangladesh Bureau of Statistics, January 1985.

c) Directorate General of Land Records & Surveys, Government of the People’s
Republic of Bangladesh. Dhaka 1987.

(2) Wide variations among the Unions in respect of area, population,
resource potential,s number of villages comprising a union, efc. etc. with a
uniform number of elected Union Parishad leaders in each institution
created difficulties for the Union Parishad as an institution towards playing
any meaningful role in village development, in organizing villagers for
rural development or in ensuring their participation in various
development programmes. Because of lack of proper care and attention,
weak leadership, bureaucratic control etc. reducing these as mere
appendages of local administration, scanty resources, manipulation and
interference in their functioning for political purposes etc. these could
hardly play any such meaningful role

(3) Similarly, if we consider the number of Upazila-wise number of
Unions or Union-wise number of villages, it will be apparent that more or
less an uniform set and number of government officials as per a fixed
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organogram has been posted to each Upazila for implementing rural
development programmes, regardless of the magnitude and the problems
and prospect for development in respective upazilas, wide variations in
respect of their area, population etc. This is shown in Table-5 & 6 below :

Table-5 : Number of Union-wise villages in Bangladesh

DIVISION

Number Dhaka Chittagong  Rajshahi  Khulna  Unions | percentage
of villages

01-18 582 670 388 620 2260 51.40%
19-20 12 53 87 155 417
21-22 136 34 136 47 353 24.20%
23-24 97 ) 64 43 25
25 &above | 280 360 445 1 1076 24.40%
Total 1197 1208 120 876 4401 100%

Source : Bangladesh Bureau of Statistics, Statistical Year Book of Bangladesh, 1985, Dhaka.

Table-6 : Number of Upazila-wise Unions in Bangladesh

DIVISION
Number Dhaka Chittagong Rajshahi Khulna Number | percentage
of Unions of Upazilas
0104 4 2 7 7 38 8%
0509 50 45 65 47 207 45%
10-14 52 32 0 37 161 35%
15-19 10 16 0 5 41 %%
20 & above 3 S 1 nil 13 3%
Total 119 122 123 % 460 100%
Source : Bangladesh Bureau of Statistics, Statistical Year Book of Bangladesh, 1985,

Dhaka.

The above reflects the inadequacy of the present governmental
system in tackling the enormous problems of administering rural
development, inadequate awareness among the policy-makers regarding
the nature and scope of the problems of the administration of rural reforms
in the country-side and points to the short-comings of the system in
developing villages, even if there were willingness and commitment to do
S0.
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In the absence of any organized form(s) of local government, it fell on
the shoulder of the Government to administer rural development in the
villages. Because of lack of adequate appreciation and awareness of the
problems to be encountered in the administration of rural development in
the countryside, the size and number of bureaucracy thinly spread over
the countryside upto the lowest level was most inadequate and insufficient
. for the above purpose. However, this remains an area, which though
recognised long back by the Government, continues even today. We find
mention of the problem in District Administration Committee Report
1913-14 thus:

» .. The old Bengal, Bihar and Orissa Province was an impossible
charge and the Eastern Districts [Bangladesh] were the least favoured
portion thereof ..... altogether this difficult country, the most thickly
populated rural part of India was administratively starved” [19; 16].

In attempts for rural development, similar lack of awareness,
perception and neglect on part of successive governments can be marked
in recognising and accepting village as the basic unit and their failure in
taking steps, so that it is duly reflected in subsquent rural development
efforts. This is amply reflected, when after years of experiment with V-AID
approach of community development, the Comilla model of rural
development was introduced in the mid-sixties and when M. Mujibul Huq
puts it succinctly thus :

w ... After several years of piecemeal efforts at rural development
through experimentation of various professional models (each of which
became the fashion of the day at the time, when it was practised), it was
thought that a newer campaign was called for. The very call .... after
decades of hectic activities in this sphere exposes the fundamental
misdirection of the whole effort. All the fanfare and the rhetorics which
accompanied the launching of each and every experimentation only
conjures up in one’s mind the hi-fi nature of the commercial advertisement
of the modern times.

...... In the professional search for development, everyone started
looking for brilliant theories and formulas, they forgot the very villager for
whom the entire effort was supposed to have been mounted originally”
[20; 16].

We find echo of the same in the Fourth Five Year Plan document as
well. where it has been opined that the development process in the
previous years initiated by the national plans had to a considerable extent
bypassed the rural communities of the vilages. The institutional
weaknesses of the relatively centralised nature of development
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adminsitration were the major bottlenecks. The following major constraints
and deficiencies in the institutional development can be identified :

(1) In most cases, rural development institutions were developed as
extension of Government bureaucracy, rather than as people’s
organisations with lack of awareness and informations about the

poor.
(2) Institutions, by and large, were controlled by the rich/influential class

without much provision for protecting the interest of working sections
of the community. :

(3) In most of such institutions, people’s participation and control were
lacking, resulting in failure to provide a forum for collective
decision-making.

(4) The major objectives of such institutions were seen as distributing/
utilizing resources injected from outside rather than mobilizing local
resources.

(5) Over the last three decades (1960-1990), the rural development
experiments under various ministries/agencies have spread all over
Bangladesh. However, these still remain uncoordinated among
themselves as well as with the macro-plan of the country and as such
their potential cannot be fully realised [3; Chap.-1, para 1.54].

The neglect of the village and of the villager, as reflected in rural
development efforts of successive Governments comes 10 pointed focus,
when S.M. Keeny, Sr. with his life-long experience of working in the
economically developing countries like Bangladesh, writes :

" . We had better learn to go out and talk to the people themselves. The
biggest surprise is how much commonsense illiterate village people have.
Their answer make as much sense as some of those which come out of
the Universities. This is because they are down to earth and they face the
dirty facts of life. They have very little theory in what they say, but they do
have a great deal of experience. For that reason, | think that fewer surveys
need to be done, because researchers are likely to get what they want to
hear and what is popular at the time" [S. M. Kenny Sr. Quoted in 20; 20].

IV. THE LOCAL LEVEL PLAN : A MODEL

In the decade of 1960s, experiments in local level planning at the
thana (present Upazila) level started with Comilla approach of rural
development through Bangladesh Academy for Rural Development
(BARD). However, after independence and during 1970s, some
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weaknesses of the programme were identifid. Thus, various evaluation
reports indicated that (a) there was dominance of the comparatively richer
farmers and under-representation of the small farmers and landless
labourers in the village level organizations, (b) the rate of landlessness in
the rural areas had been increasing at a faster rate and (c) although the
agricultural production increased, the non-farm activities were not
supported as per requirement. In view of the above, BARD later modified
and developed a project, the general objective of which was to alleviate
rural poverty through a comprehensive village development programme
through utilising local level resources and creating linkages with higher
level development institutions [21]. Similarly, the Swanirvar Bangladesh
also started with its experiments of local level planning involving all
sections of the village community and encompassing all important sectors
of development and developed a model for participatory process of
development from the grass-root, providing opportunities for bottom-up
planning [22]. Experiments in local level planning have been and are also
being undertaken elsewhere in the country [3; chap-l, Il, iv, 23, 24].

In the above experiments, emphasis was given on community
participation in the backdrop of experiences of success and failure and
lessons learnt in continuous sessions of group discussions, meetings,
on-the-job experiences, training programmes involving villagers, their
representatives and office-bearers of the village organizations and
officials held at regular-intervals. The above experiments show how
people's participation can be an essential ingredient in the process of
local level planning at the village level, where the focus is on organizing
villagers for rural development with emphasis on their active involvement
in the process of planning. The following main components of the model
that have emerged out of the above experiments and experiences, may
be pointed out : [24; 25-6, 3; chap i, ii, iv & x].

i) Village Survey : Survey in prescribed form is being conducted under
overall superivision of UPs in each and every household for obtaining the
socio-ecomomic conditions prevailing and for determining existing local
resources, potentials for their mobilisation and needs of the people. This
also forms the data base for drawing up of the village plan. A Village
Book, being a compilation of detailed statistics on each household and on
families divided into five socio-economic groups in each village, are
prepared in each of the villages of a Union Parishad on the basis of
informations obtained during the house-to-house survey and conducted
by volunteer workers who were mostly educated unemployed youth in the
village.
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ii) Organization : A village organization has been formed in each village
comprising representatives of villagers elected through consensus from
five occupational socio-economic groups, (namely, farmers, youth,
women, disadvantaged group/agricultural labour and other vocational
groups), as per information obtained though conducting village surveys
and preparation of village books by the villagers themselves. In addition,
creation of willing workers and organizing them has been another
objective.

iii) Village Plan : A village plan is drawn up in each of the villages of the
Union, on the basis of information colected, decisions reached in open
meetings involving utilisation of local resources and developing strategies
for implementation of the drawii-up plan.

iv) Coordinated Training and Or'entation : Regular training and orientation
for implementation of rural c=elopment programmes and projects are
provided through coordinated - pen meetings and sesssions involving the
villagers, their representatives and officials/employees serving at
upazila-union-village level. Training is also imparted to all concerned
under the philosophy of original TTDC concept for motivating them for
implementation of various programmes and creating awareness among
them. In addition, steps are taken for monitoring and evaluating various
programmes undertaken through discussions, exchange of experiences,
meetings at village/union/upazila levels at regular intervais.

The following main aspects of the above format for drawing up a village
plan and the programme of action linking up village, Union and Upazila,
may be mentioned :

i) Organizational Structure :

Number
Upazila
(Upazila Parishad)) “an
|
Union
(Union Parishad) a0
iz
Village '
(Village Development Committee) e
I
Villagers
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ii) Village Deve?apmenr Committee :
Chairman and 11 members :

Representation from Farmers 3
* " Youth 2
y i Women 2
Agriculture Labour/Landless 2
! " Other Vocational groups 2
Total = 11
iii) Sectors of the village Plan :
1)  Public Health 7) Education
2)  Tree plantation 8) Family Planning
3)  Agriculture/irrigation 9) Pisciculture
4)  Sports/Cultural Activities 10)  Livestock
5)  Family Health Care 11)  Cooperatives/Loan

6) Cottage Industries

The various stages for a decentralized planning process within a

participatory framework at the Union level with villages as constituent
sub-units at the grass-root level may be enumerated as follows :

i)

Preparation of survey forms; ii) Selection of villages; iii) Regular
meetings of officials/employees and villagers and their
representatives in phases; iv) Training of officials/employees V)
Orientation, Training and motivation courses at village level; vi)
Selection and training of village workers for conducting village
surveys; vii) Conduct and compilation of survey results and
preparation of the village book; viii) Formation of groups and
selection of representatives for the Village Development Committee;
ix) Formation of Village Development Committee and training of the
office-bearers of the committee; x) Preparation of the village plan
(quarterly, six-monthly or annual); xi) preparation for conducting next
annual survey; xii) Monitoring and evaluation of various steps taken
and of various projects/programmes: xiii) Finalising the village plan
efc.

With information collected through the above stages and processes

over a prescribed time frame and considered as ingredients for drawing
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up of a village plan in various sectors, the union/upazila plan is drawn up
through collating and compiling the respective village plans.

The following aspects of the above participatory process of local level

planning may be emphasized :

i)

ii)

V)

It shows how an evolutionary process aiming at establishing a
functional system of collection of statistics at low cost and its
utilisation for drawing up a local plan by villagers at the grass-root
level can be developed. In other words, it shows that villagers,
particularly the educated unemployed youth can be entrusted with
the responsibility for finding out the socio-economic condition of each
family in a village, identifying the problems of each family with
suggested solutions and it has proved that villagers themselves are
competent and qualified for conducting village surveys in the most
inexpensive way. In addition, the involvement of the villagers in
collection of information about themselves creates not only an
awareness but also leads to an urge to improve their condition by
themselves. The conscientization process starts working.

It has produced a format that shows how the three crucial glements in
the implementation of the development process in rural Bangladesh,
namely (a) the villagers (b) their representatives and (c) government
officials/employees can be integrated and linked up in the planning
process.

It shows that it can help in creating awareness among the villagers in
identifying local problems and in finding out ways and means for
solving these through optimum mobilization and utilisation of local
resources.

It can help in the creation of institutional groups and volunteer
workers.

It can help in narrowing down the gaps in perception on village
development among the government officials and make them more
pragmatic in their aproaches towards implementing respective
departmental programmes and projects and through interaction,
motivation, training and exchange of experiences, make them more
responsive to the needs of the villagers.

The experiments have further shown a) how a village plan can be

drawn up and prepared by the villagers themselves on the basis of
conducting house-to-house surveys in each village; b) how a village plan
can be linked up with the Union plan; and c) how it can be integreated
with the Upagzila plan.
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It may be relevant to emphasis here that there need not be any rigid
pattern of this planning process. It would take better shape as experience
of local planning increases.31 The important thing is to employ and
accelerate such endeavours through existing local government
institutions. If the responsibility for creating participatory planning are
shared by union parishads under the overall supervision of the Upazila
parishads with focus on village initiative, local government institutions as
a whole would come to the forefront of the development process.

Participatory Decentralized Local Level Planning

The need for the preparation of the participatory decentralized local
level plan was identified in almost all the previous Five Year plans,
particularly with focus on the village, but very little could be done in this
field so far. The Fourth Five Year Plan (FFYP) has defined human
resources development in terms of increased consciousness of the
people at the grass-root level to identify their own problems and prefer
their own plans. This also is the most critical factor for achieving
self-reliance in the economy through mobilization of untapped local
resources for development. The steps suggested in the plan for promoting
participatory decentralized planning within a time-frame are as follows [3;
para 2.28] :

(i) Central Government officers in charge of development activities
located in Upazilas would identify development programmes
/projects'activities of their respective Minsiters/departments/ agencies
to be executed in respective Upazilas.

(i) The Upazila Parishad would identify how these projects would be
integrated in their plan, if necessary, and also would identify
strategies to participate in the impelementation of these
programmes/projects/ activities, where necessary.

(iii) The Upazila Parishad would prepare programmes/projects/ activities
complimentary to be above central programmes/ projects/ activities,
so that their impact on output may be maximized.

iv) On the basis of the above information and actions, the Upazila would
prepare its own programmes/projects/ activities. in consultation with
concerned government officials in the Upazila and the concerned
public representatives of the local government institutions. These
draft programmes can them be circulated to the Union Parishads for
wider discussion.

v) The Upazila Parishad could firm up the estimates of their own income
from tax and fees raised locally. This estimated, along with the
central grants, to be received by the Upazila would be firmed up
along with draft Upazila Plan for discussion in the Union Parishads.
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vi) The first draft of the Upazila plan to be known as the Upazila
consultative plan, would be prepared after receipt of comments from
the various Union Parishads. The plan document further suggests
that the first three items of the above exercise should be completed
during March-April and the last three items during May-June, of every
year.

In addition to the preparation of the above Upazila consultative plan,
a sepearate parallel exercise should be undertaken for the preparation of
a bottom-up participatory plan for the Upazila. The proces for preparation
of such a plan may be as follows [26; 8-9, 3; chap |l, para 2.25-2.29].

(i) Each village in the Upazila forms a Village Development Committee
linked to the Union Parishad. To begin with, the initiative can be
taken by the Union Parishad and by the relevant Ward Member.

(i) The village Development Commitiee undertakes a comprehensive
household survey for the village, identifies and organizes functional
groups for preparation of development projects with local resources
and development inputs that are available from the Upazila and the
Union Parishad.

(il A series of coordination meetings would be held at every Union
Parishad with the relevant government officials located in the Upazila
and the Unions for examining the feasibility of the Union Plan and for
firming them up.

(v) The various participatory Union Plans so prepared, would then be
discussed in the Upazila Parishad. This would be known as Upazila
Participatory Plan.

(vi) The Upazila Parshad would then reconcile the Upazila consultative
Plan, preapared through a top-down process and the Upazila
Participatory Plan prepared through a bottom-up process with each
other, with emphasis on participation and decentralization, as far as
possible. The first four steps may be taken during March-July, of a
particular year.

Regional Plan

The Task Force on Decentralization is of the view that the 22 former
district councils located in the old District Headquarters can be converted
into the Regional Planning Bodies. The Planning functions on a regional
basis centering on old District. could be entrusted to these bodies. These
bodies will have nothing but planning, monitroing and evaluation
functions. The specific functions to be assigned to these bodies may be
stated as follows: [26: 9-10]
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(a) dealing with inter-Upazila planning for development;

(b) providing input support to the nationally organized projects in
respect of planning, monitoring and evaluations; and

{c) providing planning support to the Upazilas.

If the Zila Parishads are reorganized as Regional Planning Authorities
(RPA), the question of their relationship with the Central Planning
Commission will have to be determined. The Task Force feels that it is too
early to speculate on the relationship untill local level planning is
institutionalized and placed on a sound footing. The creation of RPA is a
move towards institutionalization process in local level planning. At the
initial stage, the relationship between the Central Planning Commission
and the RPA would be one of continuous interaction and constant task, if it
is felt that the RPA can effectively provide planning support for such
nationally organized projects as Agriculture, Irrigation, Fisheries and Area
Development Programmes. Evidently for operatianalizing the above
concept, the existing Zila Parishads need a pool of skilled manpower
conversant with planning, monitoring and evaluation functions. These will
have to be accomplished by realocating the needed personnel from the
planning cell of line ministries, autonomous bodies and the Planning
Commission.

Integration Of Sector-based Planning With Socio-economic
Group-Based Planning.

The group-based approach is emphasized in the Fourth Plan
because in the sector-based approach, the relatively poor and the
disadvantaged remain scattered in the ceonomy and it is difficult to
integrate them with the planning process. Therefore, if sector-based plans
are integrated with group-based plans, there will be greater possibilities of
poverty alleviation along with rapid economic growth. With this end in
view, the entire population of Bangladesh has been divided into ten
socio-economic groups. These groups are:

() Landless agricultural labour; (ii) Small farmers (0.5-1.5 acres of
land); (iii) Medium farmers: owner-cum-tenant (1.5-5.0 acres of land);
(iv) Medium farmers: owner cultivators (1.5-5.0 acres of land), (v)
Large farmers 5.0-10.0 acres of land), (vi) Very large farmers (More
than 10 acres of land), (vii) Rural formal (households, ‘mainly rich,
engaged in the non-agricultural sector. (viii) Rural infromal
(households, mainly poor, engaged in the non-agricultural sector),
(ix) Urban informal (households, mainly poor, engaged in the
non-agricultural activities) and (x) Urban formal (households, mainly
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rich, engaged in the non-agricultural sector) taged. They account for
about 50 percent of the total population. Therefore, even after their
direct integration with the sectoral programmes, it would be
necessary to formulate special programmes and projects for them for
rapid alleviation of poverty [7; 40-1].

The FFYP proposes as one of its major strategies, integration of
group-based planning with sector-based planning. This is based on
argument that without the above strategies, in the past the poor and the
disadvantaged had been pushed to the periphery of planning and the
benefits of development did not adequately percolate to the poor and the
disadvantaged groups. The objective of poverty alleviation and
employment generation has been linked to human resource development,
which envisages promoting the ability of the poor and the disadvantaged
to plan for themselves and create new employment oppertunities. The
plan further maintains that the widespread prevalence of poverty in
Bangladesh is significantly related to the lack of organizational strength of
the poor. It has been found that the poor and the disadvantaged, if
organized, can have better access to credit and other input services, even
when they are virtually assetless. If adequate credit is made available
through their organization, they can help create their own
income-generation avtivities. This has been a major lesson from Comilla
approach, the Grameen Bank, and the Swanirvar-loan programme. [27;: 1

The integration of this objective with the goal of self-reliance would
imply that necessary conditions need to be created, so that the poor and
the disadvantaged themselves are able to prepare projects for their own
upliftment through proper organization. In addition, if credit and related
input delivery system for them can be expanded through appropriate
institutional framework, the overall savings, investment dnd the growth of
the economy would be enhanced. In order to achieve these, each sectoral
plan should contain programmes and policies to help and support the
disadvantaged groups. Proper implementation of group-based planning
would need integration of decentralized participatory micro-planning with
macro-planning.

Within the above framework, the villagers would be able to identify
their own problems and priorities and prepare their desired projects. In
order to facilitate such bottom-up planning, it would be necessary 1o
establish agriculture-oriented educational curricula, health service
facilities, institutational banking facilities at the village level especially for
the landless and the subsistance farmers. Integration of Union based
programmes at the Upazila level would lead to a decentralized Upazila
plan. To have a desirable decentralized Upazila plan, it would be
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necessary to consolidate and coordinate in each Upazila, traning and
support services for agriculture and industry as well as marketing facilities.
Further, if properly coordinated Upazila plans are duly integrated with the
national plan, it would help to ensure regional balance in the country's
macro-planning process.

V. FOCUS ON POOR

It has been described: earlier how people's participation can be an
essential ingredient in the process of local level planning at village level,
where the focus in on organizing villagers for rural development with
emphasis on their active involvement in the process of planning.
However, the present magnitude, deteriorating trends and alarming
incidence of poverty, particularly in the rural areas, has necessitated
increasing attention to be paid for developing suitable strategies through
both governmental and non-governmental efforts and their involvement at
the grass-root level in poverty alleviation programmes and in local level
planning. Thus, decentralized participatory planning has been described
as the most critical input and as well as output of the Fourth Five Year
Plan. In the context of the above, we would like to discuss certain aspects
of local level planning where particular emphasis is given on organizing
the poor and the disadvantaged groups comprising mainly the landless,
the subsistence farmers, the rural and urban informal groups, who
account for about 50% of the total population.

The Task Force on poverty alleviation identifies three major avenues
for poverty alleviation, e.g. (i) through enforcing higher investment in
social sectors such as health and education, leading to enhanced human
capabilities and improved living standard indicators; (ii) through fostering
a higher growth process by way of complex interplay of macro-economic
policy instruments suitably attuned to sustain a reasonable growth in
incomes of the rural poor and (ii) through promoting targeted income-and
employment generating programmes designed to-provide the “safety net’
to the vulnerable segment of the rural poor who may have been otherwise
left out from the mainstream of market-based normal development
process.

While the first two strategies involve governmental intervention at the
macrolevel and should be seen as the prime components of any drive
towards poverty alleviation, it is obvious that the efforts have to be
supplemented by some programmes specifically targeted for the poor.
Targeted self-employment schemes can be implemented under various
institutional arrangements. Indeed, available evidence suggests that
about one fourth of the rural households fall into the category of the
hardcore poor who lack land as well as non-land assets. A part of these
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households would, of course, be benifitted by the trickle-down effects
ensuing from the general growth-oriented programmes. Undoubtedly,
many of these households would still remain outside the purview of such
growth-oriented programmes and they have to be provided with a kind of
'safety net' through various special wage and self-employment schemes.

While discussion on the frist two strategies are somewhat outside the
scope of this paper, mention may be made about the third strategy pointed
out above. Experience in Bangladesh shows that various schemes for
poverty alleviation with the above objectives in mind, are being
implemented at the moment with varying degrees of intensity of input
support (such as credit, training extension, support services etc).

Poverty Alleviation Programmes of Government Organisations (GOs)

Targeted schemes which would mainly benefit the poor form a
considerable part of the government run poverty alleviation programmes.

Poverty Alleviation Programmes of Non-Government Organisations (NGO)

The number of non-government organisations have increased
significantly over the year. Although Bangladesh has had a tradition of
substantial socio-economic development undertaken through voluntary
efforts and activities through voluntary non-government organisations,
professionalism and specialisation among the NGOs are only phenomena
of recent origin. Also, NGOs in recent years have expanded their activities
over large areas and in different fields.

NGOs are registered with the goverentment under the Voluntary
Social Welfare Agencies (Registration and control) Ordinance of 1961
and the Foreign Donation (Voluntary Activities) Regulation Ordinance of
1978. According to information available, about 13,053 organisations
(mostly of local club types e.g mother's club, youth club etc.) are
registered with Directorate of Social Welfare under 1961 Ordinance and
527 organisations are registered with NGO Affairs Bureau under the 1978
Ordinance to date.

The increasing number of NGOs registered with NGO Affairs Bureau is
shown below in Table-7:
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Table-7 : Number of NGOs Registered with NGO Affairs Bureau
; (1981-1991)

Category Year
1081 | 1982|1983 | 1984 | 1985 | 1986 | 1987 1988 | 1989 | 1990 | 1981
1. Foreign NGos el 731 B| ™| ®| 8| | s 8| %) 106
2. Foreign-Aided
Bangladesh NGOs{ .| ol 77| o 112] 18] 157| 191 ] 241| 203 421
Total 113| 135 12| 175| 192 | 209| 245| 280 | 330} 383 527

Source : NGO Affairs Bureau, Dhaka, July 91

The number of projects undertaken by NGOs alongwith its financial
involvement have also been increasing over the years, as will be evident
from the table below : -

Table-8 - Number and Cost of Approved Projects Undertaken by NGOs
(1988-89-1990-91)
(Taka in Crores)

Year Number of projects Cost of projects
1988-89 162 279.85
1989-90 188 1088.26 *
1990-91 465 639.20 **

* Including FFW programme projects exceuted through NGOs.
=+ Excluding FFW programme projects executed through NGOs.
Source : NGO Affairs Bureau, July '91

The expansion of activities in various sectors alongwith their
financial involvement has also been phenomenal. This is shown in Table-
9 below :
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Table - 9 : Number of Approved Projects Sector-wise with Estimated cost
in 1990-1991 (July-June)

(Taka)

Sl Sector : Number of Estimated cost
No. Projects
1. Integrated Rural Development 82 270,50,55,615/00
2. Family Planning 47 23,67,98,686/00
3. Income generation/Training 32 50,28,58,056/00
4. Women's Development 34 18,36,32,068/00
5. Health 38 118,46,26,111/00
6. Education 47 32,25,40,863/00
7. Adult education 7 5,69,74,802/00
8. Relief & Rehabilitation 24 31,90,77,252/00
9. Motivation 15 1,92,56,623/00
10. Agriculture 10 9,52,01,354/00
11. Fisheries 5 6,56,10,525/00
12. Legal Aid 10 1,90,45,230/00
13. Rehabilitation & Blind

Mentally handicapped : 14 30,23,21,661/00
14. Child Development 11 8,07,27,817/00
15. Children home Orphanage 1 9,07,27,814/00
16. Environment & Forest i 49,74,025/00
17. Public health 5 18,06.72,105/00

465 639,20,55,179/00

Source : NGO Affairs Bureau, Dhaka, July, '91.

The above programmes, which are mainly targeted for the poor and
the disadvantaged, cover a wide range of activities. Their experiences
and expertise in various aspects of development can be used as an
important internal resource for national dvelopment in general and
poverty alleviation in particular. More specifically, NGOs can play an
effective role in working with the poor at the grass-root level in areas
involved in addressing the determinants of povenrty, creation and testing of
new ideas, methods, programmes and strategies of poverty alleviation
through social experimentation, conscientisation, awareness building and
training among the poor, their skill dvelopment, acting as pressure groups
elc. Having advantages in the areas of management, autonomy and
flexibility, the NGOs can perform better if they are given the task.
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The Fourth Five Year Plan recognises the importance and

contribution of all the different types of NGOs and seeks to utilize their
service in a more cost-effective and co-ordinated way. The following
special aspects are stressed in the Plan in expanding the roles and
impact of the NGOs for benefiting the poor and the disadvantaged in the
process of local level planning : -

a)

b)

c)

d)

e)
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The NGO activities, should supplement the main thrust towards
decentralized participatory planning with Upazila as the coordinating
unit. All NGO activities, therfore, have to be coordinated at the
respective Upazila and Union level.

Where the NGO activities have to be specific target group oriented, it
would be advisable to fix income generating targets for the
respective income groups and specify the strategies through which
these poorer income groups can graduate to self-reliance over a
specific period of time.

Past experience shows that the most critical input for increasing the
capability of the poor and the disadvantaged is access to supervised
institutaional credit. Therefore, all NGO programmes should aim at
increasing the capability of the poor and disadvantaged to save and
invest over time, so that a NGO can gradually withdraw its activities
from the concerned area at an early date and shift its activities to
another area not yet covered by such programme of graduation to
self-reliance.

As far as possible, the government should also encourage the
voluntary type NGOs which depend on their own resources for
delivering services to the poor and the disadvantaged. The
Government should also try to enhance the capability of the
community to take the responsibility of looking after its poor and the
disadvantaged since without this pre-condition, activities of
aid-financed NGOs would not be sustained for long.

Information to be given by the various NGOs operating in the
particular Upazila about their likely development activities, so that
these can be coordinated and integrated with other Upazila
activities. No formal mechanism now exists for this purpose.

NGOs get their funds from outside and conduct their activities in
relative isolation. In some areas, this can lead to duplications and
overlaps in the activities of NGOs and other government
organizations. In future, the chances of such duplications and
overlaps have to be avoided. It is expected that the NGO activities
will be better coordinated in future by the NGO Affairs Bureau.
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There is need for broad-based coordination of various poverty
alleviation programmes (PAPs) whether sponsored by the government or
the NGOs. The coordination may be in terms of various aspects of PAPs,
viz., content, formulation, design and implementation. The coordination
should lead to a level where the various PAPs supplement each other
without stifling the dynamism and experimentation under individual PAPs
i.e., the coordination should be more of-an indicative rather than
regulatory nature. As coordination will also involve implementation,
regular monitoring of various PAPs will be needed. Such monitoring to be
useful guides to others should emphasise transparency of actions on the
part of their sponsors. Given that poverty alleviation is a major goal of the
five year plans, government may wish to assess how institutional
capabilities may be developed and/or strengthened for taking up this
coordinating role.

Unfortunately, there is a lack of in-depth objective study systematic
and adequate knowledge about the effective collaborative and
complementary role that can be played by NGOs alongwith governmental
efforts and there is hardly any worthwhile study analysing and evaluating
the role of NGOs indicating i) the potential for sustainability of any
particular type of poverty alleviation programmes; ii) comparative cost
effectiveness of various such programmes; iii) desirable institutional
arrangement for future programmes and; iv) appropriateness of any
agency-government. NGOs or both for implementing such programmes.
Frankly speaking, the process is virtually non-existent now.

V1. CONCLUSION AND POLICY IMPLICATIONS

It has been mentioned above how the villagers, at the grass-root
level and the villages, as basic units and the most natural of human
communities in the country can be organized and linked up in the
development process, with focus on organizing villagers within a
participatory framework, so that people's participation can be an essential
ingredient in the process of local level planning. Such a process
obviously has its problems, constraints and dilemmas. A perusal of
various relevant issues in connection with the process of local level
planning, analyses of various canstraints involved, suggested alternative
modalities for overcoming the same and developing possible mechanism
for integrating national level planning with local level planning through
interaction of both governmental and non-governmental efforts, implies ‘a
painfully protracted process.' 3
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Experience shows that if an attempt has to be made in organizing
the villagers, making them more responsive to their needs and conscious
about their capabilities, there is no doubt that a rethinking is necessary
about the role and responsibilities of the existing local government bodies
if these are to play an effective role in village development. Besides, a
new thought has also to be given on the present administrative structure
and governmental system requiring changes in its perception and outlook,
its responsibilities and its present role in village development. Briefly,
some of these may be pointed out as follows :

LOCAL GOVERNMENT BODIES
a) Union Parishad

i) In the context of village development, Union Parishad (UP) as the
basic elected representative body in rural areas has a crucial role to
play. As UP is the only link between Upazila Parishad and the
villagers, steps are to be taken to make the body effective by
strengthening and activating it, so that it can play the desired role in
village development. Similarly, an effective’ Union Parishad is also a
requirement, if it has to implement the decisions of the Upazila
Parishad properly. In addition fo the Chairmen of UPs who are voting
members of Upazila Parishads, remaining members can also play
an effective role there as its members Dy merely attending
deliberations of the Upazila Parishad as observers.

i) Experience shows that although in each union, there are three
wards, each having three members, the ward members, excepting
their own village or adjoining villages in a particular ward, are not
very keen in taking interest in the development of the remaining
villages of a ward. Although a ward may comprise of several villages,
it may happen that-out of three members in a particular ward, 2
members could have been elected from the same village, while
other remaining villages remain unrepresented or respective
member/members do not show any interest in those villages for
obvious reasions. A member is always alert not to lgse the support of
members of the big ~"Goshthi*/""Goshthis" in-his own village, as their
support is the determining factor and is very crucial for his winning
future elections. As such he takes more interest in his own village to
the detriment of interest of remaining villages of the ward.

In the above backdrop, division of UPs on single-member wards i.e
into 9 wards (Ideal situation would be ‘one village one ward’) will be
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appropriate at the present stage for the sake of achieving the objectives of
better representation of the village or villages and pinpointing
responsibility of a particular member for development of the village or
villages falling under his jurisdication. It is hoped that as a result, the link
between the village and UP will get closer and the UP leadership will
bceome more responsive to the needs of the respective village/villages
under his jurisdiction. This is shown in Table-12 below, where it is
apparent that under the arrangement, in more than 50% of the UPs a
member will each be responsible for only upto 2 villages, in 32% of the
UPs, a member will be responsible for 2-3 villages, while in only 16% of
the UPs, each member will each have more than three villages under his
jurisdication.

Table-10 : Number of Villages per Ward Member's Jurisdiction under 9
Ward Union Parishad System

Village Nerer of Viko/ Union Percentage
Villages
01-08 Below 1 465 11%
09-18 01-02 1795 41%
19-27 02-03 1422 32%
28 above 3 above 719 16%
Total 4401 100%

Source : Statistical Year Book of Bangladesh, 1985, Bangladesh Bureau of Statistics,
Dhaka.

i)  Union-level government employees (about 15-16 in number) or the
office-bearers of various institutionalised groups should be linked up
with activities of UPs, so that UPs may grow to be more active and
responsive.

iv) Arrangements have also to be made for ensuring regular audit,
inspection and more frequent visits of the bodies by respective
supervisory officials.

v)  The traditional functions of UPs dating back to British period should
be suitably amended or changed to incorporate newer and more
appropriate functions, like, conducting village surveys, responsibility
for family planning, mobilizing and increasing local resources,
training, supervision of primary education, pisciculture and clearing
of derelict tanks, tree plantation, tax coliection, active co-operation
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towards creation of local institutionalised groups and/or
organizations etc. And fixing targets for these to make them more
useful for village development.

(b) Upazila Parishad :

The Task Force on decentralization of development is open minded
about the continuation of the Upazila system. However, if the system is
retained, the Task Force has suggested specific areas of
intervention/adjustment (Chapter VI of the Report) that need to be
considered. Considering the merits and demerits of its being retained as a
local government body vis-a-vis as an unit of local administration,
however, it may be opined that with continuation of the Upazila system as
a unit of local administration, it can play its desired roles better as (i) the
training & development centre (old TTDC concept) : (ii) in monitoring and
evaluation of development activities, particularly those having financial
involvements ; (iii) conducting proper audit and inspection of Union
Parishads; (iv) producing a format showing how three crucial elements,
namely (a) villagers, (b) their representatives, and (c) government officials
and employees can be integrated and linked up in the planning process
and for providing checks and balances, in establishing rule of law and in
providing justice againgst excesses committed in the rural areas.

(c) Zila Parished :

Zila Parishad should be introduced as a pure and simple elected
local government body. It can have important planning functions as welll.

2. NATIONAL TRAINING INSTITUTIONS :

Rural Development Academies both at Comilla and Bogra can play
an effective role in exploring various alternative models of village

1. It may be relevant to mention here the experiences and the relationship of local government
body (Zila Parishad) and local administration (District Magistrate) in the decentralized planning system,
which was introduced in India in 1985 and which is now in its 3rd year. The main features of the system
are as follows : (a) in the district, there are two tiers-one a deliberative and approving body, designed as
the District Planning and Coordination Council (DPCC) and the other he'm[g the executve arm of the
DPCC, which functions as the actual Planning Agency and is known as the District Planning Committee
(DPCC); In the DPCC, the Zila Parishad Sabhadhipati (Chairman) acts as its Chairman and the District
Magistrate acts as its Member-Secretary. The other members are, on the one hand, the Heads of the
Standing Commitiees of the Zila Parishad, the Sabhadhipati of all the (Block-level) Panchayats Samities.
and the Chairman of the Municipalities of the district and on the other all, the district-level officers in a
disirict, and the representatives of the Stalutory Authorilies in the district. The Sub-divisional Officers are
invitees 1o the DPC; (b) The DPC is regarded as the real execulive arm of a slightly bigger general body
called the District Planning and Coordination Councial (DPCC) wheih has all the members of DPC plus
the Minister (s} hailing from the district, MPs and MLAs of the district DPCC has the Minister hailing from
ne district as its Chairman fon rotation. if there are several Ministers). the Zila Parisnad Sabhadhipan as
the Vige-Chairman and the District Magistrate as its Member-Secretary; (c) The DPCC is a General Body,
meeting wice or 5o in a year, while the DPC, the execulive arm of DPCC, keeps on meeting frequently
and regularly. It may be noted that through the composition of the district set-up. the refationship between
the Panchayats and the all other depariments and agencies in the district has %een well defined. Defined
also is the relationship between the Zila Parishad Sabhadhipati and the District Magistrate and also that
between the Panchayatls members and other elected representatives.
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deviopment, preparation of planning manual, identifying problems,
prospect and their solution etc. Besides, National Institute of Local
Government, Public Administration Training Complex, other training
institutions, Bangladesh Civil Service (Administration) Academy and office
of Divisional Commissioners and Deputy Commissioners can also play a
significant role by experimenting on various alternate models of village
development and suggesting measures to be adopted by the government.

Collaboration between GO/NGO/LGO efforts for rural development

There is a prospect for exploring and identifying areas where
suitable collaboration can take place among the GOs/NGOs/LGOs in this
regard at the local level.

3. NGO AFFAIRS BUREAU

i) NGO Affairs Bureau in consultation with the concerned
Ministries/Divisions of the Government might coordinate and take
steps, so that a checklist can be prepared identifying areas and
activities from the macro-level down to the lowest tier at the local
level, where NGOs can participate actively and contribute properly
as per their specialised expertise and skill.

i) NGO Affairs Bureau can similarly play an effective role while
approving projects, so that those areas and activities are given more
emphasis and attention by the NGOs, where governmental efforts
are inadequate. Similarly, in least developed and depressed areas
of the country, NGOs may be encouraged by the Bureau to take up
suitable projects.

iii) Similar co-ordination can also take place between the Bureau and
foreign fund giving agencies, whereby NGOs may be encouraged
and pursuaded to formulate their projects in such a manner, as
having a mix and blend of components like awareness building, skill
development training and conscientization etc. alongwith a built-in
provision for provding credits later on, so that the poor. after being
conscientized, after a reasonable period of time can have access to
resources for their self-employment.

iv) Alternatively, the Bureau can divert the relevant NGOs to Palli
Karma-Sahayak Foundation, which have been established recently
for helping the poor, the landless and the assetless in order to
enable them to gain access to resources for productive undertakings
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by providing assistance. in various forms and manners including
financial, institutional, advisory and training, to non-government,
semi-government and government organizations, voluntary
societies, local government bodies etc. As partner organizations.
The ADAB can play a helping role in this connection through
coordinating among the Bureau, the Foundation and the NGOs.

The Bureau can also coordinate with the foreign fund giving
agencies, so that resources are diverted more to capacity and/or
institution building of the NGOs involved particularly in village
development and poverty alleviation activities rather than alocating
funds as more cost of projects. Also there is need to ensure that
gradually and over time, the programmes can be adequately
integrated with the existing indigeneous system.

If necessary, the capacity and role of the NGO Affairs Bureau Should
be enhanced.

4. AREAS OF FURTHER INTERVNETION/ADJUSTMENT :

(@

()

Government should consider other areas of decentralization
including administrative decentralization, cooperations, privatization
and NGOs or organization like the Grameen Bank.

Government 'should also seriously consider other issues raised in
the Report of the Task Force for Decentralization of Develpment and
other Task Forces as well and suggestions made in the Revised
Draft of the Fourth Five year plan of the country.

5. ROLE OF NATIONAL GOVERNMENT AND ITS COMMITMENT :

a)
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Besides making necessary changes as suggested above, existing
operational arrangement for administering rural development at the
national level need be reviewed and be given a fresh look. In the
context of possible changes envisaged in the local government
bodies, the capability of Ministry of Local Government should be
increased keeping in mind the potential increased responsibilities to
be thrust on it. Besides, other concerned Ministries which are directly

~ relevant to the activities involved in village development and poverty
alleviation should also review their present role, working
procedures, duties, responsibilities and job descriptions of officials at
Upazila/District level, so that the activities of the concerned agencies
are geared up to meet the needs and requirements of the local
bodies and are allowed to function in the same direction.
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b)

c)

d)

Target-oriented activities of the officials can be linked up with their
performance with arrangements for appreciation of those who fulfil
their targets. Most important of all, government must be fully
committed to the successful implementation of the programmes and
in bringing about the suggested changes in the local bodies.

Government should draw up clear policies, so that NGO activities
can be integrated as items in various sectors of the local plan at
respective levels of village, union, upazila and upwards, thereby
enabling these to play the expected supplementary,
complimentary/collaborative and innovative roles in a meaningful
way. It is high time the process starts.

NGOs can also paly an important role in local level planning by

. training concerned people in the techniques of participatory

development and income generating activities. For this purpose,
NGO progammes shall have to be substantially restructured, so that
they can work more effectively for graduating target groups into
self-reliance within a given period of time. This would also facilitate
their withdrawal from a given area after a certain period in order for
them to cover new target groups in selected new areas without much
strain on their employees.

Finally, it can be concluded that the process of rural development

and local level planning is a difficult and time-consuming exercise and
requires cansidered and planned programme of action and its constant
evaluation. Besides, full commitment from the policy makers, sincere
efforts for its implementation, refiection of which should filter down to the
lowest tier and very conscious attempts can be said to be necessary
pre-conditions in this regard.
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But reliance on the market system often does not produce better
results, especially when results are judged in terms of human lives and
freedoms and not in terms of commodity productions only. The state can
play an important role in chenneling the fruits of growth into the
enhancement of human freedoms through public provisioning. It can also
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contribute much to health and nuritional care and to basic education even
when the country is still very poor, and these couniries do not have to wait
patiently for the market to do-its. magic before turning 1o improving the lives
of the miserable. The role of public action can be very impo_rtani not only
for equity but for efficiency in securing human freedoms and dignity
Adversarial pressures that a pragticing damocracy can generate would
have given governments and public enterprises significarnit-political
incentive to deal with several important problems, - including
environmental protection. While democracy is rightly seen_as an
intrinsically valuable (in this it differs from the markets), democracy also
has an important instrumental role in fostering efficiency and safeguarding
equity. [11; 544-5] !
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EXPORT-LED INDUSTRIALIZATION IN BANGLADESH :
PROBLEMS AND PROSPECTS

JYOTI PRAKASH DUTTA *

1. PRELUDE

"Import-substitution policy is older than the Industrial Revolution.
Actually, the latter was ignited when this polciy was changed into one of
export promotion [1; 1-17]" . It is so argued because the textile industry-
the original leading sector in the first take-off" of Great Britain [2; 53],
flourished in the 1760s primarily under the aegis of the Calico Act of 1721
which put an embargo on the impact of Indian cotton and, then, throguh
the achievement of technological innovations (the spinning jenny and the
water frame), improved means of transportation, rapid expansion and
control of the supply of raw materials, control over sufficiently large
potential markets both at home and abroad, for manufactured products. In
other words, both the supply and demand-related factors favourably
influenced and helped kindly the Industrial Revolution in Great Britain in
the process of which the policy of import-substituation was allowed to
precede export-promotion.

In the middle and the second half of the nineteenth century, it was
also the strategy of import-substitution industrialization (1S1) that helped
expedite the Industrial Revolution in the countries of Western Europe and
the USA [3; 95-122]. In this early process of 1SI, the governments of these
countries played an active role in protecting and encouraging the infant
industries. The most notable trait of this nineteenth century I1SI'was its
“national” character, although some countries depended on England for
finance, design of machinery and skilled manpower. There were,
however, many histroical reasons why the countries of Asia, Africa and
Latin America had not experienced ISI at the time of, or right after, the
European ISI's. the colonial policies of European countries provide much

* Department of Economics, University of Chittagong.
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of the explanation for the former two cases, while the soclo-economlc
structure helps explain the Latin American case.

World War |, the Great Depression of the thirties and Wond' war |l
induced considerable spurts of ISI in many countries of Asia, Africa and
Latin America which greatly undermined the acceptablility of traditional
ideas about international division of labour between developed and
underdeveloped countries. Albert 0. Hirschman pointed out four impulses
of ISl in this respect [4; 1-32]. These are:

(ij  balance-of-payments difficulties,
(i)  sudden deprivation of imports due to wars,

(i) gradual expansion of the economy that grows along the
export-propelled path, and :

(iv) deliberate government policy. whichever was the impulse, the ISI
strategy could not produce uniform results across the board of the
developing countries.

It is usually criticized on the following grounds:

(1) ISI has contributed to increased imports of various inputs for the
home industries and thereby helped aggravate balance of payments
crises, (I) it has led to the provision of too much capacity at the final and
too little at the intermediate stage of production giving rise to
underutilization of capacity at the final stage, [5; 62], (Ill) protectionism has
largely contributed to the misallocation of resources through distorting
domestic prices (sometimes it has caused industries to contribute
negatively to the economy’s value added), (IV) it has frequently led to
over-valuation of domestic currency causing internal terms of trade to
move against agriculture (as Pakistan did against Bangladesh during the
Pakistan period) and thereby contributing to the worsening of economic
inequality, (VI) it has exacerbated the unemployment problem of
over-populated underdeveloped countries since the production of
import-substitues has been more capital-intnsive than it would be dictated
by current factor endowment which later has given rise to a controversy
between the so-called "structural” (who emphasize limited factor
substitution, capital-biased nature of technological change, absence of
indigenous technology, etc. for such capital-bias) and "market" critics
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(who, on the other hand, point to artificial cheapening of capital by
government-induced distortions in factor prices for this capital-bias) of 1S1

- [6], and (V) last, but not least in importance, the allegation against the ISI
is that the demand-constraint provided by the domestic market has
impeded the ISI to flourish beyond a certain level. Thus "how successful
the import -substitution policies were is a matter of dispute. It is certainly
possible to argue that such policies raise as many problems as they solve
for the dependent, less developed countries” [7;218]. This
disenchantement with 1SI which came to surface during the 1960s, led a
few countries to adopt a set of measures that have come to be known as
outward looking policies for industrialization or export-led industrialization
(ELI) policies. Since then this recipe of ELI has been increasingly
advocated to be a strategy of economic development at least for three
reasons. First, ELI removes constraints imposed:by the small size of the
domestic market. Secondly, it leads to the adoption of technologies more
suited to the existing factor endowment of the underdeveloped countries.
Thirdly, manufacturing for export can contribute to overall economic
growth through establishing linkages in the economy either in a backward
( the provision of inputs) or in a forward direction (processing or other
uses of outputs). Consequencly, in recent years, it has become
fashionable for planners and policy makers to focus on the recent
development experience of four East Asian nations, Viz, Hong kong,
Taiwan, Singapore, Republic of Korea (South Korea) which not only have
achieved a phenomenal expanison of manufactured exports and attafed
almost unprecedented rates of economic growth, but also have
succeeded in bringing about an impressive structural transformation in
their economies within a short span of two decades. Whether a similar ELI
associated with outward-looking policies, in which labour-intensive
manufatured exports play a crucial role, can be suggested as a strategy of
development for the underdeveloped countries like Bangladesh, is open
to serious question for may reasons upon which the rest of the paper
intends to shed some light.

2. THE EXPERIENCE OF ELI SUCCESS STORIES

Let us, first of all, look at the growth and export performance of the
East Asian nations which have been able to adopt ELI successfully as a
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strategy of economic development. Table 1 shows that the rates of growth
of East Asian nations surpassed those of developed market-economy
countries like Japan and USA throughout the entire period between 1965
and 1989. During this period, the East Asian nations also experienced
very high manufacturing growth rates and the share of manufactured
exports in the total merchandise exports of these countries also reached
such a level in 1988 that can easily be compared with those of Japan and
Germany. Although some other countries of Asia (e.g. India, Pakistan,
Japan) and Latin America (e.g. Brazil) also witnessed moderately high
grwoth rates (both in GDP and manufacturing) during the same period, the
contribution of manufactured exports to the industrialization of these
countries was not so much pronounced as it was in the case of East Asian
nations. This is indicated in the table 2 where it is shown that the
export-intensity of manufacturing value-added (defined as a ratio of
manufacturing exports per capita to manufacturing value-added per
capita) for three East Asian nations in 1988 was the highest amongst the
seventeen countries reported in table 2. In Hong Kong, Singapore and
South Korea, this ratio was abnormally high: the weighted average for
which was 4.4 which implies that the gross value of manufacturing exports
not simply exceeded manufacturing value-added, the former was also
about three and a half times as large as the latter. Among the other
developing countries, the same ratio varied from as low as 0.12 in
Argentina to as high as 0.61 in Bangladesh. The range in the developed
market-economies was also considerable from 0.28 in the USA to 0.84 in
the UK, while the weighted average for the five developed countries:
(France, UK, USA, Japan, FRG) was 0.66.

A comparison of the manufactured exports from the developing
nations (col. A. of Table : 3) indicates that the share of developing
countries, which was 4 little more than 4 percent (col. D) in 1965, attained
a level of about 16 percent in 1989- a little less than quadruple of what it
had been 25 years earlier. Although the participation of the manufactured
exports of the world has remained more or less unimportant throughout,
its rate of growth over time was certainly remarkable, what is more
important to point out here is that only four East Asian nations, which are
commonly labelled Newly Industrialized Countries (NICs), have been
dominating the export of manufactures since 1870 (col. E).

212



Dutta : Expont-led Industrialization

Behind this miraculous growth of export-oriented industries in the East
Asian nations, multiple factors were, however, at work. For example for the
city states of Singapore and Hong Kong, because of their relatively small
population and consequently small size domestic market, no strategy
other than ELI would have had a chance to succeed ( by 1950 in Hong
Kong and 1959 in Singapore). Moreover, both these countries enjoyed
some exceptionally favorable conditions which would less likely to prevail
in today's developing nations. In Hong Kong, accumulation of industrial
experience and entrepreneural skills, availability of skilled labour and
physical infrastructure, traditional links with wealthy markets and, above
all, the laissez faire policies which, combined with above - mentioned
factors, contributed to the astonishing success of ELI strategy. The city
economy of Singapore is another "exceptional case which has made
remarkable transition from entrepot trade to manufacturing export. The
main factors that contributed to this transition were, however, the in flow of
foreign capital, availability of entrepreneurial skill and the interventionist
role of the government upon which Singapore relied much more than any
other East Asian nation. The island economy of Taiwan was also in
possession of many favorable factors liked the active role of the state in
industrialization, skilled manpower (which is still so abundant that she
exports technicians to other nations), redistributive land reform combined
with the activities of JCRR (Joint Commission of Rural Reconstruction
created Jointly by Taiwan and USA in 1948) which accelerated the pace
of rural development and agricuftural growth, large amounts of American
aid and opening up the economy to world market early in 1958-59, etc.

The ELI success story of South Korea is however, a ditferent one.
Unlike other East Asian nations, Korea had witnessed spectacular growth
since it switched from ISI to ELI in the mid 60s. Through ISI Korea had
been able not only to generate skilled manpower and entrepreneurial
skills, but also to identify the areas in which it could profitably invest.
Moreover, a successful land reform totally restructured the agrarian sector
quite in tune with industrial development. Instead of practicing a
free-market regime based on democratic norms, Korea relied on a system
of administrative guidance in which the state had played an active role.
Finally, Korea not only succeeded in attracting a large volume of foreign
capital, but simultaneously she also managed to find outlets for its
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products especially in Japan, where low-wage Korean products displaced
those of high- wage Japanese. Because of its Japanese connection and
high investment rates Korea had succeeded in moving from light
consumer goods to heavy capital goods.

Thus although these East Asian nations shared many things in
common ( e. g: availability of enrepreneurial skill, skilled manpower,
outward orientation, etc), they differed in some important respects,
especially with respect to the roles of state and market. For example,
Hong Kong followed relativel) a less interventionist and more free-market
approach. than other countries which followed relatively more
interventionist and less free-market approach (especially Korea in the
form of policies of protection and of credit subsidies.

Keeping this experience of four success stories of ELI in mind, we
now attempt a review of the economy of Bangladesh with a view to
exploring the feasibility of successful application of the East Asian ELI
model for its overall'economic development.

3. PROFILE OF BANGLADESH ECONOMY

3.1 Structure of the Economy :

Bangladesh is a low-industrial-base and capital-dearth least
developed country. The present structure of production indicates that the
economy is more service-oriented than production-oriented. In 1989/90,
the contributions of agriculture, manufacturing and services sectors to
GDP were 36.83, 5.09 and 48.58 percent respectively at current prices
(14; 532, table-1). In 1989 , gross-domestic savings stood only at 1
percent of GDP while gross-domesnic imvestment in.the same year was
12 percert requiring a huge amount of foreign resources inflow to finance
structural desequilibrium in the balance of payments [15; 220]. This was
mostly due to a very large amount of mirchandise trade deficits in the
current account indicated by an export/import ratio which generally
remains at a level much lower than one (0. 48 in 1989/90). Export (FOB)
as percentage of GDP also remained quite low throughout which was 6. 6
percent in 1989/30. In this context, two important features of the foreign
trade of Bangladesh should be mentioned. First, although manufactured
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goods dominate the structure of merchandise export from Bangladesh
(about 71 percent in 1989). it is the textiles (both jute and cotton) and
clothing that constitute the bulk of manufactured exports (about 82 percent
in 1989) (15; 234). Secondly, the structure of imports is also characterized
by the predominance of manufactured goods (63 percent in 1989)of which
75 percent is machinery and transport equipment [15; 232]. This
characteristic feature of merchandise exports and imports have compelled
Bangladesh to be a price-taker in the former case and a price-giver in the
latter. Consequently, the international commeodity terms of trade frequently
moves against Bangladesh.

3.2 Prospects of major manufactured Export items (excluding garments)

All in all, Bangladesh could not perform well on the export front since
independece. The main three traditional manufactured export items are
jute goods, tea and leather and leather products the growth of which, if
anything, stagnated throughout. Table 4 shows that like the world demand
for jute goods which consistently declined since 1981, the volume of
exports of the jute goods from Bangladesh also declined Although
Bangladesh is still the single largest supplier of jute goods in the world
market (about 46 percent in 1989), the existence of other rivals like India
and China (whose joint contribution in 1989 was about 35 percent of total
world exports), price competitiveness of synthetic substitutes, world-wide
prolonged recession, etc, indicates virtually very bleak prospects for the
growth of exports of jute goods in the coming years. Similar is the case
with the export of tea whose current export value incresased only by a
meager rate of 5 percent in a fifteen-year time (1270 to 1985), while the
correspondng rate for the world was more than 240 percent (Table 4). The
prospects of growth of tea export in the coming years is also less
encouraging not only because Bangladesh faces a good number of
strong competitors like India, China, Sri Lanka, Indonesia, Kenya, etc. but
it also lacks diversification to suit the growing needs of international
market, Moreover, the competition in tea market has become sharper as
China has switched over to the production of black tea for world market.
Consequently, between the period 1984 and 1989, although the world
demand for tea grew at a sluggish rate of 1.7 percent per annum, the
volume of export from Bangladesh during the same period declined by
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more than 7 percent. In 1989, the rank ot Bangladesh in world tea export
was reduced to nine (depending on the export value that year) with an
export value of 37.6 million doliars which was only 1.6 percent of the total
world export value. Although Bangladesh is a small exporter of leather
and leather products in the world market (in 1979 Bangladesh supplied
only 2.6 percent of world export volume), the prospects of this industry
could be brighter than that of other products if Bangladesh, instead of
exporting wet blue leather, could export crust and finished leather the
price differential between which is substantial. The government is,
however, currently discouraging the export of wet blue leather and
planning to process further this semi-finished product for which a few
projects are about to be completed. The initiative taken so far is however,
quite inadequate and more integrated and well-concerted afforts should
be undertaken to devolop this industry and make it more export-oriented.
But it should be pointed out here that a higher leval of processing will also
involve higher tariff rates which will make the marketing of the product
difficult. It is known that in the first half of the 80s, two plants for producing
leather boards develop export market only due to higher rate of tariffs.

3.3 Prospects of Ready-made Garments

The ready-made garments industry has become the largest foreign
exchange earner of Bangladesh in recent times. In 1981/82, this sector
contributed even less than 1 percent of total export earnings, while in
1990/91, its ‘contribution rose to about 48 percent. During the period
1981/82 and 1987/88, the average annual compound export growth rates
of jute goods, tea, naphtha and garments were (—)3, (-)5, (-)22 and
(+)106 percent respectively. This apparently is nurturing the illusion that it
is the garments industry which can be the leading growth propelling
manufacturing sector for the economy of Bangladesh. Apart from this
output expansion, the employment effects of this industry also seems to be
highly encouraging. In 1992, 1100 export-oriented farms registered with
BGMEA (Bangladesh Garments Manufacturers and Exporters
Association) - employed half a million workers of which 85 percent were
women. On the basis of volume, Bangladesh is the 8th largest exporter of
garments to the USA, 9th largest to Canada, 10th largest to EEC.
Officially, the average value-added of garments industry is considered to
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be about 30 percent of total value of exports on which duties are usually
assessed. But it is allegedly reported by the exporters/producers that the
actual value-added might be to the tune of 20 to 25 percent of export
value because many illegal and side payments made at various stages of
import/export creep into the variable cost of production.

However, there is much controversy over the bright prospect of the
garments industry among the exporters/producers and policy makers.
There are two schools of thought in this regard. One is aglow with
optimism, the other one, although not quite pessimistic, is rather skeptical.
According to the first one, Bangladesh has the advantage of a huge labor
force that is the cheapest amongst the textile giants of Asia like China,
Hongkong, Korea. Secondly, product diversification will further help
proliferate this industry in terms of both output and emplyment. Thirdly,
backward linkage effects through the increased use of domestically
produced fabrics, thread, polythene bags, boxes, tapes, bands, pads,
linings, buttons, zippers, pins, collar bands and the like will further help
generate employment and income in the related sectors of the economy.
Fourthly the development of dyeing, printing and finishing industry will
help increase employment and income even further if, instead of importing
finished fabrics, the gray fabrics are imported and then dyed and finished
for using in the industry.

Those who foresele rather a gloomy prospect of this industry base
their arguments on a popular view that garments industry of Bangladesh
is one of footloose character having virtually no or minimum
backward/forward linkages in the domestic economy which can not serve
the purpose of a potential engine: of economic growth. Although it has
been able to provide employment to a sizeable number of otherwise
unemployed and/or underemployed laborers of a poverty-ridden country
like Bangladesh, its contribution to the economy's value-added is still
negligible as a result of which it could not help improve the share of
exports in real GNP. Secondly, the industry is very much prone to external
shocks and instabilities because, both for raw materials and final demand,
this_industry has to depend absolutely on the foreign countries. So
sudden disruption of the supplies of raw materials or cancellation of
orders, either directly by the importers or by the direct exporters who
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sometimes sell out their quotas to other firms, may jeopardize the
existence of this industry. Thirdly, vertical integration of this industry even
to limited extent (only for dyeing, printing, finishing) in order to increase its
value-added contribution is a remote possibility in Bangladesh because it
would require huge investment, high degree entrepreneurial skill and
X-efficiency. Moreover, the development of dyeing industry based on
imported grey fabrics may also hamper the interest of the local producers
who will naturally oppose it. Fourthly, according to the latest Nultifibre
Arrangment, garments industry must use 100 percent local fabrics by
1995 which, if implemented-strictly, may bring about a total disaster for
this industry for at least two reasons. First the quantity of fabrics presently
produced in the country is insufficient to meet the growing demands of the
garments industry unless large-scale BMRE is carried out in the existing
mills. Secondly, the quality of local fabrics may be different from that of
imported ones which may not agree with buyer's specifications. It should
be mentioned here that in 1991-92, this industry imported 300 million
meters of cloth which may increase by 25 percent in the current fiscal
year. This huge amount of fabrics cannot be supplied by the local textile
mills unless they are modernized to ensure both quality and quantity. It is
observed that the existing mills are not even in a position to supply the
present quota. Finally, the prospect of further expansion of this industry in
Bangladesh has been reduced owing to the emergence of new exporters
like Bali and Indonesia and also the potential exporters like Vietnam
which has the advantage of the cheapest labor in this region. So, in order
to maintain the growth of this industry, not only the products should be
diversified, but new markets like Japan, Australia, Eastern Europe, efc.
should also be explored which are in any case difficult to achieve.

4. PROBLEMS AND PROSPECTS OF ELI IN GENERAL

Keeping the growth prospects of major export-industries as well as
the structure of overall economy in view, the feasibility “of pursuing
East-Asian-Type ELI strategy for Bangladesh associated with outward
oriented policies may be analysed. Here, however, outward orientation
means access not only to goods and services, but also to technology,
foreign investment, capital flows, etc. In this context, the following
observations may be put forward.
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(a) First, as mentioned earlier, the world economy has been in
prolonged recession specially since the beginning of the -80's and
showing no sign of recovery in the coming years, Moreover, there has
been a dramatic change in the state of world economy following the Gulf
crisis, persistence of the highest ever US trade deficit of more than three
trillion dollars, formation of regional economic blocks like NAFTA, APEC,
resurgence of protectionism throuthout the world, etc. which preclude the
possibility of getting a sufficient demand base for Bangladesh products
because of low price and quality competitiveness. The East Asian Nations
which achieved a remarkable expansion in manufactured exports during
a period when the world economy was passing through a boom, cannot,
therefore, be suggested as a modal of growth for Bangladesh because
that kind of buoyancy in the world economy had disappeared much
before.

(b) Secondly, the East Asian experience cannot be a model for
countries like Bangladesh because of the characteristics of these
economics which were specific in terms of both time and space. The
success of these countries were not only based on favourable policy
measures (e. g. exchange rate policies), as is often pointed out, but also
on any long-term factors which are mentioned earliear. Amongst these
were connection with developed economies of Japan and Western
Europe that facilitated the inflow of capital and technology and also
opened up the opportunity of using these countries as the source of
demand for their low-wage products; broadening the demand base of the
domestic market through redistributive measures like land reforms, use of
coercive measures and administrative guidance through the authority of
the state, etc. all of which are lacking in Bangladesh.

(c) Thirdly, city economies like Singapore and Hong Kong which have
no rural hinterland and therefore, were without the problem of rural
poverty, are bound to be of very limited relevance for countries like
Bangladesh in which 60 to 70 percent of total population live below the
poverty line.

(d) Fourthly, the East Asian Nations have been able to industrialize
their economies through manufactured exports at a time when not too
many competition were faced by them. But the situation has changed
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today. Too many producers with similar products are now competing to
share either the limited or slowly expanding world market.

(¢) Finally, as argued by J. B. Donges, ISI and ELI are two strategies
which are not mutually exclusive, rather are complementary to each other
and, therefore, should not be prescribed as either/or alternatives [16;
336-56]. Because, like South Korea, if countries can create conditions
necessary for successful import substitution based on inwardlooking
policies, then the specialization in production for ELI might take place.

The above discussion points to the fact that the East Asian model of
ELI as a strategy of economic growth is not feasible. There are again
many valid grounds on the basis of which it can be argued as well that
ELI even it feasible to some extent, is not desirable on the score of a peor
economy like that of Bangladesh. The concluding section of the paper
attempts to develop some arguments in that line.

5. EPILOGUE

Adoption of ELI as a strategy of growth associated with outward
looking policies is mostly propagated by the World Bank, IMF, etc. as a
panacea for poor countries of Asia, Africa and Latin America. In this
regard, a package of policies nicknamed “structural adjustment
programme" is usually recommended which includes large-scale
privatisation, liberalisation of trade and industrial policies, opening up the
economy for technology and foreign capital, proper exchange rate regime,
tight monetary policy through keeping the domestic rate of interest high,
etc. But the experience of many African and Latin American countries
speaks against the desirability of this strategy. These countries first
received loans to finance the trade deficits which increased overtime
under a liberal environment. Consequently, increased loans become
necessary to finance increased deficits. At a time, it became imperative to
restrict the volume of imports when further loans become almost scarce.
The cumulative results of all these measures were far-reaching : decrease
in overall output and per capita income, reduction in the supply of many
essential items within the country giving rise to inflation, reduction in
public expenditure on poverty-alleviation sectors, drastic decline in the
quality of lite, etc. Following the adoption of this strategy, the amount.of
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loans of Latin America increased from $242 billions to $422 billions within
a period of ten years (1980 to 1990) while those of a few countries of
Africa increased three times.

Bangladesh so far has received more than $20 billion as aid (project,
food and commodity ) in the period between 1971 and June 1990 the
repayment of which now takes away about 37 percent of our total export
earnings. After five years, this may exceed 50 percent. Moreover, since
1985, Bangladesh, in compliance with the structural adjustment
programmes, has eliminated most of the quantitative restrictions and/or
other nontariff barriers which have encouraged imports to a large extent.
Under the circumstances, ELI associated with outward-oriented policies is
bound to falter and aggravate the economic problems of Bangladesh, as
increase in imports vis-a vis low value- added generating exports will
further widen the export-import gap. Moreover, development of export
industries like garments mainly based on cheap labour has remained so
far as an enclave in the economy which could not deffuse any stimuli
elsewhere. Thus the East Asian model of ELI as a strategy of growth is
neither possible nor feasible in the present context of Bangladash. To
overcome the situation, the following suggestions can be advanced that
might work as guidelines for planners and policy makers.

(@) An inward-looking policy that basically favours production for the
domestic market should be undertaken.

(b) A massive programme for poverty alleviation should be adopted for
which expenditure on the sectors like health, housing, education,
etc. needs to be greatly increased by reducing unproductive
expenditure like defence, civil administration, etc. if necessary.

(¢) A redistributive land reforms programme has long since been felt as
a pre-condition for restructuring the massive agricultural sector that
can help industrialization from both demand and supply sides.

(d) Of course, foreign aid is necessary but not at the cost of the interest
of our economy. Foreign aid should be negotiated only in the light of
the long-term growth prospects of the economy and emphasis
should be given to better utilization.

(e) Finally, in a dynamic sequence, the problem of industrialization may
be either supply or demand related. Accoroing to my observation,
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the present problem of industrialization, of Bangladesh is more
demand-related than supply- related. Initially, the source of demand
cannot be found outside the country. The indigenous demand base,
therefore, should be broadened and, in that case, it is the state
which must play the pioneering role. We also need to export. But in
order to increase the proportion of value-added, we have to
combine our own technology with cheap labour. Simply by selling
labour-intensive export items like garments, we cannot increase the
industrial value added in GDP.

Therefore, the policies based on outward-looking free market
economy seems to be less relevant for Bangladesh where some’
sort of regimentation and streamlining of economic activities get
more priority.

I'would like to close the paper by quoting a few lines from Richard
Carver" Structural adjustment programs entail cuts in government
spending in areas such as public sector wages, education, and food
subsidies-measures which often cause great popular discontent.
Often, as in Ghana, Governments resort to outright repression in
order to enforce these cuts. In Nigeria and Zambia over the past two
years, this has led to dozens of deaths at the hands of the police"
[17;5-9]

Does the World Bank want all these to happen in Bangladesh?
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Table-1 : Growth of GDP, Manufacturing, Exports and
Manufacturing Exports in Selected Countries

GDP Growth | Manufacturing | - Merchandise Percentage
(in %) GDP (in %) Exports share of manu-

Country Growth factured ex-

(in %) ports in-total

merchandise

exports

1965-80 |1980-89 | 1965-80 | 1980-89 | 1965-80 | 1980-89 |1965-80 }19780-89

Korea 99 | 87 |18.7 | 131 | 272 | 138 59 93
Singapore 100 | 6.1 |132 | 59 | 47| 81| 34 73
Hong Kong 86 | 71 |nia. (na. | 91| 62| 94 98
India 3.6 53 145 7.3 3.0 58 48 73
Pakistan 52 | 64 | 57| 79 (18| 85| 36| 66
Brazil 99 | 30 J-98 | 22 93 | 56 9 52
Mexico 65| 0.7 §<74 | 0.7 &l | BT 16 45
U. K 29| 26 1905 | 29|51 27| s2| 80
U.S A 27 1"83 1 25| 387 64 | 23 66 77
France 38 | 21 |n.a. [-)0.1 851 83 71 76
Germany (West) 33| 19-1.-33 | 084,72 | 44 .88 99
Japan 66 | 40| 82| 67 |114| 48| 91 97

Source : World Development Report 1991
Oxford University Press, June 1991
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Table-2 : Per Capita Manufactured Exports and Manufactur-
ing Value-added for Selected Countries : 1988

Popaiaﬁon Manuf:ctured Manufgcturing HaﬁoDof (B)
Country | inmid1988 | Exports Per | Value-added to (C)
(millions) Capita in 1988 | 'per capita in
(USS) 1988 (US$)

Hong Kong 57 10083.6 1891.4 533
Singapore 26 11309.1 2848.5 3.97
South Korea 42.0 1344.0 1290.8 1.04
Bangladesh 108.9 78 12.76 0.61
Indonesia 174.8 32.64 89.1 0.36
India 815.6 13.07 53.35 0.24
Pakistan 106.3 28.31 54.08 052
Thailand 545 150.80 270.8 0.56
Philippines 59.9 73.22 164.17 0.45
Argentina 315 | 725 591.9 0.12
Mexico 83.7 135.7 560.7 0.24
Brazil 144 .4 112.0 684.8 0.16
France 122.6 2083.4 3626.7 | 0.61
u.K 559 2198.5 2467.2 0.84
Japan 57.1 2083.4 6784.5 0.31
US.A 246.3 998.6 35144 0.28
Germany (West) 61.3 4735.7 6152.9 0.77

Source : World Development Report 1991
Oxford University Press, June 1991
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Table-3 : Share of East Asian and Developing Countries in
World Manufactured Exports (in US $ billion at
current prices)

A B C D E
World Developing Esat Asian | (B)as % of | (C) as % of
Year Manufactured | Countries | Manufactured (A) (B)
Exports Manufactured Exports
Exports
1965 103.0 45 n.a 4.4 n.a
1970 20110 11.46 4.88 57 429
1981 1141.43 132.48 71.74 11.61 54.15
1989 2238.16 351.42 222.10 157 63.20
Sources : (1) The data of 1965 are obtained from Deepak Nayyar : "International
Relocation of Production and industrialisation in LDCs *
EPW, July 1983, Table : 2, P. PF-14.
(2) UNCTAD Commodity Yearbook 1991
United Nations, New York, 1991
(1) Manufactured Exports are defined as total merchandise exports

Notes :

@

(3

(4)

minus food and beverages, agricultural raw materials, minerals,
ores and metals and mineral fuels (i.e. SITC 5 to 9 less 68 and
item 522.56

Developing countries and territories exclude socialist countries of
Eastern Europe and Asia.

East Asian countries are Hong Kong, Taiwan, Singapore and
Republic of Korea.

n. a. stands for not available
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Table-4 : Export Volume of Jute Goods and Export Value of
Tea from Bangladesh

Jute Goods ('000" MT) Tea ( million US$)
e World Export | Exportirom | worid Export Export from
Bangladesh Bangladesh

1970 1292.1- 388.0- 693.8- 56.5-
1975 1090.2 (-15.6) | 382.7 (-1.4) | 1032.5 (48.8) | 13.5(-76.1)
1981 1381.1 (26.7) | 557.4 (45.7) | 1812.8 (75.6) | 41.0 (203.7)
1985 1088.1 (-21.2) | 453.4 (-18.7) | 2366.0 (30.5) | 59.6 (45.3)
1989 967.5 (-11.1) | 446.1 (-1.6) |2301.0(-2.7) | 37.6 (-37.9)
Note © Figures in parenthese indicate point growth rates

Source
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EXPORT PROMOTION : DOES WRONG PRICE DO

BETTER THAN RIGHT PRICE ?
NITAI C. NAG *

INTRODUCTION :

The long debate in tre post war decades among economists over
which trade regime is superior, export promotion, or import substitution,
seems to have reached a state of rest with some balance of opinion
favouring export promotion. import substitution, it is argued, cannot be self
sustaining due mainly to two reasons viz, lack of purchasing power
among residents and lack of foreign exchange needed to import raw
materials necessary for producing import substitutes in countries
concerned [ 11 ]. It is export promotion, the argument continues, which can
both provide purchasing power to residents and earn necessary, foreign
exchange, Moreover export promotion is superior in that it can save
foreign exchange more than can import substitution. The intention of the
present paper is not to retrieve the old debate, but to scrutiny whether
some of the policy prescriptions advocated by the IMF and World Bank
(Fund-Bank) meant for export promotion satisfy purpose, now that we are
all for export promotion, either willingly or under pressures exerted by
Fund-Bank.

The uniform and simple advice of Fund-Bank to every country
irrespective of structural conditions is that right prices should be ensured
for tradable goods and compartive advantages should be exploited at all
costs. By ensuring right prices for tradables, propagates the World-Bank
authority, resources can be shifted toward production of tradable goods
(export and import substitues) which would ultimately allow for export led
economic growth take place. Comparative advantage of a country exists
in the production of those goods which it.can produce at lower costs
relatively to others. In its cost computation the comparative advantage

- Assistant Professor, Department of Economics, University of Chittagong, Bangladesh.
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theory fully neglects social, political, or, environmental costs associated
with the private costs. And when the Fund-Bank preaches the infallibility of
-"fighi prices™ they mean private prices. As regards how to ensure "right
prices"” for tradables the Fund-Bank prescription is simply to follow flexible
exchange rate policy and check any appreciation of real exchange rate.
Devaluation is, therefore, necessary. And any devaluation, in order for
successfully depreciating real exchange rate and retaining the
depreciation so achieved, should be accompanied, inter alia, by restraint
in monetary expansion and real wage. The International Monetary Fund
was established in 1944 with the founding objctive of helping countries in
need. with short term loans to solve balance of payments problems. Its
present collaboration with the World Bank in the structural adjustment
programmes, of which export promotion is an ingredient, is in express
violation of its Article of Agreements of its founding days. The clauses of a
Fund-Bank adjustment programme is so comprehensive that it covers
almost each and every aspect of a client country’s micro and. macro
economy [ 12 ]. However, despite the comprehensiveness of programme
clauses, the criteria for success evaluation of programme is incredibly
simple on the part of the Fund-Bank. A programme is branded successful.
If at the end of its duration the client achieves a certain set of
macroeconomic targets which include, among other things, trade and
fiscal deficits, debt service performance, volume of international reserves,
etc.

2. DEVALUATION, REAL EXCHANGE RATE DEPRECIATION AND
EXPORT RESPONSE

Bangladesh already entered into the flexible regime back in 1979.
Since then nominal exchange rate has been adjusted against US dollar
and other reserve currencies many times. At present one US dollar is
equivalent of Tk. 39.3 at official level. During the inception of the flexible
exchange regime one US dollar used to be worth Tk. 15.12. The rate at
which Taka's external value has been adjusted downard during the
flexible exchange regime has been shown below against selected year
intervals.
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Year interval Percentage of
Adjustment
1979-1982 46.2
1982-1985 26.6
1985-1988 111
1988-1992 26.4
1979-1992 260.0

We see above how remarkabley rapidly we did adjust our currency's
external value. On simple yearly average term the rate turns out to be
18.6. Against this record, in the period between 1976 and 1979 Taka's
external value decreased by 1.8 per cent. No other country in this region
of the world can be found to have devalued currency at a rate we did. We
have met the first condition of Fund-Bank by following flexible exchange
rate. But according to Fund-Bank assessment we have not done enough;
we have not been able to achieve as much real exchange rate (RER)
depreciation, through the devaluations we actually had, as would
according to the Fund-Bank earn us satisfactory external competitiveness.
According to the World Bank, domestic inflation neutralised or reversed
the real depreciation that should have resulted from the nominal
devaluations. We do not disagree that domestic inflation reapreciated our
currency soon after every time we had managed to have real depreciation
through devaluation. We, however disagree with the World Bank as
reagards the source of inflation that causes the appreciation of real
exchange rate. In the explation of the World Bank and the IMF inflation in
the domestic economy results from excessive growth of money supply not
commensurate to real economic growth. The recent World Bank
explanation of Taka's appreciation (in World Bank's own assessment) is
that Bangladesh Government increased public consumption which is a
non tradable sector and the cost of public investment [ 16 ]. The ~more
expenditure goes to finance non tradables, the more the country loses
external competitiveness. We postpone for the next-section our
exploration of factors which are directly related to devaluation and which
fuel domestic inflation and thereby appreciate RER. We will argue that
Fund-Bank explanation of appreciation of RER is at best partial and strict
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adherence to policy prescriptions based on such explanation may prove
damaging for the economy as well as the country. Now we turn to
investigate if the depreciation of RER which actually took place during the
decade of 1980's did help us boost export. During the last two decades
there has taken place structural change in our export sector. At present
about 77 percent of our exports are manufactured goods whereas twenty
years ago we used to export mainly agricultural primary goods and
manufactured goods constituted only 31 percent. However, although
manufactured goods share is now much higher than before, the
manufactures which we export are embodied dominantly by primary
goods such as jute, shrimpe efc.

Another change has taken place in export composition which now is
dominated by non traditional exports. Only a decade ago nontraditional
category bore only nominal significance and traditional export like jute,
jute goods, tea etc. constituted lion's share in total exports. Non traditional
exports include mainly ready made garments (RMG), ‘frozen’ fish, and
leather. Sixty eight percent of our total Reports in 1989 originated from
non traditional sources of the non traditional items RMG has made a
spectacular progress within the last ten years. In 1881 RMG contributed a
tiny 0:04 per cent to total export revenue; in 1990 RMG's corresponding
share stood 37 per cent.

Attempts (Matn, 1986) to estimate logarithmic export demand
functions with data between 1972 and 1982, the period when traditional
sources were the mainstay of our exports, produced poor results. We
present below Matin's (op. cit.) estimated export demand functions for
aggregated and disaggregate exports. The aggregate export demand
function comes up with wrong sign of price elasticity and a very low value
of R2. For individual disaggregated export demand functions the elasticity
estimate for raw jute and jute goods have right sign but are not
significantly different from zero.
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LnX=0.41+0.18 Ln P, R?=0.12
(0.17)

RawJute:LnX =8.73 — 0.65 p, + 0.53Y  R%=0.56
(028)  (0.23)

Jute Goods :LnX = 0.62 — 0.11 P, + 1.19 Y R®=0.93
(0.05) (1.01)

With nontraditional category's assumption of dominance over
traditional category in the last decade it has become necessary to
disaggregate total exports into traditional and nontraditional categories to
investigate price response. Rahman (1992) attempted in the said line [13].
His findings show no statistically significant relationship between real
export (total and non traditonal) and RER or REER (real effective
exchange rate in the 1980s. Rather, Rahman (op. cit.) finds economic
activity in the rest of the world to be consistently important in explaining
export behaviour. World trade index (WTI) as a proxy for the rest of the
world's economic activity, alone is found to explain 92 percent of variation
in total real exports of Bangladesh in 1980s. Table 1 below shows the
actual behaviour of total exports (TX), and non traditional exports (NTX),
against nominal exchange rate (NER) and RER in the 1980s. There arise
some exciting information from the table. In 1981-82 there took place 23
percent nominal devaluation with corresponding 9.6 percent depreciation
in RER. However, non traditional exports did not register any increase and
traditional exports increased by only 3.9 per cent. Again, an appreciation
of RER by 5.1 per cent in 1983-84 was associated with a 27 per cent
increase in non traditional exports and 18.2 per cent increase in total
exports. In 1984-85 when RER appreaciated by nearly 15 per cent non
traditional exports increased by 25 per cent and total exports increased by
over 15 per cent. The largest depreciation of RER teok place in 1985-86.
Despite that there was an 11 per cent increase in nontraditional exports
while total exports decreased by over 12 per cent. Although there was
significant and consistent appreciation of RER -in the later part of the
1980s there took place the strong real export growth during the said
period. In 1986-87 for exemple, a 10 per cent appreciation of RER saw
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phenomenal increase in NTX and TX by respectively 73 and 31 percent.
Clearly, therefore, we find no dependable evidence empirically for the
1988 that TX or NTX is raised by real exchange depreciation. However,
the World Bank would not heed that and continue to declare that if exports
did not reise it was due to real exchange rate appreciation. For example
the World Bank (1990) cites a single year's (1988-89) example to support
its theory. In 1988-89 there was a slow down in export growth which the
World Bank attributed to the appreciation of real effective exchange rate
by 11 per cent. Moreover, the World Bank atributes the remarkable
success of the RMG sector in the 1980s to the following factors: 1) Access
to market, 2) low wage, and 3) non intervention by government [ 16 ]. By
so doing the WB gives recognition to the non price factors which helped
RMG's success.

Table -1 : Actual Behaviour of Non Traditional and Total Exports in the
1980s

Year NRE RER NTX >
1980-81 16.26 13.60 128 711
1981-82 20.07 14.90 127 729
1982-83 23.79 15.70 211 686
1983-84 24.96 14.9 268 811
1984-85 25.96 12.7 332 934
1985-86 29.89 16.2 369 819
1986-87 30.63 14.60 638 1074
1987-88 31.24 13.30 810 1231
1988-89 32.14 13.10 869 1286

Source : Rahman, 1992
Note : Exports are measured in mil. USS

However. We intend to agrue that for RMG's success and also for the
overall experienced growth of the nontraditional exports government
intervention was not only necessary but also that government intervention
helped boost incentives and develop the institutional base for the
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expansion of the nontraditional sector. We postpone this issue for detailed
discussion with help of empirical evidences in the last section. But at this
juncture was need to turn attention to sources of inflation responsible for
eroding depreciation of RER. WE also need to examine the posible
implication of the open ended devaluation policy that have been
implimenting under Fund-Bank advice since our entering into the flexible
exchange regime for the economy.

3. DEVALUATION RELATED FACTORS ERODING REAL DEPRECIATION

There already has emerged a voluminous literature on the inflationary
effects of devaluation [ 2, 3, 5 ]. Our aim here is not to review this literature,
but to argue that inflation is not always and everywhere a monetary
phenomenon as the IMF proclaims after the monetarists. Growth of money
supply by contributing to real economic growth may neutralise or even
reverse the inflationary effect that it may have on the economy. Monetary
explanation of inflation is at best a half explation, this explanation does
not encompass cost push inflation. Dornbusch demonstrates that the
symmetry that devalyation acts simultaneously as a tariff on import and
subsidy on export weakens in the presence of imported inputs [ 6 ]. In the
presence of imported inputs devaluation acts as a tax on exports. Bautista
argues that devaluation is inflationary not only in an once for all sense but
also through a cost push mechanism which make higher rate of infiation
inevitable [ 2 ]. In the least developed country, Bautista continues, in the
world of generalised floating eighty per cent of exchange rate changes
gets added to domestic price level [ 2 ]. Bose at al suggests that
devaluation by causing budgetary deficit retains an additional potential
source inflation [4]. Wijnbergen advances the most comprehensive and
formal exposition of cost push inflation to be emerging out of devaluation
[ 15 ]. According to Wijnbergen [ 15 ] devaluation raises costs and hence
price by the following ways :

1) By raising price of imported intermediates it not only raises costs
directly but also indirectly via raising need for working capital and thereby
interest rate.

2) When there is indexation of real wage to consumer price a negative
relation prevails between real domestic product wage and the country’s
international terms of trade. Higher real product wage in addition to
raising lobour cost also raises demand for working capital and hence
interest rate.

234



Nag : Export Promotion

3) Through indexation devaluation passes into domestic prices and
wages which leaves real terms of trade and real wage unaffected. This
implies a reduction in the volume of real bank credit from official money
market and in the monetary base. The consequent excess demand for
credits directs firms to proceed to the curb market for working capital. As
result interest rate in the curb market rises.

All the above mentioned factors are pertinent to the economy of
Bangladesh. Bangladesh's imports are noncompetitive [13] and
significantly intermediate inputs. In the table-2 below we express yearwise
capital imports as percentage of total imports. We see import component
of capital (which we can use as proxy for intermediate goods) as
percentage of total imports ranges between 28 to 37 per cent.

Table -2 Yearwise imports of capital goods as percentage of total imports

Type of goods '83-84 '84-85 '85-86 '86-87  '87-88 '88-89
Capital goods  26.6 12:5 12.3 1344 106 11.8

Materials for
capital goods 10.0 16.6 18.8 21.51 17.2 20.7

Source - BBS

One can easily have a feel of the importance of capital imports on our
cost structure. About the noncompetitiveness of our imports Shilpi (1990)
calculates the price elasticity of our imports which we reproduce in table 3
below partially.

Table-3: Price elasticities of imports of Bangladesh

Items Foodgrain Edible Crude Raw Cotton Fertiliser
oil Petroleum  Cotton Yarn
Elasticity — -.45 -85 00 00 A7 00

Source: Shilpi. 1980
The low estimated elasticities stated above shows the noncompetitive
nature of our imports. This also implies how poorly capable of switching
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resources to import substitutes by ensuring the so called right prices if of
course we can ensure the prices first. Now given what we have presented
in this section i.e., given our import structure can we even ensure the so
called right prices follwing what the Fund-Bank requires us to do under
the often undertaken structural adjustment programmes. Presumably we
cannot. We can at best perpetuate a vicious circle of devaluation feeding
into cost and price and RER appreciation needing further devaluation. We
cannot break out of the vicious circle unless we change our course to a
more comprehensive method of adjustment. On the other hand, if we
continue our course the long run outcome can be like what Susan George
(1992) terms "exported to death” to describe the plight of Sub Shaharan
African under World Bank's open ended structural adjustment
programmes. To try an expample we look into what has happaned to our
commodity terms of trade vis-a-vis RER corresponding to the changes
normal exchange rates we have enacted through the 1980s. In table 4 we
depict information on these. We see the years of RER appreciation are
remarkable associated with loss in commodity terms of trade. For example
the years 1982 '83 and '86 which marked appreciation in RER were also
associated loss in commodity term. On the other hand, the years of RER
depreciation e.g. 1984 and 1985 showed improvement in terms of trade.
As mentioned if continue open ended devaluations and lose terms of
tradethere by we will be only making things bad given non competitiveness
of our imports. The damaging effects of losing commaodity terms of trade
for the economy concerned well known by now. Nag finds that a one per
cent fall in commodity could reduce output by 0.067 per cent [8]. Moreover
the contractionary effects of devaluation is now a days a highly exciting
issue especially among the structuralist macroeconomists [ 14 ]. So we
conclude this section by arguing that it is highly improbable that we can
ensure the so called right set of prices for our tradables by following the
way dictated by Fund-Bank. Continuous devaluation only by fuelling
inflation without producing return positive returns would among other
things distabilise the society by raising income inequality. Moreover blind
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Table 4 Real exchange rate appreciation and commodity terms of trade
('76-77=100)

Year RER Depreciation/Depriciation Terms of trade
1980-81 13.6 - 115
1981-82 14.9 9.6 98
1982-83 157 5.4 91
1983-84 149 -5.1 107
1984-85 12.7 -14.8 138
1985-86 16.2 276 107
1986-87 14.6 9.9 90
1987-88 13.3 -8.9 93
1988-89 131 -15 121

Source: Rahman (1992), and, BBS

search for right prices for tradables to the neglect of non tradables could
inflict incurable harm to the country. Take for example the case environtal
damage coused by extensive shrimp culture. And it will be definitely for the
better if an alternative can be devised which in addition to being devoid of
the aforesaid damaging effects can better serve the primary objective of
export promotion and also prove beneficial for the overall economy. Such
alternative will require devising a more comprehensive policy package
which will be evaluated on the basis of total incentives that it can provide to
the export sector [9]. Such incentive package will consider all possible
means of assistance that can provided to the export sector. In so doing the
myth of “right price” will be given at best second consideration. In the next
section we present empirical evidences of "wrong prices” rather than “right
prices” boosting exports and help successful industrialisation.
Dutta : Export-led Industrialization

4. WRONG PRICE ENSURES EXTERNAL COMPETITIVENESS

Clearly the RER we were having in the 1380s would not be branded
right prices by Fund-Bank. But we really have remarkable progress in
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terms of earning export revenue as mentioned in the earlier sections.
Empirical evidences show whichever country industrialised had protected
at one stage or another their own industries. This is as true for Great
Britain as for the USA. Unfortunately once they have been able to become
industrialised they turned into proponents of free trade. May be the idea
behind such propagation is that at the present level of world development
unfree trade is detrimental for any country. But we can counterargue with
the help of quite many instances of industrialisation took place only in the
recent decades and which depended on "wrong price” led export boost.
Moreover we know the current trade dispute between the EEC and the
USA is simply a dispute over wrong prices. Clearly the parties concerned
faith in the potential blessings of wrong prices. Amsden presents a
detailed analysis of how Korea's industrialisation which took place in the
recent decades depended critically on wrong price led export.growth [1].

Table 5 shows how Korea's real effective exchange rate was
associated eight actual export growth. Clearly one cannot find a reliable
trend line from such data to conclude that export growth depends on real
exchange rate depreciation. For example when real effective exchange
rate (REER) fell to 91.6 in 1965 from the previous year's 108.3 export
growth rate rose to 43 per cent from previous year's 37.6 per cent In 1973
REER dropped to 92.4 from previous year's 109.4. But Export growth rate
for 1973 was 73.2 per cent against previous year's 41.7 per cent. Says
Amsden "defiance to market mechanism does not explain why late
industrialisers delayed so long in starting to expand, nor can adherence
explain why they eventually succeeded growing” [1: 11]. According 1o
Amsden export subsidy played crucial role in Korea's export growth. But
in constrast to the case of , e.g., India's subsidy in Korea was not give
away but depended strictly on performance standard set by state. State
intervention with subsidy deliberately distorted relative prices in order to
stimulate economic activity. This practice of distorting relative prices was
(is 1) true for Japan and Taiwan as well.
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Table 5 : Actual Behaviour of Real Export Growth Against Real Effective

Exchange Rate.

Year REER Real Export Growth Rate
1962 112.0 31.0
1863 1344 61.6
1964 106.3 37.6
1965 916 43.0
1866 96.1 38.3
1967 1079 33.7
1868 1152 415
1969 120.1 303
1870 124.2 29.3
1971 120.7 24.3
1972 109.4 41.7
1973 92.4 73.3
1974 93.6 197
1975 93.5 1.4
1976 103.4 499
1977 103.9 21.1
1978 101.0 17.4
1979 110.7 28
1980 100.0 26
1981 103.1 10.0
1982 106.9 -1.0
1983 100.2 9.8
1984 878 10.9

Source : Amsden (1992, p. 556) 1980 = 100
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For the distorted prices to work in Korea for Korea to penetrate into the
world market Amsden (op. cit.) stresses on the particularly suitable
institutional factors such as labour relation, discipline, hard work culture,
low wages, preference of working engineers over administrators, and low

“ratio of production workers to administrative officials [1].

We see therefore discretionary price distortion rather free market
determined price does better from empirical point of view. Now the task is
to devise. a comprehensive package of incentive which will iclude export
subsidy, and other forms of incentives such XPB, duty drawback from
imports up for exporters etc. Again strict performance criteria should be set
up for exporters who want to benefit from the incentive packages. Alleged
smuggling prevailing in RMG and EPZ should be strictly dealt with. Above
all political commitment on the basis of concensus on such noational
issue as we are talking about here should get priority over everything. The
poilitical parties should convert the existing Parliament into a working one
in order to work out such commitments.
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EXPORT--LED GROWTH. IN THE :CONTEXT~OF
BANGLADESH: PAST EXPERIENCE AND FUTURE
PF{OSF’ECT

M. AZIZUR RAHMAN ™

Most of the classical, neo-classical and modern economists consider
export as a propelling force of industrialisation. Meier (1963, p. 151)
commented that foreign trade could make an impressiv contribution to a
country's development. Bobertson consider it (1948, P-501) as an engine
of growth. Bhagwati's recent work(1988, PP-27-57) has shown export
promotion policies emerge with sucecss. Beginning from Smith (1776)
(“vent for surplus”) and John™ Stuart Mill (1848) (direct economic
advantage) up to ELi Heckscher (1919) and Bertil Ohlin (1933) many
theorists of international trade advocated trade as means of development.
Historical evidence of pastly developed countries and-presently NICS and
emperical findings also favoured export-oriented strategy of development
over inward-oriented policy.

The rapid growth of exports in last two decades has created aspiration
that export-led growth strategy would work in Bangladesh. The present
artical is to review the performance of exports in Bangladesh in the. past
and give few comments about future policy decisions. -

A good number of empirical studies demonstrate that exports and
econmic growth are closely associated. Since exports are a component of
aggregate output one would expect a positive association in terms of
correlation coefficient (Kravis 1970. pp 9850-872).

Exports usually have two impacts on GNP of the country: first it directly
contributes to GNP and secondly it indirectly induces national products by
encouraging investment, savings, productivity and by shifting resources
from less efficient to more efficient sector.Moreover exports enhance
capacity utilization, help to reap economies of scale and provide
incentives for technological improvements.

¥ Asst Prolessor, Department of Economics, Govt. Jagannath University College. Dhaka.
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“1==Usually theindirect effects of exports bring muitiplier expansion of
GNP through time lag process. That-is current year GNP production is
influenced by the previous years exports:From better performance: of
Bangladesh exports it maybe presumed that the expansion of GNP in.any
year is related to the'export performance of the' previous: year: This
proposition has been examined by the equation Yt =1f (Xt - 1) ... (1)

. Where yt = GNP in year t and xt-1 = expon receipts in year t-1. Qur
statistical findings show that the GNP of the country during 197273 to
1985-86 is significantly explained by the export receipts during that poriod.
The R2 .and t- value are highly sigificant. which indicate a_positive
association between GNP and export receipts.

The above proposition is supported wnen per capita GNF' is
considered as a function of export through equation.

Yi-fxt-1) o (2)

Here Y stands for per capita GNP in year t and Xt-1 stands for exports
receipts in year t-1. Here the significant value of R2 and t- value show that
per capita income is positively associated with export receipts of previous
year. : '

Thirdly we assume that the expansion of GNP in any year is a function
of export reccipts and investment in the previous year. That is

Ye-f (Xt =12 it1) Q)

Where |y - 1 stands for investment in year t-1. Here the highly
significant value of R2 and t- value support the view that the expansion of
GNP-in any year is explained by investment and export receipts in
previous year. The statistical findings of the above three equations
supported the hypotheses in that the growth of GNP is led by the growth of
exports in Bangladesh. Table 1 represents the results of our computation.

Export expansion generates additional real income by reducing the
misallocation of resources and bringing spare capacity into use. In export
promoting countries domestic savings rise because higher than average
share of income generated by exports is saved. The capital market in
export promoting country starts advancing and real interest rates improve.
This induces savings and investment. Again investment may be financed
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by foreign savings as well as by domestic savings. Export sector attracts
foreign capital which increases investment. Further more attractive profit in
export sector induces investment. From this relationship it is clear that
export growth raises investment with a time lag in export expanding
country. We test this hypothesis in case of Bangladesh by equation

IT=g(Xt-1)...(4)

Here 1 t stands for investment in year t and x t-1 stands for export
receipts in year t-1. Our statistical findings shoW that the investment in any
year is a function of export receipts in previous year. That is the growth of
investment in Bangladesh in any year is induced by the growth of exports
in previous year.

EXPORT MULTIPLIER IN BANGLADESH

Foregoing analysis investigated export development relation in the
context of Bangladesh by regression analysis. Now we shall try to find out
the value of export multiplier in the economy of Bangladesh. It may be
assumed that export induces national income in Bangladesh by its
multiplier operation. The export sector is more advanced in the country
and it is expanding at a higher rate than any other sector of the economy.
(S. Reza (1981) has shown that the factor productivity is higher in export
sector than that in import substituting sector.

“Industrial exports of Bangladesh can be expected to create more
income and generate more employment as compared to industrial import
substitution (S. Reza 1981, P .340)." The rapid development of export
sector in the economy tempted us to inter that export expands national
income by multiplier operation.

Conceptual Analysis :

- In a closed economy national income will be in the form of investment
goods (1) . and consumption goods (c). So
Y=c +l....(1) The income earned in the production process can either be
spent on consumption or not spent at all. The residual part that is not spent
is called savings (S). Thus Y=1 +S...(2). from (1) and (2) : C+1=C+s Hence
1=S
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If the domestic mu!hpher or investment multiplier is denoted by K then
K= %% —m msg- The total change in equllbnun'{

resulting lrom the initial investment change d1 is given by dy =d1 ax ﬁ

In an open economy exports are similar to investment and constitute an
injection into the income stream while imports like savings become
leakage out of the stream. Now Y takes the formof :y =C + 1 +X sen(3)
Where X stands for exports. Likewise income is spent on consumption of
domestic goodsor of import (M) or remained unspent viz. saving. So y=c
+5 +m....(4) from (3) and (4) the following identity is obtained:

1+X=S+M
orS=1+X-M;M=1+(X-3).

A straight line import function portrays constant marginal propensity to
import (MPM). This is the slope of the import function. So in an open
economy MPC+MPS+MPM=1. Now an increase in export (dX) will
imcrease national income (dY) and this increase in national income will be
determined by the slope of the (S + M)-function. gY = slope of ( S + M)

function = MPS + MPM or -g-% = m whach is the export

multiplier or foreign trade multiplier. But S = MPS = dy so ds = sdy and

MPM = m%g— so dM =mdY.

If there is a change in any of the four variables of the identity: S + M= +
X the change in one side of the expression must equal the-change in the
other side as a condition for reaching a new equlibrium.

Hence ds + dM = dl+ dx

or sdy + mdy =dl + dx

dy (s + m) = (dl +dx)

dy = 5 (01 +d¥)

i
~MPS =mpm (@ +

If dy' is the change in income due to change in exports ( dx ) only then

1 4
dy = PSS + MPM. dxi.e.dl=0
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" The ‘export muitiplier for Bangladesh is calculated by adopting the
above formula. On account-of availability 'of required data and their
reliability the period is coverd. from 1974-75 to.1990-91. The results are
presented.in table 8.2. Our findings.show that in almost all the years of the
said period the value of export multiplier was more.than one. Only in 1976-
77-its value was less than one. In this year the .GDP of the country
decreased. over previous year at, current price and also. at constant.
price.The -contribution of trade services to GDP also decreased over.
previous year. This was caused due to agricultural crop.failure along with
political instability and change in outlook of the government from socialistic
economy to mixed economy. o

From the export multiplier value it can be inferred that one unit increase
in export results into more than one unit increase in national income. That
is multiple expansion has taken place in national income due to each unit
increase in export.

Bangladesh is a capital hungry economy with vast unemployed human
and natural resources. These vast resources are untapped due to lack of
adequate capital as well as narrow base of domestic market. The base of
domestic market results from low per capita income which causes low
level of consumption and small territory in comparison with total
population (10.78 crore with density of population of 701 per Km?2 in 1990-
91). This situation postulates the dependence of the country on foreign
market for imports of capital equipment and for export of output. Any
increase in her exports raises income of export industries which ultimately
raises per capita income. Consequnetly the purchasing power goes up
which provides incentive to production units. On the other hand raise in
income increases investment via enhanced savings. Thus multiplier
expansion of GNP takes place.

Similary when export increases the import capacity of the economy
increases. As a result the country can import more capital equipment for
investment as well as foreign capital penetrates for attraction of higher
profits in export regime. Thus export multiplier becomes operative.

The growth of garment industry in the economy of Bangladesh is a
pragmatic example of the operation of export multiplier. The garment
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industry is cent percent export oriented. Its growth was tremendously
rapid. This sector expanded through multiplier operation.

So the foregoing analysis proved that export multiplier is operative in
Bangladesh. That is the exports contribute to GDP growth by more than
just the changes in the volume of exports. Some empirical studies
conducted by Balassa (1978). Heller and Porter (1978), Michaely (1977).
Michalopoulos and Jay (1973) and Tylor (1981) have argued that exports
contributed more to GDP growth. Gershon Feder (1982) has shown that
export sector not only generates growth by increases in aggreagate levels
of labour and capital but also by the reallocation of existing resources from
less efficient non-export to the higher productive export sector.
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Table 2 : The value of export multiplier and growth of GDP in Bangladesh
during 1972-73 to 1990-91

Export GNP growth % share of % share of
Year multiplier at constant agri. in GDP Industries in
factor cost at 1972-73 GDP 1972-73
constant price constant price
1972-73 na 10.8 57.86 6.42
1973-74 na 10.8 57.01 475
1974-75 1.1 49 57.58 10.48
1975-76 417 7.5 54.30 i 10.01
1976-77 0.19 1.7 51.96 10.29
1977-78 417 7.4 56.16 9.81
1978-79 2.27 45 49.95 10.67
1979-80 3.85 2.0 49.39 10.75
1980-81 1.45 7.0 48.72 10.61
1981-82 7.14 1.3 48.72 10.69
1982-83 1.49 5.4 49.24 10.15
1983-84 12.50 3.6 48.00 10.10
1984-85 1.96 2.4 46.72 10.05
1985-86 6.67 5.1 46.27 9.80
1886-87 7.11 4.4 4499 10.08
1987-88 7.05 3.6 39.33 10.03
1988-89 6.19 23 37.93 10.07
1989-90 5.88 6.2 39.33 10.13
1990-91 10.01 29 38.57 10.12
Average annual growth ( % )
1972-73 to 90-91 284 7.76
1972-73 to 79-80 3.03 12.08
1980-81 to 90-91 1.87 2.27

Note : na : required date are not available.
Source : Calculated on the basis of Appendix table and Economic Trends March 1992,
Bangladesh Bank, Dhaka.
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CAUSALITY BETWEEN EXPORT GROWTH AND INDUSTRIAL
DEVELOPMENT IN BANGLADESH

Our previous findings of export multiplier and relation between exports
and GNP demonstrate that the growth of exports contributes to growth of
GNP. This is also supported by the fact that economic transformation is
taking place in Bangladesh. The share of agriculture in GDP decreased
from 57.86% in 1972-73 to 38.57% in 1990-91 against the increase in
share of industry from 6.42% in 1972-73 to 10.12% in 1990-91. The
average annual grwoth rate of GDP was 2.8% during 1965-80 and 3.6%
during 1980-85. Against this GDP of industry increased by 3.8% in former
period and 4.7% in’ latter period per annum. During the former period the
agerage annual growth of export was 7.1% per annum (Worlk
Development Report 1987).

The share of manufacturing exports in aggregate exports of the
country increased from 55.81% in 1972-73 1o 63.46% in 1985-86. The
share of non-agricultural sector in total employed labour force increased
from 15.4% in 1961 to 41.2% in 1983-84. Against this employment of
Labour forces in Agriculture decreased from 84.4% in 1961 to 58.8% in
1983-84 (Statistical Year book of Bangladesh 1986. P. 191). Available
statistics show that employment indices of industrial workers increascd in
1984-85 considering 1976-77 as base in industries like jute, cotton, paper.
steel. cement, fertilizer and petroleum products. Although employment
statistics for garment and specialised textile industries are not available,
their rapid growth undoutedly has increased employment in manufacturing
sector of the country. Our previous analysis state that export has made
substantial contribution to GNP growth of Bangladesh. But they could not
say anything about the specific contribution of export to industrial
development of the country.

To determine the role of export in industrial development the test of
causality between the growth of exports for manufacturing goods and
development or manufacturing industries we have used the data of
manufacturing exports and GDP of industries during 1972-73 to 1990-91
at current prices. Our purpose is to empirically test the proposition that
there is a causal relationship between expansion of exports of
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manufacturing goods (X) and growth of manufacturing outputs (MFC) in
Bangladesh. )

Granger (1969, pp. 242-248) has given a definition of a testable kind
of/ causal ordering based on the notion that "absence of correlation
between past values of one variable X and that part of another variable Y
which cannot be predicted from Y* which Y' s own past implies absence of
causal influence from X to Y". Marlow and Manage (1987, pp. 248-249)
state his definition as forecasts of a dependent variable Y using both
lagged values of Y and lagged values of another veriable X yield better
forecasts than forecasts solely based on lagged values of Y, then X is said
to cause Y. In other words if

a2 (Y/Y,X) a2 (Y/Y) then X causes Y

The expression (Yﬁ_f ! 7() represents the variance of the forecast error or
Y obtained from the lagged values of both Y and X and the expression
(Y/Y) repressents the variance or the forecast error Y based solely on
lagged values of Y. Accordingly if a2 (X/X, ¥) < a®(X/X ) then'Y causes X.

Two- way causality occurs when simultaneity exists between Y and X.
Causation runs from X to Y and from Y to X. Other terms used to describe
this form of inter- dependence include bidirectional causality and
feedback. Two-way causality occurs when

a2 (YN, X) < a2 (YN and

a2 X/X, Y) < a2 (X/X) occur simultaneously. Sims (1972, pp. 540-552)
took idea from Granger (1969.pp. 428-438) with some modification.
According to his definition” one can regress Y on past and future values of
X, and if causality runs from X to Y only, future values of X in the

regression should have coefficients insignificantly different from zero as a
group” (Sims 1972, p. 545).

Chow (1987) has tested sims causality between the growth of exports
of manufactured goods and development of manufacturing industries in
the newly industrialising countries (NICs.). He used data on exports of
manufactured goods or each country derived by substracting non-ferrous
metals (SITC 68) from the sum of SITC 5 to 8. Due to non-availability of
data in this form in case of Bangladesh we have used data on total
manufacturing exports and GDP of industries. .
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Tesling for causal relation between export growth and industrial
development in Bangladesh will have important implications for
development strategies. If there exists definite unidirectional causality from
export expansion to the development of manufacturing industries (X-MFG),
the country may adopt the export-led growth strategy. In this case export
will promote the growth of national income along with leading to structural
tfransformation of the economy. If causal relation exists in opposite
direction (MFG-X) then it would imply that the development of
manufacturing industries may be a pre-requisite for economy to expand
her export. If causal relation is bidirectional (MFG-X) then export growth
and growth of manufacturing industries have a reciprocal causal
relationship. Bidirectional relationship means that the growth of
manufacturing export and GDP are supplemented by each other. Growth
of manufacturing export supplements the growth of manufacturing GDP
and at the same time the growth of manufacturing GDP supplements the
growth of manufacturing export. However, if there exists no definite
causality between export growth and- development of manufacturing
industries then alternative strategies rather than export-led growth strategy
may be needed for ceonomic development.

Econometric Model of Causality:

Sims has developed a practical technique of testing causality in a
biveriate model. The definition of causality given by Sims is used by Chow
uses the following linear equations with distributed lags:

MFG=f (X, 3 past lags and 3 future lages of X)....... (1)

MFG=f (X, 3 past lags of X)............... (2)
X=f (MFG, 3 past lags and 3 future lags of MFG) ...(3)
X=f (MFG, 3 past lags of MFG)............ (4)

Here MFG stands for output of manufacturing industries and X stands
for export of manufactured goods.

In order to test the hypothesis that “coefficients for future values of
independent variable are jointly equal to zero” (chow 1987,p.58), F
statistics as used by chow are calculated in the following way -

o (RSS2 - RSS1)/(df2 - df4)
3 RSS1 /dfy
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Where RSs -1, RSs-2 are residual sum of squards of equations (1) and
(2) and df and df2 are degrees of freedom in (1) and (2). For equations
(3) and (4) the same procedure is followed. Here MFG is the mdependent
variable and X is the dependent variable.

As regression analysis of time series data is very likely to exhibit auto-
correlation among residuals a pre-filtered treatment of all variables was
conducted. Sims suggested a filter of (1- 0.75L)-2 where L-2 are lag
operators. Regarding using this filter Sims argued that " this filter
approximately flattens the spectral density of most economic time series”
(Sims, 1972, p. 545) and hoped that regression residuals would be very
nearly white noise with this prefiltering” A white noise is defined as a
serially uncorrelated process.Hsiao (1979) and Geweke (1979)
commented that results of causality tests are similar and qualitative
conclusion are not affected by using defferent filters.

However, we have used the filters as suggested by Sims and replaced
Yyby Yy =Y;- 1.5 Y; +o0. 5625y, -2 and so is variable X t replaced by X i
Therefore two degrees of freedom are lost to accommodate the
requirementsof white noise residuals. Another three and six degrees of
freedom are lost in equation (2) and (1) and (4) and (3) respectively due to
the arrangement of distributed lags.

Empirical Findings:

Looking at the results given in table 8.3 we notice that none of the
regression coefficients is statistically significant. Further, introduction of
future lags does not improve the explanatory power of the regression in
equation 1) as well as in (3). The regression coefficient of future lags in
equation (1) are all statistically insignificant. Quoting from Sims in this
connection we have " In applying the F- test tor causal direction one
should bear in mind the absolute size of the coefficient is important
regardless of the F- value. It is a truism too often ignored that coefficients
which are "large” from the economic point of view should .not be causally,
set 1o zero no matter how statistically “insignificant” they are. Thus the fact
that future values of the independent variable have coefficients
insignificantly different from zero only shows that unidirectional causality is

- possible” (Sims 1972, p. 545) Using this argument we argue that as the F-
ratio indicates a significant causal relationship running from exports to
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" industrialisation export- led growth strategy has a fair chance of success in
Bangladesh inspite of statistically insignificant regression coefficients.

Chow has shown that there is bidirectional (X&=MFG) causality
between export and manufacturing GDP in the case of Brazil, Hongkong,
Israel, Korea, Singapore and Taiwan and there is unidirectional causality
from export ( X =>MFG) to industrial development in case of Mexico and
there is no causality between export and industrial development in case of
Argentina.

In Bangladesh two causes might be put forward to explain the
absence of causality process from industrial development to export growth.
Firstly the industrial development of the country is more export- oriented
and secondly the industrial base of the country has not been matured
enough to induce export.

The causality runs from exports to industrial GDP which is also
supported by the fact that the share of manutacturing exports in industrial
GDP of the country rose from 39. 32 percent in 1975-76 to 46. 21 percent
in 1990-91. The unidirectional causality from export expansion to
industrial development ( X->MFG) supports that Bangladesh may follow
export-led growth strategy. Her exports will not only promote the growth of
national income but also lead to structural transformation of the economy.

SPECTRUM OF WORK ABILITY OF EXPORT-LED GROWTH STRATEGY
IN BANGLADESH

The foregoing discussion raises a central question which export-led
growth strategy would work for Bangladesh.

The findings of the study like better performance of exports, growing
relative importance of manufacturing exports, its structural change from
primary commodities to manufacturing commodities, emergence of some
new export items, increasing import capacity of exports, increasing
contribution of exports to GDP, rising share of manufacturing exports to
industrial GDP, positive association of GDP growth with export growth,
operation of export multiplier, the causality between export growth and
industrial development and increasing trend of production of export
commodities tempt us to have assertion that export- led development
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strategy should work for Bangladesh . It would not be unreasonable if it is
argued on the basis of past performance of the sector that export growth
has already been leading economic development of the country. Keeping
similarity with export promoting countries some structural changes in
regard to rising share of industrial GDP, enhancement of employment in
industrial sector and structural change of exports are taking place in the
economy.

The income elasticity of demand of her exports is more than unity in.a
good number of major importing countries. From this we may hope that
demand of her exports in importing countries will be rising with growth of
their GNP. Also higher export elasticity of her exports during latter period
indicates that the competitive position the country is improving with the
passage of time. :

But our hopes dismantle when we look at the stagnant stage of
production of some major export commodities like raw jute, jute
manufactures and fish. Over a long period of time the productivity as well
as aggregate production of these items have remained stagnant. If
productivity of raw jute and jute goods increased it could raise her
competitiveness in the international market. Above all the possibility to
expand export of jute items is very less except specialised textile based on
jute and jute carpet. However, the TIP (Trade and Industrial Policy) studies
of the Government herald a wide range of product lines with prospects: for
significant export expansion.

Readymade garments hold promise for further rapid growth through
product diversification, market expansion and increasing domestic value
added through backward linkages.

Even though Bangladesh has achieved a very impressive growth in
shrimp exports, possibilities for further multifold expansion have not been
exhausted. Still enough scope is lying in this sector. Considering its
potentialities Government has declared it a thrust sector.

The other prospective sections like footwear, specialised textile,
leather and leather producls.' electronics, engineering and electrical
goods, jute and woolen carpets etc. seem to possess enough scope for
export expansion. But to reap the benefit of these prospective sectors huge
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quantum of capital will have to be invested in these lines of production.
The domestic capital formation and the investment of foreign capital are
conditioned by infrastructural development and finally overall economic
ploicy of the country.

Developed financial institutions, skilled and educated manpower,
developed transport, communication and shipping facilities, social, peace
and security and political and econmic stability etc. are the components of
infrastructural development. Economic, fiscal monetary, export and import,
industrial and agricultural policies of the Government are important
instrument to it.

Among these components Bangladesh has been able to develop her
financial institutional facilities with the combination of nationalised and
private banks of domestic and foreign ownership. Still she will have to
develop them further to meet the growing needs of the advancing world.
Her transport and communication network, shipping and port facilities
have been developing. However, this process should be accelerated.

Above all the role of government is no way less important. Moreover,
the government policy is the ultimate determinant of all factors in a
planned economy like Bangladesh.

Government commitment and efforts through different policies to
provide effective incentives for export promtion are vital issues for export
growth. But out study reveals that prevailing export promotion measures
are not sufficient in this regard. The present trade policy of the government
gives more incentives for import substitution rather than export promotion.
As per World Development Report 1987 Bangladesh has been following
strongly inward oriented development strategy. If she follows outward
oriented trade strategy she should be able to achieve better export
performance. As a late comer she will have to face competition from export
leading countries. Still she will have comparative advantage in labour
intensive manufacturing products over those countries due to cheap and
surplus labour forces. Empirical evidence of garment industry indicates
that if proper training and know how is provided, the labour force of the
economy can work very efficiently in any assignment. So further more,
through skill acquisition and technological development she will be able to
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reduce her production cost further and improve quality of production.
Besides the comparative advantages have shifted from labour intensive
production line to capital intensive production in export promoting
countries like Japan, Republic of Korea, Singapore, Hongkong, Taiwan,
Malaysia and Indonasia which would provide some opportunity for
Bangladesh.

Historical evidence demonstrates that Export House has been playing
vital role in export promotion in export oriented countries. Though late
Bangladesh has decided to establish export house in private and public
secotors.

Experiences of export oriented countries highlighted that a good and
efficient administrative system of those countries help export growth by
minimising official formalities and quickly disposing off of matters related to
exports.

In this respect Bangladesh lacks an efficient administration: In her
bureaucratic system there still exist many elements of redtapism which
elongate the process of export shipment and ultimately hinder growth.

What hinders export-led development strategy are social unrest and
political and economic instablity. These factors discourage domestic as
well as foreign investment.

The improvement of commodity terms and income terms of trade of the
country signalises the possibility of export-led growth strategy being
effective. Our findings of the improvement of terms of trade in Bangladesh
have been supported by the World Development Reports which has
shown that Bangladesh terms of trade has improved during 1980-87 over
base year 1980. In compliance with Kuznet's (1968) argument that trade
involvement of an economy is inversely related to its size, Bangladesh
possesses a compact and suitable size for export-led growth.

Foregoing analysis holds that Bangladesh have both favourable and
unfavourable factors for export-led development strategy. Favourable
factors are prominant and economic and unfavourable factors are mostly
non-economic in nature and may be removed by policy decisions. If the
country can remove the hurdles on the way, export-led growth strategy will
work for her smoothly.
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SUMMARY AND CONCLUSION

Theoretical, historical and empirical foundation of export and
development relation holds that export works as an engine of growth. In
the past export had worked as engine of growth in many developed
countries and in the present it has been playing the same role in many
developing countries. Export not only contributes to GDP growth but also
transforms the economy and bring about a structural change.

The empirical findings in case of Bangladesh confirm that export is
playing pivotal role in the development of the country. It is contributing to
GDS growth and industrial development of the country. It is bringing
structural change by transforming the economy.

The relationship established by empirical findings confirm that the
export-led strategy of development is likely to work in the economy of
Bangladesh, if she can remove the administrative and other non-economic
hurdies.
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EXPORT- LED INDUSTRIALIZATION IN BANGLADESH
AND CHOICE OF INDUSTRIES

ABUL KALAM AZAD *

Economic development as a goal is crucial and all countries, big and
small, rich and poor, underdeveloped and developed, direct their efforts to
attain and/maintain economic development. The experiences of different
countries in their journey through the paths of economic development are
diverse and so are the beliefs, theories and policies which actually guide or
which are believed to guide the struggle for achieving and/maintaining
economic development. For instance, some believe that economic
development comes through (evolutionery process, others strive/strived to
achieve it through revoluntionary proc:ess.1 While China and India tried to
attain economic development through state planning, the United States
and the United Kingdom are staunch believer in the efficacy of market
mechanism. Again some believe that economic development can be
attained through industrialization [6, 12, 17] while others profess that
agricultural development should precede industrial development [7, 20].
Another such conflicting pair of development concepts that pervade the
development  efforts of various countries as well as the field of
development literature is that of import substitution' and ‘export-
promotion’.

Imbued with the planning and industrialization dogrias, economists
and policy-makers in many countries propagate that development and
industrialization could best be initiated by starting to produce those
commodities for which domestic demand already exists. This leads to
import substituion which is implemented through tariffs and quotas [12,
20].

Import substitution promotes self sufficiency, reduces dependence of
uncertain foreign markets. But import substitution for final goods often

Professor, Department of Economics University of Chuttagong.
1 The United Kingdom, the United States are the examples of evolutionary process
whereas erstwhile Soviet Union, China are the examples of revolutionary process.
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increases imports of intermediate goods and raw materials. Moreover, such
a policy fails to take advantage of economies of scale offered by the big
foreign markets, breeds and nurtures inefficiency behind the walls of tariffs
and quotas [5, 14].

On the other hand, export substitution is argued for on the ground of
minimum efficient size of plant, increasing returns to scale and indivisibilities
of production process all of which are positively affected by the big size of
foreign market of exportables. Besides, international competition compels
the domestic industries in general and those producing exportables, in
particular, to be efficient.

In Bangladesh, the government has lately opted for export-led growth
of the economy. But if the export sector is to be a propelling forces in
development, it is necessary that the export sector remain not an enclave?
— separate from rest of the economy.

The success of an export-led growth policy depends on
integratedness of the export sector with rest of the economy—diffusing
stimuli and creating responses elsewhere in the economy. Besides, the
efficiency of an export promoting regime viz-a-viz an import replacing one
depends on the equality of the international marginal rate of transformation
(IMRT) with the domestic marginal rate of transformation (DMRT) with no
production in industries where domestic oportunity costs exceeds the
international price ratio [15; 288-92]. Most important of all, export
substitution is thought to contribute more than does import substitution to
the objectives of greater employment and improvement in the distribution
in income. Being labor-intensive in technique, non-traditional exports may
absorb more labour than import replacement and cost of employment
creation may also be smaller in the former than in the latter. In this paper, we
intend to examine the integrative nature of the nontraditional exportables
from Bangladesh with rest of the economy; efficiency of resource use in
the exporting industries viz-a-viz other improt-replacing industries; and also

2. Helleiner cautions against such an enclave: Export-oriented labour-intensive industries
... totally unintegrated with rest of the ecomemy ... combine some of the most
disagroable features of outward orientation. Particularly where there are "export
processing zones" the manufactured export sector constitutes an ” enclave’- an” output
of the mother country™ in as real a sense as any foreign- owned mine over did. This
disagrooble features... leaves the host country with a minimum of bargaining
advantage, [11; 17].
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campare the labor absorption and costs of employment creation in the
exporting and import-replacing industries. This paper is organised in the
following way : Section Il deals with the mothod of analysis, computation
and data; Section Ill presents the results and in section IV, conclusions and
suggestion are made.

SECTION - I
METHODS OF ANALYSIS, COMPUTATION AND DATA

Part A

The integrative nature of an industry with rest of the eoondmy depends
on the backward and forward linkage of the industry with other industries of
the economy. As we know, backward linkages refer to the outputs of other
industries used as input by the industry in question while forward linkages
refer to the output of the industry used as input by other industries. In
techincal terms, backwards linkage, LR, may be given as—

-i);xij 3aij
L8y = 75 = T

where Xijj is the output of industry i going to industry j as input and TPjis

the total output of industry j. Again, forward linkage, LFj, may be given as

where Zi is the total demand for commodity i.

But the backward and forward linkages measure only the first round
effects of the interrelationships between industries. In fact, there are also
important indirect efforts. An increase in sector j's output requires not only
an increase in the outputs of the sectors producing inputs for sector j but
also increased outputs of the sectors supplying inputs to these sectors,.
Thus the total inter-industry linkage effects combine both the direct and
indirect repercussions resulting from an increase in final demand.

Technically, the total linkage effect, PLj, of a one unit increase in the
final demand for the product of any given industry j on the total output of
this and every other industry can be obtained from the inverted Leontief
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matrix (I-A)~1 where A is the input-output coefficient matrix and PLjis given
as

PLj=Zai'j where aif = (1-ajj~!

As regards actual computation of the linkages, we calculated beckward,
forward and total linkages for industries of Bangladesh for the year 1976-
77. We, computed backward linkages of the industries for the year 1986—
87 also. Since we are interested in the integrative nature of the export
industries of Bangladesh, it is the backward linkage which is more relevant.
Again, since imported inputs do not really represent inter-industry
relationship of the domestic industries, we have also computed the
adjusted backward linkage of the industries by deduction the import
contents from the total inputs used in the producton of a given industry.

Next, in order to verify the equality of IMRT and DMRT we compute and
compare the cost of producing one unit of exportables with that of
importables.

And, finally, in order to measure the contribution of the policy of export
substitution to the goal of increasing, we compute the labour-intensity, cost
of job creation and capital-intensity in the export industries and import
substituing industries.

PartB

We have resorted to various published sources for the data used in the
present analysis.

For output, value-added, exports, imports, fixed assets, employment
etc. for the year 1986-87, we used Bangladesh Statistical Yearbook,
Report on Census of Manufacturing Industries, Bangladesh Economic
Survey, The same figures for the year 1976-77 were obtained from
Bangladesh Statistical Yearbook, Background Papers of the Second Five
Year Plan.

For calculation of linkages, we used the Input-Output Tables of
Bangladesh and its inverse given in the Background Papers of the Second
Five Year Plan [1, 2, 19, Vol 1; 47-62].
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SECTION il
RESULTS AND ANALYSIS

A. Industrial Linkages

We begin our analysis of the results with the note that as in other cases,
in the process of industrialization also, there can be no leader or follower
without mutual linkages, Table-l gives the ranking of industries of
Bangladesh according to their degree of inter-relatedness. When a
particular industry is set up, it transmits stimulation to both types of
industries— those supplying inputs to this industry and those receiving
inputs from this industry.

Planners and policy-makers try to exploit this nature of the process of
industrialization when choosing a set of industries to work as "thrust”
industries. Accordingly, industries with strong backward and/or forward
linkages stand as better candidate to act as ‘thrust industries'. Again, since
'backward’ and ‘forward' linkages take into account only direct effects, thrust
industries often are chosen on the basis of total linkages which account for
both direct and indirect effects. But when we talk of 'export-led’
industrialization, it is the backward linkages which are more appropriate to
consider. According to degree of 'backward' linkages, leather products,
manufacturing of textiles, pharmaceuticals, chemicals, miscellaneous
industries like plastic, glass products, clay products, rubber products etc,
cotton yarn, handloom, jute products come up at the top 50% of the
ranking list. Of course, backward linkages though measure the degree of
potential inter-relationship of a particular industry with the input supplying
industries, it may not be the actual relationship obtaining in the economy at
the moment or a relationship realisable in the near future. This may happen
because most of the imputs may come from imports, Hence we consider
backward linkage after making necessary adjustment for import
components in the total inputs, The effect of such adjustment may be
observed from Table-1. According to the value of backward linkage
(unadjusted), petroleum industry tops the ranking list whereas according to
the index of adjusted backward linkage, this industry stands at the bottom
50% of the ranking list. Leather and jute goods industries, though rank in
the top 50% according to the adjusted backward linkage index, those are
the traditional exports of Bangladesh and recently these industries are not
performing well in the export market [18; VI-12].
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Table — 1 : Ranking of Industries According to Inter-industry Linkage

Industries Backward | Rank | Adjusied Rank | Forward Rank Total Rank
Linkage Backward Lirkage | Ukage
Lirkage
1 Sugar 685 12 885 4 06 16 208 19
2 Edble Oi 78 3 . 2 12 12 227 17
3 Salt o "% ap o 439 7 49 7 amsy T T
4 Tobacco 442 T -~ . | 01 19 1886 2
5 Other Prod. 682 13 487 13 006 18 22m 16
6 Cotton Yarn . 2. 04 060 2 11.00 1 2757 6
7 Cloth : Mill s 45 a2 5 367 8 312 2
8 Cloth : Loom 749 18 55 8 o5 17 27% 7
9 Jute Text. 768 56 B85 3 108 14 2778 5
10 Paper 690 11 461 14 800 4 28 4
11 Leather 81 2 740 1 144 10 2413 2
12 Fertilizer 599 16 49 it 100 1 2294 15
13 Pharmaceut, 891 10 58 10 % 14 25 10
14 Other chem. 705 10 550 9 524 5 237 15
15 Cement 764 &7 568 6 100 1 2755 08
16 Basic Metal 812 14 491 12 100 17105258 9
17 Metal Prod. 53 18 9% 17 443 7 2305 14
18 Machinery 606 15 394 18 215 9 242 11
19 Transpot Eq. 532 18 393 19 145 1 21233 18
20 Wood 578 17 52 7 488 6 178 21
21 Misc. Ind. 07 9 49 15 821 3 3013 3
22 Petroleum a73 1- —-458 16 8% 2 6206 1
Products

Source : Computed from [18].
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Manufacturing of textiles, pharmaceuticals, chemical industries, of
course, stand at the top 50% of the ranking list but the industries
earmarked as potential ‘export leaders' in the Fourth Five Year Plan (See
Table Il) requires individual treatment because some of them lumped with
other similar industries reveals good backward linkage (such as readymade
graments) and some others conceal the actual magnitude of backward
linkage (such as plastic products, ceramic table ware etc.)

Table Il gives the backward and adjusted backward linkages of
industries many of whom appear in table-Il. It is found from Table-lll that
some of the industries identified in the FFYP as potential export leader do
have high backward linkage (adjusted). But others have less potential to
become ‘thrust industry’. But most surprising of all, the industry which is
currently leading the export sector of the country (garments sec Table-1V)
happens to be the one with minimum backward linkage (adjusted).

B. Efficiency of Resource Use

In choosing industries either for exporting or for replacing imports,
efficiency consideration demands that resource use in both types
industries should be equalized. Again, since opportunity cost of labour is
zero or small in this country, we consider only the capital cost of production
in various industries, Table-V gives the ranking of industries according to
the productivity of capital. It can be observed from this Table that some of
the potential export industries including garments industry listed in Table-lI
(cf. Table II) do rank high in the list of industries with high productivity of
capital. But some other industries such as wood products, pulp and paper,
ceramic wares etc, rank low in this Table (Table V) This implies that
investment in such industries instead of import replacing industries with
higher productivity of capital will lead to greater capital cost for each unit of
foreign exchange earmed saved-

3. Although policy-makers are inclined to treat import substitution and export promotion as
alternative stragegies, a rational trade policy would pursue both strategies until the last unit
of domestic resources devoted to each yields the same return in terms of foreign
exchange saved through import substitution or earned through exports.
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C. Employment Creation

As we mentioned in the beginning, one of the goals of the export-led
growth strategy is to create more employment opportunities. Table VI gives
the ranking of industries of Bangladesh according to their employment
creating capability and also according to the costs of creating those
employment opportunity (number of jobs). Interestingly, we find that
although many of the industries identified as potential 'export-leader” have
weak interindustry linkage, thay hold, nontheless, great employment
prospect. Garments industry should be mentioned with particular reference
in this respect. In this industry employment creation is the highest per unit
of value-added. With respect to costs of job creation also, this industry
stands in a good position. However, considering the low-wage paid for
employment, the employment-creating effects of the garments industry,
perhaps, should not be over-emphasized. Of course, regarding some
other industries, a contradiction cannot escape our attention : One industry
turns out to have great potential with respect to employment creation, but
the costs of creating job also are, exhorbitant (non-electrical Machinery);
again in case of tobacco, the costs of job creation is more or less
reasonalble, but the employment potential per unit of value added is low.
And this is where the plannars and policy-makers has to make balance
according to requirements and resources in pursuing a particular
devolopment strategy.
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Table Ii : List of Industries Identified as Having Good Investment Prospects in Bangladesh
L Textile and Garments

o

PAPWNABOONO O WM

I Leath

PRNONAONAZONAONAME®N -

16.

Cotton taxtile fabrics
Specialised textile fabrics : Houschold linen
Cotton and other knitwear fabrics (cotton vests and underwear, nylon socks efc.)
Readymade garments not affected by quotas
High value garments in quota-affected categories
Cotton yarn of low counts (up to 32 counts)

Silk fabrics woven with importad silk
Miscellaneous taxtile products : Umbrella cloth, canves cloth, farpaulin, ete.
Sik & Art Si;

Industries

Frozen shrimp, fish and froglegs

Fruits Juices

Spices and dehydrated vegetables

Fish meal and other fish products

Tea (especially packet tea)

Mushrooms for canning

Cassava starch

er and Leather Products

Wet blue leather, crust and finished leather
Footwear : Shoe uppers initially

Other leather products

ngineering Products

Electronic components

Electrical goods & accessories

Electric Motors

Telephone cables

Hand and edge tools

Healing equipment (Kerosene cookers)

iscellaneous

Ceramic tableware
Stainless steel Cuttery & crockeries
Plastic Products : PVC pipes, tubes, footwear etc.
Medical pharmaceutical products
Handicraft

Wood products

Iron castings

Paint & Varnishes

Boot polish

Articles of pulp & paper

Acid & Alkalides

Manufactures of glass

Disinfectants

Cigarettes (for exports)

Perfumes, cosmetic soap

Rubber footwear

Source : [18; VI-19, 20]
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Table lll : Ranking of Industries According to Backward Industrial Linkage

Industries Backward Adjusted Rank

Linkage Backward

Linkage

Food Manf. .79 .79 3
Beverage 57
Tobacco .80 .84 2
Animal feeds 74
Manf. of Textiles 57 .50 15
Wearing & Apparel/ 80 24 21
(Readymade garments)
Leather & leather prod. .83 .86 1
Wood & Cork Prod. 71 .69 5
Furniture 60 .60 9
Paber & Paper Prod. .80 57 11
Printing & Publishing B9 .69 5
Drugs & Pharmacent 0| 53 13
Industrial chemicals .63 .48 16
Other chemicals 73 .58 10
Petroleum Refining .83 32 20
Misc. Pet. Prod. .83 42 18
Rubber & Prod. 73 .48 16
Plastic .83 .58 10
Poltery & Chinaware .82 5 14
Glass & Glass Prod. 65 .40 19
Nonmetallic Mih. Prod. 786 .56 12
Iron & Steel Prod, .84 72 4
Fabricated Metal Prod. o .B1 8
Non-cletrical Machinery .85 .44 17
Electrical Machinery .85 64 7
Transport Equipment .79 .65 6
Other Manufacturings 81 .56 12

Source : Computed from [3, 1990] for the year 1986-87
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Table—IV : Manufactured Exports and Share in Total Exports

Industries Share in total Exports
1. Petroleum Exports 1.89%
2. Chemical Products (fertilizer) 2.61%
3. Leather 7.82%
4. Jute goods . 21.74%
5. Textiles 1.35
6. Hosiery Prod. 7.64
7. Readymade garments 42.83
8. Engg, Products .36
9. Other Manufactured Prod. 46

Surce : Computed from [8]
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Table-V : ‘Ranking of Industries According to Productivity of Capital

Industries Capital/Output Ratio Rank
Ratio

Food Manf. 1.7095 21
Tobacco .2912 3
Jute Text. .4481 6
Text. Manf. .2424 2
Ready made Garments .8516 12
Leathet of Prod. .8718 13
Footwear .4561 7
Wood & Cork prod. 2.5971 16
Furniture Manf. .2365 1
Pulp and Paper 2.9366 29
Paper & Prod. 2.9068 28
Printing & Publishing 1.1983 17
Drugs & Pharmaceut. .8365 11
Indust. Chemicals 6.0882 31
Other Chem. .4659 8
Petroleum Refining 3359 5
Misc. Petro. Products .6828 9
Rubber Prod. 1.3640 i8
Plastic Prod. 1.1953 16
China & Ceramic 2.2861 25
Glass Manf. 2.7420 27
Glass Prod. 9731 15
Cement 2.0967 24
Clay Prod. .8309 14
Iron & Steel Basic 1.9237 22
Cutlery 1.3853 19
Fabricated Metal 2.0441 23
Non-Electrical Mach. 5.8187 30
Electric Mach. .7398 10
Transport Eq. 1.3971 20
Other Manf. 3142 4

Source : Computed from [4].

271



Bangladesh Journal of Political Economy

Table-VI : Ranking of Industries According to the Number and Costs of
Job-creation

Industries No. of Jobs per | Rank Costs of Rank
100,000 Taka Creating
Value added Job (in Tk.)
Food Manf. 2574 14 66,400 19
Tobacco 617 27 47,145 14
Jute Text 3942 6 11,367 3
Text. Manf. 3393 9 7,144 1
Ready made Garments 6988 1 12,186 -
Leather and Prod. 986 25 88,402 23
Footwear 489 28 93,160 24
" Wood & Cork prod. 1383 22 187,733 26
Furniture Mani. 2336 17 10:423 2
Pulp and Paper 1203 24 243,928 29
Paper & Prod. 1347 23 215,758 27
Printing & Publishing 4149 5 28,877 11
Drugs & Pharmaceut. 1418 21 59,000 16
Indust. Chem. 383 29 1590,351 31
Other Chem. ‘ 2194 18 21,236 T
Petroleum Refining 135 30 248,341 30
Misc. Petro. Product 956 26 71,428 20
Rubber Prod. 2993 11 45,574 13
Plastic Prod. 2458 16 48,623 15
China & Ceramic 28390 12 29,103 22
Glass Manf. 2186 19 125,412 25
Glass Prod. 4244 4 19,675 6.
Cement 2815 13 74,492 21
Clay Prod. 3868 67 24,065 9
iron & Steel 3129 10 61,477 18
Cutlery 5587 3 24,791 10
Fabricated Metal 3732 8 60,172 17
Non-Electrical Mach. 2533 15 229,726 28
Electrical Mach. 1901 20 38,908 12
Transport Eq. 6543 2 21,352 8
Other Manf. 2194 18 14,321 5

Source : Computed from [4].
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SECTION-IV : CONCLUSIONS AND SUGGESTIONS

Export-led industrialization strategy like other strategies, has its strength
and weaknesses and there are conditions which must be fulfilled for the
strategy to be successful. In order to become a propelling force for rest of
the economy, the export industries require to be highly integrated with
other industries of the economy. We have seen that many of the non-
traditional export industries of Bangladesh are not well-linked with other
industries of the economy. We have also seen that many of the
nontraditional export industries, though highly linked with other industries,
are very insignificant with respect to their-volume and share of export.
Contrarily, the export industry which is currently dominating our export
sector, enjoys minimum interindustry linkage with rest of the economy. We
have further seen that some industries identified as potential/actual
exporter rank lower than some import replacing industries, with respect to
productivity of scarce resource (capital), Hence, investment preference for
those exporting industries will mean inefficieny in resource allocation. It is of
course, a satisfying phenomenon that most of the industries earmarked as
actual/potential exporter are highly promising with respect to employment
creation though some of them differ from others with respect to the costs of
job-creation. Thus we see that actual/potential nontraditional export
industries of Bangladesh may help in reducing unemployment at a greater
rate, but many of them may not be generating sufficient stimulation for
other industries of the economy. Moreover, in view of the scarcity of capital
funds, high capital/output ratio of some export industries will make
investment in them inefficient compared to other import-replacing
industries. Hence we advocate for a balanced, judicious industrialization
programme. Export-industries should be promoted, but import-replacing
industries should not be neglected nor should they be deprived of
reasonable protection. After all, “infant industry” argument is still
considered to have some validity. We are not for rearing inefficiencies
behind the protection of tariff-wall and sacrificing the interest of consumers,
but at the same time we should be concerned about interest of the
consumers of tomorrow. Intertemporal efficiency, and equity in resource
allocation and distribution of welfare is something which modern state
cannot ignore. Protection may divert resource from export industries but
this problem may be overcome by giving preference to the exporters to set
up industries in the sheltered sector. The principle is : those who brave the
rough sea of international competition should enjoy the warmth of the
protected pool! This will additionally help in creating financial linkage for the
otherwise linkage weak export sector with rest of the economy.
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THE CHITTAGONG EXPORT PROCESSING ZONE :
HAS IT CONTRIBUTED TO THE INDUSTRIALISATION
OF BANGLADESH

A. K. ENAMUL HAQUE *

The Chittagong Export Processing Zone was established in 1983. This
paper evaluates the Chittagong Export Processing Zone (CEPZ) in terms
of its impact on the economy of Bangladesh. The specific objective in this
paper is to decompose Chittagong's overall growth performance in
employment, output and investment so that CEPZ's effect on Chittagong is
identified.

Shift-share analysis, used in this paper, provides a descriptive
explanation of the changes in the economic activities over a period. Three
types of economic variables are used in this study to identify regional share
from 1984 to 1988. These are: output, employment and fixed assets.

Loss in gross output (in the manufacturing sector of Chittagong) was
taka 27.48 billion. Out of this taka 27.48 billion, taka 2.764 billion were lost
in textiles sectors alone of which taka 524 million were lost in the wearing
apparel industries.Total loss in employment was 80 thousand jobs and of
these 80 thousand jobs, 5,103 jobs were lost by the wearing apparel
industries alone. During the same period CEPZ created 3,530 jobs in its
industries. Loss in fixed assets was Tk. 55.385 billion in the study period.
Of this 55 billion, Loss in the textile sector was taka 938 million whereas
total investment in CEPZ during the same period was taka 1.5 billion.

INTRODUCTION

The Bangladesh Export Processing Zone Authority (BEPZA) was
established in 1983 to pursue an " open door policy” to attract foreign
investment to Bangladesh (Bepza Brochure 1992). The objective of
BEPZA is to " provide special areas where potential investors would find a
congenial investment climate, free from too many complications."With this

*  Assistant Professor, Department of Economics, University of Chittagong.
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stated objective BEPZA has established the Chittagong Export Processing
Zone in 1983. The Dhaka Export Processing Zone is scheduled to become
operational by 1993 and the Khulna Export Processing Zone is at its rapid
initial phase. These initiatives are directly linked with the policy of rapid
industrialisation of the Government of Bangladesh [6 ;7 ].

The idea of establishing EPZ in Bangladesh received mixed supports
from economists and political analysts. Critics were quick to derive
knowledge from similar experiences in Sri Lanka, Taiwan and the
Philippines. Supporters were also swift and provided a brisk picture of rapid
industrialisation for Bangladesh. However, these claims were based on
information originating outside Bangladesh. This paper evaluates the
Chittagong Export Processing Zone (CEPZ) in terms of its impact on the
economy of Bangladesh.

BACKGROUND

The Successes

EPZ is an area compared with an island economy that is free from other
influences in a country. The capital invested in this "island” is secured in
many ways; First, government's authority to influence investments is greatly
curtailed so that an investment decision can be made solely in terms of
profitability. Second, internal political instability (which is a major deterrent to
fetch long-term investments in many third world countries including
Bangladesh) becomes less important for long term and multimillion dollar
investment decisions.Third, unionism is generally restricted in such islands
so it becomes easy for investors to run business. Based on these
considerations and influenced by the-then President of the World Bank Sir
Robert Mcnamara, the Government decided to establish EPZ in
Bangladesh.

The Chittagong EPZ is within 3 Kms. of the Chittagong Port and within
6 Kms. of the Central Business District of Chittagong. CEPZ has 380 plots
on its 183 hectares of land. Of the 66 industries approved by the
Chittagong Export Processing Zone (CEPZ) 30 are operational in the zone.
The estimated cost of developing the site for the Chittagong EPZ is taka
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791.5 millions. CEPZ provides both fiscal and non-fiscal incentives to firms
located inside the zone. Gross investment in CEPZ is US$ 97.5 million,
total employment is 19.820 jobs and gross export eaming is US$ 13 million
per month [6;9].

The Drawbacks

Criticisms against establishing EPZs in countries like Bangladesh can
be grouped into three broad categories : (i) the sovereignty concern-EPZs
are seen as a foreign economic enclave (or leased-out land) in the country,
(i) intra-country discrimination-investors inside such zones enjoy better
infrastructural facilities compared with other investors in the country. Such
discrimination puts local entrepreneurs (of exports industry) in a
comparative disadvantage. For countries like Bangladesh, which is poor in
capital, this policy frustrates growth of indigenous entrepreneurial classes,
and (iii) cost inefficiency - capital to labour ratio inside such zone is usually
higher than that of outside EPZs. To many, this is costly for a capital poor
country, which has to import this technology from abroad.

CONCEPTUAL FRAMEWORK

The primary claim of successes of an EPZ stems from the fact that the
zone attracts "new"” capital from abroad that were, until now, missing from
the economy. Therefore, the employment created in the zone and export
earnings are a net addition and thus a net gain to the economy. 1 Also,
there are some secondary and tertiary gains resulting from the economic
relationship that develops between industries located inside the zone and
those industries outside the zone.

Three kinds of relationships exist between two "regions" 2 of a country
: vertical relationships, horizontal relationships and complementary
relationships. Vertical relationships imply mutual attraction between
industries located into two places. For example, activities in the Chittagong
EPZ may create a backwards linkage effect with the rest of the economy

1. One underlying assumption is that “surplus labour” exists in the economy.
2. Inthis paper "regions" are ~ CEPZ and the District of Chittagong.
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mainly through supplies of residentiary activities to the firms in the zone. A
forward linkage effect is not likely to happen since produces from an
industry in CEPZ are exported outside the country.

Horizontal relationships, on the other hand, are mutually repulsive. For
example, activities in the Chittagong EPZ may create a rivalry between
industries within and outside the zone. These industries are likely to
compete for similar services and inputs in the local market. Also because
investment in the zone is more secured than outside the zone, local
investors may try locate their industries inside the zone and here
investment in CEPZ would simply mean a substitution than an addition.

Complementary relationship is usually that results from economies of
scale and agglomeration. For example, CEPZ may attract labourers from
other parts of the country that may become a blesssing for local
manufacturers.

The overall growth performance of a region is, therefore, affected by
various factors, CEPZ, a project of the Bangladesh Export Processing
Zone Authority, is expected to influence the growth performance of
chittagong's local economy in the past 10 years. | have identified the types
of relationships that would exist between CEPZ and Chittagong in the
preceding Paragraphs. The Objective in this paper is to decompose
Chittagong's overall growth performance in employment, output and
investment so that CEPZ's effect on chittagong is identified.

Isolating regional effect (implying the effect of CEPZ on the economic
performance of Chittagong) from total effect (the overall economic
performance of Chittagong) is a technical analysis. CEPZ is operational
since 1983 and the data on investment, employment and output exist only
from 1984. The number of observation is, therefore, not enough for
econometric analyses. Besides, data on the manufacturing industries
(reported in the Bangladesh Census of Manufacturing Industries) exist only
up to 1987-88. This further confines the analysis of this paper. However,
the technique used in this paper does not require a huge pool of data and
its results are indicative in nature. A more sophisticated tool may add more
substantive evidence to the claims made in this paper. The period used for
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this study is 1984 t01988. The year 1984 is chosen because it coincidec
with the beginning of the Chittatgong Export Processing Zone.

THE ANALYTICAL MODEL

Shift-Share analysis® is used in this paper to isolate regional effect
from total effects. According to this approach, the overall growth rate of a
region's economic activity (as measured by employment or output or
investment or the like) is a weighted average of the growth rates of the
separate sectors or activities making up the region's economy. If the
region’s growth rate is compared with that of another area (for example, the
nation), it is possible to "explain" the difference in the growth rates
statistically in terms of two components. [3;399].

These components are called the "National Effect” and the " Industry
Mix." The residual remains "unexplained" and is attributed to the local
factors and is called the "regional share.” The relationship is explained in
the following equation.

Where R is the total change in the region, N is the national effect, M is
the industry-mix, and S is the regional share.

L R SO SN | (2a)
M= G B it s s simenrimmsts (2b)
S T (2¢)

where r1 is the national growth rate, and r., industry growth rate.

My objective in this paper is to determine the regional share for
Chittagong (S) in terms of output, employment and assets (a proxy for
capital) for the period 1984 to 1988. A positive value of S would imply a net
growth in Chittagong's economic activity and a negative value implies a net

3. This approch is attributable to Daniel B Creamer. (Industrial Location and National
Resources, Washington D. C. Government Printing Office, 1943).
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loss. Value of S is also the maximum gain/loss that can be attributed to the
Chittagong EPZ. '

RESULTS

Shift-Share analysis provides a descriptive explanation of the changes
in the regional economic activities over a period. Three types of economic
variables are used in this study to identify regional share from 1984 to
1988. These are : output, employment and fixed assets.4 Table 1
illustrates the components of the shift-share analysis in terms of
Chittagong's gross value of manufacturing output for 1984-1988.

4. These variables are chosen because they are used by the CEPZA to demonstrate its
success in the economy.
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Table - 1 : Regional Share in Gross Output of Chittagong's Manufacturing

Industries (1984-1988)

(Figures in the parentheses are negative numbers)

Gross Output Regional National Industry Regional
(in thousands of Taka) Change (R) Effect (N) Mix (M) Share (S)
Food Manufacturing | 1,072,593 1,270,663 429,917 (627,987)
Food Manufacturing Il (1.973,752) 1,601,342 (1,084,737) (2,490,357)
Beverage (34,631) 26,123 (31,563) (29,191)
Tobacco (1,060,830) 969,557  (610.081) (1,420,306)
Animal Feeds 9,257 4,834 1,624 2,799
Textiles Manufacturing | (136,478) 2,885,854 (783,445) (2,238,887)
Texltiles Manufacturing II 32,743 92,526 (67.240) 7,457
Wearing Apparel (52,743) 135,234 336,699 (524,675)
Leather and its Prod. 43,304 102,194 26,318 (85,208)
Wood and Cork Products (19,770) 66,040 {40,190) (45,620)
Fumiture 20,402 34,302 (6,011) (7.889)
Paper and its Products (870,281) 597,715 (190,539) (1,277,458)
Printing & Publishing (441,019) 327,431 (110,481) (657,969)
Drugs & Pharmaceuticals (115,019) 417,308 (96,128) 436,198)
Chemical Industries (946,624) 1,554,395 (26,090) (2,474,929)
Other Chemical 537,312 763,588 (209,524) (1 6,752)
Petroleum Refining 130,857 5,427,953 (5.297,096) 0
Misc. Petroleum Products 38,273 91,320 20,642 (73,689)
Rubber Products (969) 8,222 (1,112) (8,080)
Plastic Preducts 213,519 4,635 32.093 176,791
Glass Manufacturing 1,619 74,041 (41,767) (30,655)
Non-metallic Mineral Prods. 31,209 400,909 (95,815) (273,885)
Iron and Steel Basic Ind. 31,179 1,354,188 (1,380,426) 57,417
Fabricated Metal Prod. | (86,987) 170,628 (856,553)  (171.062)
Fabricated Metal Prod. II 64,290 62,531 (22,598) 24,356
Non-Electrical Machinery 27,874 32,429 (35,258) 30,703
Electrical Machinery 556,869 196,611 210,089 150,169
Transport Equipment 124,277 373,255  (148,276) (100,702)
Other Manufacturing Ind. 1 556 5,088 {315) (4.217)
Other Manufacturing Ind. 2 (592) 745 (828) (509)
TOTAL (2,803,562) 19,051,663 5,625,757 (27,480,983)
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Gross Output

To facilitate understanding of the table an interpretive analysis of the
textile manufacturing sector (Textiles Manufacturing 1,5 row 6 of Table 1) in
Chittagong for the period 1984-88 is given below.

Had the national textiles manufacturing sector grown at the national
growth rate and had Chittagong's regional output in the textiles
manufacturing sector reflected this same growth rate, taka 2.885 billion
worth of net gain in output would have accrued to Chittagong. Instead a net
loss of taka 136 million in output occurred over the period 1984-1988
(Table 1, row 6). The industry-mix component is a loss of taka 783 million in
textiles manufacturing output. A negative Value for M implies that the
industry manifested a growth rate slower than the national average.
Therefore, using equations 2a through 2c, the regional share in terms of
textiles manufacturing output over the period 1984-1988 is a net loss of
taka 2.24 billion (Column 5, row 6 of Table 1).

Table 1 shows that regional share in output decreased for most of the
industries over the period 1984 to 1988 except animal feeds, textiles
manufacturing 118, plastic products, metal products and electrical
machineris. Wearing Apparel industries’, the most popular industry in
CEPZ, lost a total of taka 524.6 million in gross output over the period 1984
to 1988. Other big losers, according to Table 1, are food manufacturing |l
(consists of bakery, sugar factories, confectioneries, tea and coffee
processing and blending, salt and other food products), tobacco, chemical
industries (consist of paints, perfumes, soap and detergents, polishes and
waxes, inks and candle manufacturing industries), paper and its products
(consists of pulp and paper and paper board manufacturing), printing and
publishing industries consist of newspaper, books, cards, stationery and
binding products). Overall, Chittagong's economy shrunk by taka 27.48
billion (total of column 5 in Table 1) in gross output during 1984 to 1988.

5. Textiles Manufacturing | consists of cotton and jute textiles, woollen textiles, silk and
synthetic textiles, narrow fabrics, hand loom textiles and dyeing and bleaching textiles.

6. Textiles manufacturing |l consists of knitting mills, carpets and rugs, cordage, rope and
twine, spooling.and thread ball and other necessary textiles manufacturing products.

7 . Wearing apparels industries consist of ready madé garments and wear apparel except
footwears.
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This is a huge mountcomparedto the reported loss of taka 2 billion in gross
output over the same period (total of column 2 in Table 1). Out of this taka
27.48 billion loss in gross output in Chittagong, taka 2.764 billion were lost
in textiles sectors alone of which taka 524 million were lost in the wearing
apparel manufacturing industries.

The question, now, can we ascribe these losses (taka 27.48 billion) to
the creation of the CEPZ? The answer is no, but this is the maximum loss
that had hapended in the Chittagong's economy within 5 years after the
inception of CEPZ. CEPZ's total exports (a measure of its gross output)
over the same period was around taka 1.5 billion. [6] .2

Employment

Table 2 summarises result of the Shift-share analysis in terms of
emploment for manufacturing industries in Chittagong. It shows that
80,567 jobs were lost in the manufacturing sector during 1984 to 1988.
This number is twice the number reported in the census of manufacturing
industries over the same period. Major losers are people working in textiles
manufacturing | industires (25,487 jobs), food manufacturing Il industries
(15,225 jobs), wearing apparels (5,103 jobs), paper and allied products
(4,632 jobs) and chemical industries (3,509 jobs).

8. Figures are converted into Taka using US$ 1 = Tk. 38..
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Table - 2 : Regional Share in Employment of Chittagong's Manufacturing
Industries (1984-1988)

(Figures in the parentheses are negative numbers)

Employment Regional National Industry Regional
(man year) Change (R) Effect (N) Mix (M) Share (S)
Food Manufacturing | (129) 3,681 (2,667) (1,143)
Food Manufacturing Il (11,3586) 11,715 (7.846) (15,225)
Beverage (189) 197 (105) (281)
Tobacco (936) 1,656 (1,609) (083)
Animal Feeds 21 11 (5) 15
Textiles Manufacturing | (20,755) 60,058 (55,325) (25,487)
Teltiles Manufacturing Il 793 1,251 (952) 495
Wearing Apparel (1,462) 1,900 1,741 (5.103)
Leather and its Prod. (240) 509 (245) (504)
Wood and Cark Products (867) 899 (0886) (800)
Furniture 219 360 (313) 172
Paper and its Products (4,063) 3,758 (3,189) (4,632)
Printing & Publishing (103) 632 (485) (250)
Drugs & Pharmaceuticals (421) 2,566 (2,171) (818)
Chemical Industries (2,374) 4,247 (3,111) (3,509)
Other Chemical (492) 2,468 (2,000) (959)
Petroleum Refining 17 498 (482) 1
Misc. Petroleum Products 51 1 238 (198)
Rubber Products (18) 111 (95) (34)
Plastic Products 224 110 (40) 154
Glass Manufacturing 188 178 (139) 149
Non-metallic Mineral Prods. (293) 1,311 (857) (747)
Iron and Steel Basic Ind. 210 4,337 (4,071) (56)
Fabricated Metal Prod. | (852) 1,958 (1,773) (1,087)
Fabricated Metal Prod. 1l (29) 945 (831) (143)
Non-Electrical Machinery (446) 744 (802) (388)
Electrical Machinery 580 923 (476) 133
Transport Equipment (122) 874 {1,058) 60
Other Manufacturing Ind. | (41) 110 (102) (49)
Other Manufacturing Ind., |l (18) 24 (11) (30)
TOTAL (42,903) 108,037 (70,374) (80,567)
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Not these losses in jobs were the direct result of the establishment of
CEPZ. However, 80 thousand jobs were lost within the 5 years after the
operation of CPEZ. Of these 80 thousand jobs, 5,103 jobs were lost by the
wearing apparel industries alone. During the same period CPEZ created
3,530 jobs in its industries. Are these jobs a net addition to the economy?
Perhaps, the answer is no.

Fixed Assels

Table 3 illustrates similar results in terms of fixed assets at the end of
the fiscal year. It shows that taka 55.385 billions were lost in fixed assets
from Chittagong from 1984 to 1988. Of them, taka 820 million were lost in
textiles manufacturing |, taka 75 millions in wearing apparel industries, taka
11 billion in chemical industries, and taka 1.3 billion in food manufacturing Il
industries. Total losses in the textile sector were taka 938 million whereas
total new investments in CEPZ during the same period were taka 1.5 billion.

CONCLUDING OBSERVATION

From the results above several things become obvious. First, growth in
the manufacturing sectors of Chittagong suffered a seripus setback during
19984 to 1988. Three variables : output, employment and fixed assets
were used to determine the impact of CEPZ on Chittagong's manufacturing
industries. In terms of gross output the loss amounts to taka 27.48 billion, in
terms of employment it was 80 thousand in jobs and in terms of fixed assets
it was a loss of taka 55.385 billion in the study period. While it is true that not
all these losses were caused by CEPZ, a part of it was definitely due to
CEPZ. The industry-mix components (M) for output, employment and fixed
assets of wearing aparel industries are positive implying that the rate of
growth of the wearing apparel industry was above the national average of
all industries from 1984 to 1988. In Chittagong, however, this industry
suffered a negative real growth in output, employment and fixed assets.
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Table - 3 : Regional Share in Fixed Assets of Chittagong's Manufacturing
Industries (1984-1988)

(Figures in the parentheses are negative numbers)

Fixed Assels Regional National Tndusty _Regional
(in thousands of taka) Change (R) Effect (N) Mix (M) Share (S)
Food Manufacturing | 40,592 419,625 (207,172)  (171,861)
Food Manufacturing Il (760,378) 1,194,653 (647,838) (1,307,193)
Beverage (62,481) 100,673 (74,821) (88,333)
Tobacco 82,989 52,293 6,351 24,345
Animal Feeds 35,867 6,545 23,194 6,126
Textiles Manufacturing | (130,524) 2,668,088  (1,977,814)  (820,778)
Texitiles Manufacturing Ii (64,698) 682,583 (703,319) (43,959)
Wearing Apparel (28,928) 54,923 (8,607) (75,244)
Leather and its Prod. (30,088) 98,412 (11,989)  (116,511)
Wood and Cork Products 33,717 58,043 (46,947) 22,621
Furniture 4901 4,324 (3.828) 4,405
Paper and its Products (873,609) 1,270,379 (684,809)  (1.459,179)
Printing & Publishing (10,940) 65,607 (61,996) 14,551)
Drugs & Pharmaceuticals 43,177 232,036 (133,005) (55,854)
Chemical Industries (6.057.630) 9,466,355  (4,492,045) (11,031,940)
Other Chemical 155,476 03,649 15,110 46,717
Petroleum Refining 172,943 174,650 (1.707) 0
Misc. Petroleum Products 3,826 3,143 13,777 (13,094)
Rubber Products (1,457) 5,519 (5,838) (1,138)
Plastic Products 13,610 5,784 (1,511) 9,337
Glass Manufacturing 175,876 11,762 32,502 131,612
Non-metallic Mineral Prods. (39,648) 173,831 152,563  (366,039)
Iron and Steel Basic Ind. 104,603 517,604  (475,255) 62,254
Fabricated Metal Prod. | (17,410) 56,268 38663  (112,341)
Fabricated Metal Prod. I 4,431 47,900 (45,710) 2,241
Non-Electrical Machinery (45) 16,427 (17,286) 814
Electrical Machinery 28,393 69,529 (42,201) 1,065
Transport Equipment (11.,900) 38,095 (23,142) (26,852)
Other Manufacturing Ind. | (436) 1,037 187 (1,661)
Other Manufacturing Ind. II @) 56 (52) (6)
TOTAL (7.189,769) 17.589,774 __ 30,605.83 (55.385.376)
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So wearing apparel industries were either substituted or a displaced by
CEPZ. A substitution effect implies that local investors found CEPZ a better
place to secure their investment and thus substituted their operations in
Chittagong for CEPZ. A displacement effect means that local industries
(say, textile manufacturing industries) were competed out of the local
market by illegal supplies of garment products from the zone. My feeling is
that in case the Chittagong Export Processing Zone traces of both effects
can be found but it was beyond the scope of the present study.

Whatever the reasons for the loss of local industries in Chittagong
several key observations should be noted.

Observation | : The existence of a substitution effect strongly supports the
claims made by the proponents that security of investments is a major
concern for investors. An "enclave economy" is a preferable place to invest
than an open economy.
Observation Il : The presence of a displacement effect suggests that earlier
apprehensions by the opponents of the zone connot be rlued out as
"whimsical "accusations made by people of opposing political thoughts.
Observation lll : The claim of successes made by BEPZA should be scaled
down to accommodate certain qualified judgements. For example, CEPZ
has relocated local ivestors and thus all its "export earnings” cannot be
claimed as a net contribution of CEPZ to the economy of Bangladesh. This
observation is true in terms of employment.and fixed assets. However, it
also shows a strength of the zone in terms of attarcting local investors. The
questions is, why is it s0?

Last, real cost of establishing the Chittagong Export Processing Zone,
a project of the Bangladesh Export Processing Zone Authority, is far above
actual cost of taka 791.5 million. Fiscal benefits accrued to firms in the zone
are, in fact, a net loss to the economy and this is particularly true when a
substitution or a displacement effect exists. This paper was not intended to
provide an economic cost-benefit analysis® of CEPZ but such an analysis
would definitely benefit BEPZA, in terms of understanding their role in the
economy, and the goverment, in terms of designing an optimum incentive
package for attracting firms in the zone. After all, the stake of an economy is
not in attracting "new" capital, it is the use of the capital that is more
important for rapid industrialisation of a country.

9. An economic cost-benefit analysis is different from a financial cost-benefit analysis and it
latter which is, unfortunately, in rampant use by project evaluators to justify an investment.
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SMUGGLING : ITS IMPACT ON INDUSTRIALISATION

MUHAMMAD SIRAJUL HAQUE *

1.INTRODUCTION

Proliferation of smuggling in Bangladesh in recent times has reached a
new diemension so that we cannot relegate the phenomenon of
smuggling to the low-priorities list. Apparently one may feel complacent
from the realization that smuggling benefits consumers by providing
commodities at low prices, but the detrimental effects of smuggling on
industrialisation may outweigh the benefits accruing to the consumers and
the economy consequently may end up net loser. The above statement is
indeed true for Bangladesh which, because of its stage of economic
development and specific geographic location, is regarded as a stronghold
by national and international smugglers. There are other facts and figures
about illegal trade practices in Bangladesh that we must take into
consideration in discerning the effects of smuggling on industrialisation.
This is what this paper strives to accomplish.

The literature on economics of smuggling has grown rapidly over the
years, though very tew empirical studies on this subject have emerged so
far. Especially there is dearth of empirical studies on forms and nature of
smuggling in Bangladesh. Very recently, the research report by Ghafur A,
Islam M., and Faiz N. [3, 4], has made a major contribution in this field. Most
of the published articles on economics of smuggling deal with welfare
effects of different modes of smuggling with different assumptions about a
host of anciliary matters. We skip a review of the above-mentioned papers
since the current paper is concerned with the effects of smuggling on
industrialisation. The research report [3, 4] provides a detailed description
-of all aspects related to illegal trade practices in Bangladesh. This paper
presents an analytical framewerk for determining the effects of smuggling
on industrialisation keeping in mind the modes of smuggling carried out in
Bangladesh.

* Department of Economics, University of Chittagong
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This paper is organised as follows. A definition of smuggling is provided
in the second section. We present a brief discussion on the nature and
causes of smuggling in Bangladesh in the third section. This section draws
heavily on the research report by Ghafur-Islam-Faiz [3, 4].

Section 1V is devoted to the analytical framework developed in this
paper. Particularly, we present arguments for and against smuggling taking
its effects on industrialisation as our criterion of judgement. The final
section summarizes the conclusions of this paper.

[l . DEFINITION OF SMUGGLING.

Smuggling may be crudely defined as an unlawful activity undertaken
to evade duties, partially or fully, on exports and imports of a country
through the use of either illegal channels of exportation and importation or
legal channels with or without the active participation of law-enforcing
agencies. "It flourishes in a situation where the methods of enforcement
are lax, the frontiers many and the rewards from illegal activity high relative
to the returns from legal activits" [1;, 172-387].

Smugglers may or may not bribe the law enforcing agencies for using
legal channels. The following forms of smuggling may be used in isolation
or in combination:

(i)  Under-invoicing and over-inviocing of exports and imports, both
quantity and value.

(i)  Misclassification, misweighing and misgrading of exports and imports.

(i) Fake invoicing with or without active connivance of law-enforcing
agencies. :

(iv) Unauthorized remittances into or out of the country.
(v) Transfer pricing by multinational companies.

(vi) Recyclirig of foreign aid through over-invoicing of aid-financed
projects. _

Smuggling through the use of illegal channels of exportation and
importation can take any of the following forms: i

(i) llegal border trade using all kinds of transport.
(i) Informal channels of remittances.
(i) Unauthorized possession and use of foreign currencies.

»
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1. NATURE AND MODES OF SMUGGLING IN BANGLADSH

llegal trade practices in Bangladesh are rampant and quite complicated
in nature. The nature of economic development in Bangladsh and the
geographic location of the country add new diemensions to the modes of
smuggling in Bangladesh. We can classify the smuggled commodities in
four broad categories depending on the mode of smuggling pursued.

First, there are commodities which are smuggled in Bangladesh from
India, Bangladesh is surrounded on its three sides by India which is
economically more developed than Bangladesh. Moreover, India has
structured over the years a self-sustaining democratic process which
fosters economic development in a stable environment. Quite naturally.
India has attained self-reliance and efficiency in a number of sectors
wherein Bangladesh is still lagging behind. It is also true that India has been
pursuing protective policies to boost industrialisation at home.
Consequently, cost and price differentials have developed in cases of
many commodities on both sides of the border. For these reasons and
others, great potentialities exist for smugglers to reap economic rents from
smuggling. The smuggled-in commodities from India are fruits, cattle,
spices, sugar, sarees, machine and spare parts, medicines, cosmetics, etc.

A host of other factors also contributed to the cause of ever increasing
volume of illegal trade in Bangladesh. Since its birth in 1971, Bangladesh
has been facing deficit in the current account of its balance of payments. To
meet this deficit in current account, Bangladesh resorted to different kinds
of foreign exchange restrictions which in turn augmented the economic
rents accruing to the smugglers. The government of Bangladesh
introduced wage earners' scheme as a means of attracting foreign
remittances from Bangladesh living abroad, but the system has helped
illegal trade grow over time by providing legal cover for illegal trade
practices. Moreover, the existence of multiple exchange rates within
Bangladesh viz, official rate, wage earners' IP rate and informal market rate
make it easy for smugglers to collect the requisite foreign exchange fund at
a lower cost. Also under the system of multiple exchange rates,
Bangladesh may suffer from a terms of trade loss if one unit of foreign
currency earned legally is spent to import a commaodity only to be smuggled
nut to Incra later.

Over-invoicing of imported plants and machinery for néwly sanctioned
projects and existing industries is a popular mechanism for taking capital out
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of the home country. The home-fleeing capital is then used to finance the
illegal imports. Remittances collected by informal "Hundi" rings operating in
Middle East countries and U. K. are also used to finance illegal trade
transactions .

Home coming Bangladeshi migrants and overseas businessmen
coming from U. K., Middle East countries, Singapore, Bangkok, Hongkong,
and Calcutta smuggle in through their accompanied and unaccompanied
luggages a large quantity of commodities which are either banned or
restricted. Fishing trawlers and engine boats smuggle goods from Burma,
Singapore, and Thiland and unload their cargo in the coastal areas of
Chittagong. Ships anchored at outer anchorages of Chittagong Sea port
and Chalna Sea port carry a lot of smuggled commodities.

Another reason for rapid growth of smuggling as an occupation in
Bangladesh is that smuggling offers employment opportunities to a large
number of unemployed young 'persons in border areas. The field level
operators in this occupation are the headleaders, the cycleriding carriers,
and the baggage parties on motor cycles operating in border areas. The
main operators who stay in big cities like Dhaka and Chittagong aver the
risks involved in illegal trafficking of exports and imports by operating in the
field from a distance through a vast network of small agents and
sub-agents.

Second, there are commodities which are smuggled out to India and
Burma from Bangladesh. Bangladesh possesses absolute and comparative
advantages in the production of a few commaodities which it can export
legally to India, but the import restrictions imposed by Indian government
act as deterrant to such legal exports and in the end give rise to rents to be
procured from smuggling goods out. The newly introduced VAT in India
encourages producers there to export goods legally to Bangladesh, only to
be illegaly re-exported to India. It may also to be mentioned that the political
instability in Burma that has crippled the Burmese economy in recent years
has opened up new avenues for illegal exports from Bangladesh to Burma.

~ Third, a number of commodities are imported or smuggled in
Bangladesh from countries other than India. These commodities are then
smuggled out to India. The garments industry and the assembly plants for
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electronic item add fuel to the development of this. mode of smuggling in
Bangladesh.

The garments industry in Bangladesh has grown in size and importance
during the last decade. It is number one item in our exports list fetching the
maximum amount of foreign currency. Unfortunately the garment industry is
also the breeding place for a number of illegal trade practices. The
garments factory owners operate under "Back-to-Back L. C." system. The
factory owners are allowed to import fabrics free of tax from abroad for
manufacturing a stipulated amount of garments which are to be exported to
foreign countries within a predetermined period of time. The factory owners
often inflate the amount of fabrics required for a particular order with active
support from law enforcing agencies. They make huge profits from this kind
of illegal activity. First, they sell the extra amount of fabrics in local market at
high prices. Second, they use these fabrics to manufacture clothes for local
market. Third, they receive commissions from other importers for importing
additional amount of duty- free fabrics for those importers who can thus
evade tax payments on imports of different kinds of fabrics. Moreover, the
custom receipts of imported garment materials often provide legal cover to
the illegal imports of fabrics.

The electronic commodities are brought into this country by incoming
migrants living abroad . Some of these imported electronic commodities are
smuggled out to India. A number of electronic assembly plants popularly
known as "screw-driver factories” have been built up in Bangladesh in rcent
times. These firms take advantage of paying taxes at lower rates applicable
to imports of consumer durables electronic materials and machinery parts.
The assembled "finished products” are then smuggled out of India. Among
the electronic commodities, V. C. P. and V. C.R. are two most favourite
items that are smuggled out to India in large quantity.

The third item in the category of smuggled-in-smuggled-out items is
polyester yarn. An increasing number of Bangladeshi textile mills produce
single colour polyester cloth with the imported yarn a part of which is
smuggled out to India. Virtually, the textile industry in Bangladesh.is likely to
face extinction in near future due to uneven competition from smuggled-in
fabrics brought under the legal cover of duty-free fabrics for garment
industries and used clothes consignments. The local markets have been
flooded with high-quality fabrics leaked out from import-consignments of
garments factories and used clothes.
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Two other favourite items in this category are used clothes and gold. It
is a well known fact that most of the itmes in used-clothes consignments are
not used clothes-rather these are almost new clothes very popular for their
eye-catching designs and high-quality fabrics. Smugglers make profit by
smuggling in gold from U. K. and Middie East countries and then by
smuggling it out to India because Dhaka gold is higher than U. K. gold price
but lower than Calcutta gold price.

1V : EFFECTS OF SMUGGLING ON INDUSTRIALISATION

In this section, we endeavor to analyse the effects of smuggling on
industrialisation on two levels. First, partial equilibrium effects of smuggling
on industrialisation are analysed for each of four modes of smuggling
mentioned earlier. Second, we present general equilibrium effects of
smuggling using production possibility curves.

A. Partial Equilibrium Effects :

As discussed in the previous section there are mainly four types of
smuggling, Viz. smuggling in, smuggling out, smuggling out the imported
commodity and smuggling out the smuggled -in commodity. We start with
the first mode, smuggling in.

1. Partial Equilibrium of Smuggling

Assumption : We make the following assumption with a view to easing
exposition
a) There are two countries, A and B.

b)  Smugglers incountry B smuggle in the commodity X from country A.

(o) Change in the level of industrialisation is positively related to the
change in level of production so that the gffects of a particular mode
of smuggling on industrialisation can be unambigously determined
by the effects of that mode of smuggling on production. '

d) Importers and smugglers are price takers, not price makers. that
means, the importers and smugglers can import or smuggle in any
amount of the commodity at the given price.

e)  Unless otherwise mentioned, exports are always tax free

f) The scales of measurement along the horizontal axes are different in
two panels of the diagram.
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i Figure 1 : Sumuggling In
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We now analyse the effects of smuggling in the commodity with the
help of figure 1. We show demand and supply curves of country A in the
left panel and those of country B in the right panel of figure1. We would like
to compare four situations for each country. These are (i) Before-trade
situation, (ii) Free-trade situation, (iii) Tariff-protection -situation, (iv)
Smuggling situation. Before trade, country B produces OQq amount of
output at price OPg. Consumers® surplus is DEg Pg and producers’ surplus
S Eg Pp. Similarly, market clearing quantity and price of the output before
trade in country "A " are P4a and OP4 respectively. Now international trade
is opened up between the two countries providing country B the
opportunity to import Q4 Q> amount of the.commodity at the world price
OW. Domestic production of the commdity in country B falls to OQ4 form
OQg, Being imbued with the spirit of industrilisation, country A now levies
tariff on the import of the commodity X from country A. Price of the
commodity in country B goes up to OT=0W (1+r) where r is tariff rate.
Import talls by the amount Qq Qg +Qgq Qp. The increase in home
production of the commodity by the amount Q4 Qg leads to a higher level
of industrialisation in country B. The imposition of tariff leads to the net
subsidy to the producers equal to the area WCET, tariff revenue equal to
the area EGKM, decrease in consumption by Q4 Q2 , and a net loss. of
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social welfare equal to the area CEG+KMP. With the imposition of tariff, a
wedge of size WT has developed between free trade price and tariff
inclusive price of the commodity X in country B.

This price differential creates economic rents tc be reaped from
smuggling. The smugglers can smuggle in the commodity from country A at
any price higher than the world price , OW, but lower than the tariff-inclusive
price, OT, thus driving the legal importers out of the market of the
commodity. The smuggling-in price here is OR. Due to smuggfing, home
production of the commodity in country B goes down to OQg from OQg of
protection-level. Net social welfare loss of country B increases from CGE+
KMP to DCH+ DHUN+NUP. Had the smuggling price, OR, been a tarift
inclusive price with the tariff rate r=(OR-OW)/ OW, the government would
have earned tariff revenue equal to the area D H U N which the government
could again expend on some public goods. Now the benefits measured by
the area DHUN go to the smugglers. If we compare between the tariff
inclusive price and the smuggling price, we find that smuggling reduces
the level of output and hence the level of industrialisation in country B.

Now we examime the situations in country B. Initially, the market
clearing price and quantity are OP4 and P respectively. With the opening
of international trade between A and B, the demand curve of country ‘A
shifts to D Do as a result of newly created import demand in country B. It
may be mentioned that the scales of measurement along the horizontal
axes in two panels are different. With the imposition of tariff in country B,
the demand curve shifts downward to D3 D3 reducing the level of out to
P3 ¢. The demand curve finally shifts upward to D4 D4 when the smugglers
enter the market. Market clearing price and quantity are now OP4 and P4 d
respectively. The level of industrialisation in country A has gone up at the
cost of decreasd level of consumers’ surplus which is now equal to the area
p4 fd4. At price OPy4, country A produces P4d amount of the commodity,
of which it exports the amount f d.

2. Partial Equilibrium Effects of Smuggling out the Home Produced
Commodity

In sub-section 1, we assumed that the exports from country A to
country B are tax free so that the question of illegal trade in the context of
country A does not arise. Now suppose the government in country A
imposes export tax on the commodity X. The smugglers in country A will try
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to evade tax payments on exports to country B with or without active
participation of law enforcing agencies. The smugglers’ export price will be
lower than the tax inclusive price fixed by the government. Consequently,
the level of output and industrialisation in country A will fall.

3. Partial Equilibrium Effects of Smuggling out the Imported Commodity.

We show the effects of smuggling out the imported commodity on
industrialisation with the help of figure 2. The assumptions are as discussed
in previous sub-sections except the fact that country A now imports the
commodity X from a third country at the tariff inclusive price OT. The tariff
inclusive price in country B, O, is higher than that countries A. The
difference between tariff inclusive prices of two countries allures the
smugglers to engage in illegal trade practices. Initially country A imports Q3
Q4 amount of the commodity X at tariff- inclusive price OT. Country A now
expriences all the different kinds of effects of tariff protection experienced
by country B shown in figure 1. The smugglers are inclined to smuggle out
the imported commodity from country A to country B at price OR which is
higher than the world price OW but lower than the tariff inclusive price, Ot,
in country B. Here it should be mentioned that the smuggling out price,
OR, can be any where between the tariff inclusive prices of two countries.
With the smugglers in country A smuggling out the imported commodity,
the demand curve of the commodity shifts upward to D¢ D4. At the tariff
inclusive price OT, country A now imports Qg3 Q7 amount of the
commodity, Q4 Q7 of which are smuggled out to country B. nothing has
changed in country A with the exception that only government tariff
revenue has increased to EGVU from EGMK. The increased revenue can
again be spent on some public goods and merit goods. Here we get the
striking, though not the unexpected result that the increased demand for
imports emanating from the smugglers does not boost home production of
country A at all. We conclude that smuggling out the imported commodity
does not provide any incentive to industrialisation, The analysis of the
effects for country B is same as that in case 1.
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Figure 2 : Smuggling In
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4. Partial Equilibrium Effects of Smuggling out the Smuggied-In Commodity

The effects of smuggling out the smuggled-in commodity are shown in
figure 3. the assumptions are as discussed in previous sections. Here the
smugglers first smuggle in the commodity from a third country; then they
smuggle it out to country B. In figure 3, the smuglers in country A smuggle
in the commodity from a third country, at price ORp instead of importing the
commodity at tariff inclusive price OT. The smuggling-in price may however
be any price between the world price OW and the tariff inclusive price OT in
country A. The net loss of social welfare from this illegal trade practice of
smuggling-in is given by the area CDG+DHUN+ UNP. Now the smugglers
want to smuggle out the smuggled-in item to country B. As a result, the
demand curve shifts upward to Do D2. The demand for the smuggled item
has increased to Qg Qg from Qg Qg . They smuggle it out at price ORg in
country B. The result has been the obvious one: The net social welfare loss
has increased to CDH+DHW; and home production of the smuggled -in
commodity does not increase at all. Moreover, the smugglers make huge
profits from this double-act of smuggling.
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Figure 3 : Smuggling In
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The final result is, however, not certain. The smuggling-in price of the
commodity in country A may be fixed at par with the tariff-inclusive price.
OT, is it may be even fixed at a level higher than the tariff-inclusive price.
This is in conformity with the assumption that smugglers in any country are
price takers of the smuggled-in item. Alternatively we can assume that the
smugglers in country A make the price high voluntarily in order smuggle it
out at a higher price. Whatever be the case, smuggling out at a price equal
to OT or higher than OT is possible because the difference between the
world price and the smuggling-out price in country A is still smaller that the
world price and the tariff inclusive price in country B. So the smuggling -out
price may be equal to OZ in panel B of figure 3. There is, however, a ceiling
on the smuggling-out price in country A. In figure 3, the maximum
smuggling-out price is OPo determined by the intersection of D3 D3 and
SS in country A. The initial demand curve of country A shifts upward to D>
D> when the smuggling out price is ORg in country B and it shifts backward
again to D3 D3 when the smuggling out price is OZ. It may be easily shown
that the home production of the commodity involved in douple smuggling
will increase if the smuggling-out price is higher than the before-trade

299



Bangladesh Journal of Political Economy

price,OPg, in country A. The range of smugglung- out price in country A
over which home production can increase is limited to Pg Py. If the price
rises above OPp, smuggling-in stops completely in country A. Henceforth
country A continues to be a net exporter, legally or illegally.

The effects of the third mode of smuggling on production and
industrialisation cannot be determined unequivocally. In most cases,
however, the effect will be a reduction in the level of industrialisation.

Y D D,
Figure 4 : Smuggling In

X
B. GENERAL EQUILIBRIUM EFFECTS OF SMUGGLING

We show the general equilibrium 'effects of ‘smuggling on
industrialisation with the help of figure 4. A A'is the production possibility
curve of country 'A. Slopes of the lines W W and W4 W4 show the world
price ratio of two commodities, X and Y. Free-trade production point is Pg
and consumption point is Cg on community indifference curve 1g 1g.
Country Aexports PG of Y inexchange for GC. of imports of Xg With the
imposition of tariff, the domestic price ratio is given by the slopes of DD and
D4 Dy. Productionis at Pq-and consumption at C4. At domestic price, P4H
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of Y is exchanged for HL of X. At world price, the same amount of Y is
exchanged for HCq of X, of which LCy 'is collected as government
revenue. The tariff revenue is again distributed to public to reach point C4
on community indifference curve 1'14. The smugglers’ price of X is higher
than the world price but lower than the protection price. It is shown by the
slope of the line SS. Production point now shifts to point P from P4 and
consumption is now on Cy on indifference curve 2 o . The smugglers
smuggle in KCo of X in exchange for P K of Y. It is evident from figure 4
that smuggling reduces the level of output and industrialisation in case of
commodity X. This is, however, uncertainty about the relative positions of
14 14 and Io lo . the community indifference curve Ialp may be lowerthan the
community indifference curve |4 l4 or it may be higher than that. There are
two additional facts in this regard. First, the indifference curve I I may not
reflect truly the social preference because the rents from smuggling now
go to the smugglers, not to the government. Second, in the general
equilibrium context, reduced output of commodity X means increased

output of commodity Y. The economy, therfore, may not be that worse off
as it is thought to be under smuggling when the consumption effects are

considered.

V: CONCLUSIONS

In this paper, we strived t> determine the effects of smuggling on
industrialisation with the help of partial and general equilbrium analysis. In
partial equilibrium analysis, it is found that the level of industrialisation falls in
cases of smuggling in, smuggling out the home produced commodity and
smuggling out the imported commodity. In case of smuggling out the
smuggled-in commodity, home production of the smuggled commodity
may increase or decrease, but it decreases in most cases. The general
equilibrium analysis, however, shows that the level of industrialisation in
case of the sinuggled commodity falls, though the economy may be better
off from the welfare point of view. On the whole, we conclude that
smuggling in any form affects the industrialisation drive persued at home
adversely.

The foregoing discussion brings us back to the context of Bangladesh
and we discover that we are deeply seated in the midst of a dilemma: if we
want to protect our yet-to-be competitive industries from the uneven
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competition from the imported and smuggled-in commodities, we must
impose tariff and other foreign exchange restrictions which again pave the
way for large scale smuggling by creating the economic rents for the
smugglers. One way out is to abolish all kinds of protective policies and to
allow free trade with the neighbouring countries. The above solution,
however, is not feasible given the fact that India continues with its
protective measures and is not likely to give up these measures in near
future. We must then embark upon an optimum policy-mix of protective
measures and free-trade policies for combating smuggling in Bangladesh.
Moreover, the law-enforcing agencies entrusted with the task of abating
illegal trade practices must be sincere and prompt in carrying out their
duties. Otherwise, no single policy-mix, no matter how pragmatic and
articulate it is, will ever succeed in eradicating the illegal trade practices in
Bangladesh.
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THE IMPACT OF SMUGGLING ON THE ECONOMIC
DEVELOPMENT OF BANGLADESH

A. J. M. NURUDDIN CHOWDHURY *

Introduction

One of the widely discussed and controversial issues in the socio-
political and economic circles of Bangladesh is 'Smuggling’. Basically, this is
an undesirable trade that takes place by means of inflow & outflow of goods
and other resources to/from a country through illegal and unofficial
channels to earn extra- profit by evading legally payable duties of taxes.
The excessive desire to acquire wealth overnight by a section of people of
the society often induce them to get involved with smuggling. Despite the
fact that a handful of wealthy persons of the society work as the motivating
force of smuggling business, people of poor means and of different
professions eventually become associated with this unwholesome
business to maintain their lives.

In view of smuggling, social values, equity and religious ideals are faced
with serious chanllenges. In deed, smuggling has threatened the essence
of our national economy and is a serious impediment to our industrialisation
process. It is true that smuggling has been continuing in various forms
inspite of the control measures of our law-enforcing agencies, with the
span of time new ways and means are being devised by smugglers to
conduct their business smoothly and safely. Clearly, this is a matter of great
concern for the whole nation since it has severe adverse impact on the
economic uplift efforts of the nation.

Research Objectives and Methodology

This paper aims at exploring the state of smuggling in Bangladesh and
its impact on the country's economic development. The paper has
attempted to uncover the background and reasons for smuggling,
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methods used in smuggling, smuggled goods and their quantities,
impediments of controlling the smuggling business and the impacts of
smuggling on the economic development of Bangladesh. Efforts have
been made to suggest some measures for curbing 'smuggling. The paper
is based on desk research of the available information.

Background of Smuggling in Bangladesh

It is often said that the concept of smuggling evolved when the tariff
system and commercial control mechanism had been introduced in the
economy. In Bangladesh this trade had been in Operation since time
immemorial. The territory which is now called Bangladesh was under the
rule of defferent colonial forces at various times. It is believed that
smuggling in defferent forms has been continuing since their colonial rule.
This was considered as a lucrative business venture in this country for long
which could easily take place due to its long territorial bounderies with the
neighbours, unique geographical location with a vast sea on its south.

After the emergence of Bangladesh, smuggling has flourished in this
country because of the limited control of our law-enforcing agencies over
the border areas and also owing to easy money-making tendency of a
section of dishonest traders. Presently, it is not confined to neighbouring
countries through land routes. The smugglers are now carrying on
transactions with distant countries through sea and air routes. It is widely
believed that the foundation of huge quantity of material and financial
resources out this country by different forces during the immediate post-
liberation period. Subsequently it was noticed that smuggling was not
confined to food and locally produced industrial and consumer goods was
also smuggled out. Moreover, specialised shopping centres have been
brought into existence in Bangladesh to market the-illegal foreign goods.
Presently, the country is being used on a safe international route for the
smuggling of anti-social goods. This is indeed, a worrying situation for the
nation.

Causes of Large-scale Smuggling in Bangladesh

There are many factors that have contributed to the growth of
smuggling business in Bangladesh. The scope to earn easy money by
means of smuggling goods to/from the country has induced a section of
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dishonest traders to take part in this illegal trade. The smugglers reap the
opportunity to cater to the needs of consumers who demand quality
products at the reasonable price. It is true that our entrepreneurs often fail
to meet these expectations of consumers leading eventually to the
creation of favourable attitude of consummers towards the foreign goods
which is detrimental to the national interest.

Unemployment is a serious economic problem in Bangladesh. Many
unemployed people often get involved with smuggling to earn their
fivelihood. This is especially true for the border areas of Bangladesh where
there is a serous poucity of job opportunities. It has been found that many
people of limited means in the border areas become associated with
smuggling to get rid of the curse of unemployment.

The responsibility to control smuggling rests on the law enforcing
agencies. Bangladesh Police, Bangladesh Rifles, Customs Authorities
have specific responsibilities in this regard. Unfortunately these
organisations often do not discharge their responsibilities with honesty and
sincerity. Consequently, the smugglers are not discouraged in their
heinous efforts.

Another important reason for tfhe growth of smuggling is that the legal
process involved with disposing smuggling cases is. lengthy and
complicated . As a result, many smugglers get the opportunity to escape
punishment due to the limitations of the legal process.

Techniques Used in Smuggling

The business venture of smuggling is being conducted in different
ways in Bangladesh. Various technigues have been employed to smuggle
goods in or out ot the country. The following techniques are worth
mentioning:

1) lllegal entry/exit of goods by evading legally payable duties and
taxes: This is the most frequently used technique to smuggle goods
through land, sea and air routes. During the past years the inflow of
smuggled goods was much higher than the outflow. of such goods. For
instance in 1988 BDR detained goods worth of taka 36 crore 6 lacs 26
thousand that were smuggled in to the country. During the same year the
outflow of smuggled goods as detected by BDR stood at taka 13 crore 66
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lacs 34 thousand. It appears that lhe above quantity of detected smuggled
goods represents a small portion of the total quantity of smt]ggled goods.

2) The entry of imported goods through official-channel by means of
under-invoicing or over-invoicing of goods.This is another method by
which the importers reap benefit by evading proper duties-on the imported
goods. In collusion with the fo reign parties, many garment industrial units
import the garment raw- materials in large quantity than that of their needs
for which they enjoy duty draw- back facrhty These enterpnses derive
immense financial benefit by selling their excess imported raw- materials in
the open market. The customs personnel are often involved with this type
of smuggling affairs.

Routes. Used in Smuggling

In Bangladesh land, sea and air routes are being used side by side to
carry.on, smugghng The routes are changed from time to time keeplng in
view the security of, smugglers and dependability of the routes. Some of
t_h_ese routes are:

1. Sea Routes : The smuggled goods from Burma, South East Asia and
South Asian countries penetrate into the country through coastal points at
* Anwara, Panya Sitakundu of Chmagong Moheshkhali, Chakoria, St. Martin
,Jsland Kutubdia of Cox's Bazar, and various points of Khulna district. Most
of these foreign goods are brought by big sh:ps and are then unloaded to
small engine boats to despatch these to various destinations. The country
boats are often used for the purpose. : '

2. Land Routes ' Smuggling takes place ‘throughout the long boarder belts
of 2750 miles! There ‘are-numerousand points through which smuggled
goods from India and Burma enter into 'Bangladesh. Even the smugglers
do not hesitate to use river routes for procuring goods from India or Burma
if they find them safe and convenient. -

3. Air Route :' Zia'International Airport (ZIAY, Chlﬂagong Airport and Sylhet
Airport are often used'to smugglé' goods' from/to the cotintry! The bulk of
smuggling through' air routes takes place with the aid 'of ZIA. The detection
of smuggling cases” of dlfferent types is'a common atlaur at the Zia
Imemahonat A:rpori ' :
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The Smuggled Goods and their Quantity

It is difficult to provide a comprehensive list of the smuggled goods in
Bangladesh. This is because various foreign goods have been entering
into this country through illegal means as per the demand of time and
spportunity. Similarly many local and imported goods are also smuggled out
illegally. The inflow of smuggled goods comprises of sarees, cotton fabrics,
germent items, cycles and their parts, domstic animals, motor parts, books
and journals, raw hides, cosmetics, gold, electronic items, medicines and
various farm products. On the contrary, goods like fish, old clothes V. C. P./
V. C. R. edible oil, baby food, gold are also smuggled out of the country
from time to time.

During a period from 1988 to 1990 BDR succeeded to detect
smuggled goods worth of taka 147 crore 52 lacs 18 thousand 850 which
had attempted to penetrate into the country . During the same period,
goods worth of taka 28 crores, 50 Lacs 97 thousand and 19 which were
being smuggled out of the country had been detected by BDR. Chittagong
Customs Authority was able to detect smuggled goods of the following
amount during a period from 1987-88 to, 1990- 912:

Year value of detected smuggled goods
(in taka)

1987-88 4,23,90,744

1988-89 - 13,10,05,641

1989-90 17,80,45,663

1990-91 3,12,63,021

The above date reveal a rising trend in the smuggling business of
Bangladesh.-Although goods of various foreign countries manage illegal
entry into Bangladesh, the smuggled goods from India, Singapore, Taiwan,
China Japan, Burma, Thailand, Hongkong and Pakistan deserve special
mention. Hitherto, some of the domestic goods enter into the markets of
India, Burma, Paskistan as well through the unauthorised channels.
Impediments of Controlling Smuggling in Bangladesh

1. Data supplied by BDR Office, Halishahar, Chittagong.
2. Data furnished by Chittagong Customs Authority, Intelligence Branch, Chittagong.
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The path to check smuggling is full'of thorns. it is not easy to control the
vast area of land and coastal border belts. Moreover the concerned
authorities need to perform their responibilities with limited manpower, poor
infrastructural facility and traditional equipments and out look. The
impediments of curbing smuggling can be discussed under two heads:

Impediments of Controlling- Smuggling through Land Routes

(a) Limited manpower: As per the avilable information, there are border
check posts at every six'miles. Each check post possesses not more than
fiften persons. Moreover, the BDR forces are used off and on to assist the
police. Thus the limited manpower of BDR hinder the efforts to check
smuggling.

b) Scarcity of supervising officers: Some of the army officers are posted
at BDR to perform responsibilities as supervising officers. There is a paucity
of supervising officers in the BDR. As such, effective supervision to check
smuggling cannot be ensured.

¢) Dearth of roads and means of transport in the border areas : Most of
the border areas excepting the North Bengal and Khulna regions are
inaceessible. The dearth of suitable road communication and scarcity of the
means of transport make the:efforts of containing smuggling extremely
difficult.

d) Problems of collecting information and limitations.of finanacial
resource: Since the control of the entrie border areas is impossible the
BDR and other. law enforcing agencies are to make efforts to curb
smuggling by collecting secret information. But such information is not
always available because the people of border areas are more or less
become involved with smuggling. Moreover, due to limited availability of
fund, the smuggled goods and the involved persons can not be handed
over to nearest police stations in time.

e) Dishonesty of border security/customs personnel: In the wake of
general degradation in the moral \-alues, it is not unnatural to find secret link
between the smuglers and border security of customs personnel. It is often
alleged that the persons responsible for border security or customs checks
assists the smugglers in their nefarious activities in exchange of financial
incentives.
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f) Complexities in completing legal process against the smugglers: The
border guards bear the responsibility to hand over the smuggled goods to
customs authority and to file criminal cases at the nearest police station
against the smugglers by handing over the arrested persons. There is only
one investigating officer for the whole sector who is to deal with all the
cases. On the average, about 30 to 40 cases are filed in each week by BDR
officials. Unusually it takes long time to dispose of a smuggling case. If the
concerned BDR persons retire or are transferred during the process of
disposing a case, the involved smugglers get rid of the charges in the
absence of proper witness.

g) Some social problems : It has been found that thousands of
destitudes of the border areas become directly or indirectly involved with
smuggling in search of their livelihood. If smuggling is stopped without
creating temporary employment opportunities for these poor people, it may
create serious social problem.

Bottlenecks of controlling smuggling through oceanways

a) Paucity of equipments of Sea Customs authority: Reportedly,
Chittagong Sea Custom Authority has to operate with two petrol boats, ten
rivalvers and seven communication devices. With these limited equipments
it is really difficult to ensure effective supervision over the entire sea belts
with a view to controlling smuggling.

b) Dearth of trained dogs: In the western countries, trained dogs are
used by the Customs Authority to control the smuggling of drug itmes.
There is no such dog at the disposal of Bangladesh Customs Authority.
This impedes the efforts to curb smuggling of drug items.

c) Problems of maintaining confidentiality: Due to the dearth of sufficient
motor boats, the Sea Customs Authority has to hire country boats or private
engine boats from the surrounding areas to perform vigilence works.
Moreover, it has to procure police personnel for assisting in the detection
of suspected smuggling attempts. During this process the confidentiality of
any anti-smuggling drive is often lost.

Impects on Smuggling on Economic Development

The economy of Bangladesh has been facing the harmiul effects of
smuggling. As a consequence of smuggling, many industrial units are
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passing hard days. In view of the benefits of better quality and lower price
over the local products, many smuggled goods are in good demand in the
local market. This is why, the marketing of many local products has become
an arduous task for the business community. Thus the concerned local
entrepreneurs have been losing interest in production because of their
inability to get fair price for their products in the event of unfair competition
from the smuggled goods. In Bangladesh, under-utilisation of production
capacity in the industrial sector is a common phenomenon. Among other
factors, limited demand of the local products has also contributed to the
creation of this problem. It is true that smuggling of foreign goods into the
country is a formidable impediment to the expansion of demand of the
concerned locally manufactured products.

Smuggling spreads corruption. With the increase in smuggling, the
various levels of administrative machinery become involved with the chain
of corruption. This leads to the gradual rise of crimes in the society. The
entrepreneurial zeal and creativity suffer greatly in such a society.
Smuggling results in the creation of income inequality in the economy. the
major benefits of smuggling are reaped by a handful wealthy persons of the
society who become increasingly rich by taking calculated risks.

The effective mobilisation of domestic financial resource is essential to
achieve the planned development goals. Smuggling creates bottleneck in
the domestic resource mobilisation efforts. The national exchequer suffers
due to the evasion of duties/taxes payable on the smuggled goods. Due 1o
smuggling, black money market is strengthened causing great harm to the
nation. The free flow of capital through the black market is a contributory
factor to inflation. Another injurious side of smuggling is that it retards the
national employment creation avenues. The private entrepreneurs lose
interest in setting up new industrial ventures or expanding the existing
ones due to limited demand of native products arising from the inflow of
smuggled goods. In a less-developed country like ours, where most of our
industrial products are lagging much behind the foreign products in respect
of quality and design and do not enjoy cost economy, smuggling may affect
the foundation of our industrial base if the domestic industries are not
protected properly.

310



Chowdhury : Impact of Smuggling .

The chronic adverse balance of paymgnt position :é another serious
economic problem for Bangladesh. The country has been experiencing
‘adverse balance of trade position \f.qith the neighbouring countries like
India, Pakistan and Burma etc. Smuggling has hindered her trade flow with
_the neighbours on the official channels during the past days. It may also
inhibit the national efforts to boost up international trade on the official
levels in the ensuing days. If smuggling can be reduced significantly, it may
have favourable impact on our balance of trade position.

In Bangladesh, the textile industry encounters severe uncertainty and
serious challenges due to the inflow of various textile items from India,
Japan, Taiwan, Singapore and Burma through the illegal channels. Saries,
piece cloths, suitings, cotton fabrics, woolen clothes are being smuggled
into the country regularly in bulk guantities. Moreover, the garmetnts
industrial ‘units supply a portion of their imported clothing materials_to the
open market to earn good amount of money. These industrial units import
materials in excess on their needs in collusion with the overseas buyers to
sell them in the local market at an attractive price. This is why, the local
textile manufacturers have been facing formidable marketing problems and
many of these units have become losing concerns during the past days.
The sugar industry in Bangladesh is also affected by smuggling. The inflow
of smuggled sugar made it very difficult to market the locally produced
1,84000 tons of sugar in 1991. Clearly, this may shaken the smooth
functioning of this industry. Despite the ban on the import of cigarette, the
smuggling of foreign cigarette has been causing harm to our tobacco
industry. Similarly the illegal exploitation of significant quantity of fish
resource from the Bay of Bengal by the foreign fishing trawlers has been
depriving the nation to derive immense benefit from this valuable resource.
On the otherhand, the smuggling out of some consumer goods like hilsha
fish, baby food, old clothes and specially goods has created scarcity in the
local market from time to time leading to the sufferings of consumers.

The agricultural sector in Bangladesh is not free from the harmful
effects of smuggling. Numerous farm products of India manage illegal entry
into this country and thus deprive the local producers of these items of fair
price for their goods. This has demotivating effects on the local producers,
although the consumers are often benefited by having the opportunity to
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procure goods at a reasonable price. The smuggling of jute, raw hides to
India led to price escalahon in the local market during the past years. As
such the concerned industrial units were compelled to buy their raw
materials at high pnce In the northern districts of Bangladesh, smu@gled
insecticides from India are in wide use due to their price advantage. It has
been learnt that an Indian insecticide under the brand name of *Thaidin’
which is being smuggled into Bangladesh is extremely harmful for cultivable
land because it destroys the fertility of the soil. Reportedly, most of the
smuggled agricultural equipments of India are not of dependable quality.

Despite the above adverse effects of smuggling on the economy, it
may also be worthwhile to highlight some of the beneficial impacts of
smuggling on the economic development of Bangladesh. The most
important benefit of smuggling is that it enables consumers to cater to the
needs of quality products at a fair price. The inflow of smuggled goods
creatés keen competition in the economy making its imperaiive for the
producers to charge competitive price. Moreover, in such a competitive
situation the local manufacturers are compelled to make improvements in
their products quality and design and to reduce cost by eliminating wastage
and using the improved technology. The nation does not need to shoulder
the responsibility of nourishing to inefficient and ineffiective industrial
concerns for a long period of time, and can divert such resources for
patronising the economically viable and useful productive pursuits. The
black money earned by the smugglers is sometimes used in different
productive ventures from which the scope of deriving benefits by the
society exists. Nevertheless, smuggling cannot be encouraged if we
intend to build up a self-reliant and prosperous country.

Suggestions to Curb Smuggling in Bangladesh

Although smuggling cannot be stopped fully in the context of
geo-physical location of Bangladesh, it is indispensible to adopt measures
that may assist in reducing the intensity of smuggling in this country. The
following measures are worth-mentioning:

1. The problem of smuggling should be faced economically. Unless
steps to improve the quality and design of the local products and to
produce them at an economic cost are taken, the consumers will not be
motivated to buy the local products by dint of patriotism only.
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2. The accountability of the law enforcing agencies concerned with
checking smuggling must be ensured. The dishonest persons involved

with these authorities must be taken to task so that they are compelled to
play their assigned role properly in checking smuggling.

3. It is necessary to equip the BDR, Customs and Police authorities with
sufficient manpower, modern equipments and sophisticated system to
enable them in discharging the responsibilities with utmost efficiency and
sincerity. Regular vigilence on smuggling attempt may discourage the
smuggling endeavours.

4. In order to discourage the poor people of border areas from getting
involved with smuggling, the government should take steps for creating
employment opportunities for these people in the border belts through
suitable programmes. The establishment of appropriate small and cottage
industries may be encouraged in these areas.

5. It may be necessary to recast the present laws so that the smugglers
cannot escape proper punishment because of the legal flows. It may be
wrothwhile to frame laws that will ensure quick disposal of the smuggling
cases.

6. The mass-media may assist in-arousing public consciousness about
the harmful effects of smuggling on the economy- If the people can be
motivated to use local products in the national interest, the smuggling
efforts will be greatly discouraged. Political leaders may also play a vital role
in this regard.

7. The transportation system in the border areas warrants improvements
to enable the border security personnel in conducting their vigilence works
smoothly that may help in restraining smuggling.

8. The tariff structure may be devised carefully so that the local products
do not suffer from cost disadvantage and subsequent marketing problems.
The infant industry needs to be protected through tariff and non-tariff
barriers for a sufficient period of time.

9. There is an immense need to discourage the business community
seliing smuggled goods by means of surprise visits to shops with the aid of
anti-smuggling task force. It is essential to punish the persons selling the
banned items through the legal process.
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10. In order to encourage in furnishing secret information, steps may be
taken to remunerate the informers of the smuggling attempts. The timely
and appropriate application of the Customs (Grant of Reward) Order, 1986
may help to attain the above purpose.

Conclusion

Smuggling occupies a significant position among the burning economic
problems of Bangladesh. With the increase in the intensity of smuggling,
the economy of Bangladesh is on the verge of decay. The possibility of
attaining self reliance and prosperous future for Bangladesh is becoming
increasingly uncertain due to the adverse impacts of smuggling. With the
span of time the smugglers are becoming more and more organised in
Bangladesh and are devising innovative ways to achieve their selfish ends.
To them the concept of national interest is unkown. In view of the role of
these anti-social elements the bright prospects of Bangladesh in the
industrial and agricultural sectors are becoming bleak. This situation cannot
be allowed to prevail. The government.should be determined to iron out
this economic and social evil through strong policy measures and their
proper implementation. It may be logical to combat this problem through
well-thought economic measures. At the same time the law-enforcing
agencies should be strengthened to attack on this anti-social problem. We
should bear in mind that if we fail to achieve desired success in overcoming
this problem, the fate of the whole nation may be in jeopardy.
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