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Editors’ Note

The volume, in two parts, brings together the papers presented at the Eleventh
Biennial Conference of the Bangladesh Economic Association (BEA) held in
Dhaka on July 29-31, 1995. The volume has the distinction of having as its
opening article the Conference Address given by Dr Frances Stewart, Director
of the Queen Elizabeth House, Oxford. The Memorial Lectures which were
delivered at the BEA Conference by seven distinguished economists are
included in the volume. The two parts of volume together contains twenty-two
full articles and abstracts of another twenty-two articles.

Professor Abdul Bayes of the Jahangirnagar University was actively involved in
selecting the papers submitted to the conference and in making initial
comments on them. His contribution is gratefully acknowledged. The editors
also greatly benefitted from the editarial support received from Mr Jahirul Islam
Research Associate of the Bangladesh Institute of Development Studies
(BIDS).

Mr Fariduddin Ahmed and Mr Belayet Hossain of the BIDS deserve special
thanks for their assistance in word-processing and proof-reading
respectively. Mr Shahjahan Hafiz Mukul of the Muitimedia Bangladesh has
all the appreciation for efficiently handling the printing of the volume. The
DeskTop Computing Ltd is commended for professionally handling the
typesetting job.



Export-Led Growth : Is it a
Means to Achieve Self-Reliance
A study of the determinants of exports of Bangladesh

Md. Humayun Kabir *

I. INTRDUCTION

In an increasingly interdependent world with an opportunity to exploit
comparative advantage external trade is considered as an engine of growth, for
an underdeveloped country like Bangladesh. The external sector of Bangladesh
has been growing; but import has been growing at a faster rate than export.
Mareover, due to poor resource base and lack of appropriate domestic
resource mobilization effort, the country has to rely on external resources to
meet the import requirements which results in a severe external trade
imbalance or balance of payment deficit. In the recent years, the deficit in
merchandize trade as a proportion of GDP has been stable at about 10%. If we
do not mean ‘self-reliance’ as autarky, then economic growth should be
directed in such as manner so that import requirement should desirably be
financed by export earning. Moreover, it must be sufficient to afford export
surplus to eliminate or even reverse the net capital inflow. Bangladesh has yet
to achieve this target.

Bangladesh has been implementing structural adjustment policies from the
early 1980s. The main content of the adjustment programs comprises of
policies to achieve macroeconomic stability and higher economic growth, For
this purpose policies have been directed towards achieving external
competitiveness of the economy. Trade reform policies include reduction of
tariff, quotas and other restrictions on trade, competitive foreign exchange
market and promotion of industries which are internationally competitive. It
means an outward-looking strategy, directed towards achieving higher
economic growth export-led growth, is an urgent one. [

* Lecturer, Department of Economics, Shahjalal University of Science & Technology, Sylhet.
This paper is an outcome of the authors M. S. S. dissertation under the supervision of
Mohammad Ali Rashid, Professor, Department of Economics, University of Dhaka in 1993.
The author acknowledges the guidance provided by the supervisor and would like to thank
A. K. M. Mahbub Morshed, Lecturer, Dept. of Economics, University of Dhaka for his
comments and suggestion.
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The main purpose of this study is to identify determinants of exports both on
demand side and supply side. The feasibility of export-led growth depends on
the responsiveness of these determinants. An appropriate export policy
consistent with other macroeconomic stabilization policies depends on correct
assessment of the responsiveness of the crucial determinants of export
performance.

Il. TRADE POLICIES AND ECONOMEC GROWTH

There are competing theories about the role of trade in the economic growth.
They differ on the assumptions of the economic reality or perspectives.

Neoclassical theory does not show any direct link between trade and economic
growth. Whether a country should be engaged in trade depends on the
international difference in relative prices which eventually determines a
country’s comparative advantage in production and trade of a commodity. This
implies allocative efficiency in accordance with relative price signals and
‘neutrality’ in relative incentives to all industries. It means the theory suggests
that production in tradables should be undertaken to the point where the
international marginal rate of transformation (IMRT) equals the domestic
marginal rate of transformation (DMRT), with no production in lines where
domestic opportunity cost exceeds the international price ratio, (Kruger, 1980).
Trade policies which diverge from optimality criterion are called the “import
substitution” policies and trade policies which encourage export beyond the
extent that would conform to the optimality criterion are called the “export
promotion” policies. These policies provide similar incentives to industries both
in domestic and foreign markets and for greater capacity utilization, permit the
exploitation of economies of scale, generate technological improvements in
response to competition abroad, and labour surplus economies, contribute to
increased employment (Balassa 1978).

The structuralist view which dominated much of the development literature in
the1950s discarded the applicability of the neoclassical model of trade to LDCs
due to rigidities and distortions in both factor and product markets and argued
that the “engine of growth” hypothesis has no further scope of generating
growth in the developing countries of 20th century. (Nurkse 1961). This view
has raised extreme “export pessimism” in 1950s owing to several factors:
1) low income and price elasticities of demand of primary commodities, 2) the
rise of synthetic material which displaced partially the need for primary
commodities, and 3) unfavourable commercial policies and imperfections in the
international trading frame work, such as increasing oligopolistic competition,
discriminatory pricing in world markets and product differentiation, etc.
(Donges and Riedel 1977).
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All these factors contribute to a secular decline in the terms of trade against
LDCs and any attempt to mitigate BOP difficulties through couple of certain
primary commodity— while some other countries were doing so compelled to
reduce the export prices successively for maintaining its share in world export
and this would lead to worsening of BOP ever more. The strategy of import
substitution has emerge on this backgtound. But the consequences of such
policies were unfavourable in terms of industrial expansion, more employment,
removing balance of payment problem, etc.

lil. TOWARDS AN EXPORT-LED GROWTH THESIS

During the 1960s and early 1970s some developing countries—*Gang of
Four™— South Korea, Singapore, Taiwn, Hong Kong had experienced a
tremendous export growth; since then “engine of growth™ hypothesis has
emerged. But from mid 1970s a secular declining growth pattern for all
developing countries has been reported. This has been attributed by Lewis
(1980) to industrial slack in more developed countries (MDCs). Moreover,
MDCs have started raise barriers to LDCs trade while lifting up those to each
other. This observation has turned him to find out an “alternative sources of
fuel” so as to speed up the engine of growth, i. e., aneffective economic
framework” that follow “the customs union route with LDCs, giving preferential
treatment to imports from other LDCs.

While Nurkses’ pessimism has led to import substitution polices, Lewis dictated
a new export orientation among the LDCs. But both of them took only the case
of export of primary commodities from LDCs to DCs and had given emphasis
on the demand side while ignoring supply determinants. Firstly, Nurkse was
correct, because in the 19th century, export from periphery to industrial
countries was exclusively dominated by primary commodities. But this export
expansion had not triggered growth except in U. S. A. For this, the “engine of
growth” hypothesis was misleading in pursuing import substitution policies as a
development strategy (Kravis 1970).

On the other hand, Riedel (1984) argues that the use of world trade in primary
commodities as a proxy for LDC exports by Lewis for the slowdown of engine of
growth from mid 1970s, is an “empirical anomaly”. Since Lewis has ingnored
the changes in the composition and diversity of LDC exports over the last few
decades—the changes that have diminished the number of development
countries which export primary commodities.

Secondly, misapprehension about the sources of growth lies on the emphasis
on external demand factors rather than internal structural or supply factors.
External demand is neither a necessary nor a sufficient condition for economic
growth, and trade is no more than the ‘handmaiden of growth” (Kravis 1970).
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World demand for exports has increased to a great extent, but failing to
capture that opportunities through appropriate internal policy changes, most
LDCs, have attributed their failure to ‘unfavourable external conditions.’

IV. EXPORT SECTOR OF BANGLADESH : AN OVERVIEW

During 1976/77-1988/89, the annual real growth rate of total exports was
almost 7.1% per annum (Table-1).The annual real export growth was only 3.4%
per annum during 1976/77-1980/81; but during the period 1981/82-1988/89,
annual real export growth was 8.8%. It means that the export sector of
Bangladesh has undergone significant changes in the 1980s. On the other
hand real export has grown at 4.7% per annum during 1976/77-1984/85; but
during 1985/86-1988/89 real export has grown at 12.7% per annum. It means
that remarkably higher export growth rate during the 1980s can be attributed to
the higher growth in the late 1980s.

Table 1

Real Export Growth of Bangladesh

Year 1976/77- 1976/77- 1981/82- 1976/77- 1985/86-
) 1988/89 1980/81 1988/89 1984/85 1988/89

Real

Export

Growth 71 34 88 4.7 12.7

Rate (%)

Real export growth rates has been calculated by estimating the trend function Ln X=
a+by T+bp Dp+by (TDy) where Ln X= log of the value of exports of Bangladesh
expressed in 1985/86 prices, T= time trend, Dy = dummy variable.

When disaggregated it is found that real growth of non-traditional exports and
traditional exports was 20.4% and 0.7% respectively between 1980/81-1988/89
(Rahman 1990). And during this period share of the non-traditional exports
have grown from 13.8% to 67.6%. During the last 15 years, the share of the
non-traditional export has grown sharply (Appendix: Table 1). In 1976/77, its
was only 10% of the total exports. It means 90% of our exports was composed
of traditional items in the mid 1970s. This share has declined rapidly in the
1980s and dropped to almost 30% in 1988/89. Therefore the high export
growth in 1980s was made possible by strong growth of non-traditional exports.
These exports comprised mainly readymade garments, frozen food and leather.
The share of readymade garments and frozen food increased from an
. insignificant 0.2% and 4% respectively in 1976/77 to an estimated 36% and
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10.4% respectively in 1988/89 (Appendix: Table 2). Actually this increase was
significant from mid-1980s. The rise in frozen food exports was due to rapid
increase in the share of the shrimp. The other non-traditional item leather hides
and skin shows an increase in its exports in the late 1980s.

V. REVIEW OF ECONOMETRIC STUDIES ON BANGLADESH

No paper is found on Bangladesh in estimating determinants of exports by
considering supply side separately. Only three studies (Kabir 1988; Shilpi 1990:
Roy1991) are available concerning the export demand function.

Kabir's study 1988) which covers the sample period 1973-1983 shows that
income elasticity of export demand is significant and less than unity with
expected positive sign and export price is demand elastic in case of relative
price. But separating the relative price variably into its two components—the
world export price and Bangladesh own export price— Kabir shows that own
export price elasticity is less than one. This implies that variation in world price
has a significant effect on the exports demanded from Bangladesh, where as
variations in Bangladesh's own price has not. When again export price variable
has been separated into two its components-export price in local currency and
exchange rate— it is found that in both cases elasticity is less than one, but the
impact of exchange rate is greater on exports.

Shilpi’s study (1990) which covers the. sample period 1973/74-1986/87 shows
that export demand function has become both price and income inelastic, since
both the coefficients of price and income are less than one. The price
inelasticity suggests that any efforts to increase exports through lowering export
price (such as through devaluation) would have limited effect.

Roy (1991) who has covered the sample period 1976/77-1986/87 included both
demand side and supply side variables in the same regression equation. The
estimated results demonstrate that there is a strong effect of world demand,
exchange rate, efficiency index, effective rate of assistance and other non-price
factors on export performance. Among all of them world demand, specially
demand from developed market economics, is found to be dominant. The
coefficients of exchange rate or trade-weighted nominal export exchange rate
or effective rate of assistance, which shows the price competitiveness of export,
are positive and statistically significant. The significance of the above result is
that any domestic incentive policy towards increasing exports has powerful
impact in terms of price competitiveness. The positive and significant coefficient
of dummy variable in the exchange rate indicates that devaluation has some
positive effect on the export performance of Bangladesh. Better results are fond
while pooling the time series data for the three categories of SITC groups of
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agricultural product, material and manufactures. The relative price variable
while included in the regression shows that a 10% increase in relative price
leads to an increase in exports by 3.9%.

V1. MODEL SPECIFICATION

A. The Export Demand Function

The export demand function is formulated in line with the neoclassical
consumer theory. But the “small country hypothesis” asserts that since a small
country’s share in world export is low, the exporting country faces an infinitely
elastic export demand curve and can sell as much as it wishes at the going
world price. But this is not plausiblein the real world situation. Rather a small
country may find it difficult to sell its products a going world price, and many
schemes of export promotion -are taken to increase export by offering a lower
price. It is argued that since export shares of many developing countries have
shifted significantly from primary products to manufacturing or semi-
manufacturing products which are not only differentiated by their kind but also
by their place of products of different countries competing in the same market °
are imperfect substitutes in demand, and hence demand for exports are
expected to be less elastic and downward sloping (Herberger 1972).

The export demand specification assumes that external buyers make their
decisions on the basis of relative prices and the growth of external demand,
Relative price to the prices of are measured by the ratio of a country’s total
export prices to the price of total exports in the world markets simply by the
ratio of country's export price index (unit value to the world export price index

(unit value), PX/PXW-

The other variable— the growth of external demand is captured by taking a
simple weighted average of real economic activity (GDP) of the importing
countries. Total world exports, XW, can be used as a proxy for this variable. It is
argued that true purchasing power is revealed in the value of world export not
in world income.The reasons are:1) The world income variable does not
consider the inter cuntry diferences in the marginal response of demand
(Biswas 1983). 2) Since there are wide range of restriction or barriers to trade,
world export rather than income may be the prices proxy for purchasing power
(Dunlevy 1980) and 3)A general shift in the relation between income and
imports in the trading countries affects the world income variable (Polak 1953).

In order to estimate elasticity, the export demand function can be written in
logarithm form as:

In X% =g +oq In PR/ ) p+apin Xy (1)
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Witha1<0 and 0'.2>0

where, X9/ ¢ = The value of total export deflated by export price index (unit
value), PX; = export price index (unit value index) of the exporting country,
PXWt = would export price index (unit value index), XWt = world exporis
deflated by world export price index, and o4 and oy indicate price elasticity and
income elasticity of demand respectively.

We can disaggregate the world exports (X“"t) into industrial countries’ export Xit
and developing countries’ export, XDt. And two -more export demand functions
can be estimated.

B. The Export Supply Function

Export is defined as equal to the excess of domestic production over domestic
demand. Thus export supply function as a whole is some excess supply
function as XS; = Q (X;) — D (X;)

Where XS; _ total export, Q(X;) = total domestic production, and D (X;) =
domestic demand.

This supply function specification assumes that producers base their production
‘decision on two main factors: (1) the relative profitability of producing export
goods vis-a-vis producing home goods and (2) domestic capacity which capture
the domestic demand pressure. Relative profitability is usually measured by the
ratio of export price index to whole sale price index, PX/PW. On the other
hand, domestic capacity is usually measured by the trend gross domestic
product (GDP), YT (Goldstein & Khan, 1978; Dunlevy 1980; Hynes & Stone
1983; Bond 1985). This actually shows the potential level of income/out put that
is to be achieved and more export is assumed to the way in the direction. The
preference for using capacity rather than income/production has been
rationalized on two grounds (Dunlevy 1980): 1) capacity is free of cyclical
influences where as production is not, and 2) while estimated, the use of
production shows the disposition of a given level of output between domestic
and foreign markets. Thus the specified function becomes an allocation
function.

The conventional ‘export supply function can be written in log linear form as

follows:

In XS4 =Bg+ByIn(PX/  )t+Boln YT/ .... (4) withBy>0andBy>0
P

where Xst=value of total export deflated by country’s export price index; PXy=

“exporting country’s export price index, PW;= exporting country’s wholesale
price index, YT; = trend GDP
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and B4 = price elasticity of supply, Bo = elasticity of domestic capacity.

Since producer’s objective is to maximize profit under conditions of perfect
competition, the profit-maximizing level of export supply can be expressed as a
function of not only relative price and domestic capacity, but also of prices of
inputs. In a labour abundant country, exports are expected to be labour-
intensive. Therefore wage rate become an important determinant on supply
side. The alternative export supply, then, can be written as:

In X5/ =By + B4 In (PX/PW) t+Bo In Y4+ By ..., (5)

With B >0;Bo >0 and B3<0 where W; = wages rate index.

Relative profitability may be captured in another way. The use of real exchange
rate (RER) instead of price ratio indicates the relative profitability of producing
tradables versus nontradables. Then a more appropriate export supply function
can be written as:

In X% =Bo+ By In RERy+ By In TT/+ BgWy ... (6)
with B4>0 and Bo> 0 Where R; = real exchange rate.

Vil. DATA AND METHODOLOGY

The data base for estimating the export demand and supply functions are
collected mainly from the Export Promotion Bureau, Bangladesh Statistical
Yearbook of BBS, the International Financial Statistic of International Monetary
Fund, Economic Trends of Bangladesh Bank. The data on real exchange rate
and real effective exchange rate has been collected from Rahman (1992). In
estimating supply function manufacturing wage rate index of Bangladesh has
been used as the proxy of wage rate. The export demand and supply functions
are estimated for the period 1976/77 to 1988/89, for which all relevant data are
available. While data on value of exports are available, data on export price
index of Bangladesh for the years 1972/73-1975/76 have not found from any
sources. Therefore we have only 13 observations. The demand and supply

equations have been estimated by applying Ordinary Least Squares (OLS)
method. .

VIil. ESTIMATION RESULTS AND INTERPRETATIONS
A. Export Demand Functions

Results found by estimating export demand function (Table : 2) show that both
price and world export elasticity have the expected sign. The relactive price
variably has the expected negative sign and all coefficients show that world
demand for export from Bangladesh is price inelastic; but the effect of reactive
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price factor is more stronger in case of industrial countries,’ demand and the
difference between the two price elasticities are almost 20%. But income

Table: 2
Export Demand Functions

Depend Ent Variable,
(1976/77-1988/89)

Eq. PX | ww P i PX D ‘ 5
Constant toX X X Re D-W | F
No. pxW PXi pxP
1. -7.1823 0648  0.9709 k QT 097 . 247 191.623
(-6.5576) (-6.5576) (15.8224)
2. -5.846 -0.6575 0.9139 097 285 178422
3. -58145 -0.4682  0.9691 095 236 122782
(-3.8483) (-4.089) (10.684)
Note :
th= value of Bangladesh exports deflated by its export price index;

PX/PXW = relative price of exports

W= value of world exports

PX/PXI = price index of exports from Bangladesh relative to that of industrial
countries

Xi= Value of exports of industrial countries

PX/PXP = price index of exports from Bangladesh relative to that of developing

countries
xD = value of developing countries’ exports.
= - t-statistics are in parenthesis
2. all coefficients are highly significant.

elasticity, even when world export is disaggregated between industrial counties’
and developing countries' exports, is close to 1 and it is also highly significant.
This means that Bangladesh exports grow at almost the same rate -as world
export increases. This result do not support the generally accepted view that
exports of third world countries are mostly income inelastic. It also counteracts
the findings of Kabir (1988) and Shilpi (1990) who found income elasticity of
exports from Bangladesh are only 0.57 and 0.70. This may be explained by
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several reasons: Firstly; the world exports rather than world income is taken, for
which the commodity composition effect of exports have been captured. In
recent years the composition of exports of Bangladesh has shifted towards
non-traditional items like garments, frozen food, etc. This is confirmed by the
Roy's study (1991). Where he has shown that the commodity concentration
coefficient of Bangladesh exports is negatively related to the export
performance of Bangladesh, i. e., our export sector has become more
diversified in recent years. Secondly, the present study covers more data points
in recent years during which our exports have increased to a great extent,

B. Export Supply Functions

Result of the estimated supply function (Table 3) shows that the coefficient of
relative price variably has negative sign and,it is statistically significant, while
the coefficient of other variable - trend GDP has the expected positive sign and

Table 3
' Euport Supply Functions
Dependent Variable : Xst
 (1976/77-1988/89)
Egn Constant PX T -2
s : W W RERy YTy R DW | F
4. -7.276° -0.944° . 1.341* 094 1.72 107.875
(-4.675)  (-4.849) - (11.114)
5. : -11.999 -0.936" -0.119 1.284 0.94 1.76 65477
(-0.798) (-4.55) (-0.316) (1.358)
6. -13.30" 0.771 1.604" 0.83 117 31.790
(-3.139) (0.962) (7.904)
Notes:

PX=  export price index of Bangladesh
PW = wholesale price index of Bangladesh

Wi=  manufacturing wage rate index

Ry = real exchange rate

YTi=  trend GDP

i indicates coefficients are significant at 5% level
2 t- statistics are in parenthesis.

it is statistically significant at 5% level. When wage rate index is included in the
regression equation (equation 5), the sign of the coefficient of the relative price
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does not change and significance level is not reduced so much, though the
coefficient of wage rate is statistically insignificant but have the expected
negative sign. The unexpected negative sign of the coefficient of relative price
implies that the export supply curve is downward slopping. Two plausible
explanation may be extended in this regard.

Firstly, there are supply constraints in export sector of Bangladesh due to
rigidities on supply side, market imperfection, controlled foreign exchange
regime, ‘anti-export’ bias policies. This is supported by the study of Shahota
(1990) which shows that the average effective rate of assistance (ERA) for
import substituting group is 0.78 whereas, it is only 0.09 for export industries so
that the ratio of ERA for export to ERA for import is always less than one. It
means that the import substituting inductions are enjoying greater incentives
than the export industries and producers can not supply much as they should
do at a higher export price. This is explained by the figure 1. In the figure, SSis
our estimated supply function which is downward sloping and SS is the
expected (theoretical) supply curve which is upward sloping . At higher prices,
P2, producers are expected to supply P2B, but to rigidities and inappropriate
policies, they can afford to supply only P2A. Now if the price falls to P
producers are excepted to supply Ple, but it is observed that they supply P1D.
Since export is defined by the excess of domestic production over domestic

s S

Export Price

_ Quantity
Figure 1 : Export Supply Function.
demand, a higher domestic price accompanied with lower export price such

that domestic price is greater than export price, will cause to reduce domestic
demand, so that the volume of export may be higher than that is expected, Our
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observed data on export price and domestic price may support this view
(Appendix: Table 3).

Secondly, it may happen that our supply of exports is international demand-
induced so that any upward shift of export demand curve may induce to
increase supply to a great extent at lower export price. This is shown in Fig. 2
where D4, Do, Dg, are export demand curves. Let us assume that at price Pp
the producers supply PoA in response to international demand. Now if export
price falls to P4 but at the same time demand curve shifts upward to Do, then
producer may supply P4C, a greater amount than P4B. By joining points A and
C, we find the dotted line SS, which is downward slopping. This may be our
estimated supply curve.
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Figure 2: Export Supply Function

When real exchange rate is used the estimated coefficient has the expected
positive sign with the value 0.77 though it becomes statistically insignificant.
This may be due to the fact that the depreciation of the nominal exchange rate
has changed the real exchange rate very little throughout the 1980s. It has
basically served to prevent overvaluation of the nominal exchange rate as
shown by the stability of the real exchange rate (Appendix: Table 3).

The coefficient of the variable capacity to produce (trend GDP) is statistically
significant in equations (4) and (5) and it is greater than 1, hence elastic. It
means that if domestic capacity is increased by 1%, our exports increase by
more than 1%. The fit of all regressions are quite good.
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IX. POLICY IMPLICATION

The inelasticity of our export to relative price variable on the demand side
implies that policies like depreciation or devaluation of exchange rate, which
reduces our export price relative to world price, are likely to huge negligible
effect on demand of our exports. But since price elasticity is higher in case of
industrial countries’ demand for exports, then devaluation will cause to increase
our export earning more while exporting more to industrial countries rather than
to developing countries. From supply side, it may also be argued that behind
high tariff wall and under controlled foreign exchange regime where foreing
exchange market is non-competitive, earning foreign exchange at excessively
high domestic cost is not economically meaningful. And this can not be
considered an element in a process of export-led growth based on comparative
advantage. Moreover,if here are market imperfections which lead to show
responsiveness of producers to price, and supply side rigidities, anti-export
bias policies which constraint producers opportunity to reap higher profit from
exports; then the urgent necessity is to eliminate all these elements faced by
the export producers. Otherwise smuggling will be more profitable. Any
devaluation of domestic currency in the current competitive world market
without removing the above mentioned barriers will have negligible effect on
our exports. The objective of the currency devaluation should be not only to
prevent the overvaluation, but also to make our exports competitive in
international market.

On the other hand, since the demand for our exports is not income inelastic
due to high base of non-traditional exports in the recent year, policies to name
these exports competitive and to remove bottleneck on the supply side will lead
to higher export earning. In this respect, quality improvement is an important
factor. At the same time,’backward linkage effect’. This will increase the
domestic capacity and consequently higher export earning. For Bangladesh,
having the poor domestic resource has and low savings rate the means to ‘self-
reliant’ economic growth is the higher export growth so as to finance the
country’s import requirement. Moreover, it is argued that given high population
growth rate and scarce land, agriculture is not expected to ensure higher
economic growth beyond a certain limit, on the other hand since domestic
market is small in Bangladesh, penetration in the world market will provide the
opportunity to sell our producers’ commodities. This means that high export
growth may be an alternative means to achieve higher economic growth.

Therefore, our trade reform policies should directed towards a ‘free trade’
regime through the process of trade liberalization, devaluation of currency,
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reduction of government intervention and anti-export bias distortions, without
which our exports will lose competitiveness in the international market and
long-run prospects of export growth will be retarded.
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Appendix
Table 1

Exports : Traditioqal and Non- traditional
(US $ millions: current prices)

Year Total Traditional Non- Share of Non.
Exports Exports traditional traditional
Exports (%) Exports (%)
1976-77 217.76 196.08 21.68 10.0
1977-78 234.35 212.02 22.33 9.5
1978-79 314.46 275.69 38.77 12.3

(Contd.)
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Table : 1 Contd.

1979-80 359.01 315.01 44.00 12.3
1980-81 347.93 323.08 51.58 13.8
1981-82 404.41 330.72 73.69 18.2
1982-83 588.17 429.70 158.47 26.9
1983-84 657.38 509.09 148.29 22.6
1984-85 849.02 596.72 252.30 29.7
1985-86 799.79 489.79 299.32 37.5
1986-87 1073.98 570.61 503.37 46.9
1987-88 1231.00 421.00 810.00 65.8
1988-89 1286.00 417.00 869.00 67.6

Source: Estimated from various issues of Bangladesh Export Statistics, Export
Promotion Bureau.

Table 2
Relative Shares of Principal Commodity Exports of Bangladesh
Year Jute Raw Leather | Frozen | Maptha Ready- Paper, Agrl. | Handic

Goods | Jute & | Tea | Hides & | Foods & made Newsprint| Products | rafts

Mesta Skins Fumace | Garments | & Paper

ol Products
1973-74 0.532 0.316 0036 0.059 0.028 - 0.001 8 0.001 0.003 0.003
1874-75 0.593 0.242 0.052 0.061 0.019  0.011 & 0.008 0002 000
197576 0.499 0294 0.043 0.001 0.032 0.010 - 0.004 0008 0.002
1976-77 0416 0276 0.074 0.129 0.042 0033 0.002 0.005 0002  0.002
1977-78 0504 0.196 0.092 0.092 0.038  0.024 0.002 0.016 0008  0.004
1978-78 0.458 0.235 0.087 0.124 0.056 0.015 0.001 0.012 0.007 0.004
1879-80 0540 0.198 0.045 0.090 0.051 0.032 0.002 0.020 0.004 0.005
1980-81 0518 0.167 0.057 0.008 0056 0.088 0.009 0.013 0.003 0.005
1981-82 0465 0.162 0.061 0.101 0084 0.088 0.005 0.010 0.017  0.005
1982-83 0465 0.161 0.068 0.085 0.105  0.045 0.016 0.007 0.010 0,004
1983-84 0440 0.145 0085 0.105 0095 0032 0.039 0.011 0.011 0.003
1984-85 0417 0.161 0.065 0.075 0.093 0.022 0.124 0.011 0.010 0.002

(Contd.)
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Table : 2 Contd.
198586 0358 0451 0040 0074 0138 0020 0.160 0009 0025 0.002
1986-87 0281 0097 0028 0.126 0125 0012 0.297 0.006 0021 0.004
1987-88 0.243 0083 0031 .0.114 0104 0013 0.346 0008 0015 0003
1988-89 0218 0075 0030 0106 0109 0012 0.364 D006  0.010 0.003

Source: Rahman, S. R. (1990): The External Economy of Bangladesh: Trends,
Structure and the Terms of Trade, BIDS Research Report No. 120. BIDS, 1990.
Calculations for the last two years are of the present author.

Table 3
Export Wholesale Nominal Real Real Real | RERX/
Price Price |PX/WP1 | Exchange |Exchange|Effective | Effective | PERM
Year Index of Index, Rate | Rate [Ratefor Rate for
BD,PX  wpr! Export, Import

RERX RERM

1876-77| 38.92 39.61 0.98 15.43 29.21 35.07 44.25 0.79
1977-78| 43.60 44864 0.98 15.12 3048 | 37.77 45.66 0.83
1978-79 | 49.77 48.80 1.02 15.22 30.08 | 33.90 39.25 0.86
1979-80 | 64.98 54.92 1.18 15.49 32,02 | 32.67 46.74 0.70
1980-81 | 61.47 59.08 1.04 16.26 29.89 | 31 44 43.07 0.73
1981-82| 58.74 66.63 0.88 20.07 31.25 33.39 | 4257 0.73
1982-83 | 67.32 70.35 |- 0.96 23.80 3348 | 3451 48.SB‘ 071

1983-84 | 80.26 81.73 0.99 24.94 31.14 | 34.28 51.65 0.66
1984-85| 117.09 95.73 1.22 25.96 28.18 34.91 43.44 0.80
1985-86 | 100.00 100.00 1.00 29.89 29.89 | 31.85 40.09 0.80
1986-87 | 290.25 108.07 0.83 30.63 30.36 | 30.49 37.64 0.81

1 957-83 100.78 114.66 0.88 31.24 30.12 | 30.87 39.62 0.78

1288-89 | 111.70 123.52 0.90 32.14 2882 | 2945 35.76 0.82




Tied Trade Constraints Self-Reliance:

The Experience of Bangladesh Since the 1970s
Nitai C. Nag*

Although Bangladesh’s policy of international trade has undergone changes
from time to time, she almost never could exercise free hand over the chalking
out of the policies that governed her trade since independence. Trade policy
has remained tied to the expert-opinions of the country's external donors, who
now and then tell Bangladesh what to do and what not to do, not only about
trade policy but also nearly all conceivable sets of economic policies. Thus, in
the early 1970s arguments and counter arguménts continued for over two years
between the government and the International Monitery Fund (IMF) over
whether Taka was then overvalued, and if it was, to what extent. At the end of
the debate in which the IMF won, Taka was devalued along with a set of other
measures to liberalize trade. Since then, the issue of trade liberalization has
almost never ceased to be a preoccupation of the government. And by the mid
1990s our trade regime has only a little further to go to become fully free.

While we do not have facts of figures necessary for giving judgement as to
whether freedom of choosing policy would have produced better results, we do
have some figures that suggest that our journey along the route dictated by tied
trade policy has not been for the better. In what follows we try to analyse some
of those figures that we have in while of reviewing the salient features of
Bangladesh’s trade regime since independence.

1.TRADE POLICY IN THE 1970s

The trade regime of the ‘70s has by now become known as “inward looking”
which refers to trade being regulated by tariffs, exchange rate policies, and
other quantitative restrictions. Recourse to regulatory trade practice right after
independence was, however, indispensable for Bangladesh considering the
acute resource-constraints of the war torn economy.

All imports thus required licences, based on entitiement system. Entitlement
was determined by requirements of various industries. Again 92% of all
industries were then in the public sector. Importation of many items were

* Department of Economics, University of Chittagong.
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reserved for the public sector industries. In 1973, 80% of all imports was the
responsibility of the public sector.

Also there were a list of commercial importers who could import specified
number of items. Licences were not generally transferable.

Imports of certain goods, such as motor cars, airconditioners, refrigerators etc.,
regarded as luxuries, were banned in the early years of independence.

The export sector was accorded with incentives of cash subsidies, rebate of
customs duties and sales tax on import of raw materials. Moreover, sales tax
and excise duties paid on finished goods exports were refunded against proof
of export performance.

Incidentally, some concurrent events of the international economy, such as the
emergence of the floating exchange rate system, the oil shock of 1973, setting
in of a pronounced recession in the developed world, decline in world food
output, etc., had further damaging effects upon the economy of Bangladesh,
which was then passing the rehabilitation phase. Bangladesh’s terms of trade
fell 40% mostly because of some 80% rise in the prices of her imports.

At home the rehabilitating works and extreme scarcity of resources at the
command of the government led it to take recourse to deficit financing. An
added reason for deficit financing was to rescue the nationalized industries that
were running at losses. About 90% of the country’s export revenue came from
raw jute and jute goods export in the early’ '70s. Jute goods earned 55% of
total export revenue until 1975. Unfortunately, the jute mills and the
manufacturing industries began to run at heavy losses due to managerial
inefficiency (see, 7) and loss of external terms of trade. The commercial banks,
which were almost wholly nationalized, were made to extend credits to the loss
making industrial units. '

As a result domestic credit and total liquidity had risen respectively by 59% and
30% over 1972/73. Deficit financing exceeded 1 per cent of GDP every year
between 1972 and 1974. Inflation per annum reached 40 per cent.

Naturally Bangladesh's exports became extremely uncompetitive in the world
market while import costs escalated. Annual export earnings failed to meet
even a third of the costs of import. By the end of calendar year 1974
international reserves were enough to buy just 12 per cent of annual imports.
The government recognized the gravity of the situation and proceeded to adopt
measures to (see, 9) reverse the trend of the economy. Alongside there was
continuous international pressure to persuade Bangladesh to devalue Taka. An
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IMF mission visited Bangladesh for the first time in March 1973, The mission
opined that Taka was overvalued and Bangladesh should devalue.Bangladesh
on the other hand advanced arguments supporting the external value of Taka.
The debate continued for over two years du ring which took place most of the
derailment of the economy. '
A stand-by agreement was reached with the IMF in early March 1975, under
which the IMF would provide Bangladesh $75 million in two tranches and
Bangladesh would devalue Taka Dy 58 per cent. That agreement also involved
other supplementary conditions that Bangladesh had to meet. Meeting of those
conditions meant Bangladesh’s first move toward trade liberalization. However,
as we will see, demand for “trade liberalization” first came from the part of the
World Bank a few years later.
The conditions required Bangladesh to do the following:
1) Strict scrutiny of request for credit
2) Limiting credit expansion
3) Reducing the rate of inflation
4) Constraining wages and salaries
5) Reduction of subsidies on food and agricultural inputs
6) Liberalizing import regulation systems. Import licensing procedures
to be made more liberal. Placing essential items on open general
license system.

The rationale of the policy package was that while credit limits, constraining of
wages and salaries, reduction of subsidies etc. would make exports more
competitive by lowering inflation, liberalization of import licensing procedures
would make industrial structure more flexible on the one hand and discourage
unproductive rent seeking activities on the other.
Although import quotas and restrictions remained in place after the 1975
devaluation, imports were partially liberalized. For a number of items larger
Quotas were allowed. Also import quotas were now administered for broader
range of commodities instead of each individual item. Choice between
individual items within the broad range was left to the forces of supply and
demand as a result.

In the aftermath of activating the policy package including the huge devaluation
the trade balance deficit first increased in FY '76 and then showed a short-lived
decrease for FY '77 only. After that, trade-deficit continued to increase for years
as showed in Table 1.
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Table 1
Trade Balance Deficit Between 1975 and 1980
(in Crores of Taka)

Year Export Earning Import Payment Trade Balance
1975 306.0 1084.0 778.0
1976 5562.0 1470.0 919.0
1977 626.0 1399.0 774.0
1978 741.0 1822.0 1081.0
1979 y 928.0 2173.0 1244.0
1980 1124.0 3052.0 1928.0

Sources: Economic Survey of Bangladesh, 1984; Economic Survey of Bangladesh
1984/85.

The improvement in the trade balance deficit failed to last because with the
recovery of economic activity imports expanded faster than did export due to
the structural characteristics of the economy. Anti export bias soon reappeared
because the real sector of the economy remained inflexible while domestic
credit continued to expand although with a slowdown for FY '75. Anti export
bias indeed continued to rise, as can be seen from Table 2, in the-second half
of the 1970s and was the highest in 1979. The bias is measured by the ratio of
real effective exchange rate for export (REERX) to real effective exchange rate
for import (REERm). Table 2, however, bears only a slight indication of
reduction of anti export bias following the huge 58 per cent nominal devaluation
of 1975. Some authors, of course, have (e.g.,7) questioned the accurateness of
the calculation of the real effective exchange rates, especially those of exports,
shown in Table 2. .
Inflation, which decreased in 1975, not due to economic policy but to good
harvest, began to rise again soon afterward. Thus ended the first episode of the
donor determined policy play. It should be mentioned here that the 1975 stand-
by could have been in place in mid 1974 to make available the loan money to
Bangladesh had it not been due to strong difference of opinion between the
government and the IMF (see, 10). Thus Bangladesh could have averted the
chaos that befell her in late 1974. Our development partners simply failed to be
“a friend in need” by standing by while the chaos was simmering.

Meanwhile some ideological shift took place in the country's political scene that
replaced the previous socialistic bias of the economy with one emphasizing
private sector led development. Those industrial units in the public sector that
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Table ; 2
Anti Export Bias in the 1970s
(in Crores of Taka)

Year REERx REERm REERX/REERm
1974 7.94 9.72 0.82
1975 7.45 8.69 0.85
1976 12.72 15.22 0.84
1977 13.68 18.23 0.75
1978 13.29 17.79 0.75
1879 13.19 18.07 0.73
1980 13.25 | 0.77

Source: Compiled from Stern et al. (1988).

were owned by local entrepreneurs before independence began to be returned
to them. Upper ceiling on investment was raised. The stock exchange market
was opened.,

The World Bank (WB) whose role remained less direct so far came up with a
study (IBRD 1978), which indicated “the need for a detailed examination of
existing distortions and the complicated trade regime” to explore the prospect of
rapid industrialization of the country. The WB believed that “policies and
strategies required for industrial growth and for managing balance of payments
are intimately linked”. Accordingly the WB wanted that the government of
Bangladesh expand export incentives to “offset the bias in favour of import
substitution”. The advice went almost unheard of them.

The government of Bangladesh approached the IMF in 1980 for some
assistance that the former would find helpful in financing the projects under the
second five year plan. An agreement was signed for credits under an Extended
Fund Facility Programme. Under the terms of the agreement Bangladesh was
required to do as follows:

1) Devalue exchange rate as means to strengthen financial incentives for
exporters and eliminate losses of export industries.

2) Rationalise the Export Performance License (XPL) and go for a merger of
the XPL and the Wage Earner Scheme (WES) in order to expand the
scope of free foreign exchange market.
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3) Liberalize the interest rate policy
4) Improve fiscal balance

After the EFF agreement was signed the WB wanted to refer to the terms of the
agreement to remained the government of Bangladesh that “the focus of
intended monetary and fiscal policy at macro level is closely aligned with the
approaches being considered for problem solving at the sectoral level. Early
this is an opportune time for a careful and comprehensive overhaul of trade and
industrial policy”.

According to Matin (1986), “there appears to be some reason to believe (based
on discussions with officials) that there was considerable resistance in official
quarters to the idea of a study whose objective would be trade liberalization”..
Again the advice was practically rejected.

2. TRADE POLICY IN THE EARLY 1980s

Taka was depreciated (under the flexible exchange rate policy that was
introduced in 1979) by 12.7 per cent in 1980. Besides most of the
conditionalities of the IMF related to the EFF were fulfilled and the economic
fundamentals that the IMF demanded as precondition for disbursement of the
credit tranches were more or less achieved. Still the EFF was first suspended
and ultimately cancelled by the IMF on the plea of Bangladesh's breaching of
credit ceiling agreed upon in the EFF. Bangladesh thus swallowed the
conditionalities of the EFF without receipt of the credit agreed upon. The
aftermath of the EFF saw serious dislocations in the economy. At the end of
FY81 Bangladesh had the lowest foreign exchange reserves (worth buying only
8% of annual imports) since 1974. Bangladesh thus found itself ready for
further external interventions.

In 1982 the government agreed to undertake a study of the issues related to
the country’s trade and industrial policy. The study entitled Trade and Industrial
Policy Reform (TIP) was financed by the IDA, an affiliate to the Bank. In the two
years that followed a series of reports came out of the TIP. The TIP reports
concluded that Bangladesh's industrial structure was highly protective and
Bangladesh can gain competitiveness by cutting protection to industries.

While the TIP research was on progress the Government in 1982 announced
an industrial policy that is known as New Industrial Policy (NIP 82). The new
20licy went for privatization and denationalization more vigorously (see, 7, p.
32) than in the past. In order to accelerate private sector oriented
industrialization the NIP did the following with regard to trade policy.
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It relaxed some import controls and liberalized the procedures of industrial
imports. Export promotion measures were further strengthened. Import
programmes began to be prepared on annual basis (this practice came in
vogue in 1979). Licensing of import of capital goods became the responsibility
of the Director General of Industries. Previously the importer had to qualify first
the scrutiny of the Chief Controller of Imports and Export. Passbook system
was introduced in the early 1980s. This reduced the scope of import licensing
as the importer of industrial inputs was allowed under it to import part of his
import requirement registered in the passbook through the secondary
Exchange Rate market that was based on the Wage Earners’ Scheme (WES).
The distinct feature of the NIP 82, however, was that it aimed “o protect and
promote local industries by reasonable tariff measures and/or banning imports”.
With regard to export promotion the Chittagong Export Processing Zone was
established in 1983. It aimed for providing potential investors in 100% export
oriented industries with congenial investment climate.

Export duties were drastically reduced. Export duties that made up 4.4 per cent
of the value of traditional exports in 1980, declined to less than one per cent on
average between 1983 and 1985. Among fiscal incentives in early '80s mention
can be made of income tax exemption for export earning on handicrafts and
cottage industries.

Alongside, with the flexible exchange rate policy in place Taka depreciated fast.
There took place a 23% depreciation in FY’82 alone. One US dollar became
worth Taka 23.76 in 1983 against Taka 13.5 in 1979. _

Export earning, however, failed to show any systematic response to the policy
variables. For some years real exchange rate appreciated but exports,
especially non traditional exports increased significantly (see, 14). The external
sector continued to be uncomfortably out of line with current account deficit
averaging around 10% of gross domestic product between 1980 and 1984.

3. TRADE POLICY AFTER 1984

Finally trade policy took a decisive shift toward trade liberalization in FY '86 with
the government's declaration of a Revised Industrial Policy (RIP) and taking
recourse to borrowing under IMF-SAF. Under the RIP tariff rates. Quantitative
restrictions (QRs), customs procedures etc. began to be relaxed fast.

“In trade the import regime has been the principal area of focus for reform
actions: (WB 1995). It would be interesting, therefore to see how different now
looks our import regime following progressive reductions in quantitative
restrictions, tariffs, and revisions of other import procedures.
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3.1 Quantitative Restrictions and Tariffs

Upto 1985 a “Positive List” of imports regulated the number and kind of items
that could be imported. In 1985 the Positive List was replaced by two lists
called Negative List and Restricted List. ltems in the Negative List were banned
for imports. The Restricted List consisted of items whose imports were subject
to quantitative and other restrictions. Items not appearing in either of the two
lists could be freely imported. The Import Policy Order 1991 combined the
Negative and Restricted Lists into one single list called the Control List (CL).
Also a Harmonised System (HS) of notation was introduced as the basis of
trade restriction. Table 3 shows the rapidity with which quantitative restriction
on trade has been disappearing. Whereas by mid ‘80s quantitative restriction
used to be the dominant feature of our trading system, by 1995 have become
nearly insignificant. For example, in FY '87 the CL covered 639 HS items. In the
three years that followed the number items remaining in'the CL were 315 or
about 25 per cent of the total tariff code heading. By 1994 there remained 109

Table 3
Phased Removal of QRs
Ye:-;r Traded Reasons Non Trade
Total Balanced Restricted Mixed | Reasons
1987 639 257 185 131 66
1988 314 247 166 141 66
1989 433 165 89 101 78
1990 315 135 66 52 62
1991 239 93 47 39 60
1992 193 78 34 25 56
1993 93 13 12 14 54
1994 109 7 19 14 69
1995 104 2 19 14 69

Source: Kamil Yilmaz and Sona Varma (1994) and World Bank (1995).

items in the CL of which 69 were due to non-trade related reasons and import
of just seven items were banned. The number of items banned for imports were
as high as 257 in 1987. By 1995 the CL has been furthered shortened by
debanning five more items. In 1988, 40 per cent of our imports were subject to
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non tariff barriers; and by 1993 non tariff barriers affected just 10 per cent of:
the imports.

Similar reorganization has been brought in the tariff structure too mainly by
lowering the rates of tariff and also the dispersion in the tariff structure. Table 4
and Table 5 show respectively the changing rates of tariff and number of tariff
slabs.

Table 4
Nominal Tariff Rates 3
1989 1991 1992 1993 1994 1895
Whole Economy | 94 87 59 50 40 30
Agriculture 105 20 62 50 41 36
Manufacturing £ 89 59 51 40 30
Consumer Goods | 134 124 85 70 "y 47
Int. Goods 83 79 52 44 35 27
Capital Goods 73 72 47 4 29 17

Source: Kamil Yilmaz and Sona Varma (1994).

Table 5
Statutory Tariff Slabs
1990 1991 1992 1983 1994| 1995
Number of Slabe 24 n.a. 18 13 11 5

Source: The Financial Express, June 10, 1995.

In 1986 customs duty on our imports ranged from as low as 2.5 per cent to 400
per cent. The highest effective rates of tariff were set at 100% and 60% in 1994
and 1995 respectively. Table 4 shows both weighted and unweighted protection
drastically fell between 1989 and 1995. For the whole economy unweighted
rate of nominal protection fell from 84% in 1988 to 30% in 1985. For consumer
goods unweighted nominal protection fell from 134% in 1989 to 47% in 1995.
For capital goods and intermediate goods too nominal protection rates fell
drastically. Table 5 shows that dispersion in the tariff rates has been largely
zliminated. .

In 1989/90 there were as many as 24 different tariff slabs. And most recently
the number of tariff rates is reduced to 5. It is shown in the Table 5. The
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dispersion in the rate structure, it is alleged, makes it difficult to assess effective
protection received by various sectors. Also it is difficult to administer so many
rates which leads widespread abuse of the system by corrupt officials. Aside
from dramatically simplifying the tariff and quantitative restrictions the
government also took many other measures, especially regarding import
procédures, in order to liberalize the import regime (see, 1).

3.2 Export Incentives

A number of additional incentives have also been introduced for the exporters.
In 1987 the export industries were accorded with the facility of importing any
item banned for import but necessary for producing the output of the industries.
This facility however conditional, for, the importer had to ask permission from
several authorities including the Export Promotion Bureau and the Chief
Controller of Export and Import (CE & I).

Export Performance Benefit that was in vogue for about two decades, however,
became redundant by 1992 when the margin between official exchange rate
and the‘Wage Eamers Rate declined to insignificance.

Since 1988 the Duty Drawback System, which was introduced first in early
1970s and since undergone a few modification, was extended to indirect
exporters using inland LCs.

Bondecd Warehouse facility authorized exporter to choose between duty
drawback rates or import duty free direct into special bonded warehouses. This
facility is enjoyed by 100% export oriented industries, such as, certain
readymade garments and specialised leather industries.

In 1993:Taka was made convertible in the current account. Moreover, exporters
now are allowed to retain larger portion (20%) of their foreign currency earning
in place of previous 15%.

3.3 Impact of the Latest Reforms

Some observers opine that it is not time yet to evaluate the economy wide
impact of the trade liberalization measures that we have undertaken. Moreover,
the task is gigantic too due both to the extensive magnitude of the measures
taken afid to the width of the area that the transmission of their effects covers.
So we lanit ourselves here within just a few observations.

The potential areas for partial exploration of the impact can be categorised from
various points-of ¥iew. One may, for example, proceed to study the
repercussions in thedomestic sector compared with those in the foreign sector.
Ramos(1987) follows this line to find that in the countries of the southern cone
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of Latin America (Uruguay, Argentina and Chile) trade liberalization ended with
trade balance. deficit worse than in the pre-iberalization time. Again, domestic
sector itself may deserve exclusive focus of attention with its so many
components being most sensitive to actions in the foreign trade regime.

We here try to review how our trade liberalization affected upon government
budget and industrialization.

3.3.1 Government Budget

Trade policy reforms that we have brought about have potential of effecting the
government budget directly via trade tax and indirectly effecting output and
employment. An assessment of the indirect effect would require an economy
wide macro model that is beyond the scope of this paper. However, there is
mixed opinion over the recent macro-economic performances that we have had
recently. Above everything, economic growth rate has not been satisfactory
with its annual average magnitude remaining below 5% so far in the '90s. In an
economy with labour force growing 3 per cent annually the economic growth
rate continues to be critically insufficient even for absorbing the annual
additional labour force. To the extent that policies in question lower or constrain
economic growth, the country’s tax effort remains subject to that.

Customs duty is traditionally the most vital source of the government'’s revenue.
For some years it accounted for about one half of total tax revénue (TTR).
Table 6 shows how trade tax revenue varied over the last one decade. As can
be seen from the table, tariff reforms were directly associated with the declining
share of customs revenue in total tax revenue. As late as in 1988, 40% of our
total tax effort was due to customs duty. With the reduction in the tariff rates in
the subsequent years the said share began falling. In 1994, 30.6% of TTR
arose from customs duty; this is the lowest of the figures in the series in
question. Growth of customs revenue also seéms to have decelerated of late.
For example, in FY '93 growth was almost nil and in FY '94 there was 8%
growth. The average growth rate for the five years preceding FY '93 was 13%.
Meanwhile the government’s total tax effort has risen after 1992 when value
added tax (VAT) was introduced first in our tax system replacing the previously
existing excise and sales taxes.

As a percentage of GDP, shown in Table 7, tax effort rose from 7.8 in 1991 to
9.2 in 1994. The overall revenue effort has risen during the same period from
9.6% to 11.9%.
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Table 6
Share of Customs Revenue in Total Revenue
Fiscal Year| Total Revenue Customs Revenue CR/ TR*/100
(TR) - (CR)

1984 2410 1000 41
1985 2847 1120 39
1986 3228 1202 37
1987 3853 1550 40
1988 4367 1618 37
1989 4896 1820 37
1990 5781 2167 37
1991 6383 2329 37
1992 7741 2820 36
1993 9030 2835 31.3
1994 10013 3070 30

Source: Compiled from the Economic Survey of Bangladesh 1994 (TR and CR are in
constant 1984 prices). . ;

Table 7
Tax Revenue and Budget Deficit
1990 1991 1992 1993 1994
Total Revenue 9.3 9.6 10.2 12.0 11.9
Tax Revenue 7.8 7.8 8.8 986 9.2
Non-Tax Revenue 1.6 1.8 2.1 24 27
Budget Dificit 7.9 7.2 5.9 59 59

Source: World Bank 1995 (The figures are in percentage of GDP)

The overall budget deficit has stuck to 6% of GDP consecutively for three years
since 1992. The deficit is likely to go further in the coming days. The most
recent reductions of import tariff rates along with other reductions of taxes has
already made for the share of domestic resources in the Annual Development
Plan to fall to 40% of the total from the current year's 43% (See, 12)

According to information that we have, therefore, the falling share of CR has
been more than compensated for by the higher share of VAT to raise the
country’s tax effort in the recent years.
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This should not be any reason for complacence. The superiority of VAT over
traditional excise and sales taxes can be gauged from the jump in tax effort by
one full percentage point in 1992. However, the rate of growth of tax effort has
decelerated lately indicating that VAT has already played its magic for now. In
order to reduce dependence on external sources for financing the overall
budget deficit therefore alternate sources of revenue has to be found. VAT net
cannot probably be expanded further with any immediate effect due to the
same reason the structure of the two component taxes - excise and sales taxes
- which it replaced are not subject to any quick reorganization. The recent drop
in tobacco sales (upon which a significant part of excise tax revenue depends)
is most likely to last because of people’'s motivational orientation having gone
against tobacco consumption.

This is where arises a guestion as to whether our choice of deemphasising the
time old trade tax is a right one now. This is not suggesting that customs duty
should be continuously relied upon. This may only act as a reminder of the
notion that an undiagnosed therapy may bring a cure worse than the disease.

3.3.2 Industrialization Before and After

The manifest objective of the drastic liberalization of trade after 1986 was to
accelerate the pace of industrialization under the Revised Industrial Policy of
1986. Empirical evidence shows that there took place a marked decline in the
share of capital goods imports in total imports. For example, during 1981 capital
goods import formed 27% of total imports. The said share fell to 12% in 1985
and 1986. Low investment demand in the economy, it is argued, caused it.
Alongside actual capital formation as percentage of total income was gradually
declining in the economy. In the mid '80s investment GDP ratio fell to just over
12% compared to 16% in 1981. Industrialization of the economy necessarily
demanded reversing the trend. Sweeping relaxation of the import controls have
since taken place as has been depicted by Table 4. It was the expectation that
by lowering tariff and withdrawing quotas on the importation of inputs the
industries at home could be turned more competitive at home and abroad.
Lower cost of inputs, it was also expected, would enhance the value adding
capabilities of the industries and thus help the economy move to higher growth
path.

Available indication, unfortunately, suggests that the expectation is yet to
materialise, although it has been nearly a decade since the experimentation



Nag : Tied Trade Constraints Self-Reliance 31

with trade liberalization began. There are also evidences of things having gone
worse.

Investment level seems to be not picking up in inexpected manner. Overall ratio
of investment to GDP (14%) remains much below the level achieved as early
as in 1981. Moreover, “while the incentive structure has improved over the
years as a result of macro-economic and sectoral policy reforms, private
investment in the formal sector has not yet picked up”. Private investment
“continues to be still lower than 8.1 per cent observed in the early 1980s and
much lower than what is needed in private sector—ed economic growth 6-7 per
cent” (WB' 95 p. 10).

Bakht (1993) finds that growth in value added has been sluggish and
productivity growth stagnant or declining in the overall industrial sector in the
1980s.

Information on trend growth in industrial productivity for the recent past years is
not available to us. However, the picture of the actual output growth of the key
industries so far in the 1990s remains quite frustrating. As shown in Table 8
volume of output declined in two-thirds of the manufacturing industries in 1995
compared to 1990. Among the 7 industries out of 23 included in the table only
garments and fertilizers showed any considerable progress. Fertilizer industry
that is a public sector enterprise received lumpy investments in late 1980s. So
the only industry that has made “spectacular” progress in the recent years is
the garments. It looks, therefore, quite natural when studies (see, 2) find Gini
concentration coefficient for RMG to have gone from 0.40 to 0.54 between
1989 and 1994.

RMG's success has been analysed so far by quite many works (e.g. 7, 2).
Overall rate of growth of exports averaged over 16% between 1891 and 1994,
RMG exports earned 1293 million US dollars or 51 per cent of total export
revenue in FY '94. On the other hand growth eamings in real terms from the
traditional exports reportedly went negative in the last decade. The overall real
growth in exports in the recent years, therefore has been made possible
entirely by the RMG exports. So far so good.

One vital question naturally arises as to how much of the success of the RMG
sector is attributable to the trade liberalization policies. Critics have pointed out
that the reserved markets in North America and European Community that
RMG enjoys presently enabled the sector to show its present level of
success.Rahman (1992) argues that appreciation or depreciation of real
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exchange rate does not determine the performance of our non traditional
exports. Bayes et al. (op. cit) estimates export supply function in which price
sector is statistically insignificant.

Most unfortunately, not only that the other industrial sectors, shown in Table 8,
are going badly, but the RMG related backward linkages too are not
developing. So value addition remains the headache of both the RMG
producers as well as the government. Last year the RMG producers went
nearly militant demanding among other things that the government lower the
value addition requirement. In the recent years the net earning growth of the
RMG sector has decelerated.

In order to help linkage industries of RMG to develop the World Bank is asking
the government to withdraw the remaining tariff and non-tariff barriers before
the importation of inputs of the related industries so that there will be no more
ilegal imports of these inputs. Statistical evidence, however, speaks differently.
For example, tariff rates on raw cofton and yarn continued to fall every year
since the liberalization started. Lately there remains no tariff on import of raw
cotton and tariff on yarn too has fallen drastically. Despite that cotton imports
fell considerably in the recent years while yarn import role sharply. IIIega[
imports need not rise when tariff keeps falling.

Table 8 shows, between 1992 and 1994 production of yarn fell 15% and cotton
cloth by about 50%. Clearly, liberal imports did not help development of the
linkage industries so far yarn and cotton textiles are concermned. Yarn producers
last year was agitating for protection. Thus already there has arisen confhct of
interest between the producers of RMG output and RMG input.

Without emergence of RMG linkages at home the prospect of RMG itself
remains uncertain in the coming years when multi fibre agreement will be
phased out. Although some observers (e.g., 3) expressed views that even
without developing linkage industries Bangladesh’'s RMG can survive and
flourish in the world market, such views can only be taken with caution.
Apparently, one has reason to be alarmed by the RMG producers gradually
demanding lower and lower value adding requirement. Every dose of cut in
value adding requirement will require the government to lower duties of RMG
inputs. With the exhaustion of the scope of any further cheapening of RMG
inputs, RMG'’s profitability will fall. Thus, instead of flourishing, RMG might start
shrinking. By that time we might be awack to recognise the real necessity
diversifying our industrial structure. Unfortunately, we might find ourselves with
nothing left to restart with.
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Table 8
Production of Selected Industrial Units in the 1990s

" Good Unit 1990 | 1991 | 1992 | 1993 | 1994 | i/d
Shrimp & Frogleg| 000MT 5 5 6 6 6 i
Sugar 000MT 184 248 195 187 221 i
Veg. Oil 000 MT 30 29 30 10 13 d
Tea 000 MT 41 44 45 49 50 i
Beverage M. Doz. Bt. 11 8 10 10 12 i
Cotton Yam M. kg. 51 56 61 61 52 d
Cotton Cloth M. Sg. Meters 69 60 58 45 30 d
Jute Good 000 MT 528 434 416 446 433 d
Garment M.Doz. 11 14 18 22 24 i
Leather M. - Mtr. 15 10 11 13 15 -
Paper 000 MT 93 90 88 90 90 -
Fertilizer 000 MT 1621 1533 1736 | 2051 2366
Soap & Detergenf 000M T 36 30 30 |[. 34 33 d
Petro. Products 000 MT 984 1086 1017 1321 1147 i
Footware M. doz. per 397 316 235 259 246 | d
Cement 000 MT 337 275 272 207 318 d
Steel Ingot 000 MT 75 58 37 % 6 d
Textile Machinery| 000 NO. 1314 | 3580 | 4484 | 4129 387 d
Radio 000 No. 68 21 16 7 3 d
Television 000 No. 83 57 44 61 T7 d
Telephone 000 No. 38 33 26 31 16 d
Dry Cell Battery M. No. 74 62 58 58 60 d
Bicycle 000 No. 34 34 17 13 13 d

Source: World Bank 1995 (compiled)
MT= MillionTon
No = Number
Bt =Bottles |

Pr =Pair

d =decreased
i = increased
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Although our approach to the investigation is general for detecting what did
what, the fact remains that the sweeping trade liberalization that we have put in
place for accelerating industrialization has in reality witnessed a virtual decay of
the industrial sector.
Thus, based on our analysis we cannot say that tied trade helped us to become
more self reliant. There are reasons to believe that RMG’s success, which for
the time being is suppressing worries about trade balance, is an isolated and
transitory phenomenon.
Again, even if we want to attribute the success of RMG to trade policy we have
no praise either for the policy itself, because, by trying to thrive by RMG we are
at best putting all our eggs in one basket. By trying to seek comparative
advantage in the unskilled labour intensive RMG we might not only be
undermining self-reliance but also become a virtual exporter of unskilled labour
to the world market.
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Balance of Payment Constraint On Growth And
External Competitiveness of Bangladesh Economy-
A Time Series Analysis

Narayan Chandra Nath**

1. INTRODUCTION

It is widely acknowledged that the sources of development for a less developed
country like Bangladesh are mainly three: exports expansion, aid inflow and
import substitution. Since aid has its limitations associated with unfavourable
conditionalities and uncertainty of supply, exports expansion and import
substitution remain the basic sources for self reliant economic development. It
is a fact that on long term basis, import growth can’t deviate much from export
growth because foreign borrowing is limited in magnitude, and debt along with
accrued interest should be repaid in time to sustain the credibiiity to ask for
further aid. It means that if import needs are not met through exports or import
substitution, undesirable trade gap is bound to ensue discouraging imports
growth and thereby constraining the capacity for economic growth of the
country in the long run. It means balance of payment situation may constrains
growth. In order to judge whether balance of payment constrains growth in case
of Bangladesh, we have undertaken, in this paper, the task of testing the
balance of payment equilibrium growth hypothesis. Secondly, we tried to give
explanations for divergence of actual growth rate from balance of payment
equilibrium growth rate. Thirdly, we have tried to pinpoint the determinants of
export performance. For this purpose, we have used two methods: constant
market share analysis and multiple regression analysis on exports performance
and role of competitiveness therein. Fourth, we have attempted to exhibit the
state of price and non-price competitiveness of Bangladesh economy to reduce
balance of payment constraint on growth. Fifthly, we have discussed about the
alternative strategies for strengthening competitiveness to expand exports in
the world market and substitute imports.

2. HIGHLIGHTS OF EXTERNAL SECTOR PERFORMANCE AND BALANCE
OF PAYMENT SITUATION

With increased liberalization move in the successive phases of development,

indicators of export performance of Bangladesh as shown in Table-2.1, have

improved, though at a modest rate. Role of export in the economy has

increased successively as indicated in the fact that export GDP ratio has

increased from 4.6% in the period 1972-75 to 6.1% in 1976-82 and to 7.7%

* Resarch Fellow, Bangladesh Institute of Development Studies.
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during 1982-92. Similar pattern is found in the case of manufactured exports
which assumed increasing proportion of total exports over the years. Index of
industrial openness (as measured by percentage of manufactured exports
divided by percentage of manufacture of GDP) has increased from 14% in 1972
to 59% in 1990. Export-import ratio has improved in the eighties as compared
to seventies. But it is ironic that export could not still meet more than 49% of
import bill of the country for the last one decade and not more than 44% for the
last twenty years. Trade gap ratio assumes substantial proportion of GDP and
reaches as high as 8.4%. It has slightly decreased in eighties as compared to
seventies. Growth of trade balance could show positive trend in the period of
1982-92 the period of liberalization and export orientation. Hence the fear that
liberalization may aggravate balance of payment difficulties could be avoided.
Equally, however, liberalization move could do little to solve the problem of
trade deficit facing the country. Of course, one may argue that it is too early to
expect full return of the liberalisation measures. Further, one may add that
liberalization move of Bangladesh is still not complete in a package form and
more work is yet to be done. As visible impact of liberalization move, what can
be visualised is that Bangladesh exports have increased over the successive
periods of liberalization and deregulation. Exports from Bangladesh have grown
from negative growth of 12.4% in 1972-75 period and positive growth rate of
4.7% in 1976-82 to 8.5% during 1982-92. Proportion of import to GDP has also
increased from 10.4%in 1972-75 to 17.5% in 1982-92. But growth of GDP,
strikingly, did not increase in the phase of liberalization commensurate with
export growth, as expected usually.

This type of result is not unique to Bangladesh only in the phase of
liberalization of the economy. Similar type of resuits has been faund by the
author himself in case of his study on 18 developing countries'.where it has
been found that in the liberalization phase under structural adjustment, exports
in the eighties have grown relatively at a higher rate, but it could not make  any
remarkable spur on economic growth, nay, could not resist its decline.

What can be said about Bangladesh with the results presented here is that
impact of liberalization on exports growth is very modest, and its impact on
economic growth and poverty alleviation is yet to be seen for firm conclusion.
Of course, we can expect some positive results in the form of development of
entrepreneurship, technology adoption and absorption, development of skill,
rapid employment expansion of labour force in organized sector and
development of experiences of international marketing. We expect that in
future, entrepreneurship and state leadership would come up to strengthen the
technological capability of enterprises and skill of cheap labour force for

1Nath, N.C.(1992) : “Trade Stratagies for Industrial Development and their Determinants
in Developing Countries “,Paper presented in the South East Asia Meeting of
International Econometric Conference held in Bombay.
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successful entry into international trade to use external purchasing power in
view of the limited purchasing power inside the country. The reason that
increased volume of exports could not make much impact on balance of
payments is that retained value added of non traditional exports (such as
garments) is very meagre. On the other hand, exports also did not increase so
highly to show any impact on balance of payments amidst the increasing needs
of imports of capital goods and intermediate goods for development of not only
the export industries but also import substituting and domestic sectors of the
economy.

Our estimates showed that trend growth rates of exports and imports are quite
about the same for the last twenty years. Secondly, GDP growth rate has been
much below the trade growth implying that the non-tradable sector grew at a
very slower pace. Given the population growth of 2% p.a., present growth rate
is very low, and there is a crying need to raise the GDP growth rate at a very
high level to bring the country out of abysmal poverty trap faced by it.

Table-2.1
Performance of External Sector in Macro Perspective,
(Calculated in constant dollars)

I b 3 4 3 ] 7 8 Oe i) n i2 13

Period  %Export % %Mig % % % % Mg Av. Yearly Growth Growth Growth

toTotal Expot Export Export Import Trade Export Trade Balance of TB of of GDP

Resources 1o toGDP 10 GDP Gapto toGDP (TB) Min.$ Export
import GDP Curr. Const
197275 42 42 61 45 10.4 6 25 539 <1124 -84 -1.8 4.40
197682 53 i 65 6.1 16.4 10.3 34 -13 -1502 -11.6 47 4.80
1382-52 65 48 80 77 175 8.4 47 -1760 -1740 15 85 3.98
197292 57 En) 72 66 158 83 39 13200 -1543 136 44 430
Source : Calculated from the data of Statistical Yearbook of Bangladesh and Bangladesh
Export Statistics, EPB, different issues.

Note : Growth Figures are average annual growth rates.

3. BALANCE OF PAYMENT EQUILIBRIUM GROWTH HYPOTHESIS

In order to test whether balance of payment constraint growth, one alternative
is to compute balance of payment equilibrium growth and compare it with actual
growth rate.If balance of payment is closer to actual growth, there is an
indication of absence of balance of payment constraint on growth. On the other
hand, if actual growth rate lags behind balance of payment growth, it is a case
of balance of payment constraint on growth.

According to this model, growth of one country relative to all others is equi-
proportional to the ratio of the income elasticities of demand for exports (Ex)
and imports (Em). A country’s balance of payments equilibrium growth rate
equals the rate of growth of export volume divided by the income elasticity of
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demand for exports.Basic postulate of the model is that for sustainable long
term growth, it is necessary to maintain balance of payment equilibrium, and in
order to do that actual growth rate should be closer to the export growth divided
by import elasticity of demand i.e. balance of payment equilibrium growth rate.
In economic literature, importance of export growth is expressed in two
respects: first, in lifting the balance of payment constraint on demand and
therefore permitting faster growth if factor supplies are available to be utilised;
second, in creating a virtuous circle of growth by dint of the link between output
growth and productivity growth2.J.S.L. McCombine and Thiriwall, 1994, In most
of the export led models, as J.S.L. McCombine and A.P. Thirlwall® noted,
implicit assumption is that it is exports that poses the engine of growth, as
distinct from domestic demand, the balance of payments will look after itself. In
these models, in fact, no consideration is given to the possibility that the rate of
growth of income may generate a rate of growth of imports in excess of the rate
of growth of exports, thereby imposing a constraint on the growth rate if
balance of payments equilibrium must be preserved. This is a sheer neglect of
import behaviour in development. If the income elasticity of demand for imports
is greater than unity, and there is no continual compensating improvement in
price competitiveness, an equality between the rate of growth of exports and
income would generate a higher rate of imports than exports, and income
growth would sooner or later have to be curtailed. Thus, as long as the income
elasticity of demand for imports is greater than unity, which it appears to be for
most countries, the ratio of export growth to income growth will almost certainly
show a historical tendency to exceed unity.

Follow-up of this is that if the income elasticity of demand for imports exceeds
unity, the export sector must expand relative to the overall economy if growth is
to be sustained. In case of Bangladesh (as seen from the Table-3.1), export
growth in real terms not only did not grow substantially relative to income
growth but also lagged behind the income growth in most of the phases. This
dictates the necessity of massive drive for export expansion for the
development of the country in the context of vast underemployed human
resources and balance of payment difficulties of the country. Secondly, it
indicates that the country not only can not expand export, but also has been
losing its own home markets to imports. This is a serious situation necessitating
the strengthening of competitiveness through development of the structural
factors like skill, infrastructure, technology and management.

It is obvious that enhanced rate of growth of productive capacity (by improving
productivity, for example) without correspondingly enhanced rate of growth of
demand will merely lead to unemployment. If the balance of payments

2 J. 8. L. McCombine and Thirlwall, 1994 : “Economic Growth and the Balance of
payments Constraint”. Macmillan, USA.

3ibid.
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equilibrium growth rate can be raised, however, by making exports more
attractive and by reducing the income elasticity of demand for imports, demand
can be expanded without producing balance of payment difficulties; and within
limits, demand can generate its own supply by encouraging investment,
absorbing unemployment, raising productivity growth and so on.Thus, the
explanation of growth rate differences must lie primarily in differences in the
rate of growth of demand in most countries through balance of payments.

Now, we shall examine here, balance of payment equilibrium growth rate
hypothesis as an important model to highlight relation between export and
growth in case of Bangladesh. Our estimate of balance of payment equilibrium
growth rate has been presented in Table 3.1.

Table-3.
Calculation of Growth Rate of Bangladesh Consistent with Balance
of Payments Equilibrium for the Period 1972-92
(Calculated in Constant Dollars)

Year Growth of | Growth of Income Exports Estimated
Income Exports Imports Elasticity B/P
of Demand | Equilibrium
) for Imports | Growth rate
1972-75 43 -1.8 22 5.11 -0.233
1976-82 4.9 4.7 11 225 2.088
1982-86 42 29 9.12 217 1.34
1982-1992 3.98 8.5 8.00 2.00 43
1972-1990 44 44 11.57 2.69 1.64

Source: Calculated from the data of IFS, EPB and BBS.

The results of Table 3.1 have several implications. First of all, balance of
equilibrium growth rate did not approach actual growth rate before 1986. This
may be associated with the fact that the goods produced by the country
remained relatively unattractive both home and abroad. Secondly, implication of
divergence of actual growth from equilibrium growth is that the economy has
been suffering from severe demand constraint for its growth. Thirdly, it can be
hyphothesised that liberalisation policy and external demand expansion though
has some impact on the growth consistent with balance of payments
equilibrium, such impact is yet not remarkable. This means that overall
performance of the country depends not only upon the values of its income
elasticities of exports but also on the relative income elasticities of imports.
Another point is that growth of exports could not accelerate income growth,
which virtually declined during 1986-90. This indicates deeper root of growth
problem lying in the supply side (within the country) rather than in external
demand constraint. Lastly, lagging of export growth from income growth is a
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serious situation associated. with the problem of competitiveness in the external
market leading to balance of payment constraint on further growth.

Extended Balance.of Payments Equilibrium Growth Model

In the original model of balance of payments equilibrium growth rate two
factors: terms of trade and capital inflows were not considered. Taking these
two factors, extended equilibrium growth rate (Yb) may be computed as:

Yb1 = (RX.x + RF.f)/Em
Where, RX = Share of exports to Total imports, RF = Share of capital inflows
(Imports—Exports) to total imports, x = export growth, f = growth of capital
inflows, Em = Income elasticity of imports.
This is the weighted sum of growth of exports due to exogenous income growth
outside the country and growth of real capital inflows, divided by the income
elasticity of demand for imports. The result of the extended model may be
compared with simple model of balance of payment equilibrium growth which
assumes no growth of capital inflows. The difference between the actual growth
rate and that predicted by extended model will be a measure of the pure terms
of trade effect on real income growth and of any import volurne response from
relative price changes relaxing or tightening the balance of payments constraint
on growth. Extended model with capital inflows give a closer prediction of the
actual growth rate to the simple Harrod Multiplier result. The difference between
the actual growth rate and that predicted by the extended model is a measure
of the extent to which the balance of payments constrained growth rate has
been affected by the relative price movements in international trade.
In order to through light on relative importance of capital flows and relative price
changes in accounting for deviation of growth from the Harrod foreign trade
multiplier result, countries may be divided into two groups: those where growth
has exceeded the predicted rate and those where it has fallen below. For
countries with Y > Yb, real capital inflows are expected to have grown faster
than the volume of exports and for this to be the major explanation of the
positive difference unless relative price changes have been favourable to the
relaxation of the balance of payment constraint on growth. Contrariwise,
countries with Y < Yb, real capital inflows are expected to have grown slower
than export volume unless the negative difference is wholly accounted for by
the adverse effect of relative price changes. In the Thirlwall’'s study, the
explanation of the shortfall of growth of observed countries appears to lie not so
much in a shortfall of capital import growth below export growth but in the
adverse effects of relative price movements. The effects of relative price
changes on balance of payments constraining real income growth comprise two
components: one, a pure terms of trade effect, and the second, the effect of
relative price changes on the volume of imports (both divided by the income
elasticity of imports).
As shown by Thirlwall, the effect of relative price changes has been apparently
adverse on real income growth, this could be the result of a combination of an
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adverse terms of trade offset or reinforced by an import volume effect.
Alternatively, the adverse effect could be the result of a favourable movement
in the terms of trade but more than offset by the effect of a high price elasticity
of demand for imports.

Calculation of Extended Balance of Payment Equilibrium Growth Rate
Here we shall compute extended balance of payment equilibrium growth rate of
Bangladesh (Table 3.2). As the results suggest, extended balance of payment
equilibrium growth rate looks not better, and the problem of low growth rate of
income remains even in the eighties, when export growth performance was
better. This may be because productive capacity did not increase in
consonance with export growth in the eighties. One of the features of new
export growth is that the extent of backward integration is very low resuilting in
low retained value addition from the non-traditional export items.

Explanation of Divergence Between Actual Growth and Balance of
Payment Equilibrium Growth Rate

As observed in the Table 3.3, balance of payment equilibrium growth rate is far
behind the actual growth rate indicating the existence of balance of payment
constraint affecting the real growth of the country, which is aiready poor.
Secondly, difference between actual growth and balance of payment
equilibrium growth rate was mainly due to the positive relative price movements
and adverse capital inflows.

In the situation where Y>YDb, it is expected that the capital inflows have grown
faster than the volume of exports; and this is a major explanation of the positive
difference, unless relative price changes have been favourable to the relaxation
of the balance of payment constraint on growth. In case of Bangladesh, though
Y>Yb, growth of capital inflows was less than growth of exports and only positive

Table 3.2
Balance of Payment Equilibrium Growth Rate (Yb1) in Extended Model (in Constant Dollars)
Shareof | Growth Shareof | Growth | Income Extended Actual
Exportsto| of Capital in | of Elasticity | Balanceof | Growth
Period Imports  *| Exports Flows Capital | of Imports | Payment Rate of
(RX) (% pa) (RF) Inflows | (Em) Equilib. GDP
(X) (%p.a.) Growth Rate
{f) (RX. x+RF.f)/
Em
1972-75 | .42 -1.8 .58 -12.4 5.12 -1.55 4.30
1976-82 | .37 47 .63 4.7 2.25 2.09 4.90
1982-92 | .49 9.4 51 8.5 2.0 4.25 3.98
1972-92 | 44 44 56 3.2 2.69 1.39 4.30

Source : Calculated from the data of IFS, Export Promotion Bureau and BBS.
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Table 3.3
The Explanation of Divergence Between the Actual Growth Rate and the.Dynamic
Harrod Trade Multiplier Resuit (Calculated in Constant Dollars)

Actual Harrod Difference Contributio e Difference
Growth Trade between ital Inflows of
Period Rate Multiplier YandYb Growing Saster(+) Relative Price
or slower(- ) Movement
than Exports
(Yb1-Yb)
1 2 3 4 5 6=4-5
1972-75 4.30 -.230 453 -1.320 +5.85
1976-82 4.90 2.088 2.80 +.022 +2.80
1982-92 3.98 4.250 -0.27 -0.230 -0.04
1972-92 4.30 1.640 2.66 -0.250 +2.91

Source : Calculated from the Tables 3.1 and 3.2.

price movements could have positive effect on relaxation of balance of payment
constraint. It means that all these conditions of balance of payment equilibrium
growth hypothesis for a backward economy are met in case of Bangladesh
economy. Here slower growth of capital inflows relative to exports to the extent
of 0.25% and positive price movements to the extent of 2.9% p.a. accounted
for, on balance, the deviation of actual growth rate from balance of payment
equilibrium growth rate to the extent of 2.66% p.a. Thus only relative price
movements could have relaxed the balance of payment constraint marginally.
Adverse terms of trade effect in the seventies has been offset by the positive
relative price movements (import volume effect). Growth of capital inflows
relative to exports being slower made pressure on balance of payments
constraint on growth. Thus both capital inflows and relative price movements
were having impact on balance of payment constraint on growth in case of
Bangladesh though in different directions (in different periods).

As evident from the Table 3.4, adverse terms of trade are offset by import
volume effect (implied price effect). Thus though real terms of trade effect was
unfavourable and growth of capital inflows relative to exports was marginal and
slower, relative positive price movements kept the country to grow faster than
the Harrod foreign trade multiplier result by 2.66%. In most of the cases, growth
of real capital inflows was closer to export growth, though slower, thereby
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Table 3.4
The Actual and Implied Effect of Relative Price Movements on Real IncomeGrowth
(Calculated in Constant Dollars)

Period Effect of Relative Price Movement (%p.a.)v

Implied Price Effect Pure Terms of Trade Effect

in % p.a. as in Tab.3.2 (TT/Em) in % p.a.
1972-75 +5.85 -2.11
1976-82 +2.80 -7.20
1982-92 -0.22 +.79
1972-92 +2.91 -0.73

Source : Calculated from the Tables 3. 1,3.2and 3.3.

reducing extended balance of payment equilibrium growth rate below actual
growth rate, making a balance of payment constraint on growth of the
economy. Thus slower capital inflows and unfavourable terms of trade effect
caused for balance of payment constraint on growth of the economy.

There has been found a negative terms of trade effect of about 0.73 % p.a.,
- which would amount to a deterioration of country’s wealth to the extent 15%
over the whole period of last twenty years of Bangladesh and seem to have
constrained growth thus by about 0.7% p.a. The favourable condition of terms
of trade and negative price movement effect might be associated with
improvement of the non-price factors of competitiveness in this period. On an
average, import volume response has outweighed the pure terms of trade
during the last twenty years. Of course, in the long run, the relative prices
movements and thereby import volume response fell down gradually, which is
favourable for growth of economy.

We can compare the above resuits of Bangladesh with the estimates made by
Thirlwall4 for different types of countries. His results show that in both the
developed and developing countries, there is a general tendency for the
estimates of the balance of payment equilibrium growth rate (Yb) to be higher
than the actual growth rate (Y). In case of the countries with balance of
payment deficit, the adverse relative price movements combined with various
price elasticity conditions acted as determinant though of minor importance
compared with the income movements and income elasticities of demand for
exports and imports. For countries with Y>YDb, the mean difference was 1.38,
and in almost all the developing countries studied, capital inflows have grown

4 See Thirlwall and McCombie J.S.L. 1994, “Economic Growth and the Balance of
Payments Constraint”, St .Martin's Press, New York.
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faster than the volume of exports which should have relaxed the balance of
payment constraint on growth by an average of 2.03 % percentage points. The
effect of relative price changes was adverse, tightening the balance of payment
constraint on growth in these countries by an average of 0.65 % percentage
points. In the developing countries with Y<Yb, the shortfall of growth has been
explained by not so much by a shortfall of capital import growth below export
growth but by the adverse effects of relative price movements (consisting of
real terms of trade effect and pure price effects). The terms of trade have been
adverse on real growth and actual terms of trade have deteriorated over time.
Annual deterioration in case of developing countries has been 0.075 % over the
years. In the long run, relative prices remained more or less stable. Though
experience of the countries is mixed one, changes in terms of trade have
constrained the countries in their growth by 0.6 % per annum, while capital
inflows enabled the countries to grow slightly faster than the Harrod foreign
trade muiltiplier result by 0.05 % p.a. In some countries, the real terms of trade
improved, while in many others, rate of growth of real capital imports did not
keep pace with growth of exports, thereby reducing the growth rate below that
predicted by Harrod foreign trade multiplier result starting from the initial deficit.
Thus the pattern of growth problem of Bangladesh is quite similar to other poor
developing countries in that it experienced the demand problem and balance of
payment constraint on growth, higher elasticity of demands for imports relative
to exports growth, lower growth of capital imports below export growth,
deterioration of the terms of trade over the years adversely affecting the growth.
This hypothesis has got support from Kaldor's® analysis on UK, where he
provided balance of payment crisis and poor performance of exports as the
causes of slowdown of growth of UK economy. Kaldor in this regard noted that
the growth of output is governed in part by the growth in productivity which itself
influences demand through the changes in competitiveness which is induced by
it. It is this reverse link which accounts for the cumulative nature of growth
processes. Kaldor argues that there is a two way relationship from demand
growth to productivity growth; but the second relationship is far less regular and
systematic than the first.

However, there is equally a strong point to argue that faster growth of
productivity could have a feedback effect in improving country’'s non-price
competitiveness, which is crucial in explaining differences in countries’
performance in overseas markets. This is likely to be a very long term effect,
and admits of a possibility of simultaneous equation in the estimation of the
Verdoorn law.

5 Kaldor, N, “Causes of the slow down of economic growth of the United Kingdom: an
inaugural lecture, Cambridge: Cambridge University Press, 1966.
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3.4. Comments on the Model

Though Thirlwall gave emphasis on the demand side alone in presenting his
model, his model is prototype of a coin inclusive of both the demand and supply
sides. To our mind, both of them are dialetically connected; primacy of each
one of them depends upon the world demand condition and circumstances of
particular country’s supply situation. In the model, growth rate is modified by the
demand factors like export growth, import growth, terms of trade and relative
price changes. Capital inflows and relative price changes are the products of
both supply and demand sides.

Though Thirlwall termed balance of payment equilibrium growth as a causal
variable for actual growth rate, the relation may go other way round, whereby
growth may affect the balance of payment constraint. Again, income elasticities
of imports and exports, which are taken as the causal variables of growth, may
be the effects of growth. One can not bypass the fact that if the economy fails
to improve its supply conditions on competitive basis, mere existence of
favourable demand condition may not be sufficient to increase productive
capacity and accelerate growth. This is where one can (equally) argue for
reverse relation between actual growth and equilibrium growth rate. In fact, the
situation poses a case of bidirectional causality.

4. DETERMINANTS OF EXPORT PERFORMANCE: EXTERNAL DEMAND
AND INTERNAL SUPPLY FACTORS (COMPETITIVENESS)

4.1. Export Growth of Bangladesh Relative to Demand of the World and
its Different Regions

As revealed in the Table 4.1, during early seventies, world demand was as high
as 9.8% p.a., while Bangladesh export growth was negative one. This might be
(most probably) due to supply constraint as expected in the war ravaged
economy. Later on, though Bangladesh exports showed positive growth, it
could not demonstrate remarkable progress until the early eighties. During the
eighties, export growth rate was somehow commensurate with world demand.
But world demand declined in the late seventies and in the eighties, which
became a high constraint on growth of Bangladesh exports during these
pericds. Thus, both world demand and domestic supply condition seemed to
have impact on overall export growth of Bangladesh, which require to be
considerably accelerated to satisfy the needs of rapid growth of the country.

4..2 Results of Constant Market Share Analysis

Assuming that Bangladesh has participated in the main world markets for its
major exports and responded positively to the world demand composition
according to its capacity, we can estimate the sources of export performance
with two steps constant market share analysis entailing two main sources:

world demand and competitiveness. The results of the exercise are presented
in the Table 4.1.
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Table 4.1
Compound Growth Rate of Exports and Imports of the Worid and
Exports of Bangladesh (in Constant Dollars of 1987)

Period | World Demand| Industrial | Countries| Developing | Countries | Bangladesh
Imports Exports | Imports | Exports Import Exports

1972-75 9.8 6.8 7.3 19 17 -9
1976-82 3.2 25 2.2 3 56 1.5
1982-91 35 47 44 2 2 45
1972-91 4.9 4.7 4.7 5.6 5.6 3.2

Source: Calculated from the data of IFS, IMF and EPB.

Table 4.2
Determinants (Sources) of Export Growth (Compound)in % (Calculated in
Constant Taka)

Period World Demand Competitiveness
1972-76 75 25
1976-82 55 45
1982-80 49 51
1972-90 65 ' 35

Source : Estimated on the basis of Compound growth rates using constant taka value of
1987 from World Tables, World Bank, 1992, and following the two steps Constant
Market Share Analysis of Export Performance of Bangladesh.

~ As shown by the Table 4.2, while world demand was predominant factor in the
seventies, competitiveness has become gradually the predominant factor in the
sighties for export performance of Bangladesh. Our results are confirmed by
‘he results of Roy (1992) in that in the period of seventies, Bangladesh was
suffering from uncompetitiveness, while in the eighties, competitiveness
situation had been improving and came to be predominant.

Our data showed that better market distribution emphatic on EEC and North
America has played increasingly an important role in expanding exports. There
is an important weakness in commodity composition of Bangladesh exports.
There have been tariff and non tariff barriers restricting country is exports.
Besides, natural calamity and political instability have affected the growth of
exports. Given the world demand, there is a felt need to strengthen
competitiveness considering the factors of commodity composition and market
distribution with an eye to prosperity of the importing and competing
.economies.
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4.4 Sensitivity Analysis of Results of Multiple Regression on
Determinants of Export Performance

We have made regression analysis on the determinants of exports of

Bangladesh from both supply and demand sides, and the results of regressmn

are as follows:

i) Export = 117.283a -0.286 concentration ratio +0.885 World Demand (WD)+16.3D
(0.73) -0.1583) ) (8.85) (0.775)
+0.87 competitive value '
(8.4)
R2=0.9560, DW=2.6, F=10.6.
ii)  Log of exports =-5.08 + 0.777 Log of WD + 0.075 Log of Real rate of

(-0.25) (5.17) (0.36)

exchange (RER) + 0.13 Log of share of AMERICA as buyer (AME)
(1.59) :
R2= 0.77, Adjusted R2= 0.72, D. W.=1.54, F=13.6.
iii) Logof Exports=1.3a-0.169 log of relative price to advancedcountries+0.39

(0.22)(-0.44) (1.35)

log of WD +0.26 Share of Log of America in %
(2.07)

R2 = 0.59, Adjusted R2= 0.51, DW = 1.35, F = 7.16.
iv)  Log of exports= 4.33 a -0.329 Log of index real exchange rate for exports (RERX)
(3.29)(-1.55) +0.780 Log of effective rate of assistance for
exports(ERAX) +0.88 Log of labour
(3.187(2.48) productivity index (LP1).
Adjusted R2=0.746, DW=1.8,F=13.9, .
V)  Logof exports=-9.377 a-0.99 Log of unit export price + 1.42 Log of WD
(-2.29) (-2.5) (3.635)
Adjusted R2=0.49,DW=1.6,F=9.16.
vi) Logof Exports =-0.23a - 0.17log of ERAX

(0.25) (-2.2)
+0.46 Log of RERX + 0.04 log of LP!
(1.07) (0.08)

+0.48log of export price+0.19Log of WD+0.25 Log of exchange rate distortion
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(0.94) (0.14)  (1.35)+0.26log of share of America in %—1.45 logo
fconcent rationratio
(3.19) (-1.15)t(Adjusted R2=0.89,DW=3.02, F=14.4.0"
vii) Log of export=6.72 a + 0.16118 Dummy for Trade liberalisation (DTL)
(121.1) (5.6)

Adjusted R2=0.60, DW=1.16, F=31.15.
viii) Log of export =4.41 a+ 0.54 Log of IPl + .0452DTL
(2.23) (1.19) (0.79)

Adjusted R2= 0,43, DW =1.1, F= 7.1
ix) Log of exports=6.6 a +0.1745 Log of Time as proxy for technical progrss
(2.0) (3.47)
Adjusted R2=0.36, DW=0.88, F=12.08.
X) Log of exports =2.7186 a + 0.5368 Log of imports
(2.08) (3.272)
Adjusted R2=0.34, DW=0.96, F=10.28.
xi) Log of exports = 4.54 a+ 0.2443 Log of Domestic consumption
(2.08) (1.0065)
Adjusted R2= 0.056, DW=0.51, F=1.01.

Results of our multiple regression analysis as presented above have several
implications. First, world demand and competitiveness are more or less equally
important and have significantly high positive impact on exports. Second,
concentration of export items and narrow base of export basket has negative
impact on export volume dictating the necessity of diversification for increased
export eamnings.Third, though exchange rate depreciation had positive impact
on export was not found to be significant. This means that price factor, though
plays a role, is not so strong as assumed normally in increasing the exports
earning. Roy® of course got positively significant impact of currency
depreciation on exports. Fourth, market distribution with an emphasis on USA
has significant positive impact on the growth of exports. Fifth, exchange rate
distortion has positive impact on exports because it gives an incentive to
exporters through extra income out of more value of domestic currency due to
price distortion. Sixth, effective rate of assistance for exports has positively

iﬂ.fg Roy, “Determinants of Export Performance of Bangladesh”, Vol. XIX, Dec., 1991,
0.
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significant impact in increasing the exports volume. This result is confirmed by
the Roy's results. Of course, the rent seeking interests and lack of effective
monitoring might have affected realisation of the objectives of incentive policy
measures. Seventhly, though relative price with respect to advanced countries
has a correct sign, and contributed to increase of exports, is not significant
enough to arrive at any conclusion as regards impact of price competitiveness
on exports growth. Eighth, labour productivity has though a positive sign, is not
significant enough to have its impact on growth of exports. Ninth, increase of
index of export price has positive impact on exports implying that the non-price
factors are increasingly contributing to augmented price of exports with
favourable impact on the export earnings. Of course, the coefficient is not
significantly high, and does not enable us to make any firm conclusion on this.
But it has been clear that increased unit export price helps to increase the
export value indicating simultaneous impact of price and non-price
competitiveness on total exports earnings. Tenth, trade liberalization and
measures for strengthening competitiveness have positively significant impact
on export growth. Technology and learning experiences have positively
significant impact on export growth. Finally, world demand and price
competitiveness explain export growth in 50% cases.
Thus our study resuits show that both the demand and supply side factors were
found to be associated with the export performance and export-growth link of
Bangladesh. The changed policies from an inward looking to outward looking
have been able to an extent to improve country's competitive position in
international trade. From this, one can visualise that the essential elements of
the trade policy should comprise of more realistic exchange rate policy, the
selection of appropriate industries for export promotion, various forms of
financial and institutional incentives to exports, exploration of overseas
~marketing possibilities and provision of supportive infrastructural facilities. In
case of Bangladesh, slow growth of demand of developed countries along with
their non-tariff barriers has been a disturbing factor affecting export growth of
the economy. In the supply side, export incentives have influence on
investment in export sector. But a lot has to be done in strengthening the
structural factors for strengthening competitiveness.

5. EXTERNAL COMPETITIVENESS OF BANGLADESH

External competitiveness has two dimensions: one is price related, and another
involves the non-price factors.While economic literature is emphatic on price
factor, the non-price factors have been assuming increasing importance in
international trade. With increased income elasticity for exports, factors like
product quality, servicing facilities and product differentiation have proved to be
minor important ones for intermational competitiveness. But the main problem to
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_address the non-price aspects of competitiveness is as regards quantification of
the non-price factors (for precise analysis).

5.1 Price Competitiveness

As revealed in the Table 5.1, relative export price of Bangladesh with respect to
the world has declined indicating price competitiveness of the country. Of
course, this indicator need to be used with caution, since this may mean that
over the years, Bangladesh could not increase quality and high priced products
for exports relative to world development in this respect. Again, it has adverse
effect on terms of trade as seen in the tabular results. Deterioration of the terms
of trade over the last two decades is indicative of loss of real income through
trade.Of course as Kaldor” stressed, deterioration of terms of trade may not be
so bad if the exported products enjoy increasing rate of return. We feel that
terms of trade have not been so serious, and most of the exported products are
increasingly being produced under increasing rate of return.

Table 5.1
Indicators of Price Competitiveness of Bangladesh Exports
Growth of | Growth of | Growth of Growth of | Domestic| Term
Competi- |Competitive | Competitive | Export of
Period Export tive Price to Price to Price |Trade
Price (relative) | Industrial Developing
Price to Countries Countries
World
1972-75 11 -6.8 -3.2 18.8 29 |-10.8
1976-82 4.5- -3.5 22 -7.4 77 -2.7
1982-86 -.53 5 -2.0 8.5 121 3.2
1986-90 0.5 -6.5 -6.1 -6.0 6.1 —1.3
1982-90 1.0 -3.1 -4.4 36 9.0 1
1972-90 3.86 3.7 3.0 -5.7 5.6 -1.9

Source: Calculated from the data of Statistical Yearbook of Bangladesh, different
issues, data of International Financial Statistics, World Table, World Bank.

As the figures in Table 5.2 show, there has been a significant depreciating
trend of the movement of nominal exchange rate over the years, but the real
exchange rate has changed very little for the last one decade. The nominal
exchange rate depreciation policy has basically served to prevent overvaluation

7 Kaldor, N., edited, 1978, “Further Essays on Applied Economics”, London, Duckworth.
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of the currency, and the country achieved success in maintaining stability of
real exchange rate for a considerable period of time in the eighties. This has
demonstrated the policy of the state emphasising price competitiveness
through exchange rate adjustments in promoting exports. In this situation,
sluggish growth of exports is not definitely aftributable only to lack of suitable
exchange rate policy measure or price policy related factors. Rather, one can
easily realise that function of strengthening export performance is related more
to the factors other than ones related to price.

Table 5.2
Trend of Exchange Rate Fluctuation (Average for the Periods)

Period Index of Exchange Rates  Distortion Ratio
Nominal Real

1972/73-1976/77 35.2 51.2 0.688

1976/77-1981/82 51.5 73.5 0.700

1982/83-1286/87 86.8 100.0 0.868

1986-87-1990/91 104.0 101.0 1.030

Source : Calculated from the data of BBS, Bangladesh Bank Bulletin, Bangladesh
Bank.

5.2 Non-price Competitiveness

From the Table 5.3, it is evident that during the whole one decade at the initial
period after independence, export growth of Bangladesh lagged behind world
demand growth. This is a clear indication of lack of competitiveness and lack of
policy drive to catch up world demand growth rate even with low initial base,
which might have given it the position of showing statistically higher growth
rate. The problem seemed to be with the structural factors like technology, skill
and management along with the problem of its capital shortage and
protectionist barriers (in case of most of its exports) imposed by the importing
countries. Only after 1982, and more substantially after 1886, expert could
show better growth rate relative to world demand growth. Our econometric
exercise, as in the Table 5.3, showed that on an average, for the last twenty
years, level of non-price competitiveness has been at only 0.34 i.e., very low.
State of non-price competitiveness has been growing gradually better from the
state of uncompetitiveness in the seventies to increasingly better state of
competitiveness in the eighties.
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Table-5.3
Indicators of Non-price Competitiveness of Bangladesh Exports
(in Constant Dollars)
Growth | Growth Import | Income | Growth | Income | Coeffici-
of of Growth | Elasti- | of Imports| Elasti- ent of
Period Income | Exports city of of city of | Non-price
Imports World | Exports | Competi-
(EM) (EX) tiveness
(EX/EM)
1872-75 4.3 -1.8 22 5.1 10.7 -17 -0.033
1976-82 49 4.7 I 2.25 5.05 83 413
1982-86 4.2 29 9.12 217 26 1.10 0.51
1986-92 3.8 13.7 7.25 1.90 6.5 21 T
1982-92 3.98 9.4 8.00 2.00 494 1.9 0.95
1972-92 4.4 4.3 11.57 2.69 49 0.898 0.34

Source : Calculated from the data of Statistical Year book of Bangladesﬁ, different
years, IFS and EPB.N.B.: Growth rates are averaged ones.

Foregoing data analysis leads us to the conclusion that Bangladesh has been
suffering from demand constraint, not always because there is insufficient world
demand for export expansion, but in most cases because, it had weak
competitiveness in the non-price factors, where quality of products and services
is very important associated with the necessary package service and product
differentiation.

Kravis and Lipsey® in their study on ‘price competitiveness’ found relatively
higher importance of the non-price factors: low prices accounted only for 28%
sale; high percentage of sale is for product superiority accounting for 57%, and the
better after-sales service, delivery time and other factors accounted for the rest.

From the above discussion, it is understandable that the most effective solution
for sustained export expansion and accelerated income growth for Bangladesh
lies in improvement of the factors of non-price competitiveness of its exports
and import substituting sectors. Improvement of non-price competitiveness is
majorly possible through development of the supply characteristics with
persistent focus on technology development (through research and
development), skill training and improving management system for increased
productivity.

8Kravis, I. B, and Lipsey R, E."Price Competitiveness in World Trade”, New York,
National Bureau of Economic Research.
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5.3 Generic Strategies for Strengthening the Competitiveness

As understandable from the above, in deciding strategy of strengthening
country’s competitiveness, one need to start from the point of view of
strengthening cost competitiveness (and thereby price competitiveness) on the
one hand and strengthening competitive position in non-price factors (i.e. in
quality and product differentiation) on the other. According to this criterion, the
lower the level of nominal wages, the lower the external value of the currency
and faster the increase in productivity, the greater will be the international
competitiveness of the country. Thus, for strengthening competitiveness of
Bangladesh, three alternative strategies become apparent: low-wage strategy,
devaluation strategy and improvement of productivity raising strategy.

5.3.1. Low Wage Strategy

In so far as low wage strategy is concerned, there is an illusion that it will
decrease cost, increase sales due to lower prices and generate higher profit
margin increasing competitiveness and inducing investment. Theoretically it is
naive and practically unrealistic in normal environment and specially in a less
developed country like Bangladesh, where wage level is already too low to
provide reasonable sustenance. Here caveats need to be expressed as regards
the possibility of disincentives created and counter productivity resulted from
such strategy. This may hamper labour management relation and loss of labour
hour due to strikes and slackness of the workers in work. This would affect
quality and induce increase of cost of production rather than its decrease as
expected. This is a negative approach of management of human factor. On the
contrary, necessity is to sustain and continuously nourish the morale of the
work force for excellence destined to strengthen international competitiveness
of the country. There is no during the fact that the best thing is always to
integrate higher wages with relatively higher productivity. In that situation, both
worker and entrepreneur would be benefitted. But in no case, worker should be
made to suffer from ill health and malnourishment due to low wages as is
common in the situation of export industries of Bangladesh. It is to be stressed
that for quality improvement, increased productivity and competitiveness skill
training and high material and moral incentives are of prior importance. In view
of the above logic in Bangladesh situation, the strategy of lowering wages might
yield adverse effect rather than giving positive result on competitiveness.
However, all these are not to support any way the cases of overstaffing as
prevailing now in many of the public enterprises and rent seeking trade
unionship affecting overall efficiency.

5.3.2. Devaluation Strategy
Since devaluation will lower prices in the foreign market and hasten prices of
imports in the domestic market, ability to sell domestic goods will increase.The
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proceeds of the entrepreneur will automatically increase. Seemingly, it does
not require much sacrifice. By devaluing the domestic currency, a country can
improve its international competitiveness only at the expense of its trading
partners. But internationally counter move may be automatic in the form of
protectionist barriers or devaluation by the competitors. It has internal economic
dangers as well. The core of the problem is associated with worsening of the
terms of trade: domestic customers require to pay higher prices for imports in
terms of real goods. The deterioration in the terms of trade is tantamount to a
direct reduction in real incomes.

Such strategy either forces the population to accept the loss of real income, or
reduce the burden through accommodating the wage and income policies at
home. Where domestic income and monetary policies are used to cushion the
impact of terms of trade deterioration, price increases throughout the economy
will inevitably follow suit. Inflation will eat the edge of international
competitiveness which was originally meant to bring about? Devaluation is
expected to induce expectations of future currency appreciation, thus rendering
financial investment inside the country attractive. However, devaluation is a
sign of weakness of the country’s Government. One of the problems is that
without improving the international competitiveness, the Government postpones
the internal adjustment process. As a result, capital may leave the country, and
exchange rate will be pushed down even further. Interest rate has to be raised,
or exchange rate will drop to such a low level that expectations of appreciation
will be brought about. The resulting inflationary impact lowers the country’s
international competitiveness thus rendering another devaluation necessary.
This is a vicious circle. At some point, the country has to resort to gear their
efforts towards speeding up productivity growth.

Thus, this strategy as well can not give the long lasting result in Bangladesh
situation, if not accompanied by improvement of overall economic and social
environment destined to increased productivity.

Of course, all these are not to deny the fact that currency depreciation is
important to increase competitiveness in case of Bangladesh, where
competition is more on price rather than for the high priced quality goods. But
this is to remind and caution here that competitiveness can not be strengthened
on a sound basis unless we get shifted to quality development along with cost
and price efficiency (in the delivery of goods) in winning the market.

9 Hans-Peter Frohlich, “International Competitiveness : alternative macroeconomic
strategies and changing perceptions in recent years”, in A.Francis and P.K.M.
Tharakan, 1989,"The Competitiveness of European Industry”, Routledge, London and
New York.
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5.3.3 Productivity Raising Strategy

While both the above strategies are to make the things cheaper, this strategy is
to make them better. Main elements of this strategy are improvement in the
quality standards, development of the new products and production processes
and adoption of modern technology. Basic prerequisite for this strategy is a
high degree of technology know-how and innovation potential, as well as
flexibility and productive efficiency on the part of both management and work
force of the enterprises. The basic premise of this strategy is to rely on one’s
own strength rather than on the weakness of others. A country with an edge in
international competitiveness resulting from technology improvement does not
negatively affect the trading partners. In that sense, international trade is not a
zero-sum game in which one country can gain only at the expense of others.By
increasing productivity in a country, income grows, which stimulates demand
including import demand. Thus through raising productivity, the benefits of
technology development spill over to other countries as well. Similarly,
productivity will be induced to grow abroad as well, as a matter of edge of
competitiveness. Thus, end result is higher income in all the countries. In some
country cases (e.g., Japan and Germany) with higher technological level, there
has been appreciation of currency not affecting their competitiveness, since
imported goods become cheaper and the terms of trade go in their favour and
thus increasing the real wealth of the country. The innovation and technology
development strategy seems to be thus the most viable macro economic
approach to improving the international competitiveness of a country's industry.
Thus as a long standing strategy for strengthening competitiveness of a less
developed country like Bangladesh, constant increase of productivity is more
desirable solution. Other strategy may be adopted simultaneously only on a
temporary basis. It is to be noted here that for every subsector, concrete
strategies and policy measures need to be taken at both macro and micro level
considering the internal and external conditions at a particular time. Further,
along with the strategy of raising overall productivity of the economy stress
should be given more to the higher productivity sectors to win the external
market.

6. FINDINGS AND CONCLUSION

1. Role of exports and manufactured exports in Barigladesh though has
increased over the years, the level and growth rate of export has been modest
one as compared to the requirements of the country’s imports for development
and to bring it out of poverty syndrome. Existing level of export proceeds could
not pay on average more than half of the import bill of the country. Thus, on the
one hand, imports need to be increased at a higher speed to accelerate growth;
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on the other, even the present low level of imports can't be financed from the
exports earnings of the country.

This situation calls for massive drive for export expansion. Measures of
liberalisation in the eighties though contributed to export expansion, could not
enhance growth rate; nay, could not resist its decline in this period. The reason
of this may be that the exports not only could not expand much, but also import
content of newly growing export items (like garments, where, 75 % inputs are
imported) has been very high resulting in lower retained value addition for the
country. Again, import liberalisation might have affected the growth of import
substituting industries. As a result, modestly increased exports could make very
little impact on balance of payments or growth position.

2.Though both the export earnings and foreign borrowing may be used for
increasing imports, on a long term basis, import growth can not diverge much
from export growth. This is supported by Bangladesh case, where trend rates of
export growth and import growth remained about equal over the period of last
20 years. This might be because scope for foreign borrowing is limited. All this
implies that in order to increase imports for accelerating growth, export growth
need to be accelerated. j .

3.Data suggest that Bangladesh could not expand exports even when world
demand was high. It was presumably because of the supply constraint. Of
course, when world demand also was sluggish, situation got further worsened,
since competitiveness was not so strong as to compensate or fill up the gap.

4. Discussion showed that enhanced growth of productive capacity without
corresponding increase of demand leads to unemployment. And in case of
balance of payment difficulties, demand constraint will affect growth of
production capacity and its utilisation, investment and technical progress.
Unless export growth is raised in consonance with income elasticity of imports,
actual growth will not be maintained without balance of payment difficulties. As
our estimate shows, in case of Bangladesh, balance of payment equilibrium
growth rate was far below actual growth rate indicating the existence of balance
of payment constraint. The country has been suffering from higher income
elasticity of demand for imports and lower export growth. From this, message is
clear: the country has not only failed to attract foreign buyers to expand export,
but also failed to attract the customers at home market. Of course, in the late
" eighties, the situation has improved a bit by the closeness of the two rates
though both growth rates were at a low level. This means, we are to go beyond
the walls of export sector and give emphasis on the efficiency of non-export
sector, which constitutes a considerable proportion (90%) of the economy. All
this is indicative of $erious supply side problem of long term nature. Again,
lagging of export growth behind income growth rate indicates that the
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progressive role export was supposed to play, could not do duly, and country's
economic position has been bound to be stagnant.

The fact that income elasticity of imports was as high as 2.62, means export
should grow at much higher rate than it has grown in order to maintain the
growth without balance of payment constraint. The study resuits suggest that if
the balance of payment equilibrium growth rate can be raised, by making
exports more attractive and by reducing the income elasticity of demand for
imports, demand can be expanded without producing balance of payment
difficulties, and within limits, demand can generate its own supply by
encouraging investment and productivity growth. Thus the explanation for the
low growth performance of the country lies primarily in the low rate of demand
and the major constraint on the rate of growth of demand is the balance of
payment difficulty.

Though low balance of payment equilibrium growth rate is assumed to affect
growth rate of Bangladesh, its low growth rate in turn might have caused low
competitiveness and low equilibrium growth rate. Income elasticities of imports
and exports which are considered causal variables for growth may be the
effects of growth. This is to remind one that if the economy fails to improve its
competitive supply condition, mere existence of favourable external demand
condition may not help to increase the internal productive capacity or to
enhance growth.

In case of Bangladesh, not only lower income elasticity of exports relative to
imports but also slower capital inflows, unfavourable terms of trade and positive
relative price movements have been the factors for deviation of actual growth
rate from balance of payment equilibrium growth rate and cause of balance of
payment constraint on growth. .

Unfavourable changes in the real terms of trade have constrained Bangladesh
in its growth by about 0.73% p.a. i.e, 15% for the whole period of last 20 years.
Slower growth capital inflows relative to exports accounted for balance of
payment constraint by 0.25% p.a. Relatively positive price movements had a
favourable impact to the extent of 2.91% p.a. All these factors contributed to the
average deviation of actual growth rate from B/P equilibrium growth to the
extent of 2.66 %p.a.

All these confirm that Bangladesh situation satisfies the conditions of balance of
payment equilibrium growth hypothesis that prevail in LDCs: (i) balance of
payment equilibrium growth rate lags much behind the actual growth rate, (i)
divergence of actual growth rate from balance of payment equilibrium growth
rate is explained by import volume response (positive price movements) and
slower growth of capital inflows relative to exports, and (jii) price elasticity rather
than income elasticity plays relatively greater role, resulting in adverse terms of
trade effect on growth.
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5. Among the two main factors of export performance, competitiveness seems
to play increasingly important role in Bangladesh situation. The complaint that
world demand was responsible to limit export was contrary to facts. Even when
there was good world demand condition, exports could not expand. This was
only because of lack of competitiveness. Exports growth was attributed to both
competitiveness and world demand. Increase of garments’ exports was initially
though because of trade diversion from quota imposed East Asian countries
and not for competitiveness, factor of competitiveness has assumed increasing
importance subsequently in the sector. From time series analysis, it has been
observed that while uncompetitiveness has adversely affected export
performance, sluggish world demand growth did not always affect export
performance when the items enjoyed competitiveness in the international
market. Thus, this is competitiveness rather than world demand that has been
affecting sustained export growth in Bangladesh economy in the recent years.
6. From regression analysis, it was found that it is more of incentive to
producers of export products that has been more important for export
expansion. Learning experience has been found to make‘a positive role in
expanding exports earnings.Currency depreciation had positive influence on
export growth. Demand from developed countries played a positive effect on
export growth. Though influence of effective exchange rate was positive, has
not been strong enough for export expansion. Thus, both supply and demand
factors were influential to make positive impact on export growth of the
economy. It has been felt that in order to accelerate growth, a policy package
should consist of realistic exchange rate policy, selection of the appropriate
industries for export promotion, consistent financial and institutional incentives
to exporters, and exploration and appropriate institutional arrangement for
utilisation of overseas marketing possibilities.

Analysis shows that slow growth of demand from the developed countries and
lack of developed infrastructure and good entrepreneurship, and regularly
changing, insufficient and inconsistent export incentives influence investment in
export sectors. :

7.Though export price has increased over the years, relative price of
Bangladesh to other countries has decreased indicating increase of its price
competitiveness. Increased relative domestic price to external price is an
indicative of price incentive for investment in non-tradable domestic sector.
Terms of trade though have increased over the years, decreased after trade
liberalization in the late eighties. Of course, present deterioration of terms of
trade is marginal; and secondly, major portion of exports is manufacture
enjoying increasing rate of return of operation. ;

8.Bangladesh though enjoys price competitiveness, is weak in non-price
competitiveness. The latter is very much important for export expansion in the
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situation where world demand is for quality and product differentiation. In order
to opt for strategy of strengthening its non-price competitiveness, the need is to
look for drastic improvement of the level of technology, skill, management,
entrepreneurship and increasing scale of operation through extending export
markets.

9. There are three alternative strategies for strenghtening competitiveness :
wage reduction strategy, devaluation strategy and productivity growth strategy.
It is necessary to integrate higher wages with relatively higher productivity. In
that situation, both the worker and entrepreneur would be benefitted. But in no
case, worker should be made to suffer due to low wages as common in the
situation of export industries of Bangladesh. It should be realised at all levels
that for quality improvement, increased productivity and competitiveness, skill
training and high material and moral incentives to the workforce are of prior
importance.

In view of the above logic, in Bangladesh situation, low wage strategy might
give yield adverse effect (rather than giving positive results) on
competitiveness. Of course, measures need to be taken to prevent overstaffing
in many public enterprises and rent seeking trade unionship affecting the
efficiency culture needed to grow for strengthening international
competitiveness.

Currency depreciation seemed to increase competitiveness in case of
Bangladesh, in the situation, where competition was more on price rather than
for high priced quality goods. But it is to caution here that competitiveness can
not be strengthened on a long term basis unless we get shifted to quality
development along with cost and price efficiency (and efficient delivery) in
winning the market and maximising gains. As per productivity raising strategy,
there will be a high degree of technology know-how and innovation potential, as
well as flexibility and productive efficiency on the part of both management and
work force of enterprises. The basic premise of this strategy is to rely on one’s
own strength rather than on the weakness of others.

A country with an edge in international competitiveness resulting from technology
improvement does not negatively affect the trading partners. In that sense,
international trade is not a zero-sum game in which one country can gain only at the
expense of others. This is a positive sum game in that efficiency (in resource use)
will increase welfare of all through ensuring cheaper price of better quality. Through
increased productivity in a country, its income grows, which stimulates demand
including import demand. Thus through raising productivity, the benefits of
technology development spill over to other countries at the same time. Productivity
will increase abroad as a result of competitiveness. Thus, end result is higher
income in all countries.
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In some cases, in the countries with higher level of technology, there might be
appreciation of currency, but it may not affect their competitiveness since the
imported goods become cheaper and the terms of trade go in their favour thus
increasing the real wealth of the country. The innovation and technology
development strategy seems to be thus the most viable macro economic approach
to improving the international competitiveness of a country’s industry.

Thus as a long standing strategy for strengthening competitiveness of Bangladesh,
constant increase of productivity is the preferred solution. Other strategy may be
adopted simultaneously only on a temporary basis and along with productivity
raising strategy. It is to be noted here that for every subsector, concrete strategies
and policy measures need to be taken at both macro and micro level considering
demand and supply situation of the country, prevailing ata particular period of time.



Evolution of Formal Trade between Bangladesh
and India: Twenty Years’ Tale

Abul Kalam Azad*

I. INTRODUCTION

It is natural to assume that there has been trade going on between India and
this part of the Earth where Bangladesh is situated, ever since this land began
to be inhabited by human beings. In that long journy of history, there have
many occasions when by land tried to develop itself as a separate political and
trading entity. Even in the last half-century, there have been two occasions for
this land to engage in trade with India as a separate political and commercial
entity. The first occasion came when this land constituted a province of
Pakistan and the second occasion came after the emergence of Bangladesh.
The commercial relation between these two countries, during the past half
century, has given rise to many questions than it answered. Commensurate
with the import-substitution policy of the erstwhile-Pakistan, trade between the
then East Pakistan and India place under restricted conditions.! Somewhat as
a challenge to the political and economic wisdom of such a restricted trade
policy, one thesis was advanced, ever since the days of Pakistan, that the two
economies (India and Bangladesh) are complementary in nature. The thesis
was put to test immediately after the emergence of Bangladesh through open-
border trade between Bangladesh and India. Although, open-border trade
system was ‘officially’ abolished later on and the trade between the two
countries had not been as free as the above-mentioned thesis implied it to be,
the idea of unrestricted trade between Bangladesh and India has been gaining
currency again after 1990-91 fallowing our state-commitment to the policy of
open market economy. It is this backdrop that we will examine, in this paper,
the evolution of formal trade between Bangladesh and India in the last twenty-
year period: 1973-74 to 1993-94. The scheme of the paper is as follows:
Section Il discusses the method of analysis followed; Section Ill discusses the
data requirement and sources of data used; Section IV presents the analysis
of evolution of trade between Bangladesh and India, and finally, in Section V,
concluding remarks are made.

*

The author is Professor and Chairman, Department of Economics, University of
Chittagong, Chittagong.
1. Although Pakistan pursued an all out import substitution policy, the restriction of

trade between India and Pakistan was due solely not because of economic reason,
but because of political reason too.
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Il. METHOD OF ANALYSIS

First we make a review of the growth of trade between Bangladesh and India
by using graphs and computing the growth rates.

Next, we compute the trade-intensity of Bangladesh with India. The formula for
export-and import-intensity of Bangladesh with India may be given as follows:
XglI M

Xg My =Mg

where Eg, stands for export-intensity of Bangladesh with India, Xg, is the
exports of Bangladesh to India, Xg is the total exports of Bangladesh, Ml is the
imports of India, Myy is the world imports and Mg is the imports of Bangladesh;

and
Iel = May / X
Mg Xw ~Xg

where Ig, is the import-intencity of Bangladesh with India, and Mg; Mg X; Xw,
Xg represent imports of Bangladesh from India, total imports of 'Banglac’lesh,
exports of India, world exports and exports of Bangladesh, respectively.

For estimating the impact of trade between Bangladesh and India on the
former’s domestic production level, we examine the national production account
of Bangladesh. We also look for changes over time in the share of domestic
production and imports as components of the total supply of industrial goods
(both for intermediate and final use).

Lastly, we compute the ratios of Bangladesh’s exports to and imports from India
to the former's total exports and imports, respectively. These ratios and
changes there of over time will give indication of the ‘complementarity’ and
‘competitiveness’ of the two economies in general. It should, however, be
mentioned here that the entire analysis has been carried out for the period
between 1973-74 and 1993-84 with particular references to the years after
1990-91, because these latter years made a strong break with the past as far
as the international trade policy of Bangladesh is concerned.

Esl =

lil. DATA REQUIREMENT AND SOURCES
For carrying out the analysis of the proposed study, we need data on the
following :

i) Data on export and imports of Bangladesh.
ii) National Production Account of Bangladesh.
iii) Data on exports and imports of India.

iv) Data on world exports and imports.
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Data on exports and imports of Bangladesh were obtained from the
Bangladesh Bank publications. Trade data are published also by the
Bangladesh Bureau of Statistics which uses the customs/the National Board of
Revenue (NBR) as its sources. Although some discrepancies are found
between the two sets of data, yet we used the trade data from the Bangladesh
Bank source mainly because they were readily available. Data on exports and
imports of India as well as world exports and imports were obtained from the
World Bank, IMF and GATT publications.

IV. ANALYSIS OF TRADE FLOW BETWEEN BANGLADESH AND INDIA

Review of the Growth and Flow of Trade

Table IV.1 gives the export and import scenario of Bangladesh vis-a-vis her
export-import trade with India between 1973-74 and 1993-94. As can be seen
from the Table, our exports to India in 1973-74 amounted to slightly more than
14.5 crores of Taka whereas our import from India was of the magnitude of
roughly 55.0 crores of Taka. In 1993, our export to India increased to 85.5
crores of Taka while our import from India stood at about 1658.0 crores of Taka
— roughly thirty-times higher than what we imported from India in 1973-74.
Again, in 1973-74, our exports to India financed roughly 26% of our import-
payments to India while in 1993-94, our exports to India paid for only about 5%
of our imports from India. During this period, our exports to India grew at the
rate of 9.3% per annum while our imports from India grew at the annual rate of
18.6%. That is, our imports from India grew at just double the rate of growth of
our exports to India (Figure IV.1). The situation is even worse if we consider the
period between 1990-91 and 1993-94. During this period, our imports from
India grew at the annual rate of 37% while our exports to India recorded a net
decline. This is, however, only a direct comparison of the growth of our exports
to and imports from India. Let us now turn to our exports to and imports from
India vis-a-vis our total exports and imports.

Between 1973-74 and 1993-94, our total exports grew at an annual rate of
19.8% (Figure 1V.2). During the same period, our exports to India registered an
annual growth rate of only 9.3%. Again between 1990-91 and 1993-94, while
our total exports grew at an annual rate of 16.4%, our exports to India, in the
same period registered actually net decline (negative growth), (Figure IV.3).
The opposite is the case, however, with our imports. Between 1973-74 and
1993-94, our total imports grew at an annual rate of 21.3% while our imports
from India grew at an annual rate of 18.6% (Figure 1V.4). Here though the
growth of imports from India over the last two decades lagged slightly less than
the growth rate of total imports of Bangladesh, the season is not that there was
any sort of sluggishness in the growth trend of imports from India. It is so
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because India had a greater share (16%) of our total imports in 1973-742 than
that in 1993-94 (10%). Our assertion is further strengthened if we look at the
growth of our imports between 1990-91 and annual rate of 9.6% where as our
imports from India recorded a staggering growth of 37% per annum (Figure
IV.5).

Trade-intensity between Bangladesh and India

Having seen the growth and flow of trade between Bangladesh and India, let us
now try to estimate the intensity of trade between the two countries vis-a-vis
their respective share in world trade. Since trade involves both exports and
imports, hence trade intensity measures the extent to which one country’'s
share in another country’s exports/imports is larger or smaller in relation to the
former country’s share in the would trade.4 Table IV.2 presents the trade
intensity index of Bangladesh with India. As can be seen from the Table, export
intensity of Bangladesh with India has been only low all along, it decreased also
over the years. For example, Bangladesh’s export-intensity with India was of
the magnitude 2.1536 in 1975 whereas it declined to 1.4539 in 1993-94. This
implies that Bangladeshi exports to India. And this ‘little access’ had very little
access in the Indian market vis-a-vis rest of the world's export also declined in
course of time. On other the hand, import-intensity of Bangladesh with India
was five-times greater than our export-intensity in 1975, and this intensity
(import) increased over the years so much that in 1993-94 it reached to a
magnitude of 17.0 more than 10 times higher than our exort-intensity with India.
Noticeable, between 1990-91 and 1993-94, our import-intensity with India
nearly doubled. This means that Indian goods took the fullest advantage of our
open-market policy. Consequently, India stood to be our largest supplier in
1993-94, accounting for about 15% of our total imports (excluding advance
import payment)s. But this is only the tip of the iceberg. The actual extent of
inundation of our market by Indian goods could be known only if we had
statistics on the scale of smuggling between the two countries.

2. The discrepancy between the export import data set supplied by the Bangladesh Bank
and the NB/BBS results partly from the time lapse between actual shapment/unloading
of commodity and payment through Bangladesh Bank, and partly because NBR reports
assessed value while Bangladesh Bank reports declared (by the exporter/importer)
value.

3. In 1973-74, Bangladesh was just a newly independent, war-torn economy with not much
International connection. As such Bangladesh had to rely heavily on India to her imports. _
4. See Brown [3]; Kozima [8]; and Wadhva[11].
Although, India’s share in our total imports in 1993-94 has been 10%, but if we exclude

the imports under grants and loan, then India’s share in our imports stands to be nearly
15% or so. : s
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Table IV. 1

Total Exports, Imports of Béngladesh and Exports to and
Imports from India

(Value in ‘000" Taka)

Total Export Exportto India | Total Imports Import from
) India
1973-74 2521448 145280 3409630 549367
74-75 3423409 99250 10567300 204921
75-78 4816862 59918 19097600 1194600
76-77 7115070 71961 13066000 864600
77-78 7549825 21096 21642500 680100
78-79 8923251 39905 24979900 672200
79-80 11507254 218109 35461400 7525C9
80-81 13343631 403623 42661200 943500
81-82 14544818 2247780 52198500 1180900
82-83 18616137 343938 5512 7200 816100
83-84 20514624 407883 60187400 1235000
84-85 25210588 1032513 88738000 1746800
85-86 27165986 261734 70650800 1800900
86-87 30642647 364117 80260900 1963700
87-88 37045552 276955 93285700 2727800
88-89 411611371 290360 108477000 3328700
89-90 48529284 660047 123742700 4784000
90-91 59559358 863942 123781700 6444900
91-92 72626639 292130 132114000 8823700
92-93 83695449 296636 156008400 13384700
93-94 93876949 855016 162815900 16579500
Annual Compound Growth rate
Between 1973-74
and 1993-94 19.8% 9.3% 21.3% 18.6%
Between 1973-74
and 1993-94 16.4% - 9.6% 37.0%
Table IV-2
Trade-Intensity Index of Bangladesh with India
Year Export Intensity Import Intensity
19758 2.1536 11.4932
1990-91 1.4768 9.9715
1993-84 1.4539 17.0010

6. For lack of data, we could not estimate the trade-intensity for the year 1974-75 or 1975-76.
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Figure IV.1
Bangladesh’s Exports to and imports From
India between1973-74 and 1993-94
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Figure V.2
Growth of Total Exports and Exports to India
Between 1973-74 and 1993-94
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Impact of Imports on Domestic Production

While the impact of imports on domestic production of particular industries like
poultry, dairy, textile, toiletries, leather, footwear and other may be estimated by
industry specific empirical survey, we can have a general indication of such

Figure IV.5
Growth of Total Imports and Imports from india
Between 1990-91 and 1993-94

Percantage (%)

effect by looking at the national production account of Bangladesh. Table V.3
presents the national production account of Bangladesh for the period between
1990-91 and 1993-94. The Table clearly shows that for meeting our total
expenditure demand, we are becoming gradually dependent on imports as a
source of resource-supply. For instance, in 1990-91,more than 86% of our total
expenditure demand were met from our domestic ‘production whereas in 1993-
94, this proportion declined to 84%. As a corollary, our import-deperndence
increased from 14% to 16% during the same period. This in turn, implies that
our domestic production is gradually being replaced by imported goods.” The
point will be more convincing if we look at the total supply, domestic production and
imports of industrial goods (both for intermediate and final use).8 Table IV.4
7. This follows from the assumption that if the growth of domestic aggregate demand were

unbiasedly channeled to both domestic production and imports,"then the base-yegr (1990-91)

ratio of domestic pmducrron/fmporrs in the total supply would have remained unchanged in the

latter years also. Any change in this ratio means domestic demand has tilted either in favour of
or against domestic pmducﬂonﬁmpons See Chenery [5]; Lewis Jr. [9].

8. In fact, in our calculations, industrial goods included those commodities aiso which are used as
industrial raw materials. In practice, we have only excluded the food imports {om the total
imports.
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Table IV. 3
National Production Account of Bangladesh at Current Prices

ltems Million Taka In Percentages
1990-91 | 1991-92 | 1992-93 | 1993-94 | 1990-91 |1991-92 |1992-93 1993-94

1) G.D.P. atcurrent| 834392 | 906502 | 947896 | 1035464 86.06 86.00 84.53 | 84.02
market prices

2) Imports (c.if) 135133 | 147614 | 173494 | 196916 13.94 14.00 | 1547 | 15.98

Total Resources | 969525 [1054116 (1131390 | 1232380 | 100.00 | 100.00 | 100.00 | 100.00
((1)+(2)]

3) Consumption 799936 | 853569 | 886373 | 963131 82.51 80.97 | 79.04 | 78.15
4) Investment 95955 | 109851 | 130848 | 144767 9.90 1042 |. 1167 | 11.75
Exports (f.o.b.) 73634 | 90696 | 104189 124482 7.59 8.61 929 | 10.10

Total Expenditure | 969525 [1054116 |1121390 | 1232380 | 100.00 | 100.00 | 100.00 | 100.00
[(3)+(4)+(5)]

Source : Monthly Statistical Bulletin (September, 1994), BBS.

presents the total supply, domestic production and imports of industrial goods
for the period between 1990-91 and 1993-94. It can be seen form the Table
that in 1990-91, domestic production accounted for 48% of the total supply of
industrial goods (both for intermediate and final use), whereas in 1993-94,
domestic production accounted for slightly more than 38% of the same (total
Table IV. 4
Total Supply, Domestic Production and Imports of Industrial Goods
(both final and intermediate goods)
(In Crores of Taka)

Year Domestic Imports Total Supply
Production

(1) ) (1)+(2)
1980-91 7280.1 7793.4 15073.5
(48.3) (51.7) (100.0)
1891-82 8257.1 12200 20457 1
(404) (59.6) (100.0)
1992-83 9200.9 14900 24100.9
(38.2) (61.8) (100.0)
1993-94 10282.9 16320 26602.9
(38.6) ¢ (61.4) (100.0)

Note: The figures in parentheses are respective percentages.
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supply). On the other hand, import's share in total supply increased from 51%
in'1990-91 to 61% in 1993-94. This may be considered as an evidence that
foreign imports are taking over domestic production. And it is needless to
mention that India as our largest supplier (both in formal and informal trade) is
contributing to the process greatly. But, if this trend continues unabated, there
remains the danger that this tiny economy will soon end up in the stomach of
that giant Himalayan python.

Lastly, we make an attempt to test the hypothesis that the economies of
Bangladesh and India are complementary. If the hypothesis is true, it is natural
to expect that mutual dependence between the two countries will be very high.
That is, both Bangladesh and India will have relatively high tendency to export
to and import from one another. In case of perfect complementarity, the ratios
of export to and import from India to total exports and imports of Bangladesh,
respectively, will be equal to one and the lines depicting the export-and import-
ratios will coincide. Table IV.5 gives the export-and import-ratios of Bangladesh
with India with respect to the former's total exports and imports, respectively,
for the period between 1973-74 and 1993-94. Graphical representation of the
Table IV.5 shows that the export-and import-tendencies of Bangladesh with
India, reflected by the corresponding export-and imports-ratios, did not meet at
the upper end, as the complementarity-hypothesis will require them to. These
tendencies rather deviated widely from one another over time (Fig. 6) This,
therefore, contradicts the thesis that the economies of Bangladesh and India
are complementary. On the contrary, all available indications point to the fact
that the two economies are generally competitive. This, however, does not
mean that there can be no complementarity between the two economies with
respect to certain specific commodities. And this point will come up spegcially in
our concluding section.

Table IV. 5
Ratio of Export to and Imports from India
to Total Exports and Imports of Bangladesh

Ratio of Exports to Ratio of Imports from

India to Total Exports India to Total Imports
1973-74 .05762 16112
74-75 .02899 .01930
75-76 .01244 .06255
76-77 .01011 .06617
77-78 .00279 i 05142
78-79 .00447 02691
79-80 .01895 02122

(Contd.)
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Table IV.5 (Contd.)

Ratio of Exports to Ratio of Imports from

India to Total Exports India to Total Imports
80-81 .03025 .02212
81-82 01545 ) 02262
82-83 .01848 .01480
83-84 .01988 .02052
84-85 .04096 .02541
85-86 .00963 .02549
86-87 .01188 .02447
87-88 .00748 .02924
88-89 .00705 .03069
89-90 .01349 .03866
90-91 .01451 .05207
91-92 .00402 .06679
92-93 .00354 .08579
93-94 .00911 .10183

Figure IV.6

Ratio of Export to and Import from India To
otal Exports and Imports Respectively
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V. CONCLUSIONS

We have seen growth and flow of trade between Bangladesh and India for the
last twenty years. We have seen that our imports from India over the years
increased tremendously while our exports to India declined. We have seen that
export intensity of Bangladesh with India had been not only very low, it declined
too over the period. On the other hand, our import-intensity with India increased
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over the years tremendously. We have further seen that foreign imports, in
general, and Indian imports, in particular, are taking over our domestic
production gradually. And all of these happended at a rather quick pace during
our open-market regime, i.e., between 1990-81 and 1993-94. We have also
seen that the economies of Bangladesh and India are not complementary, as is
believed by some, but rather competitive in general, So what do we do? Do we
close our doors for India? The answer is ‘No’. Because, the time-old poverb in
trade-theory says that some trade is better than no trade. Then, do we let our
industries get wiped-out in the free play of market forces? Again the answer is
‘No’. Because, losing industry means losing job, losing income. So, our strategy
should be two-pronged. One, we should devise general and specipic measures
to help our industries survive in the face of competition, albeit, with but violating
WTO-rules. After all, free market economy does not mean absence of national
interest or absence of management. Market economy, by any stagnant, means
managed economy. Two, we should enter into trade-dailogue with India for
mutually beneficial trade between the two countries. This mutually beneficial
trade can take place in certain selective agricultural/ industrial production where
mutual complementarity exists between the two countries. At the end of the
day, we must produce and export to pay for our imports. The guys in India must
let us pay for their exports by taking in some of our own exports. Besides
‘Ganges’ water, perhaps, this is what we should be bargaining for with India
preferably, within the frame work of SAPTA.

]
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Wife’s Work Participation and Fertility in a Less
Developed Setting : A Case Study

Md. Abdul Quayum*
I. INTRODUCTION

The socio-economic and demographic realities make it inevitable that the
presently high level of fertility must be brought under control and the vast
majority of the potential female work force have to be productively employed to
achieve sustainable socioe-conomic development of Bangladesh. Yet, only
minimum information is available on the factors influencing high fertility and low
wife's work participation and the extent of simultaneity between these two
variables. This study attempts to apply an economic framework to analyse the
simultaneous relationship between wife's work participation and fertility. We
look at the guantifiable determinants of these two endogenous variables with
special focus on the effects of predetermined variables income and wife’s
education. 1

The economic theory of fertility which typically stresses the household’s
demand for children as the primary factor in determining observed fertility, has
its limitations, specially with regard to its application to LDCs. Considerations of
different socio-biological factors and the limitations of demand-based approach
highlights the need for a broader framework that account for certain hypotheses
left out by the standard microanalytic formulation of fertility behaviour
(Tabbarah 1971, '78; Esterlin 1970, '75; Watcher '75; Michael and Willis 1975).
A threshold hypotheses of fertility analysis as argued by Encarnacion (73, 74,
77) appears to be equipped to handle the extensions and modifications of the
standard economic analysis and seems to be more applicable in LDCs
(Quayum 1985a). The considerations of the theory of demand for leisure or
non-market hours to analyse wife's labour supply do not seem to be
unreasonable in a setting where incomes are relatively high but it may not be
readily applicable in a less developed setting where husband’s income is below
the subsistence level. In such an environment, it is hard for one to accept the

* Associate Professor, Department of Economics, Rajshahi University.

The author owes a debt of gratitude of Prof. Ahsanul Habib, Department of
Economics, Rajshahi University, for his efforts in doing the empirical exercise of
this paper in the University’s Computer Center.



88 Bangladesh Journal of Political Economy, Vol. XIV

neoclassical concept of a family balancing at the margin the ratios of marginal
utilities of goods and leisure with their respective price ratios (Quayum 1985b).
As an alternative the threshold hypotheses of wife’s work pammpatlon seems to
be consistent with empirically observed facts in LDCs.

The household production function models of fertility and labour force
participation by married woman establish the negative relationship between
children ever born (CEB) and wife’s work participation (WWP). The threshold
hypotheses of fertility and wife's work participation which seem to be more
consistent with observed behaviour in LDCs also establish a negative
relationship between CEB and WWP. But most of the empirical studies on CEB
and WWP so far done in the south and South-East Asia show a negative effect
of WWP on wife's completed fertility but the marginal effects of number of
children on her work participation is either positive or statistically insignificant.
Therefore in LDCs the relationship between CEB and WWP seems to be
spurious. Even now, no explanation is provided in the literature about the
seemingly vague relationship between CEB and WWP. The present study aims
at analysing the rationale of this relationship both theoretically and empirically
within the framework of the threshold hypotheses.

2.THEORETICAL FRAMEWORK

The extent to which joint production of money income and child services with
respect to wife's time is possible are the crucial determinants of the relationship
between wife’s work participation and fertility. “Whether the labour force
participation of women and family size move in the opposite or same directions,
will depend on the relative time intensities of the two types of household
activities, which will in turn depend on variety of societal and market
characteristics”, (McCabe and Rosenzweig, '76). To examine the relationship
between wife's work participation and her fertility (CEB) through a household
production function model, as presented by Ben-Porath (1973) and Willis
(1973), the effect of an increase in the wage of wife (proxied by wife’s
educations) on demand for child services, in elasticity terms is given by

(2.1) Eqy = SiCTcC (as-Ag) + ey where a. = share of wife's contribution in full
prices of child services = (Tc), ag share of wife’s contributions in full prices of
other household commodity services, y = share of wife’s earning in full family
income, income elasticity of child services and compensated price elasticities
of children and is less then zero. The argument for the negative relationship
between wage rate increase (which is assumed to increase labour force
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participation) and demand for child services depends on the fact that child
services are substantially more intensive in wife’s time than are commodity
services so that (ac- As) > 0 and the substitution effect outweighs the income
effect; i.e:

I€¥# cnc(ag - ag) | > | YMey |

where €%, < 0 as constrained by second order condition and p, ¢y is
assumed to be positive.

But the intensity of wife's time in child services relatwe to other commodity
services (a,- ag) depends on a number of technical factors which may vary
more among low income countries than among more developed countries.
Alow rate of return to schooling and low probability of market employment of
older children in LDCs may result a significant substitution of older children’s for
wife’s time in child bearing and in this case at least at the margin, children may
not be very intensive in wife's time.

2. a. Threshold Hypotheses of Fertility and Wife’s Work Participation

It seems to be the general view that, whatever the underlying mechanism or
motivation rising family income and educational levels tend to bring about lower
fertility. At low income level of a less developed setting, however, it may well
be that a major effect of rising incomes and education is to enable women to
acquire better health and have greater access to medical facilities and parental
care, resulting in their greater capacity to bear more children. Therefore, in a
less developed country like Bangladesh, indeed, there is a threshold level of
family income such that below this level, the marginal effects of income and
education on fertility are positive; above this level, the effects of increasing
income and education become negative i.e.:

(2.2) CEB =1 (EW, FY) where

(@) f (EW) > 0; f (FY) > f(FY) > 0 for EW < EW* and FY < FY*

(b) I (EW) > 0; ' (FY) > 0 for EW > EW * and FY > FY*

(where CEB = children ever born; FY = family income; EW = wife's education;
EW * = threshold level of EW and FY *

= threshold level of FY).

Regarding the wife’s work participation (WWP) the usual explanation is that
more years of schooling is associated with higher earning power, resulting in a
rise in opportunity cost of time spent in non-market activities rendering a
substitution effect towards market work. However, the situation may be quite
different in a low income country like Bangladesh. In such an environment,
there is a threshold level of income (FY*) such that below the threshold, more
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hours of work will be supplied by the wife, the lower her earning power as the
family will attempt to reach the subsistence level; above the threshold, it may
well be that the effect of a rise in her earning power on her labour supply is
positive. i.e.:

(2.3) WWP = ¢ (EW, FY) where

(@)j 9" (EW) <0 ¢” (FY)<O0 for FY

(b)j o (EW) > 0 for FY > FY"

Equations (2.2) and (2.3) show that other things remaining the same, wife's
education appears to be the key explanatory factor in determining her work
participation and fertility. We hypothesize that upto the threshold level of wife's
education (EW) her years of schooling exerts a positive effect on her fertility
while at that level, the effect of education on her labour force participation is
negative. Therefore, at low level of schooling one can get a negative
association between CEB and WWP. Similarly, at higher level of schooling, the
marginal effect of EW on CEB is negative while at that level this effect is
positive on WWP,

Therefore, at higher years of schooling, the relationship between WWP and
CEB also seems to be negative.

Considering EW and FY as key explanatory variables, inspite of their
differential effects on CEB and WWP for below and above threshold levels, the
threshold hypotheses of wife's work participation and fertility establish a
negative relationship between these two endogenous variables. Applying
threshold hypotheses, the empirical studies so far done in different LDCs show
a seemingly vague relationship between CEB and WWP. Using the same
education threshold both for fertility and labour force participation, Encarnacion
(1974), Canlas (1978), Herrin (1980b), Hull and Hull (1977), Razak Mohd
(1980) Syaruddin (1978), Quayum (1982) found that the marginal effect of
WWP on CEB was negative while the coefficient of CEB in WWP equation was
significantly positive. For this positive coefficient of CEB, the authors argued
that the greater the number of children in a household, the greater is the
income required to maintain the same subsistence standard of the family, thus,
wife has to work more to augment family income.

But we argue here that the threshold level of education at which the tend of
fertility changes may be lower than the threshold education level for wife’'s work
participation due to some socio-economic and institutional factors prevalent in
the present situation of a less developed setting like Bangladesh. The women
who have at least few years of high school education become aware of the
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advantages of small family size. Besides, this level of education may enable the
women to have better informations about the methods and use of contraception
which lower the cost of fertility control. Even though this level of education can
not increase the opportunity cost of women's non-market time due to low return
of schooling at this level, fertility may begin to decline simply because of their
changing attitude toward small family size and lower cost of fertility control. In
the present environment of Bangladesh, no formal sector jobs which seem to
be gratifying and rewarding, are available to the women unless they are
educated at least upto secondary and (or) higher secondary levels. The women
those who have some years of high school education, come from families
characterised by relatively higher income and are generally married to
husbands belonging to relatively higher income and educational groups.Since
at relatively lower income level, women behave according to.their need to work
function, this level of education does not increase their work participation. Again
as these women come from relatively higher income families their work
experience in their parents’ families influences their present labour force
participation decision. We argue here that at least secondary level of education
is required to increase the opportunity cost of wife’s non-market time which may
induce a substitution effect toward market work.

Thus the level of education for which there is a switch point for wife’'s work
participation (EWS) may be higher than EW the education threshold for fertility,
and in an interval where EW < EW > EWS, the relationship between EW and
CEB and EW and WWP are both negative. Therefore, in this crucial interval in
the domain of EW, one might observe a positive association between fertility
and wife’s work participation.

Figure (WWP)

WWP

WwWP

WP EWS CEB

WP EWS EW/FY
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Figure (a) and (b) show that the level of education where EW < EW, CEB
increases and WWP decreases with an increase in EW and for the level of
education where EW > EWS, the marginal effect of EW on CEB is negative
while that effect is positive for WWP which implies a negative association
between CEB and WWP for both of the above ranges of EW. But in an interval
of EW where EW< EW < EWS, the marginal effects of EW on CEB and WWP
are both negative which shows a positive association between CEB and WWP
within this interval of EW. Thus, in a less deveioped setting like ours, one may
observe a cubic relationship between CEB and WWP (as shown in Fig. c).
Therefore, in analysing the relationship between wife's work participation and
fertility, instead of using the same threshold education (EW) both for the fertility
and wife’s work participation equations; if we use different threshold levels of
education say EW (few years of high school education) for CEB equation and
EWS (Secondary level of education) for WWP equation we might observe a
clear cut negative relationship between these two endogenous variables.

3. DATA, SPECIFICATION AND THE MODEL

3.a. The Data Base

Data were collected from three villages of Mithapukur Thana. The respondents
were women in the reprcductive ages (15-44 years) who were currently living
with their husbands are so called nuclear families, consisting of the couple and
any unmarried children living with them, possibly including unmarried relatives
but excluding parents and grand parents of either spouses. The area covered
by this study comprises three villages namely Shadullapur, Jarullabad and
Mamudpur which are neither backward nor advanced and‘ therefore, reflect the
common socioeconomic standard of rural Bangladesh. Though this study
attempts analyse the relationship between wife's work participation and fertility
in general, because of time, energy and financial constraints, it has to be
confined in a case study of three villages.

The number of households, with ever married women who were under 45 years
of age and were currently living with their husbands were available from the
Union Family Planning Office. There were altogether 1084 such women found
in those three selected villages. Information on age of women and number of
children ever born to each woman were also available from the official registrer.
But the registrer does not mention the separate list of women according to their
work status. | requested the Union Family Planning Assistant (FPA) to
undertake a survey over the households of the selected villages and he kindly
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did it. In our pre-survey we found that out of these 1084 women 709 women
were non-working and the rest 375 were working.

The technigue of quota sampling had been used and sub-samples had been
drawn approximately at 10 per cent level and 70 non-working women were
randomly selected as respondents. In view of ensuring enough cases from
each stratum a greater percentage of working women (55 out of 375) were
selected. We appointed two female family planning workers and information
pertaining to our study were collected by them through appropriate
questionnaires from the selected 125 respondents during July, 1994. The whole
process of data collection was coordinated by the union Family Planning
Assistant (FPA) and supervised by me. Errors in reporting were minimized by
cross-questioning the respondents and we hope that we had tried to reach the
most possible accuracy that can be attained in the existing socio-cultural
environment of Bangladesh.

3.b. Variables and Notations

MA = age of woman at marriage

CWj = 1 if the woman belongs to age group | and o  otherwise ( takes 4, 5,
6,7,8 9 where 5 is for the age group 20-24 years, 6 is for the age group 25-29
years ... and 9 is for the age group 40-44 years)

CW = (CWy, CW5, CWg, CW7, CWg, CWg)

EWI = 1 if the educational level of the wife is j and 0 otherwise (where | is coded
as o for no schooling, 1 for who finished 1 to 5 years of schooling, 2 for who
finished upto 8 years ofx schooling, 3 for S.S.C. and 5 for Bachelor degree and
above)

EW = (EWg, EW4, EW5, EWj3, EWy, EW5)

EW* = wife's educational threshold for fertilit

ENB = min (0, EW-EW*)

EXB = max (0, EW-EW)

1 Apart from those who were employed in formal jobs, the women who are
engaged in income earning activities within the household under Grameen Bank
credit programme were considered as working. Women who were working in their
family farm (generally small holding under share cropping system) to irrigate borrow
variety by lifting water from dug- well and tube- well were also considered working.
Besides, in Shadullapur there are about 15 ‘showtali’ families, women of which
work as agricultural day labourer.
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EWS = wife’s educational threshold for work participation

ENW = min (0, EW-EWS)

EXW = max (0, EW-EWS)

FY = annual family income in thousand taka

FY* = threshold family income for fertility

FYN = min (0, FY-FY?)

FYX = max (0, FY-FY*)

CEB = the number of children the women has had

FYW = hreshold family income for wife's work participation

YHN = min (0, FY-FYW)

YHX = max (0, FY-FYW)

WWP =1 if the wife is working or ever worked since marriage and 0 otherwise
The educational threshold for fertility, EW”, that we considered corresponds
eight years grade of schooling: the value is 2.0. A fertility equation which
includes quadratic terms for EW was estimated and maximising CEB with
respect to EW, we obtain EW*, =1.8. For computational convenience, the value
of EW* is selected as 2.0 (rounding 1.8 to 2.0). -

A wife's work participation equation which includes quadratic terms for EW was
estimated and minimising WWP with respect to EW, we obtained EWS=2.9012
and for computational convenience, the value of EWS is selected as 3.0 which
corresponds secondary level of education. We tried the same procedure to
arrive at the income thresholds both for the CEB and WWP equations but the
results were not empirically tenable. By trial and error we found that the income
threshold values of 6.0 for CEB equation and 9.0 for WWP equation were
satisfactory.

3.c. The Model

To test the hypotheses regarding the presence of education and income
thresholds whereby the marginal effects of schooling and family income on
CEB and WWP are negative and positive depending on whether or not these
variables lie below or above the thresholds; we define the education and
income variables as follows:

ENB = min (0, EW-W.0); ENB refer smaller of the two numbers 0 and (EW-
2.0) while EXB = max (0, EW-2.0) indicates the larger. Similarly we define
FYN = min (0, FY-6.0) and FYX = max (O, FY-6.0). For a particular
observation either ENB = 0 or EXB = 0 and either FYN = 0 or FYX = 0. For the
wife's work participation function we define ENW = min (0, EW—3.0), EXW =
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max (0, EW-3.0),YHN = min (0, FY-9.0) and YHX = max (0, FY-9.0). Similarly
for a particular observation either ENW = 0 or EXW = 0 and either YHN = 0 or
YHX =0.

The hypotheses with regards to fertility and wife’s work participation are
formulated with individual household in mind while the data used are cross-
section of households. We assume that the relationship embodied in the CEB
equation is invariant across households and that the variation in the number of
children ever born alive (CEB) is due to variation in the wife's years of schooling
and the level of family income after holding constant the wife's age and her age
at marriage. The wife's likelihood-to-work function is also assumed to be
invariant across households and is held to vary with her years of schooling and
her husband's family income after allowance is made for her age. Thus to test
the simultaneous relationship between CEB and WWP within the framework of

threshold hypotheses we specify our regression model as:
9

(3.1.1) CEB = o _+ _E o4 iCWij+ oioAM+ aaFYN+o4FYX+ asENB +ogEXB +
o =T | bk R 3 4 5 0g

aWWP+ Uy

9
ot B1j CWj +B FHN +83 YHX 484 ENW + B5EXW +

BBCEB s = U2

The number of children ever born to a woman (CEB) is the dependent variable
in equation (3.1.1) and based on the threshold hypothesis we expect o3 and o5
to be positive and o4 0g and a7 to be negative.

The eguation (3.1.2) is the wife's work participation equation, where the
dependent variable WWP is binary and takes the value 1 if she is in the labour
force or ever worked since marriage and 0 otherwise. In line with the hypothesis
we expect o, B4 and Bg to be negative and Bs and B3 to be positive. Equation
(8.1.1) and (3.1.2) are estimated by using ordinary least squares and results are
reported in section 4. As we specified a simultaneous equation model, we can
not rely heavily on the OLS estimates of our model since it involves simultaneity
bias which is not eliminated even in the large sample case. Unfortunately the
appropriate estimation technigue, 2SLS was not empirically tenable for the
above model. To test the applicability of threshold hypotheses and to come
closer to an assumption of OLS estimates we exclude WWP from the first
equation and CEB from the second equation and the model was estimated by
using OLS. Deletion of endogenous explanatory variables from both of the

(3.1.2) WWP = B
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equation will remove simultaneity bias but again it may induce an error of
specification.

In the context of the socio-economic reality of rural Bangladesh, husband's
family income and the level of wife's education are, more often than not,
mutually dependent through the interaction of choices during marriage.
Therefore, inclusions of these two variables (which are not more often mutually
exclusive) in structural equations for estimation may give rise a severe
multicollinearity problem. Thus we consider EW as key explanatory variable and
exclude family income and gve specify our second model as: .

(3.2.1) CEB = Yo+ o AM + 1225' Tp CWj + Y5 ENB + Y,EXB + YWWP + v4
(3.2.2) WWP = 8o + j% 81j CWj + BoENW + 33 EXW + 84 CEB +,

Since the rural women behave according to their need to work function to
augment family income upto the subsistence level, husband's family income
seems to be key explanatory factor for wife's work participation specially for
below threshold level. Therefore, an alternative specification which includes
income variables and excludes wife's educational level is made as:

(3.3.1) CEB = ap+ a4 AM +j=§'5 623 CWI +B.3FYN + a4FYX+E15 WWP + W-|
(3.3.2) WWP = by +i=§5 b4{CW; + baHYN + b3YHX + b,CEB + W,

Equations (3.2.1) (3.2.2) and (3.3.1), (3.3.2) are estimated by using OLS.2
Since both of the above specifications are simultaneous eguation models with
two endogenous variables CEB and WWP, we can not rely heavily on the OLS
estimates of the parameters as it involves simultaneity bias. Thus to estimate
the parameter of all the structural equations of the above two alternative
specifications we use two stage least squares (all the structural equations are
over-identified) which unlike the ordinary least squares, would give us
consistent estimates of the coefficients.

2 The OLS estimation 0 WWP equation posses some limitations as the dependent
variable is dichotomous (see e.g. Goldberger 1964). There are ways by which this
dichotomous formulation can be transformed into a-o. to+ o range (see Thiel 1971;
Nerlove and Press 1973; Gujarati 1980) by using Probit or Logit analysis. Syaruddin
(1978) estimated WWP equation by using OLS and Logit model for 1968 Philippines
NDS data and found that the results obtained do not differ significantly. Thus for the
purposes of this study, the OLS estimation is deemed sufficient.
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4.EMPIRICAL FINDINGS

The estimated parameters of the equations (3.1.1) and (3.1.2) by using OLS
are shown in Table 4.1. For the CEB equation, the coefficients of CWij are all
positive and monotonically increasing; this indicates that an increase in the age
of women increases the cumulative exposure to child bearing and the number
of children to a married woman increases steadily with her age during the
childbearing period. The significant negative coefficients of AM indicates that
fertility is contingent on exposure to the risk of childbearing and younger the
woman marries the more children she will tend to have. The coefficients of ENB
and FYN are positive but statistically insignificant which implies that the below
threshold levels of EW and FY have no significant effects on CEB. This finding
contrast the threshold hypothesis of fertility. The coefficients of EXB and FYX
are both negative and significant which support our hypothesis that above the
education and income thresholds CEB is negatively related with EW and FY.
The coefficient of WWP is negative but unfortunately not statistically significant.
The insignificant coefficients of ENB, FYN and WWP may be simply attributed
to the simultaneity bias.

For WWP equation the estimated coefficient of ENW is negative and significant
only &t 5 per cent level while the coefficient of YHN is negative and significant
at 1 per cent level: this support our hypothesis that WWP is closely tied with her
husband’s income at lower level and she should work more if YHN is lower to
achieve a target level of FY. From the insignificant coefficient of YHX it can be
inferred that above the threshold, more years of schooling of the wife is likely to
produce a substitution effect in favour of market work which outweighs the
income effect. From the estimated coefficients of wife's age cohort dummies,
we do not observe any systematic relationship between the age of woman and
her work participation. The coefficient of CEB is negative but not significant
even at 10 per cent level i.e., the number of children ever born to a mamied
woman can not exert any significant negative effect on her work participation.
Since the appropriate estimation technique for our simultaneous equation
model (3.1) was not empirically tenable we made an alternative specification in
which we excluded endogenous explanatory variables from each of the
equations and the OLS estimates of CEB and WWP equations are reported in
Table 4.1 (column 3 and 4). The estimated coefficients of CWj and AM in the
CEB.equation follow the same pattern as before. But now the coefficients of
ENB and FYN are positive and statistically different from zero. These findings
support our hypothesis that below the income and education thresholds, the
effects of rising income and higher years of schooling on CEB are positive. As
our previous specification, the marginal effects of EXB and FYX are both
negative and significant. For the WWP equation, the coefficients of ENW, EXW,
YHN and YHX follow the same pattern as we observed in our first specification.
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Table 4.1
OLS Estimates of CEB and WWP Equations
Alternative Specification
Variable CEB WWP CEB wWwp
Name Eguation Equation Equation Equation
Constant 5.37040 -.50870 5.41700 0.76610
(8.23) (-1.47) (8.44) (0.69)
Ccws 0.18916 0.02622 0.18345 0.01626
(3.48) (1.05) (3.48) {0.69)
CWg 0.23272 0.02559 0.22741 0.01351
(5.04) (1.18) (6.11) (0.70)
CW- 0.26724 0.02665 0.206309 0.01306
(6.35) (1.27) (6.41) {0.74)
CWg 0.29915 0.01236 0.29489 -0.00335
(7.22) {0.58) (7.34) (-0.20)
CWg 0.3278 0.00137 0.32576 -0.01537
(8.44) (0.08) (8.48) (-0.93)
AM -0.16708 — -0.16876 —
(-4.50) (-4.58)
ENB 0.22053 — 0.23915
(0.78) {2.05)
EXB -0.44166 - -0.48583
(-2.82) (-4.01)
ENW _ -0.06843 — -0.07282
(-1.87) {-1.99)
EXW -_ 0.45088 — 0.47432
- (6.09) (6.22)
FYN 0.15733 - . 0.18345 —_
(1.06) + (1.35)
FYX -0.04620 — -0.04340 -
(-2.01) ] (1.98)
FHN —_ -0.14401 — -0.14283
. (-6.50) {-6.59)
FHX ; - 0.00760 — 0.01078
(0.57) (0.81)
WWP -0.10142 =
(-0.45)
CEB — -0.04628
(-1.22) :
R2=082 R2=067 R2 =0.81 » R2=066
R2=0.80 R2 = 0.64 R2=0.80 R2 =063
DF.=113 DF.=114 D.F.=125 D.F.=125
N=125 N=125 N=114 N=115

Note : Figures in the parentheses are t-ratios.
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¥ :
The OLS and 2SLS estimates of the ‘coefficients of the equations (3.2.1) and
(3.2.2) are reported in Table 4.2. For the CEB equation, the OLS estimates of
the coefficients of CW; indicate that CEB increases steadily with wife's age
during the childbearing period but unfortunately this is not tenable in our 2SLS
estimation.

Table 4.2
OLS and Estimates of the Model 3.2
OLS Estimates 2SLS Estimate
Variable CEB WWP CEB WWP
Name Equation Equation Equation Equation
Constant 3.02990 0.11037 4.39900 0.38974
(5.43) (0.87) (2.31) (2.26)
CW5 0.26583 0.02706 T0.08645 0.08081
{4.47) (0.89) (0.36) (2.09)
CWg 0.31602 0.03953 v 0.12839 0.10166
(6.32) (0.49) (0.54) (2.76)
CWy 0.34386 0.00764 0.28446 0.07529
(7.89) (0.30) (2.64) (2.01)
CWg 0.35532 0.01843 0.24040 0.09076
(8.02) (0.72) (1.53) (2.35)
CWg 0.40024 0.00867 0.32287 0.08995
(9.56) (0.33) (2.72) (2.18)
AM -0.05044 — - 0.08363 -
(-1.50) (-1.14)
ENB 0.07552 = 1.4260 —
(2.01) (2.04). -
EXB - 0.76088 — -2.0105 —
(-5.47) (-2.35)
ENW e - 0.1809 -0.18129
(- 4.65) (-4.31)
EXW — 0.50065 0.30391
(6.20) (2.67)
WWP - 0.08235 = - 0.45540 —
(- 0.38) (-1.83)
CEB - -0.06203 -0.23642
(-1.60) (-3.06)
RZ=0.76 R2=047 ° RZ=0.31 RZ=0.39
RZ2=0.75 RZ=0.44 RZ2=025 R2=0.35
N=125 N=125 N=125 N=125
D.F.=115 D.F.=116 D.F.115 D.F.=116

Note : Figures in the parentheses are t-ratios.
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The coefficients of ENB is significantly positive while the coefficient of EXB is
significantly negative: this finding indicates that wife's education affects CEB
differentially for the below and above threshold levels. The same pattern is
observed in our 2SLS estimation. Unlike the OLS estimation, 2SLS estimates of
the coefficient of WWP in CEB equation and coefficient of CEB in WWP
equation are both negative and statistically significant which support our
hypothesis that the association between CEB and WWP is clearly negative
when we use the different threshold education levels for the CEB and WWP
equations.

Table 4.3
OLS and Estimates of the Model 3.3
OLS Estimates 2SLS Estimates
Variable
Name CEB WWP CEB WWP
Equation Equation Equation Equation
Constant 3.48380 0.21512 3.8053 0.44399
(6.17) (1.54) (5.20) (2.51)
CWs 0.28798 0.07875 0.26485 0.10815
(4.88) (2.88) (3.76) (3.486)
CWeg 0.35506 0.06615 0.34047 0.10726
(6.98) (2.64) (6.05) (3.38)
CWy 0.35980 0.06967 0.34943 0.11107
(7.70) (2.99) (7.03) (3.67)
CWg 0.40248 0.04835 0.39627 0.09958
(8.87) (1.96) (8.44) (2.92)
CWg - 0.41624 . 0.04580 0.41675 0.09768
(9.51) (1.88) (9.37) (2.86)
AM -0.08853 —_ -0.11142 —
(-2.67) " (-2.39
FYN 0.06370 — 0.18506 —_
(0.39) (0.78)
FYX -0.09195 —_ -0.08571
(- 4.01) (-4.01)
YHN — -0.16157 == -0.15125
(-6.58) (-5.81)
YHX — 0.04640 — 0.02453
(3.31) (1.40)
WWP -0.71653 — -0.32690 —
(-3.57) (- 1.85)
CEB - - 0.15739 — -0.27313
(- 4. 45) (-4.37)
R2 =0.74 RZ =0.48 R2 = 0.74 R2 =0.44
R2 =0.72 RZ=0.45 RZ =0.71 RZ =0.40
N=125 N=125 N=125 N=125
DF.=115 D.F=116 DF.=115 D.F=116

Note : Figures in the parentheses are t-ratios.
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In the threshold hypotheses, the wife’s educational level (EW) has been used
as a proxy for her wage earning capability. But this may be questionable
particularly for the range up to the threshold family income in case of rural
Bangladesh. Thus inability of EW to measure wife’s earmning power and for the
existence of high correlation between EW and FY, we specify the third model
which excludes EW and includes income as a key explanatory factor. If we
compare the OLS and the 2SLS estimations (Table 4.3), we observe that the
coefficients of CWJ-, AM, FYN, FYX and WWP in the CEB equation follow the
same pattern. The coefficient of CWJ- are all positive and the coefficient of A_M is
negative. The coefficient of FYN is positive but insignificant while the coefficient
of FYX is significantly negative. The coefficient of WWP is negative and
statistically significant even at 1% level in our OLS estimation but it is significant
only at 5% level in the 2SLS estimation. Regarding our WWP equation the
coefficient of YHN is negatite and the coefficient of YHX is positive and both of
them are statistically significant in our OLS estimation while the coefficient of
YHX is not significant in the 2SLS estimation even at 10% level. The coefficient
of CEB is negative and statistically significant. If we compare the insignificant
coefficient of FYN with the significant coefficient of ENB in our previous
specification we may conclude that it is not the income but the increase in
wife’s education which enhances the knowledge of nutrition, pregnancy and
health practices may increase her fertility upto certain education threshold.

Similarly for our WWP equation, the comparison between the coefficient of YHX
and the coefficient of EXW in the Table 4.2 one may observe that for the above
threshold level; it is not the income but the wife’s education which increases the
opportunity cost of her time and induces a substitution effect in favour of market
work.

However the negative and significant coefficient of WWP in the CEB equation
and CEB in WWP equation proves our hypothesis that by using separate
education and (or) income threshold levels for the CEB and WWP equation one
might observe a clear negative association between these two endogenous
variables which can not be discerned if we use only one thresfhold.

5. CONCLUDING REMARKS

The findings which trace the likely impact of rising years of schooling on fertility
underscore the need for a wide spread education programme designed to
equip the majority of the women with a minimum years of schooling at least
upto eight years. After this level, an increase in women’s education will have
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negative effects on fertility and their work participation unless they are educated
upto secondary or higher secondary levels. Therefore, within this range of
wife’s education will have negative effects on fertility and their work
participation unless they are educated upto secondary or higher secondary
levels. Therefore, within this range of wife's education one might observe a
positive relationship between fertility and her work participation.

Another implication we get from the finding of this study is that in the short-run,
birth rates are likely to go up before they go down considering that a majority of
households are still below the poverty level. In course of economic
development, GNP is rising, per capita income is increasing but the distribution
of income is becoming more unequal leaving majority of people at below
threshold level. Therefore, an income equalization via redistribution may be
beneficial to depress fertility but this programme will have a negative effect on
wife's work participation as the threshold income for WWP equation is still
higher than the average per capita income of Bangladesh. Any conventional
measure, for instance a wage subsidy for those below threshold will have a
neutral effect on family income as the wife will participate less in income
earning market activities if she behaves according to her need-to-work function.
Policies that improve health conditions might have a pronatalist effect in the
short-run but in course of economic development, exposure to the modern
amenities and new consumer goods accompanied by improved health
conditions would induce a downward shift in demand for children function. As
long run measures of reducing fertility and increasing wife’s work participation it
can be suggested that the present education programme should be designed to
equip the majority of the women with a minimum years of schooling at least
upto higher secondary level and family annual income should be raised more
than taka nine thousand.
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Investing in Girls’ Education for Human
Development in Bangladesh

Nasiruddin Ahmed*

I. INTRODUCTION

“This day is not the end and there are days ahead. On this day you will lay the
foundation of those future days ...” — this song written by Humayun Ahmed,
sung by Quddus Boyati and telecast on Bangladesh Television highlights the
importance of basic education! in the lives of the people. Investment in basic
education is a key element in achieving fong-term sustainable development.
Various studies have shown that a strong and positive relationship exists
between investment in basic education and outcomes in economic productivity,
health and social well-being, the growth of democracy and conservation of
environment. The main contribution of education lies in improving individuals’
ability to use available resources to produce goods and services —adjusting to
economic disequilibrium (Schultz 1989). Over time, increase in girls’ education
have the potential to transform societies as their children and grandchildren
reap the benefits.

Basic education is a human right. The rights and issues of basic education
have been highlighted in the UN Convention on the Rights of the Child (1989),
World Summit for Children (1990), World Conference on Education for. All
(1990), successive SAARC Summit Declarations and our constitution. Since
gender disparities are distinctly visible in demographic, economic and social
indicators, the education of girls is a major issue in universalising primary
education in Bangladesh. The scope of this article is confined to promoting
girls' basic education.? This is because girls’ basic education lays the
foundation for long-term human development. In this article an attempt has
been made to highlight the gender gap in basic education in SAARC countries
with particular focus on Bangladesh, describe the programmes for promotion of
girls' education undertaken by the government of Bangladesh and some NGOs,

*.Thana Nirbahi Officer, Dhamrai, Dhaka.

1Basic education intends to develop basic learning skills (i.e., 3 Rs) as well as basic life
skills necessary for the children to survive, to improve the quality of their lives and to
continue learning (WCEFA, 1990). The components of basic education include early
childhood development, primary education and adult literacy.

2Human development is a process of enlarging people’s choices (UNDP 1990). It
includes three elements, namely development of the people, development for the people
and development by the people (UNDP 1993). According to the UNDP Human
Development Index, Bangladesh was ranked 146 among 173 countries in 1992.
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identify major constraints to girls’ education and give some recommendations
for increased girls’ education for human development in Bangladesh.

Il. REVIEW OF LITERATURE
The literature on girls’ education in Bangladesh is scanty. In this section the
review of the available literature is limited to the examination of (i) household
and community level and (i) institution-based issues.

Household and Community-level Issues

Poverty and Cultural Norms : Available studies single out poverty as one of the
major obstacles in girls’ enrolment and retention in primary schools (Islam,
1982, Quasem 1983, Quadir and Kundu 1985 and Ahmed ef al. 1993). This
suggests that families find both direct and the opportunity costs of schooling
difficult to bear. Apart from poverty, existing cultural norms and practices
discourage parents from sending their daughters to schools (Papanek 1985
and Quasem 1983). However, middle-class families view some education as
promoting a good marriage for daughters by enabling them to manage a
household more efficiently (Ahmed et al. 1978). With the nationalization of
primary schools,the local community has become less interested in sharing the
responsibility for promoting primary education. It is not only economic poverty,
but also what may be called a “culture of poverty” that hinders community
involvement and parental interest in school management and promotion of girls’
edugation (UNESCO 1987).

Income and Education : Data from a sample survey in Bangladesh show that
girls’ education varies positively with their family's income and landholdings
(Ahmed and Hasan 1984). A high correlation exists between girls’ enrolment
and the proportion of adult household members who are educated (Islam 1982
and Ahmed and Hasan 1984). In a sample survey 91 per cent of the children
from the most educated families were enrolled in schools, whereas only 12 per
cent of the boys and 7 per cent of the girls from illiterate families were in
schools (Ahmed and Hasan 1984).

Local Participation : Local participation is essential for universalization of
primary education in Bangladesh. The Swanirvar (Self-reliant) Movement in the
1970s emphasised the need for local participation to create demand for various
services, including education. As a result, it succeeding in rais:ng girls’
education in the Swanirvar villages (Sattar 1981). In another study (Quadir
1986) it is found that villagers were suspicious of corruption in the way
contracts were issued for building schools and other social facilities. The
villagers were willing, and believed they were able, to participate in building
such facilities themselves.
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Institution-based Issues

Distance to School : It implies expenses for travel, board, and ongoing. In one
study it is found that girls’ enrolment is negatively associated with distance
because parents may be unwilling to allow girls to cross a major road or a river
on the'way to school (Ahmed and Hasan 1984). However, in another study
(Islam 1982) it is found that increasing the number of schools will not
necessarily foster larger enrolments. The survey included 208 female dropouts,
84 per cent of whom lived within a radius of one mile from the school.

Physical Facilities : Lack of adequate physical facilities like latrine,tubewell etc.
may discourage girls’ attendance more than boys. Seventy one per cent of the
rural schools and 53 per cent of the urban schools in Bangladesh nad no
latrines (Quasem 1983). Families have withdrawn girls from schools owing to
lack of latrines (Ahmed and Hasan 1984).

Curriculum : Some studies (Khatun 1979 and Quasem 1983) have reported
that rural families perceive the formal curriculum as useless. Most of them
wanted to see childcare, cooking and handicrafts in the curriculum because
such education may make their daughters more eligible brides and so more
likely to marry into an economically and socially powerful family.

lil. THE VICIOUS CYCLE OF FEMALE DEPRIVATION

Female deprivation results from-what Herz et al. (1991) call Vicious Cycle of
Deprivation. Here girls are expected merely to play traditional roles: marry out
early, many children, low productivity and low earnings and parents fail to
invest in their daughters' education because they do not expect their daughters
to be able to make economic contribution to the family, and the prophecy turns
out to be self-fulfiling. Educating girls offers the best hope of cutting into this
vicious cycle and leads to a virtuous circle from vicious cycle of deprivation.
Educating girls raises their productivity and approximately wages increase by
more than 10 to 20 per cent for each additional year of schooling. Educating
girls yields nonpecuniary benefits in five areas (Summers 1992):

i) Educating girls reduces child mortality because educated mothers
marry later, choose to have fewer children and can invest more in
health and development of each child;

i) An extra year of female schooling reduces female fertility by
approximately 5 to 10 per cent;

i) By increasing knowledge about health care practices and reducing the
average number of pregnancies, female education significantly reduces
the risk of maternal mortality;

iv) Educated women are more likely to enter into stable marriages and
look out for their reproductive health, thereby help prevent the spread
of AIDS; and

v) Girls’ education has important environmental benefits.



108 Bangladesh Journal of Political Economy, Vol. XIV

In calculating net social benefits of girls’ education, Summer (1992) showed
that in India, providing 1000 girls with an extra year of schooling would cost
US$ 32000. It would avert two maternal deaths, forty-three infant deaths, and
three hundred births. Besides, one set of estimates prepared in the Women in
Development Division of the World Bank suggests that a doubling of female
enrolment ratios in 1975 in a large sample of developing countries could have
averted nearly 4 million childhood deaths and about 30 million births. Empirical
results from 152 countries including Bangladesh show that higher levels of
primary school enrolments for girls are associated with longer life expectancy,
lower infant mortality, lower maternal and lower total fertility rates (Hill and King
1993).

Participation of girls in the educational system is the result of two important
variables: parental demand for girls’ education; and public and private sectors’
supply of services that respond to the nature of that demand and to community
aspirations. Demand for girls’ schooling is affected by cultural, social and
economic circumstances such as social and cultural traditions and biases,
religious beliefs, division of household labour, parental education, family
income and expectations for the future. Supply is affected by such factors as
accessibility, the number of school places, the number, quality and gender of
teachers and the availability of textbooks and learning materials.

IV. GENDER GAP IN BASIC EDUCATION:
PERSPECTIVES FROM SOUTH ASIA

There are more illiterates in South Asia today than its total population 35 years
ago. More than half the illiterates of the world live in South Asia. If current
‘trends continue, more than 60 per cent of the illiterates of the world will be
concentrated in South Asia by the turn of the century. The share of female
illiteracy will be even higher.

In all the countries of the SAARC other than Sri Lanka, gender gap is
pronounced in respect of adult literacy and primary education. Gender
disparities in adult literacy rate and primary school gross enrolment ratio in five
SAARC countries, namely Bangladesh, India, Nepal, Pakistan and Sri Lanka
are presented in figures 1 and 2 respectively.

The issue of girl child in South Asia was first raised in the SAARC Conference
on Children (New Delhi, 1986) which emphasised the imperative to improve the
mother-child life cycle, starting with the girl chjld. The Bangalore SAARC
Summit (November 1986) placed children on its agenda and created a viable
basis for the Islamabad SAARC Summit of 1988 to declare 1990 as the
“SAARC Year of the Girl Child". The SAARC Summit held in Male in 1990
decided that the years 1991-2000 be designated as the “SAARC Decade of the
Girl Child".
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Subsequently a SAARC decade regional programme was prepared which was
endorsed at the Colombo Summit in1991. In pursuance of the government's
commitment towards improving the conditions of female children and raising
the status of women, the government formulated Bangladesh Decade Action
Plan for the Girl Child 1991-2000.3
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3Action plan goals for basic education for the girl child in Bangladesh are given at
Annexure-A.
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V. GENDER GAP IN BASIC EDUCATION IN BANGLADESH

According to the Bangladesh Population Census 1991, female population
constituted 48.52 per cent of the total population of Bangladesh. Of the total
female population, female children (below 18 years old) were about 50 per
cent. In almost all countries of the world, women outnumber men. In
Bangladesh there are only 942 females for every 1000 males - more than 3
million women are “missing” owing to their excess mortality. Like many other
South Asian countries the girl child in the family is widely discriminated against
in Bangladesh. -

Though enrolment of girls and their retention rate have accelerated in recent
years, gender gap in education is still pronounced in Bangladesh. Table 1
presents some information on the extent of gender gap in basic education in
Bangladesh.

Category Male Female
Literacy rate (15+ years), 1990 47 22
Primary school enrolment ratio 1986-92 (Gross) 83 71
Proportion of children entering grade 1 and completing

grade 5 45 43
Primary school teachers 80 20
Monthly expenditure on education 69 21

Sources: i) UNICEF,The State of the World's Children 1995.
i) UNDP (1994), Human Development in Bangladesh
Empowerment of Women.
i) UNICEF-BBS (1994), Progotir Pathey: Progress Towards the
Achievement of the Goals for the 1990s.

It is evident from Table | that female literacy rate is only about 47 per cent of
male literacy rate. Female gross enrolment is 85 per cent of male enrolment
and completion ratio is 95 per cent. Women constituted only 20 per cent of all
teaching force at the primary level. Monthly expenditure on education is much
lower for girls (31%) than for boys (69%).

Net enrolment of primary school girls has increased over the years but the rates
of increase in different areas differ widely. Regionwise enrolment of girls in
different grades shows that Barisal Division has got the highest net enrolment
of girls reveals that Narail ranks the highest (94 per cent) followed by Narsingdi
(93.7 per cent) and Perojpur (93.2 per cent). Lowest enrolment was found in
Sherpur (56.2 per cent) closely followed by Rangamati (56.8 per cent).
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VI. AFFIRMATIVE ACTIONS TAKEN BY THE GOVERNMENT .
In order to enhance female education and raise the status of women in
Bangladesh, the government has taken some affirmative actions which include:
(i) formulation of a Decade Action Plan for the Girl Child 1991-2000, (ii)
implementation of compulsory primary education programme for boys and girls
(6-10 years) since January 1992, (iii) implementation of non-formal education
programmes in 75 thanas for school dropouts and those who never attended
schools, (iv) free education upto grade 10 in the rural areas for girls, (v) food for
education programme for boys and girls in primary schools since July 1993 to
motivate the poor parents to send their kids to schools, (vi) sixty per cent quota
of the posts in the primary schools for women etc. However, time is not ripe to
evaluate these programmes.

VIl. NON-FORMAL EDUCATION PROGRAMMES RUN BY NGOs

Since the formal system of education fails to cover a large number of children
who can not go to schools due to a variety of reasons as well as a substantial
number of school dropouts, there is the need for non-formal education. With the
flexibility in their delivery system and ability for effective communication at the
grassroots level, NGOs play a very effective role in promoting and
implementing non-formal education. Some notable non-formal education
programmes are run by the Bangladesh Rural Advancement Committee
(BRAC), Swanirvar Bangladesh, Village Education Resource Centre (VERC),
Proshika, Bangladesh Association for Community Education (BACE) and
Underprivileged Children’s Educational Programme (UCEP).

Starting with some experimental schools in 22 villages in 1985, at 'present
BRAC runs more than 28000 schools throughout the country. The objective of
the programme is to provide a three-year period basic literacy and numeracy to
the poorest rural children whom the formal school system fails to reach. Nearly
70 per cent of the students are girls and about 80 per cent of the teachers are
women. The daily attendance of students is 98 per cent and the dropout rate is
only 2 per cent for the full three-year programme. The BRAC experience
suggests that relevant curricula, dedicated and well-supervised teachers,
effective involvement of the community in the management of the schools,
effective interaction of teachers with students and guardians, small size of class
(33 students), flexible school time, free supply of books and other educational
materials to the students and proximity of schools to home are important factors
influencing parents and children’s decisions about school enrolment and
retention. BRAC model of non-formal education has been adopted in some
countries.
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Viil. MAJOR CONSTRAINTS TO GIRLS’ EDUCATION IN BANGLADESH
a. Household and Community-Level Barriers

i)

i)
ii)

iv)

Poverty of parents and high direct cost (i.e., cost of clothes,
paper, pencil etc. relative to parents’ income) and high
opportunity cost (i.e., for girls' household work, sibling care,
and agricultural and marketing responsibilities) of educating
girls perceived greater than the benefits.

Literacy of parents especially of mothers;

Traditional social norms and conservative attitudes towards
girls’ education; and

Ineffective community participation with little representation of
women in school management mainly because of centralised
character and top-down management of primary education.

b. Institution-based Constraints

)

ii)

i)

iv)

v)

vi)

Poor physical access to educational institutions for girls owing
to communication problems especially in the ‘rainy season in
the rural areas;

Inadequacy of culturally appropriate physical facilities such as
separate schools seating arrangements, provision of separate
furniture, latrines, supply of drinking water etc.;

Shortage of trained female teachers and education officers. A
high concentration of female teachers in the urban primary
schools;

Lack of flexible school scheduyyz;

Gender-biased, urban-oriented curricula and mismatch
between curricula and real-life needs;

Absence of information on what and how well children learn in
schools and on achievement status at the termination of basic
education; and

vii) Lack of effective monitoring of classroom teachmg mainly

because of lack of adequate number of female ATEOs and
also lack of logistics support to ATEOs.

c. Policy-related Issues

i)

iD
iii)

No comprehensive study meant for promotion of girls’ basic
education in Bangladesh is available. So inadequate data base
for undertaking policy analysis on girls’ education and raising
the status of women in society;

Inadequate allocation in girls’ education;

Lack of a definite policy and corresponding institutional
framework for non-formal education; and

Policies and programmes meant for promoting girls' education
not operating within a properly defined conceptual framework
that encompasses all issues related to role and status of
women in society.
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IX. RECOMMENDATIONS
a. Household and Community-related

i) Educating girls must be made more economically attractive.
This means reducing labour market discrimination against
women and integrating girls’ education with income generation.

i) Educating parents, particularly mothers, for sensitizing them
about their daughters' education.

iii) Undertaking social mobilization of girls’ education by applying
three main strategies namely advocacy, partnership building
and programme communication. Meena type of advocacy film,
involvement of folk singers and mass media are effective.

iv) Developing viable local government and entrusting it with the
management of primary schools. This will ensure effective
participation of the community especially the poor and women
in school management. .

b. Institution-based

) Proximity of primary schools to girls’ home like BRAC schools.

ii) Creating culturally appropriate physical facilities by providing
either separate facilities for girls and boys or at least separate

- facilities for girls within the same school._

i) Recruiting and training an increased number of female
teachers to enhance girls’ enrolment and retention.

iv) Having class hours suited to local conditions thus enabling girls
to help their families in household chores, especially in
economic activities;

v) Promoting gender-neutral instruction by revising textbooks to
improve perception of women'’s roles in family and society.
Relevant curricula may be developed by linking it to the
economy, rural life, health and nutrition, the local environment
and the local language.

vi) Continuous assessment of achievement level of students.

vii) Career development opportunities for the teachers be
expanded through provisions of advanced training, higher
education and promotion to higher posts.

viii) Raising management efficiency through a number of measures
such as management training for various levels of
management personnel, effective involvement of local
government for planning, mobilising and utilising resources for
promation of girls’ education.

c. Policy-related
i) Developing gender disaggregated database for undertaking
policy analysis on girls’ education and raising the status of
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ii)

iii)
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women in society.

Allocating adequate fund for girls’ education especially for
books and supplies teaching aid, utilities.

Formulating a definite policy on complementary non-formal.
education for the left-outs and school dropouts. Lessons may
be taken from BRAC experience.

iv) Undertaking vigorous non-formal education programmes in the

V)

backward regions.

Establishing linkages with other social services and
collaboration with development parents in planning,
implementation, monitoring, evaluation and sharing
information.

vi) Educating girls should be the concern of national education

policy, not just of special projects and programmes.

X. POLICY IMPLICATIONS

The foregoing analysis brings out the following policy implications for

consideration:

i) National development plans should give greater emphasis on

girls’ education.

ii) Linkages of the education sector with other sectors such as

health and nutrition, agriculture, water and sanitation, and
labour should be strengthened to optimise the benefits of giris’
education.

iiiy Progress in girls’ enrolment, retention, achievement and other

iv)

v)

areas can be monitored only with disaggregated data on
disparities between urban and rural, between different ethnic
groups, between men and women, and especially between
different economic strata of society.

National and international resources must be reallocated in
favour of basic education, especially girls’ education.

As an institutional framework for participation of parents and
community in planning, mobilising and utilising local resources
for increased girls’ education, a viable local government
system is needed.

XI1. CONCLUSIONS

Investing in girls education is an issue of utmost importance for development of
a country. But it can not be ensured without alleviating socic-economic
problems like poverty, unemployment etc. Successful implementation of girls’
education programmes would require some degree of structural and
administrative adjustments as well as attitudinal changes in the implementing
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agents and beneficiaries. Girls’ education, as part of an integrated approach to
human development, should be the forerunner for other development

"programmes. It must be kept in mind that success in girls’ education
programmes would largely determine the success in human development of
Bangladesh. So future development policies and strategies must be formulated
keeping this important consideration in mind.
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Annexure-A

Action Plan Goals for Basic Education for the Girl Child in Bangladesh

i) Enrolment of not less than 75 per cent of primary school-age girls by 1995
and completion by not less than 45 per cent of girls in that age group, by
1995. The corresponding percentages for the year 2000 will be 90 per cent
and 65 per cent respectively;

ii) Reaching the SAARC norm of 50 per cent completion rate by 1995 and the
global goal of 80 per cent by 2000 for girls as well as boys;

iii) Raising the adolescent and adult literacy for women (12-35 years) from 31
per cent in 1990 to 40 per cent in 1995 and 45 per cent by 2000;

iv) Reaching the SAARC norm of reduction of adult and adolescentl illiterary
from the 1990 level by 25 per cent by 1995; and

v) Acquisition of knowledge, skills and values required for better living for giris
and women using the mass media and other forms of modern and
traditional communication and social action.



Feminization of Proverty:
Bangladesh Perspective
Khaleda Salahuddin*

INTRODUCTION

The economics of the South Asian region continue to be afflicted with endemic
poverty which persists to be a major social and economic problem. Bangladesh
with 47 per cent of the population below the poverty line (i.e., 2122 calories per
day/per person), is among the poorest countries of the region. And women in
Bangladesh carry a disproportionately large share of the burden of this
endemic poverty. ’

Poverty may be defined as the lack of capabilities of an individual to fulfill
his/her basic needs, such as the capabilities to have adequate food, clothing,
shelter, education and health facilities so that he/she can lead a healthy active
life, free of avoidable morbidity and premature mortality, and can develop
inherent qualities for the satisfaction of self and the society and maintain his/her
dignity.

Studies on poverty in Bangladesh, focusing mostly on the measurement of
poverty level and poverty trends, based on a deficiency of income and nutrition,
revealed that poverty is widespread in rural Bangladesh. It is also coming to
light that within the household the weight of poverty falls more heavily on
women than men. Diana Pearce (1978) who coined the term :Feminization of
Poverty” maintained that women as a class are likely to be poorer than men in
a capitalist economy: However the Social Summit deliberations (March 1995)
revealed that women constitute 70% of the world poor.

Although it is now generally accepted that poverty is a multi-dimensional
phenomenon, models for analyzing poverty situation rarely go beyond
economic explanations. Economic dimension of poverty is very important, but
socio-cultural factors can hardly be ignored for a clear understanding of the
emerging phenomenon which is being termed as ‘feminization of poverty'.
Studies on poverty reveal a picture of potentially alarming proportions and far-
reaching implications indicating that in Bangladesh poverty is being increasingly
feminized.

Kabeer (1989) identified two distinct processes by which women become
impoverished. They can become poorer along with the rest of the family-based
household though a deterioration in its total package of entitlement in which
case women's interests are interdependent with the collective interests of the

" A paper submitted at the eleventh Biennial Conference of Bangladesh Economic
Association held on 29-31st July, 1995 at the Engineers’ Institution, Dhaka.
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rest of the household members. Alternatively, they can become poorer with the
break down of the family unit itself and with it the system of rights and
obligations upon which they critically rely. Thus women’s impoverishment may
be linked to the general impoverishment of the family-based household or to
the disintegration of the core family unit and the less of male support.

It is generally recognized that poverty is not only a “state of deprivation” but
also a “state of vulnerability”. For the women of Bangladesh, constituting about
half of the total population, vulnerability appears 10 be the central dimension of
the poverty experience. The indicators are personal insecurity (in terms of
marital status, residential status), crisis proneness and coping capabilities.
These factors are socio-cultural, but no less important than the economic
factors in explaining the poverty experience of women, who are widely
recognized as the poorest of the poor groups in Bangladesh. The number of
female headed households (FHH), which are mostly poor, nuclear and headed
by divorced, deserted and widowed women, has been increasing over time.
Poverty is the single most distressing factor that adversely affects the lives of
poor women in Bangladesh. Poverty manifests itself in family structures,
dependency rates, incomes, type of dwelling houses, level of education,
nutritional intakes, access to health care services, participation in decision
making and the state of vulnerability of an individual. Women lag far behind
men on all these counts. As poverty tightens its strangle hold on people, both
rural and urban, more and more women are joining the ranks of the absolute
poor and destitute despite the fact that women, particularly the rural ones,
struggle very hard in devising coping strategies for the su rvival of their families.
Although several measures of poverty and inequality, such as Kakwani Index,
T. Index, Kuznet's Index, the Gini Co-efficient, the Head Count Ratio and the
Poverty Gap Ratio, have been developed over time, no serious efforts have
been made so far to look closely into the gender dimension of poverty.
However, in the recent years, a few social scientists have realized the
importance of gender as a tool of socio-economic analysis which is
complementary to the familiar variables such as income, family status etc. For
example, Sen (1987) said “... 10 concentrate on family poverty irrespective of
gender can be misleading in terms of both causation and consequences”. Jain
(1985) held the view that poverty segregates lives both in space and task and
therefore limit perceptions to personal experience. Thus, segmentation of
household members’ experience is a reason why poverty is likely to intensify
age and gender-based inequalities. :
Although, the importance of gender as a crucial parameter in poverty analysis
is slowly being recognized in some quarters, no general acceptable gender-
based inequality measure has yet been devised. However, a Human
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Development Index (HDI) for male-female disparity was estimated by using
indicators of life expectancy, income and adult literacy rates (UNDP 1990).
Among the low-ranking countries, Bangladesh occupied 23rd position out of a
total of 130 countries. The female HDI as percentage of male HDI was seventy
seven. The UNDP Report (1990) commented, “These comparisons show that
national averages may conceal distressingly large gender disparities, and
therefore professional work needs to be done to bring out clearly the state of
human condition separately for men and women.

OBJECTIVE OF THE PAPER

This paper makes an attempt to throw some light on the ever widening poverty-
related gender gaps and the far-reaching implications of the increasing
feminization of poverty in Bangladesh.

The other objective is to make a few recommendations so that appropriate
poverty focused policies and programmes may be formulated to halt and
reverse this trend.

POVERTY-RELATED GENDER DISPARITIES

Since household level sex-desegregated poverty-related official statistics are
hardly available, relevant information from various surveys and studies that are
sufficiently indicative of the situation will be used. However, before we
proceed to identify the poverty related gender gaps, let us find out which type of
households may be defined as “poor” and how they could be categorized.

THE RURAL POOR

The Bureau of Statistics does not provide household level information.

However, a survey (BIDS, 1989) of 62 villages identified two broad categories

of rural households. These are:

< Extremely poor households whose average incomes amount to 60 per cent
or less of the poverty line! income : and

O Moderately poor households whose average income falls in the range of 60
to 100 per cent of the poverty line.

Identifying the poor is an important aspect of poverty study concerned with

formulation of policies. But the poor are not a homogeneous group. One group

differs from the other not only in terms of geographic location, occupation, etc.,

but also in age-sex structure. The interests of different groups in poverty need

not necessarily coincide. Therefore, information for measu ring poverty will have

14 poverty line was computed by costing the normative minimum consumption bundle
for the Bangladeshi population to arrive at a per capita daily intake of 2122 calories, and
by adding to it a 30 per cent allowance for non-food basic needs. For 1 968-89, the
poverty line was estimated at Taka 4,340, equivalent to about US $ 135.
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to be generated for each of these identifiable groups. But the unit of generating
information for any socio-economic study is the household. Hence, a very
important aspect of poverty problem, namely the gender bias in the distribution
of resources remains unaddressed. Therefore, poverty-related information
should also include the gender dimension of poverty.

The poverty focused village survey of BIDS (1989) found that a higher
proportion of females (76 per cent) belonged to poor households as compared
to males (75.5 per cent). The following table clearly shows the gender gaps in
the distribution of household members by poverty level.

Table1
Percentage Distribution of Households Members by Poverty Level and Sex

Type of Household Male Female Total
Poor 74.5 76.0 75.0
Moderately 20.0 18.8 19.7
Non-Poor 5.5 52 53

Households which faced food shortages reported a higher proportion of female
members (71 per cent) compared to male members (89 per cent) (Table 2).
The survey also revealed that male per capita food consumption was found to
be higher than their female counterparts not only on the aggregate, but also in
every vilage. Female intake of food is only 72 per cent of the male in the age
group of 10-49 years

Table 2
Percentage Distribution of Members by Food Availability
Food Availability of Households Male Female Total |
Deficit 19.60 22.00 21.00
Occasionally Deficeit 49.70 49.30 49.70
Stable 20.10 18.90 19.50
Surplus 10.60 9.80 10.20

Source : BIDS Survey of 62 Villages, 1983.

The occupational pattemn of the households showed that while there were more
men (48 per cent) than women (45.5 per cent) in farming households, those
with their principal source of income coming from wage labour had a higher
proportion of women (28 per cent) compared to men (25 per cent).

lliteracy rate for the total population (5 years and above) was 63 per cent with
male illiteracy being 55 per cent compared to 71 per cent for females.
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There was no significant change in the marital status of the population since
1981. However, the widowed and divorced, separated and abandoned women
out number men by 7 per cent in the same category.

The standard of living indicators are critical for the measurement of poverty.
The above mentioned survey revealed that 53-55 per cent of men compared to
45-47 per cent of women owned basic clothing, such as a change of clothes, a
pair of slippers or some winter clothing, such as shawl or sweater. This
disparity was evident even when the woman was an earning member of the
household. Fifty to sixty per cent of the earning women owned basic clothing
compared to 82-86 per cent of the earning men. It clearly indicates that the
status of being an earning member in the household did not necessarily enable
a woman to get equal shares of resources with men. It appears, many women
are deprived of basic human rights because of their gender.

Intrafamily maldistribution of resources point to a special kind of problem
regarding eradication of poverty. Increasing income or food at the household
level may not address this problem of bias against female-members within the
household.

Malnutrition described a wide range of physical conditions caused by a variety
of nutritional problems starting from deficiency in a single nutrient in an
otherwise balanced diet to inadequate dietary intake which cause depletion of
body tissues and fluids resulting in loss of body weight and impairment of body
growth. Food intake and disease are the immediate determinants of
malnutrition.

UNDP’s Report 1994 on human development in Bangladesh shows gender
gaps in the Nutrition status of the Bangladeshi people. According to this report,
the daily per capita calorie intake (K cal 1981) of men stood at 1,927 while that
of women was 1,599. The daily per capita protein intakes (gm. 1981) also
shows a considerable gap between men (41.4) and women (32.7).

BBS (1993) reports that in 1991, mortality rates per thousand live births among
children of the age group of 1-4 years were 13.0 for males and 14.8 for
females. :

BBS (1993) also reports that in Bangladesh, the illiteracy rates (15 years plus)
are 54.5 per cent for men and 75.8 per cent for women.

The figures for unenrolled children at the primary level are 22.3 per cent for
boys and 38.6 per cent for girls while at the secondary level, the figures for
such boys and girls are 68 per cent and 85 per cent respectively.

BBS (1993) also reports that 69 per cent of the total amount spent on education
is claimed by men, while only 31 per cent goes to women. Not withstanding the
rapid increase in employment of women in rural and urban areas, so far
women'’s occupational pattern has remained stereo typed and gender specific.
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According to a Survey (BIDS, 1989) 86 per cent of rural women workers were
found to be in home based employment and one-third of them reared poultry,
sold eggs and chickens and 17 per cent of them were in livestock fattening.
Other activities included paddy for husking and selling for proflt sewing and
embroidery and making rice products for sale.

It appears that women generally choose those occupations which enable her to
remain near the homestead.

The general causes of poverty in rural areas have been identified as lack of
land and productive assets and a consequent involvement in low productivity
and low paid jobs. Among the poor women from landless households, all these
factors work with greater intensity as compared to their male counter parts.

A recent study (Salahuddin and Shamim 1992) shows that the poor urban
slum-dwelling women are mostly absorbed in the informal sector. But
considerable gender gaps exists in the distribution of employed persons by sex.
The study found that among the employed persons in the four large slums in
the Dhaka city, 55 per cent are males while about 45 per cent are females.

In the formal sector employment, however, men (50.48%) and women
(49.52%) are evenly balanced. But among the unemployed population of the
slums, women (87.46%) are far ahead of men (12.54%). Thus, more poor
women were found affected by unemployment than men in the same category.
Again, the study findings revealed that men not only out numbered women in
the informal sector, but they (men) also earned higher income because of their
involvement in the relatively more capital intensive work. On the other hand,
women were at the bottom line, where there was little option for more
investment as greater emphasis was placed on labour intensive activities at
that level.

Women in the informal sector was mostly found engaged as helpers in the
domestic sector (68%) where there was hardly any opportunity for them to leamn
marketable skills for better trades which could open up for them opportunities
for higher incomes.

Segmentation of the labour market in the rural areas creates biases against
women. Men and women perform different set of activities in each sector, the
division of labour being dictated mostly by location, timing and nature of
activities. Women work within and around the homestead. Women are hired for
jobs such as crop processing, domestic service, vegetable gardening etc. Such
limited opportunities of wage employment result in women being
underemployed and receiving low wages. Statistics show that average weekly
earnings of wome are about 42 per cent of that for men and 43 per cent for
women workers get only 8 per cent of what men earn per week (UNDP Report,
1994).
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Although garment industry is women dominated, illiterate female workers get
only 76.4 per cent of what illiterate male workers earn. Thus, the economic
indicators and that of human development point to the fact that in Bangladesh,
women are not only worse off than men on all counts but they are also the
poorest of the poor.

Nonetheless, women contribute substantially to the economy and the economic
welfare of the family. But their contributions are hardly recognized in official
statistics. Consequently, women remain invisible to the policy makers and
planners and their issues and concerns are not adequately reflected in the state
policies and programmes.

Labour force statistics in Bangladesh have come under heavy criticism in
recent years for their inaccuracy and incompleteness for women. Much of
women's labour force activity has gone underreported or unreported, even
though their work in both market and non-market activities is often essential for
the survival of their families.

FEMALE-HEADED HOUSEHOLDS AND POVERTY

A household with no male member over 18 years of age and where all the
decisions are taken by a woman is defined as a female-headed household.
BBS, 1992 reports that 16.5 per cent of all rural households are and 6.9 per
cent of all urban households are female-headed. Another study (Safilios-
Rothschild and Mahmud, 1989) reports that at least one-third of the older rural
landless women (45-49 years) are heads of households.

In recent years, the trend is increasing due to increase in the number of
divorces and desertions as men in extreme poverty leave their families in
search of jobs and never come back. These women are the worst suffers and
among the most vulnerabie groups. The female headed households in
Bangladesh are born through a historical, social and economic process.
According to a study (BIDS 1992), there are many widowed, divorced and
abandoned women who do not get the support of the extended family. Most of
these households are single member or nuclear type, consisting of only one
member i.e., the woman herself or the woman with her children. It appears that
in the last few decades the number of such households has increased.

The monthly household income of the female headed households is generally
found to be 42-55 per cent of the average household. These households face
a deteriorating situation with 21 per cent of them having less land now than 10
years ago. These households experience more severe food shortage than the
average households do. A BIDS survey (1989) shows that the female headed
households had an income which was 40 per cent below male headed
households.
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INSECURITY AND WOMEN IN POVERTY

Poverty is a state of vulnerability. For the female population, vulnerability
constitutes a core element in poverty situation.

Vulnerability defines the quality of a social and institutional environment from
the standpoint of the security of the person-and property of individuals and
household members. Insecurity emerges here as a key concern for the
individual and the group. lts stark manifestation is in the incidence of actual
exposure to violence of one category or another. Equally telling is a social
environment vitiated by an endemic threat of violence and a perceived
defenselessness against such eventualities.

In Bangladesh, violence against women is widespread which generates a
sense of insecurity for women. It also adversely affects the state of confidence
of the women to take their livelihood initiatives.

Constraints resulting from insecurity operate both as external limitations and
internally as self-restriction.

The second major bearing which the issue of vulnerability has on a dimension
of poverty relates to stability of household welfare. The vulnerability of the
female headed households in a crisis situation is very high.

The coping capacity of such households during a crisis is very limited. The
positive aid for the affected household, such as credit facility, commodity credit,
patron support and network support, is rarely available to poor female headed
households. Distress sale of household assets and distress loan (at a very high
rate of interest) are the two coping strategies that these women use. But it
worsens the crisis situation further for the household. :

EMPOWERMENT OF THE POOR WOMEN

Empowerment is a process which enables individuals or groups to change
balances of power in social, economic and political relations in society (UNDP
Report 1994). In the context of Bangladesh, empowerment should give the vast
majority of women not only the capacity for self-fulfillment and self-
development, but also equal éccess to domestic and community resources,
opportunities and power. X

Empowerment of women refers to varieties of activities beginning with
awareness of herself and her rights, -her capabilities and potential as well as
how the patriarchal socio-cultural economic and political forces affect her life
because“of her gender.

Obviously, it is not enough to make women aware of the need to change her
consciousness, men who dominate the society today, will have to change their
attitudes and accept equality for women in all spheres of life including
economic, political and social.
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The picture seems to be a dismal one. But signs of changes are already visible
in the public arena of Bangladesh. Women are increasingly participating in
public life. Organized groups activities sponsored by the Government and
NGOs have assisted about 2 million rural poor women to start small scale
income generating activities through providing credit, skills training as well as
training in legal rights and functional literacy. There are now more than 500
such organizations with membership exceeding two million women in
Bangladesh (UNDP Report 1994). Women's entry into formal industries is a
significant development that started during the last decade. In the export
oriented garment industry about 800,000 women are working (Khan 1993).

The Government has adopted measures at the national level to promote
women’s development. During the Fourth Five Year Plan, 25 focal points have
been established in 25 line ministries for addressing gender issues.These are
all new opportunities which have opened a new door for women's progress.

Not withstanding the progress, the challenge still remains. The vast majority of
women are not yet empowered to actively participate in the political, socio-
cultural and economic spheres. The main objective is to obtain gender equality
in all these spheres.

POLICIES AND PROGRAMMES FOR WOMEN IN POVERTY AND THEIR
LIMITATIONS

The proclamation of the International Women's Year in 1975 and UN Decade of
- Women (1975-85) had its impact on the people and Government of
Bangladesh. Programmes for women development were undertaken at the
initiative of both Government and NGOs. But those early efforts were all
uncoordinated and isolated and could hardly make any dent in the overall
situation of women in Bangladesh.

A few words on development thinking may be in order here. In the fifties and
sixties, we were obsessed by the trickle down effects of growth-oriented
development. But the much celebrated “trickle down’ approach could not
rescue Bangladesh from the stranglehold of poverty. And women, being the
most deprived and "poorest of the poor’, were increasingly being marginalized
for our adherence to the “trickle down’ approach.

However, during the seventies, target group approach to development began to
be considered more appropriate for reaching benefits of development to
socially and economically disadvantaged groups like women, landless and
youth.

Women in Development (WID) approach grew out of this trend of thinking.The
WID notion helped create an environment to focus on women's issues in the
existing framework of society. But women's issues were treated separately from
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the general concerns of development which marginalized women from the
mainstream development efforts. _

WID line of thinking takes for granted the existing social and institutional
framework and tends to perpetuate patriai’chai norms which are anti-women
and hence anti development. -
The Fourth Five Year Plan of Bangladesh for the first time aims to bring women
in the mainstream development efforts to ensure equal participation. But in the
absence of any policy support at the macro and micro levels to operationalize
this objective, the progress towards achieving it may be extremely limited.
Interest in WID issues was generated almost entirely by donors whose
influence in this sector has perhaps increased proportionately to the aid
dependency of WID programmes. According to one estimate, between 1980-
86, about 19 per cent of project allocations by donors went to projects where
women were targeted as beneficiaries and of those, 55 per cent went to
population and family planning projects, 2 per cent to health, 8 per cent to
education and 25 per cent to self-help projects. The Government is the major
recipient (87 per cent) of donor assistance. Only 13 per cent of these funds are
~ channeled to NGOs including Grameen Bank.

However, some NGOs like Grameen bank, BRAC, Proshika and Swanirvar
Bangladesh were effective in involving a large number of women in their
poverty focused programmes. But no significant break-through in assisting
women to move to the higher productivity or activities with higher economic
returns could be achieved.

FACTORS RESPONSIBLE FOR THE LIMITED SUCCESS OF POVERTY
ALLEVIATION PROGRAMMES
The main factors responsible for the limited success of poverty alleviation
programmes are: 1) women are severely handicapped by socio-cultural and
economic practices when they attempt to cope with poverty; 2) factors
responsible for women’s continued involvement in activities with low economic
returns are spatial limitations, lack of skills training which excludes them from
the area of activities using improved technologies, burden of housework, lack of
nutrition and little control over reproductive rights; 3) little attention is given to
perceptions, practices, and policies with respect to women that put obstacles 1o
mainstream women in every sphere of life; 4) persistence of legal biases
against women. Although the Constitution of Bangladesh grants equal rights to
women in all spheres of public life, in family matters, such as marriage, divorce,
custody of children, inheritance of property and maintenance personal laws
prevail which are discriminatory towards women and hamper women’s right o
exercise their choices and involvement in the process of economic and social
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development (Sobhan 1978); 5) use of ancient technology in domestic work
and home production makes these activities time consuming and physically
demanding for women. This factor limits women'’s choice of income generating
work outside the household which could yield higher returns. Again, when a
woman engages in work outside the home, she has to accommodate
household work as well.That creates for her problems of coordination which
sometimes became insurmountable; 6) women’s near absence in national and
other levels of policy making hampers the inclusion of poor women's concerns
in state policies as well as in crucial decisions taken at all levels.

In this connection reference may be made to the implementation of structural
reform policies involving cut backs in social sector allocations which has
adverse impact on women, particularly the poor ones.

CONCLUSION AND STRATEGIES FOR DEFEMINIZATION OF POVERTY

CONCLUSION

Poverty related gender disparities in the family and society make poor women
more vulnerable and dependent. Their vulnerability adversely affects their
mobility, self confidence and livelihood initiative and limits their choice of work
to low paid unskilled activities in and around the households. Because of the
discriminatory practices perpetuated by a male dominated society regulated by
patriarchal values and norms, women’s access to education, training to learn
skills, critical inputs like credit, improved technologies, marketing facilities and
support services has remained extremely limited. Rural women'’s substantial
contribution in homestead agriculture, livestock, poultry, fisheries remain
unrecognized in official statistics. Hence, female producers’ issues and
concerns are hardly reflected in the national policies. Because of an inadequate
data base, it is difficult to design multi-sectoral programmes for mainstreaming
women.

Since no breakthrough in this vicious circle is yet visible, the women's group
which is the “poorest of the poor' continues to remain in perpetual poverty,
while more and more women, particularly the widowed, abandoned and
divorced ones, join the ranks with the passage of time. However, despite major
constraints, women in increasing number are seizing  opportunities to make a
difference in their lives and their roles in public life are expanding. Efforts
should be made to provide a supportive environment to these women.

Since poverty eradication/alleviation is the goal of Bangladesh's national
development efforts, the policy makers and planners should recognize the
phenomenon : known as feminization of poverty. As the burden of poverty is
disproportionately heavy on women due to discriminatory practices against
them in all the spheres of life including the household (i.e., the bias in the
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distribution of resources within the house), “gender should be adopted as a
frame of analysis to formulate policies, plans and programmes for poverty
. eradication/alleviation in Bangladesh.

STRATEGIES FOR DEFEMINIZATION OF POVERTY

The growing poverty has received the highest priority amongst the critical areas
of concem identified for inclusion in the Regional Platform of Action endorsed
by the second Asia Pacific Ministerial Meeting on Women in Development. it
has been commented by Women Envision (Aug/Sep. 1994) that strategies for
the eradication of poverty in the South Asian region have failed because of the
lack of gender analysis of the economy. Such strategies are primarily
concerned with the monetized economy and tend to target men as
breadwinner, thereby having limited impact on women.

it also applies to the Bangladesh situation, because the traditional values with
regard to who “should’ be the breadwinner of the family still largely regulate the
thinking of our policy planners and key implementers. But the reality of the
situation needs to be recognized by all concerned, else the development
process initiated in this country will hardly gain momentum.

However, the following strategies may be suggested for defeminization of
poverty in Bangladesh :

O Motivational programmes to bring about basic changes in perceptions,
practices and policies is a must as they relate to women in all aspects of
their daily life.

‘0 It is necessary to set up a data bank with sex-desegregated relevant data
in the planning ministry and similar banks in other line ministries where WID
focal points have been established. A sex-desegregated data base is
necessary to formulate gender sensitive policies, plans and programmes
which will take into account the issues and concerns of people of both
sexes. Women should be politically empowered to ensure that their
concerns are reflected in the state policies.

Q Alleviation of poverty and eradication of absolute poverty are basic to the
achievement of sustainable development. Consistent efforts towards
achieving a balanced development of men and women are a prerequisite
for full development of human potential; ¢

O Formal, non-formal as well aws informal education is essential for
empowering women with knowledge, skills and self-confidence for full
participation in development.

QO Income support for destitute female headed households is a means to
. satisfy their immediate needs. The Vulnerable Group Development
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Q

Programme undertaken through government initiative covers more than 14
per cent of all the female headed households (Task Forces Report, 1991).
However, defeminization of poverty calls for empowering women
economically by ensuring their equal access to employment with high
incomes. Women’s equal access to credit, support services and
opportunities to market their products is essential.

Programmes should be undertaken to provide destitute women with
shelters. The NGOs may take initiative to help build modest houses for the
beneficiaries under community supervision. Destitute women should be
given priority in the distribution of 'khas’ land (land owned by government).
The available khas’ land should be provided to build such houses for the
destitute women.

Women should be the target group in programmes such as optimum
utilization of the homestead land. Women should also be given priority in
the access to capital through extension of Grameen Bank type credit
programmes.

Structural adjustment programmes should be designed in such a way that
they do not hurt poor women.

If circumstances demand, direct provisioning of health, shelter and education

Q

Q

for the most vulnerable group of poor women may be made.

To encourage women to graduate into activities with higher returns,
provision for increased credit and appropriate technology is a must.

Poverty alleviation efforts should be aimed at individual rather than the
households, because men and women may have different self-interest
within the family.

The concemn of human dimensions of development requires the integration
of gender concerns at all stages and at all levels of sustainable
development.

Violence against women in all forms in the family and workplaces must be
eliminated to ensure their increased mobility and freedom of choice for
income generating activities.

The political will to defeminize poverty is a must to achieve this
objective.This objective is related to the achievement of gender equity and
women's empowerment in all spheres of life. This should be reflected in the
constitutions and manifestoes of the political parties and a statement of
intent by the Government. In addition, strengthening of the national
machineries for the advancement of women is also needed to translate the
political will into action.
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O Mass media campaigns of information, education and communication to
reconstruct gender stereo types and socio-cultural practices as well as
sharing of housework by male and female members of the family should be
started immediately.

3 There should be a national apex body for women to carry forward the task
of mass mabilization of women to struggle for gender equity. =

O There is also a need for setting up institutions for the poor women through
which they can voice their demand and exert pressure on the political
parties on a continuous basis.
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The Saga of Empowering Women in Bangladesh
Md Abdur Rahman*

In this paper | intend to initiate discussion on certain aspects of the issue of
empowerment of women in society in the context of economic development of a
poor country like Bangladesh. My interest in this issue is due to the following
reasons.

The development hypothesis, which has evidently gathered force in recent
years, emphasizes that rapid and sustainable development of a country is not
possible without sufficient empowerment of women in society; and
empowerment of women necessitates putting into place many development
plans and policies which give women greater access to resources, to work and
income and which give them opportunity to participate in many other activities
concerning the administration, organization and management of the society in
which they live and have their being.

This very widely held hypothesis of development has the appeal of a received
doctrine in many developing countries where the sentiment conveyed by it sets
the tone for all development dialogues and determines to a large extent the
objectives and strategies of all plans adopted for the development of the
country. This has emerged as the working hypothesis of development
strategies in Bangladesh. Over recent years in the formulation of development
plans and in the matter of taking decision on the strategies to be followed for
the implementation of these plans special attention has been paid to ensure
that women benefit immensely consequent upon the adoption and
implementation of these plans. Besides, over the same period many reforms
have been initiated and many changes suggested in the laws and customs
which govern and relation between men and women in the society and which
determine their share of power in the society. Evidence suggests that all these
plans and policies, reforms and enactment of laws, if slow, have together been
substantial and that these have brought noticeable changes in the socio-
economic conditions of women in Bangladesh. This paper intends to focus on
the pioneering works and endeavours of many persons, institutions and
organizations which have made significant contribution towards strengthening
the position of women in Bangladesh.

" Associate Professor, Dept. of Economics, Rajshahi University.
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INTRODUCTION

The Setting

Before entering into the discussion of the various institutions and organizations
which have taken great efforts to improve upon the socio-economic condition of
women in society and before any discussion on the impact of those efforts it is
necessary to take a brief look at the status and power of women now obtaining
in Bangladesh. _

Women in Bangladesh society are traditionally placed in a low status. The
society has earmarked this low status for them and deprive them of much
opportunities in education, employment and access to very may essential
services. Laws, customs, conventions and even taboos which govern the
assignment of rights and obligations to men and women derive their power and
character from various injunctions of one religion or the other; these laws or
customs are held inviolate and these laws more often than not subordinate the
desire of women to the wishes and desires of men; in a non-growing economy
these practices compel women to engage mostly in non-earning domestic work
that given neither power not honour. Their social position is reduced to the
position of the protegees of men and their material deprivation is the most
under existing social arrangements. It goes without saying that in Bangladesh
women are the most disadvantaged group of persons in the society and that
women constitute the majority of the working poor in the informal and formal
sectors of the economy. It is then no wonder that at certain stage of the
development of the society such plight of women will impress itself upon the
conscience of advanced thinkers in the society who will try to devise various
ways and means to ameliorate and mitigate the sufferings of women and to
exalt their status in the society.

The Genesis of the Movement for Women's Empowerment in Bangladesh

In my opinion the Liberation War and the liberation of the country in the year
1971 set the stage and prepared the minds of the people for launching various
movements for establishing and consolidating the rights and privileges of the
underdogs, the down-trodden sections of the people of Bangladesh. Without
going into any detailed analysis of this fact, this much can be stated that the
liberation of the country enthralled the people of all walks of life with an
incandescent desire to establish a civil society based on the principle of
equality of all persons in all matters irrespective of caster creed and sex. The
whole nation was prepared for the establishment of a socio-politico-economy
system to be characterized by built in checks against discrimination and
exploitation of any group of persons by any other group of persons in the
country. The first constitution of the country framed in the year 1972 gave
proper cognizance to this feeling of the people and declared it illegal to
discriminate any person on the basis of sex; and the constitution enjoins upon
the government to make special provisions for women to remove or reduce the
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existing inequality in the rights and privileges of men and women. | think, the
Constitution of 1972 laid down the foundation of a civil and modem society
based on the principle of equality of all persons in most matters pertaining to
their life and work in the society.

Since the independence of the country many Acts have ben passed and some
existing acts amended to improve the position of women in the society. Mention
must be made of the Muslim Marriages and Divorces (Registration) Act, 1974;
the Dowry Prohibition Act, 1980; and the Cruelty to Women (Deterrent
Punishment) Ordinance, Law Ordinance of 1961, place definite restrictions
upon men’s ability to marry and divorce any time at their own will without any
explanation to their wives and also place definite restriction upon men's
freedom to indulge in the pleasure of polygamy. To the extent that these Acts
constrain the freedom of men to impose their desire on women these enhance
the power and honour of women in the society. Despite their limited applicability
and limited implementability these acts empower women in the sense that they
think there will be less oppression and injustice to them since laws are on their
side to give them protection in the event of some undesirable happenings.

Economic Empowerment

The actual power and status of women in any society, however, depends not
on the possession of certain rights and privileges constitutionally, but on the
ability of women to assert for those rights and to exercise those rights as a
matter of fact. But the extent to which women in a particular society becomes
able to exercise their legal rights is contingent upon their economic power in the
society. This economic power is, however, a function of women’s command
over or share in the resources of the family or of the society, this extent of their
freedom to take up paid jobs in accordance with their taste and ability and the
extent of their freedom regarding the enjoyment and disposition of their weaith
and income. So long as women are denied this economic power their social
empowerment becomes more apparent than real. In the words-of the late
Honorable Martin Luther King, Jr. there is no use of the right to be able to sit
with the white if the black have no money in their pockets to pay for the
hamburger.

In what follows now, | shall attempt to explain the various measures which have
been taken in Bangladesh to empower women in the economic sense of the
term. References to events and movements, both at the national and
international levels, will be made to shed light on how the movement for
empowering women has gathered momentum in this country.

The Kind of Change at the International Level

At the international level, we know that in the seventies of this century
development economists and other experts and researchers on the staff of the
ILO and the World Bank found to their great surprise and anxiety that growth



134 - Bangladesh Journal of Political Economy, Vol. XIV

offorts undertaken in many countries of the world had by and large bypassed
the problems of the poor in the informal sectors of most of the developing
countries in general and had bypassed the problems of the suffering women in
particular. In their opinion growth strategies pursued in the past had resulted in
the pauperization of the vast number of people on the one hand and in the
teminization of the poverty on the other. According to some of these experts,
though women in general contribute the major portion of what is called the
basic needs of life in most societies they receive on average 40 per cent less
of these amenities compared to men. ILO and World Bank therefore felt the
* need for designing new development programmes for the developing countries
— programmes which would go a long way towards meeting the needs of the
women more effectively than before.

The United Nations Organization championed the causes of women this time
and declared the year 1975 as International Women's Year and the decade
1976-85 as the First UN Decade for Women. This engendered a wave of
feminism all over the world and inspired enlightened sections of people of our
society to start movements for enhancing the power and prestige of women by
creating lots of opportunities for their work and income in the economy.

Wind of Changes in Bangladesh : In this connection honorable mention must
be made of the attempts and endeavours of the Bangladesh Economic
Association, that seized upon the programme for the UNO and organized
seminars and conferences to pool together and secure the opinions and
advices of the intellectuals concerning the steps to be taken for improving the *
socio-economic standing of women in Bangladesh. At its initiative and under its
aegis, and of course with support from the Government, a two-day seminar was
held in Dhaka on 9-10 May, 1976; the theme of the seminar was “Role of
Women in Socio-Economic Development in Bangladesh™. To quote from the
proceedings of the seminar:

.. about 300 delegates from all districts. ... representing all walks of life ... met
in a workshop for two days to participate in exhaustive discussions on
various aspects of the problem ... for the first time in the history of
Bangladesh women from diverse walks of life submitted the fruits of their
wide experience, deep insight ... and were able to articulate their views on
various social and economic issues confronting members of their sex.

Some very important and in my opinion historic recommendations were made
to upgrade women’s power and status in the society. Women's emancipation
was viewed as a necessary condition for the emancipation of the people in
general and many recommendations were made to facilitate the emancipation
of women from the dominating influence of men. According to me among the
various recommendations that were made the following ones are very important
and may be considered as revolutionary:
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fa]  Polygamy must be banned henceforth.

[b] Laws must be enacted to protect the interest of women regarding
inheritance.

[c]  Abortion must be legalized.

[d] Departments relating to health, family planning, social welfare, and
primary education must be headed, administered and supervised by
women.

[e] The quota of appointment for women should be raised from 10 per cent
to 30 and it is to be ensured that these quotas are filled by women.

[l  Teaching positions should be reserved in primary schools for educated
girls from neighbouring rural areas.

[g] Women should have access to appointments in the defence and foreign
services.

[h]  Primary education for girls should be made free and compulsory.

[i] There should be at least one career women’s hostel in every divisional
towns.

[il To relieve the distress and inconveniences of working mothers Day Care
Centers and Mother's Clubs should be established under government
initiatives in villages.

My personal opinion is that these resolutions were taken or recommendations
made to solve the most urgent problems of women in general and to solve the
problems of working women in particular. What is very important is the fact that
the participants emphasized the need for increased share in property and
increasing participation in earning activities as the main way of ascending to
power in society; they also realized the fact that without making sufficient
arrangement for the education of women it is not possible to make their social
position sufficiently dignified and attractive.

I would now like to make a short discussion to why education should play a vital
role in the process of empowering women in society and | would also like to
make a brief reference to what our government has done so far towards
promoting the cause of women’s education and for their proper employment in
the society.

People should be given education in order to enable them to appreciate the
spirit of and develop respect for human rights. In the words of Professor E.
Hambro, President of the General Assembly at its 25th session, “Education is
essential, because human rights are not granted, they are asserted by
individuals who are aware of them”. This piece of statement is much more
relevant in the present context.

Mainstreaming the women into development process in order to empower them
economically does not consist in the mere creation of more paid jobs for the
uneducated and unlettered women in the non-agricultural sectors of the
economy. Mainstreaming implies something more than this. It means creation
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of opportunities for women to take part in the making and in the implementation
of development plans, it implies creation of such environment in which women
can take part in many decision-making bodies as well. Now, of course, women
cannot be placed in such high positions in the society if they are not educated
and trained that way. In the circumstances where uneducated female labour
take part in paid jobs outside the confines of their home there is not much of
difference between what they do outside and what they did in their houses.
Women turn their domestic skills into market skills, they commoditize their
domestic labour. As one researcher (Nelson, 19..) has put it
The boundary between women’s unpaid domestic labour and the paid
labour they perform in the informal and formal sector outside is often a
tenuous one. Both in the domestic realm and in the market
place, women provide food, child care, domestic services, charm,
companionship and sex.
Participation of women in such paid jobs does not add much to the status they
enjoy in the society; at times this might be derogatory to their status even. No
person, be a man or a woman, can enter into highly paid jobs studded with
prestige and honour without proper education and training. So in order to
empower the position of women there is need for giving adequate education
and providing them with salaried jobs in various factories, firms, offices,
institutions and organizations. It is really in this way that we can integrate
women into the development process and we can promote their position in the
society.
In a very broad sense of term mainstreaming women into development implies
not only that development will be by women, it will be for them as well.
Now, to speak about the importance of education, we must admit that spread of
female education is essential in order to place them very suitably in various
productive activities in the economy and thereby to consolidate their position in
the society. There are, however, many obstacles to giving as much higher
education to women as to men.
Over the last few decades there have been many important studies to find out
the cost-benefit ratio of education in general and higher education in particular.
Most of these studies show that benefits of higher education is much higher
than its cost. What, however, is very important is that some of these studies
reveal the uncomfortable truth that benefit in the case of male. Paul Gartler
and Paul Glewwe in their work “The Willingness to Pay for Education for
Daughters in Contrast to Sons: Evidence from Rural Peru” have given a very
vivid explanation of why return to investment on higher education for daughters .
is less than that for sons. Time and space would not allow me to embark upon
an analysis of this at the moment. What is, however, very important in their
suggestions is that education for daughters(?) should be substantially
subsidized in order to provide them sufficient incentive for such education. They
suggest that parents do not have any non-economic bias against their
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daughters’ education; if subsidies in one form or the other are given and wide
opportunities are created for them in the employment sectors of the economy.
Now if we examine the situation of women’s education and their situation in the
job markets in Bangladesh we find that during the last one decade or so, and
particularly after the assumption of power by the present government, many
significant measures have been taken to spread education in general and
female education in particular. Primary education is now free and compulsory
for all, for the girl students now the scheme has been introduced to grant
scholarship and stipends to all girl students in the sixth class and above.
Besides this, the government has raised the quota for educated women in
teaching jobs at the primary and secondary levels. In addition to these, the
government has taken several more measures to ensure that women get
priority over men in development activities concerned with family planning,
social welfare, and rural development. But because of the near stagnating
condition of the economy, non-expansion of the public sector and restlessness
in the country women's participation in productive activities has been extremely
limited. This is, however, true in the case of men’s employment as well.
Unemployment of the educated youths is now the country’s one of the most
serious problems.

Insofar as education and training are necessary prerequisites for suitable
employment in.the economy, and suitable employment contributes towards
women’s empowerment in society the current policy of the government of
Bangladesh conceming the education and employment of the womenfolk can
be regarded as steps in the right direction. Paul Gartler and Paul Glewwe have
spoken very high of this policy in their studies mentioned above.

So far | have tried to focus on certain measures and policies which the
Government of Bangladesh has taken from time to time to strengthen the
position of women in society, economically, politically, and in many other ways.
But we must admit that empowerment of women in society is much to important
and much too big a task to be left to the government of a country alone. It is a
task, accomplishment of which necessitates the collaboration and active
cooperation of many other institutions including Non-Government Organizations
(NGOs). We all know that support of many NGOs is now being considered
indispensable for the overall development of our economy. Opinions might
differ regarding the nature and extent of support which the nation should seek
from various NGOs. At the moment | have no intention of entering into that
controversy; what | intend to do here is to touch upon the activities of a new
NGOs whose contribution towards the actual empowerment of women is too
great to be ignored. Before | turn to that | want to make it very clear that
currently more than a thousand NGOs are working in Bangladesh and most of
them are involved in activities which directly or indirectly cater to the needs of
the disadvantaged groups of people which include women as well. It is,
however, not possible to evaluate the activities of all of these NGOs and
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possibly it is not necessary for the purpose at hand. The NGOs whose
contribution, | consider, has been tremendous and lasting, are Grameen Bank,
BRAC, ASA, Proshika, Nijera Kari, etc. Besides these, organizations like
Women for Women, the Bangladesh Mahila Parishad, etc. take up many issues
of women for research and movements and urge the government and other
relevant authorities to solve many problems of the women:

The Grameen Bank

The Grameen Bank was started on an experimental basis in 1976 and in 1983
it received government sanction as a regular bank. Till 1994 Grameen Bank
had a membership of 17 million, 94 per cent of whom are women. The Bank
operates 1087 branches and covers 34 thousand villages. This Bank has
changed the lives of countless women suffering from extreme poverty and
material deprivation. By providing loans to the depressed women and giving
them necessary instruction and advices, the Bank has not only improved the
working and living conditions of women in rural Bangladesh, it has improved the
production base and production structure of the rural sectors of the economy as
well. This bank has proved that willingness to work and ability to work of our
women can be turned into a powerful engine of growth of a static society if
some one cares to go to them and provide them with certain amount of financial
resources. There is no doubt that millions of women, who were underdogs a
few years ago, now enjoy a life with certain amount of dignity in the society. It
is a very famous organization not because Clinton says so; rather Clinton says
so since it is an important orgariization.

BRAC: BRAC is another NGO which merits special mention here. It is now
the largest NGO of Bangladesh. About a million landless people are now
trained members of BRAC. BRAC organizes cooperatives of men and women
in villages, gives them credit and training and take special interest in the health
and education of their members and arranges for training for these purposes.
BRAC has by now set up about 17 thousand semi-formal primary schools for
rural people and nearly 0.6 million boys and girls are enrolled in these schools.
About two-thirds of the teachers of these schools are women; women constitute
the majority of the BRAC members. BRAC's oral saline (Orsaline) has earned
considerable popularity throughout the whole of Bangladesh and has been a
life saver. It has also a leading role in maternal and child-health programme.
BRAC has 20 training centers throughout the country- BRAC's contribution
towards the alleviation of rural poverty and its contribution to improve income,
health and education of its members, most of whom are women, cannot be
exaggerated. Its endeavours for the upliftment of the socio-economic condition
of the rural poor, specially for the weaker sex, are indeed very praiseworthy.
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ASA : It is another NGO which has by now acquired a special position in
Bangladesh by virtue of its splendid performance in the matter of ameliorating
the distress and sufferings of the rural women. It assists the deprived rural
women through credit operations, including education, training and health
awareness programmes. Until now nearly 0.2 million group members have
received assistance from ASA, Taka 580 million have so far been distributed for
income-generating activities. ASA programmes are now being operated in 27
Thanas. Socio-economic empowerment of the grassroot communities is the
main objective of this organization. Within the general framework for the
improvement of the disadvantaged group of people ASA maintains a special
space for the women of the marginalized rural families. On special aspect of
ASA’s programme is that it raises health and environment awareness in the
rural areas through educating the women about these matters. Its activities
have definite impact upon the people in the rural area and the ASA model is
now being highly appreciated in certain Far Eastern Countries.

Proshika : Both Dhaka and Comilla Proshika organize cooperativs of the poor
men and women with a view to giving training for starting development activities
in the rural areas and give their members other logistic support to carry out
various development projects in the rural areas — projects which are
undertaken by the members for community interest. Its main emphasis is on
training the members in matters related to development works in the rural
areas. Educating the members, of necessity, is included in its programme of
training. Proshika has no special programme for the women, but since it is an
organization for the rural poor it is definitely helping the women in solving out
many of their problems and in this way it is playing certain role in empowering
the women in society. Currently, Dhaka Proshika has 65 Area Development
Centers which organize thousands of groups throughout the country.

Nijera Kari : An organization for building up women leadership in the
community. This organization is the brainchild of Khushi Kabir, formerly an
organizer of BRAC. This organization does not give emphasis as much on
growth of output as on the development of human beings as members of a
community. One very important aspect of this organization is that unlike other
NGOs, it arranges for various cultural functions through its members to throw
light on various socio-economic problems of the people. Its programme also-
includes training in legal matters, training in health and training in business
management. Until now it has formed more-than 400 groups of which nearly
260 are groups of women and the rest are groups of men. One very significant
contribution of this organization is that it emboldens its members to protest
against oppression and injustice, it inculcates in its members the habit of rising
in rebellion should there be any torture or injustice on them; it also gives the
members enough education to understand their rights and privileges in the



140 Bangladesh Journal of Political Economy, Vol. XI¥

society. It would not be therefore unjust to assert that Nijera Kari is an important
and noteworthy organization in respect of empowering women in society.

CONCLUSION

In this paper | have considered several of the major changes in various policies
which have taken place in recent decades —policies concerned with the
empowerment of women in society. | have talked of the enactment and
amendments of certain laws and adoption of certain policies for the expansion
of employment opportunities for women. | have also mentioned certain recent
changes in government policies concerning subsidizing the cost of women's
education and fixation of quotas for the appointment of educated women in
certain services. Lastly, | have referred to the role of certain leading NGOs in
the matter of women's empowerment in society. But | have not stated anywhere
in this paper the combined impact of all these measures and efforts on the
social empowerment of women. This is, however, a deliberate omission and |
have done so because impact of certain acts, ordinances and reforms cannot
be comprehended at all. Impact of certain laws and reforms which guarantee
women several rights and privileges and which prohibit men to do some
injustice to women is shrouded with much uncertainty in a society where people
have very little or no respect for law and where rule of law does not prevail. It is
not only a question of how women can benefit from the passing of some laws, it
is also a question of how people as a whole can benefit from some laws where
there is no respect for law, no rule of law, and no easy method to enforce law.
Government policies for the education of women and policies for appointment
of education women in certain services might be of some use in promoting their
social position; this is likely to be so in view of the fact that women are taking
advantage of these policies and there is not much of difficulty in the
materialization of these laws. Still | feel that in the absence of what is called
affirmative action women would not benefit substantially even from the quota
system which has been introduced for them. Affirmative action takes
employment one step further, requiring that employers take specific actions that
work to the benefit of women. In the USA affirmative action is undertaken to
ensure that principle of equality be strictly followed in matters of recruitment of
the black and other minority groups of people. The essence of this affirmative
action is that all employers having work with the government must provide
equal employment opportunity to all sorts of people, must abide by the
provision of quota reserved for the disadvantaged (black) and should any
employer fail to give as many employment to the black as required by the quota
he must specify reasons for which the quota could not be filled in.The Labor
Department regulations also require that private employers having business
with the US government must analyze the reasons for their inability to abide by
the regulations and must take up measures to remove the causes of their
inability in the short run. -Affirmative action, then, can be regarded as a follow-
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up action to ensure that certain laws of the country are strictly adhered to by the
concerned authorities. This affirmative action came into the USA in 1965 when
the then President L.B. Johnson made the famous speech that:

It was not enough to give blacks freedom and legal equity and equality as a

right. Rather blacks must have equality as a fact and equality as a resuilt.
Such an utterance and such an action is now urgently needed in the country to
initiate the rule of law in the society and to empower women thereby.
| have spoken very high of the performances of certain NGOs; the opinion is
based on their activities in relation to elevation of women in society; | have not
made any attempt to examine the overall impact of their other activities. The
questions of how much independence or freedom the NGOs should enjoy in a
sovereign nation and what kind of coordination is necessary by the government
to improve upon their functioning have not also been answered, because
answering these questions would take us too far afield. Right at this point this
much can, however, be said that in Bangladesh the battle for social
empowerment of women has just begun on many fronts. We shall have to wait
for many more years to see the victory in this battle.
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This paper examines the basic problems of the power sector of Bangladesh. In
the first part of the paper, the author has made an attempt to define infrastruc-
ture. Special attention has been given on power as the principal component of
infrastructure. In the second part, an objective analysis of the performance or
the power sector of our country has been done. In doing so, the author has
identified the basic problems of the sector the principal one being the so-called
“System loss”. The unprecedented system loss, as he has pointed out, is the
main impediment on the way of electrifying the whole country. In the last and
concluding part of the paper, a series of remedial measures have been sug-
gested to overcome the problems and to accelerate the rate of electrification
Considering the environmental impact of the traditional methods of electricity
generation, the author has underscored the need for nuclear energy generation
in Bangladesh.
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The Privatization of Commercial
Banks in Bangladesh

M. Kabir Hassan*

I. INTRODUCTION

The purpose of this research is to analyze the banking system in Bangladesh,
and to suggest policies to foster privatization of commercial banks in
Bangladesh. This research specifically examines the financial statements
(balance sheet and income statements) of both nationalized commercial banks
(NCBs) and private banks, and statistically analyzes them so as to understand
their relative performance over the past decade. There are various lessons to
be learned from this research with respect to the privatization of the NCBs and
the general policies and guidelines of private-sector banking in Bangladesh.

The development of financial markets will increase the efficiency of the flow of
funds between savings and investment. Increased efficiency will take place
through a variety of mechanisms: the cost of intermediation will decrease
because of increased competition to attract users and providers of funds; the
cost of raising funds will decrease as the inflation rate declines; and funds will
increasingly be allocated to users with better investment projects. The
establishment of a market driven private banking system is linked to achieving
higher employment, increased productivity, more efficient use of resources and
more rapid economic growth in Bangladesh.

Banks in general, perform three basic function valued by the overall economy.
One of these functions is the centralization of credit evaluation and borrower.
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This centralization exploits cost economies and together with a diversified loan
portfolio, lowers the price of credit. Second, banks offer transformation services
that convert claims issued by borrowers into instruments that investors are
willing to hold. These claims may be transformed with respect to their maturity,
liquidity and credit risk. This special role of banks derives from the social
welfare enhancements that can be realized when banks coordinate the funding
of these liquid assets with liquid liabilities. Third, banks provide access to
payments system and to a clearing house for transactions. Public policies to
attain safe and sound banking have traditionally been focused on methods to
assure the continuous and efficient functioning of their transactions and
payments mechanism. However, whether these services are rendered optimally
by nationalized or private banks remains an open question, and this research
will shed light empirically on the relative merits of these two types of banking
system for Bangladesh.

The health and efficiency of the financial sector are crucial to economic growth.
It is the system by which a country’s most profitable and efficient projects are
systematically and continuous funded, and thus it is the mechanism which
ensures that resources are directed to the most productive sources of future
growth. The financial system not only transfers funds from savers to investors:
It must be all to select projects which will yield the highest returns accumulate
sufficient quantities of capital to fund the range of investment projects across
economic activities, account for price risks across assets, monitor performance
and enforce contracts. i

This financial sector requires a highly skilled manpower and quality information
to undertake this vast range of tasks. The most common role of government in
successful financial system has been to ensure that financial institutions serve
these vital functions as efficiently as possible. Those role has taken the form of
regulatory to monitor and enhance bank solvency and to limit financial sector
instability. The efficiency of national investment depends on the complementary
roles of both the private and public sector.

The NCBs have expanded credit to priority sectors in response to government
directives without due regard to quality, often at interest rates below the bank’s
cost to funds. This had led to inefficient resource allocation and widespread
loan delinquency. It has become increasingly difficult for the banking system to
play its essential role of supporting the country’s economic development and
adjustment goals. The prevalence of these problem reduces the level of
investment, the productivity of capital and the volume of savings. This results in
a diminished economic growth and employment opportunities.
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Bangladesh's continuous stagnation in investment and economic growth is
related to the situation in its financial sector. The financial sector has the
potential to contribute to economic and industrial growth by enhancing resource
mobilization and improving resource allocation. At present, Bangladesh has a
small undeveloped financial sector. It contribute. 2.1 percent to GDP in 1989,
declining to 1.8 percent by 1992; the sector is growing slower than GDP. In
terms of the usual measure of financial depending (M2/GDP), however, there
was a small gain, form 29 percent in FY '89 to 33 percent in FY '93. While the
extent of bad debts in the nationalized commercial banks is now known with
accuracy, they are believed to be substantial. If these bad loans are also bad
investments, Bangladesh's capital/output ratio will have been adversely
affected, lowering the rate of economic growth. If the annual impact of bad
investments were compounded over the 23 years since independence, the
overall effect on economic growth would be substantial. The main challenge for
Bangladesh’s financial system for the near future is to improve the quality of
intermediation and resource allocation to contribute to a more rapid rate of
economic growth and higher levels of saving and investment.

This paper is divided into eight sections. Following introduction in section |, a
short history of the financial sector reform is provided in section Il. Section Ili
focuses on the significance of this research paper. Section IV discusses the
current structure of the Bangladesh financial sector. Section V Presents data
related to the comparative performance of nationalized and private-sector
banks. and statistically analyze them. Section VI discusses the privatization of
nationalized banks, and lesson learned form them. Section VIl examines the
merits of chartering new banks to foster privatization in Bangladesh.
Conclusions and policy implications are given in Section VIII.

ll. A SHORT HISTORY OF FINANCIAL SECTOR REFORT IN BANGLADESH

Until the early 1980, the Government owned, controlled and directed
Bangladesh’s financial system with the objective of allocating funds to priority
sectors. Loan recovery was not emphasized because loans were collateralized
and considered ultimately collectable. The quality of financial intermediation,
judged by loan recovery rates, was dismal. Bangladesh had virtually no private
banking and role the private sector was considered secondary. In the early
1980s, the Government began to reform the financial sector. Interest rates on
deposits were raised to provide a positive real return on deposits, private banks
were allowed to enter two NCBs were denationalized and another nationalized
bank was converted into a limited liability company and partially privatized
(Hassan 1993).
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Recognizing the need to reform the financial sector, the Bangladesh
Government appointed a National Commission on Money, Banking and Credit
to undertake a major study of the financial sector in late 1984. The Commission
made its recommendations for financial sector reform in 1986. The problem of
loan delinquencies was recognized as a key issue that needed to be
addressed. Restoring the financial store system were identified as important
strategies to revive the banking sector’s crucial role in financial intermediation,
and ensure its stability.

In 1990, the Bangladesh Government started with a five-year financial sector
reform project with the following ten agenda :

a) Introduce a more liberal interest rate policy: b) Introduce and implement an
improved loan classification system; c) Introduce capital adequacy
requirements and enforce these on the banking system; d) Develop improved
supervision systems for the banks and use such systems to manage short-falls
in capital adequacy and to identify problem areas within the banking system; e)
Develop money market instruments and initiate the auctioning of a short term
money market instrument; f) Improve the operation of the capital markets and
take the regulatory steps needed to improve such markets; g) Clean up the jute
debt in the commercial banking system and eliminate any risk to the
commercial bank portfolio; h) Reform the NCBs in a three step process: 1.
Recapitalize the NCBs; 2. Improve their operating systems; 3. Develop
strategic approaches to their future development; i) Improve loan recovery
through introduction of better legislation and courts to collect delinquent loans,
improve the flow of credit information for new loans, and require the NCBs to
improve their debt collection; j) Initiate an immediate programme of
improvement in manpower through upgraded training for bankers.

Policy changes under this programme have introduced flexibility in interest
rates on deposits and loans and improved prudential regulations and
supervision of banks. The impact on the quality of intermediation is, however,
not known yet and a private industrialist still can not obtain financing for a large
project without having to approach a Government-owned commercial or
development bank.

It is apparent from the above agenda that the NCBs improve their efficiency
and profitability to restore viability; through the improvement of their
management, organization, credit extension procedures, financial
management, accounting and information system. Banks need to establish a
system where by the performance of manager is monitored and valuated
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against targets,and rewards and penalties given accordingly to motivate staff.
Credit criteria for lending should be strengthened with more emphasis placed
on a borrower's creditworthiness than on his collateral.

Monitoring and collection of loans needs to be streamlined. Uniform accounting
standards for branches and reonciliation into branch accounts are necessary.
Effective internal auditing should be introduced. This research intends to
address these issues so as suggest future course of action needed to resolve
the existing banking crisis in Bangladesh.

lil. SIGNIFICANCE OF THIS RESEARCH

Financial development is a prerequisite for economic development. Given the
very low levels of both domestic and national savings, and together with rapid
population growth. Bangladesh has the need to mobilize its financial resources
more effectively to make resources available for inyestment.

The McKinnon-Shaw model (1973) of financial development states that
development of country's financial structure is a precondition for economic
growth, but the two authos provide alternative theories of the transmission
mechanism by which financial conditions affect savings and investment.
According to Professor McKinnon (1973), economic units must accumulate
money prior to investment. McKinnon's hypothesis emphasizes the importance
of money broadly defined as the primary vehicle through which saving
(investment) occurs. Complementarity hypothesis implies that domestic savings
share a positive relationship with the demand for real broad money. According
to Shaw (1973), economic units must not necessarily accumulate money prior
to investment may occur through the accumulation of non-money assets.This
hypothesis implies a negative relationship between domestic savings and
demand for real broad money, suggesting a substitution from money to other
non-money financial assets as the primary repository of domestic savings.

The importance of financial institutions for rapid growth is undisputed. A
comprehensive study by King and Ross (1992) from across 119 developed and
developing countries over the1960-1989 period provides compelling evidence
that economic growth is dramatically dependent on financial sector size, private
sector bank, credit to private enterprises and interest rates. The larger the
financial sector in the context of the overall economy, the greater the share of
lending by depository rather than central banks, and the greater the share of
credit to the private rather than public sector, the greater is the rate of economic
growth. These factors increase growth by raising both the amount and
efficiency of investment.
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Hassan and Nunes (1994) also investigate the relationship between the volume
of demand deposits and economic output in developing economies. Many
authors have accepted the theory that financial development is a prerequisite
for economic growth in underdeveloped and developing nations, and have
emphasized the important-role assumed by the commercial banking system as
an intermediary between savers and investors. Although much empirical
analysis has been presanted which supports the financial development theory,
most has been indirect in nature. The authors employed data obtained from
the International Financial Statistics Yearbook 1992) to produce significant
evidence supporting the hypothesis that growth in the commercial banking
sector significantly explains growth in ecoriomic output.

Hassan, Khan and Haque (1992) empirically examine the determinants of
income velocity of money in Bangladesh, and find that proxy for financial
development (demand deposits over time deposits) affects velocity negatively,
implying that the development of financial institutions in Bangladesh for
McKinnon's complementarity hypothesis for Bangl&desh, suggesting that
Bangladesh'’s financial system has not yet achieved a level of development
where by alternative non-monetary assets have replaced money as the primary
repository for domestic savings. Hassan and Hossain (1992) show that private
sector banks are more efficient than NCBs in Bangladesh on a risk-return
criteria over 1884-85 period. One important policy implication from these
studies is that the efficiency of existing commercial banks in Bangladesh should
be improved so that these banks can accelerate the pace of economic
development by monetizing the domestic savings and channelling these
savings to productive ventures. _'

This research contributes to our understanding of the relative merit of private
banking vis- a-vis NCBs and its role in the development of Bangladesh in the
following ways. First, Private sector banks are viable alternatives to inefficient
NCBs. At present, potential investors are fully aware of the overvaluation of
NCB loan portfolic and hence overstated net worth and have little interest in
purchasing shares. For privatization to occur, the NCBs need to be restructured
so as to attain a reasonable ability to function as businesslike operations. The
sale of equity shares in the NCBs to the public through the capital market will
yield positive benefits both for the government and for the equities market itself.
The government will gain revenue from the sales (and the BB will no longer
gave to use its limited resources to subsidize NCB operating costs). The
offering of NCB equity shares will increase the volume and variety of shares
available for trading thereby broadening the securities market.
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Second, funds are mobilized primarily through the banking system in the formal
financial sector. There is no secondary market for government securities, no
market for corporate debt and the equity market is small. Hence there is a
preponderance of debt financing relative to equity financing. The banking
system cannot provide large-scale long-term funds. Most deposits in the banks
are short term, banks are limited in their ability to provide long-term lending
because of the large risk factors associates with short-term borrowing and long-
term lending. Furthermore, banks have a tendency to make loans based on
collateral and/or personal relationships, not on projected cash-flows. As a
result, most companies are highly leveraged and small and medium scale
enterprises are virtually unable to obtain financing. Equity markets are in a
rudmentary state and have yet to fulfill their potential to foster efficiency in the
mobilization and allocation of long-term finance. Increases in long-term interest
rates will provide increased incentive for the capital market to play an expanded
role in financial investment to augment commercial bank lending.

Third, a risk averse investor would expect a positive relationship between risk
and return from a financial investment in a capital market. Varley (1992) finds
that this positive risk-return relationship does not exist for Bangladesh. The low-
risk, low maturity National Savings Certificates offer a yield (16.6% APR) which
is higher than the yield offered on high risk equity investment 16.0%), and this
difference is large on an after-tax basis because NSC yields enjoy tax
subsidies while equity returns do not. Given a negative relationship between
risk and return, it is paradoxical to observe that most businesses in Bangladesh
have higher leverage ratios. This paradox exists because of regulatory laxity on
the punishment of loan defaulters. It is expected that with a proper enforcement
of a loan recovery act, the inverted risk-return relationship will become direct,
and will encourage businesses to float their shares in the capital market.

Fourth, reform of the financial system and of the NCBs is a crucial aspect in the
development of the Bangladesh equity capital market. System reform will
increase the supply of loanable funds and, as the securities of privatized NCBs
become available for trading, increase the scope of equity financing as well.
Privatization of NCBs will help alleviate the current problem of a lack of
securities which, in turn, will foster further financial market development.
Deregulation will also help convince the private sector of the government's
commitment to developing financial markets and increase investors’ confidence
in the equity markets. Overtime, it is expected that private business will be able
to finance expansion by publicly selling debt and equity securities. However,
development of the equity market is dependent on financial market reform and
expansion of private banking.
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Fifth, the establishment of flexible interest rates will give both the private banks
and the NCBs greater scope to improve and expand their operations. The
ability to adjust interest to take into account such aspects of the banking
industry as cost of funds, credit risks, and local competitive pressures will
provide both opportunity and risk to the institutions invoived. It is anticipated
that private banking will expand as a result of private bankers'’ sharper
competitive instincts and superior experience. This competitive opportunity
should make the issuing of additional private bank charters more attractive,
thus increasing the financial and political strength of the private banking sector.
The likely expansion of private banking should not be mistaken, however, for a
guarantee of security and continued existence of all banks, private or
nationalized. In a competitive environment where banks are required to meet
financial soundness requirements such as capital adequacy, some banks,
private or NCB,may fail and go out of business. Just as profits are the reward
for efficiency so the failure the penalty for inefficiency. Reward and penalties
are inseparable from a well-functioning competitive market environment.

Sixth, without a substantial improvement in the NCB's operations and financial
soundness it would be difficult to sell them to private investors. Improved
supervision is also necessary to lessen the risk of bank failure or losses to
depositors. Privatization of the banking system and its consequent increase in
the number and soundness of loans made to private entrepreneurs will
increase the size of the private economy per se. In particular,it will increase the
size of that portion of the private economy, comprising publicity traded
companies, that is accessible to prospective individual investors.not simply
members of families or closed groups.

Seventh, a private banking system is also essential to the development of
private enterprise firms fully independent entities, since government-owned
commercial banks are generally able to and frequently do, exert excessive
control over enterprises to which they lend.

IV. THE CURRENT STRUCTURE OF BANGLADESH FINANCIAL SECTOR

This section provides an overview of the current structure of the banking
system in Bangladesh.The formal financial sector in Bangladesh includes: (a)
Bangladesh Banks as the central bank: (b) 22 commercial banks, including four
nationalized commercial banks, two denationalized private banks, ten domestic
private banks and six foreign private banks; (c) four Government-owned
specialized banks, two of which have targeted the agricuitural sector the and
two others serve industry; (d) one government-owned investment company: (e)
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four non-bank financial institutions; (f) two leasing companies; (g) two large
Government-owned insurance companies, (life and general) and several
private insurance companies, including one foreing owned; and (h) the Dhaka
Stock Exchange (DSE). Table 1 provides an overview of the institutions in the
Bangladesh Financial Sector.

The roots of Bangladesh Bank (BB) date back to Reserve Bank of India out of
which the State Bank of Pakistan was created in 1948. Bangladesh Bank took
over central banking funptions from the State Bank of Pakistan at the end of
1971. The Bangladesh Banking order of 1972 specifies BB's central banking
responsibilities and gives it substantial powers to formulate and implement
monetary and supervisory policies and to advise the Government on economic
policy. The Banking Companies Act (1991) and Financial Institutions Act (1993)
specify a wide range of prudential requirements and extend BB's powers to
issuing directions to banks and financial institutions.

The financial health of Bangladesh Bank is good without any open or hidden
losses. Its lending to the Government is moderate. BB operates the country’s
payments system resonably well with a poor transport and communication
infrastructure. However, Bangladesh Bank supervision is rather weak because
of an inadequate number of bank auditors. There is a strong need to continue
to strengthen BB as it would otherwise not be capable of supérvising an
expanding and increasingly liberalized financial system.

Table 2 presents the volume of deposits and advances in the banking system
over the 1981-92 period. Deposits are Taka 2,600 crore and advances Taka
2,250 crore at the end of 1992. During the period of the financial sector reforms
deposits have grown at rates of 10-15 percent per annum while advances rose
first and then dropped sharply in 1992. The drop was probably caused by loan
provisioning and agricultural credit write-off rather than a decline in the volume
of advances. Table 3 provides the ratio of broad money to GDP. This ratio is a
measure of financial deepening. The higher the ratio, the greater the level of
financial deepening in the economy. This table indicates that there has been no
significant increase in the financial deepening of the economy in the three years
period before the reform. The ratio was stable at 27 percent for the three years
and then resumed its growth to 29 percent.

Commercial banks dominate the financial system of Bangladesh. Table 4
presents deposits and advances by type of a bank over the 1986-1993 period.
Four nationalized commercial banks dominate the banking system with 63
percent of Bank deposits and 53 persent of advances in 1993. These Banks
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have lost market share between 1986 and 1993, in deposits from 69 percent to
63 percent and in advances from 56 percent to 53 percent. They continue,
however, to exert oligopolistic market power over the banking system. NCBs
have helped to further the Government's socioeconomic objectives by
expanding their rural branch network and lending to agriculture, lending to small
scale and cottage industries and funding state-owned enterprises.

Domestic private banks, which include two denationalized banks increased
their market shares between 1986 and 1993, in deposits from 20 percent to 27
percent and in advances from 14 percent to 25 percent. These banks expanded
their network 33 branches, comprising 85 percent of the 39 new branches
created during fiscal year 1992. The domestic private bank's growth is more
impressive,if data for the two denationalized banks are excluded. The
denationalized banks share many of the same problems as NCBs. Domestic
private banks offer higher interest rates to attract deposits and charge higher
rates on loans. Their service is considered better than NCBs and they have
expanded into fee-based and international services. These banks compete for
a limited number of creditworthy borrowers but not with NCBs for priority or
public sector lending. :

As BB's supervision,improves,however, problems in the private banks are also
emerging, including insider lending. They aiso face problems of capital
adequacy. Foreign banks cost market share in deposits from 6 percent in 1986
to 5 percent in 1993, partly because of the failure of Bank of Credit and
Commerce International (BCCI), partly because they offer lower deposit rates.
These banks cater to multinationals, international transactions and high net-
worth individuals. Table 5 presents a breakdown of public and private sector
loans. The Government and the public sector accounted for 23 percent,and the
private sector 77 percent of deposits in FY’91, about the same distribution as in
the previous year. The Government and public sector increased their share of
bank credit from 31 percent in FY'91 to 39 percent in FY'93, reducing the
private sector's share commensurately. If the Government bonds issued to
NCBs for recapitalization are excluded,over the medium term the share of
public credit has remained more or less unchanged.

Table 6 gives the number of branches for the different types of banks. This
table indicates that there are a number of large branch banks followed by the
foreign and private banks which have more limited branch networks.

The NCBs have branch networks average 900 branches: an extremely large
number.The networks have emerged from years of management concentration
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on deposit mobilization and providing banking service to rural areas. The NCB's
drive to expand their deposits arises from the continual need to provide fresh
fund in an environment of poor loan recovery. As deposits are clearly
associated with branch numbers, while advances are industry and location
specific, the need to expand deposits leads directly to expanding branch
network. Urban brances are better sources of deposits than rural branches so
the primary objective is to increase urban branches. However central bank
policy required that the rural branch network be expanded at the same time, to
provide banking services in such areas.Taken together these two factors led
the NCBs to increase their branch network rapidly.

The two denationalized banks much smaller branch networks than the NCBs:
Their rural networks have been cut back since denationalization. The two
agricultural credit banks have more than 1,000 branches. Domestic private
banks average 50 branches and foreign banks only 4.

Table 7 provides a breakdown of rural and urban branches of all banks. This
structure of the banking system is very clear. The Government banks have very
large urban branch networks (300/bank); the private banks,excluding the
denationalized have much smaller networks (41 banks) and the denationalized
banks are in between with 100/banks . Apart from the very large rural networks
of the NCBs are 7-8 times large than that of the other banks.

A large branch networks is important for collection of deposits and to provide
the public with general banking services. Companies and people want to
maintain deposits at a convenient branch so the number and location of branch
are an essential element of any strategy to mobilize deposits. The massive
branch networks reflect the explicit NCB strategy of deposits mobilization. The
growth of the branch network has been an important element in the growth of
deposits over the past 15 years.

The large branch networks is very difficult to monitor and control. NCBs have
shown to date, limited capacity to control branch operation. The poor control of
the branches is reflected in the high costs to the Banks of the inter branch
reconciliation balances and the high levels of bad debt.The NCBs have not
effectively decentralized control of the branches so that the span of control
required of the Head Office far exceeds anything that effective management
can handle.

All nationalized and denationalized banks in Bangladesh are undercapitalized
even under the current standard, which is some what lower than the minimum
recommended by the 1992 Bable Committee. The Government recapitalized
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the NCB, to the tune of Taka 17.3 billion in 1992 and Taka 14.6 billion in
November 1993. The recent capitalization has been necessary because of the
laxity in recognizing losses and continued bad lending. In addition, previous
recapitalization did not cover bad jute loans. While estimates of bad debts are
not definitive because of weak prudential standards, they are likely to be
substantial.

The high default rate among NCB borrowers has occurred because of poor
management, lack of little incentive to make good loans and Government
direction and intervention. NCBs were required to make high-risk loans to
priority sectors, new entrepreneurs, public corporations, sick industries and
borrowers with political influence. In addition, these NCBs were obliged to
endure loan forgiveness programs by the Government. For example, these
NCBs have used imprudently high equity ratio as a basis for lending. They have
also been lulled into a false sense of security because their lending has been
collateralized and bad loans were masked by inadequate accounting practices.

It is nearly impossible to foreclose on collateral and liquidate it. The recent legal
reforms undertaken as part of the financial sector reforms have enabled the
danks to obtain increases in their favour from the Financial Loan Courts in their
cases against defaulters. However, very little collateral has actually been
liquidated because of weak legal enforcement mechanisms. These problems
will have to be strengthened by substantial improvements of enforcement.

The two denationalized private commercial banks inherited substantial bad
loans from the nationalized period. At the time of denationalization, the quality
of their loan portfolio was not fully disclosed to their former owners. Equipped
with a bad loan portfolio and poor lending practices, these banks have
conducted their business as if they were still NCBs. Not surprisingly, they have
not come up to normal commercial banking standards under the new and
tighter banking control and supervision. Their net worth is likely to be seriously
eroded, specially since they have not had the recapitalization support provided
to NCBs.

V. COMPARATIVE PERFORMANCE EVALUATION OF THE
BANKING SYSTEM

5.1.  Methodology and Data

This research examines the relative performance of private commercial banks
over the 1984-1993 period by statistically analyzing several accounting ratios
that reflect risk-return characteristic of these institutions and exposure to risks.
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Profitability is clearly more the important, because satisfactory profits preserve
the bank's capital, providing it with a base for future survival and growth. Due to
the lack of well-functioning stock market, stock prices of private banks provides
no reliable guide for bank performance. Therefore this research focuses on
various profitability and efficiency ratios of the banking sector in Bangladesh.
By examining these ratios, the strength and weakness of private versus public
banks can be ascertained, and appropriate remedial action can be undertaken
(Sinkey 1992).

More specifically, this research examines the NCBs, private sector banks and
Islami Bank by employing five efficiency criteria: productive efficiency
measures how efficiently by a bank is utilizing its resources to produce a given
level of output. Operational efficiency measures how well a bank is managing
its cost structure. Distributive efficiency refers to how equitably a bank is
collecting deposits and disseminating credit to various account size classes.

The primary source of data utilized in this research is Scheduled Bank Statistics
and Bangladesh Bank Monthly Bulletin published by Bangladesh Bank, and
Statistical Yearbook of Bangladesh by the Government of Bangladesh and
Annual Reports of Concerned Banks. Individual interviews and discussion with
top management of private banks and NCBs and senior staff at Bangladesh
Bank and Ministry of Finance provide a secondary source of information when
the necessary information can not be obtained in the published documents.

5.2 Analysis of Empirical Results

The domestic and foreign private banks performed better than the NCBs and
the denationalized banks on operational efficiency criteria. Table 8 shows that
the large private sector banks are more productive than NCBs. Deposits and
loans per employee at private banks are almost twice as that of at NCBs. The
private banks also mobilize almost three times more deposits and loans per
branch than do the NCBs. A commercial bank’s cost structure shows the most
important determinant of its intermediation margins, and significant difference in
margins indicate differences in efficiency.

Table 9 shows the gross intermediation margin (which includes the interest
margin and fee income) of NCBs and private banks. Margins at NCBs have
been consistently lower than at private banks, and furthermore, have been
declining since 1989. These differences are due to their uncommercial
approach to pricing loans, exacerbated by direct credit to jute and other
sectors, their higher share of non-eaming assets and their lower fee income.
Private banks are charging higher lending rates and more fee income, so that
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they can afford to pay slightly higher interest rates and still earn higher gross
profit margins. However, these data do not reveal the emerging problems with
the quality of loans in domestic private banks, which is likely to increase as
banking supervision and capital control intensifies.

Table 10 presents various productive efficiency ratios of public, private and
Islami Bank. Three specific proxies are used to measure productive efficiency
of commercial banks : fund utilization ratio, per employee fund utilization ratio
and profit-employed fund ratio. The fund utilization ratio is defined as the ratio
of fund employed over loanable fund. This ratio shows the ability of a bank to
convert its loanable fund into income earning assets such as loans and
advances. These ratios indicate that both private and Islami Banks are more
efficient than the NCBs in terms of these ratios. Table 11 provides various
profitability ratios of selected public, private and Islami Banks. Four measures
of profitability such as income-expense ratio, profit-expense ratio, profit-
loanable fund ratio and profit-employed fund ratio indicate very strongly that the
private sector banks have been more profitable than NCBs over the 1984-1 992
period. The average profitability ratio over this time period also supports this
conclusion. It is also important to note that the profitability ratios have been
declining over this time-period for all three types of banks. The profit-employed
fund ratio of the NCBs has declined from 2 percent in 1984 to 1 percent in
1992, while the same ratio for the private banks has declined from 5.3 percent
in 1985 to 2 percent in 1992.

Table 12 provides the operational efficiency ratios of selected public, private

and Islami Bank. Islami Bank has the highest per employee administration cost,
with private banks in the second and the public banks in the third position.
However, the administrative cost per taka employed is the lowest for Islami

Bank, and this ratio is the same for public and private sector banks. Table 13
presents a composite productivity index for each type of bank. We constructed
this ratio because private banks have the highest profit and operating cost, and
this ratio provides us a common yardstick to compare relative performance of
these banks. According to this ratio, the private sector banks are the most
profitable, with the Islami Bank in the second, and the public sector banks in the
third position. The average value of this composite productivity index over the
1984-1992 period was for private banks, 0.57 for Islami Banks and 0.23 for the
public sector banks.

Table 14 shows a bank inequality index that explains the distribution of deposits
and advances within the various types of banks in the banking sectu:. Bank
Inequality Index is calculated as a ratio of cumulative percentage of toial
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deposits over cumulative percentage of total advances in a given account size
class. This index ranges from 0 to 1 with a higher value indicating a more
equitable distribution between deposits and loans. The public sector banks are
found to be more equitable than its private sector counterparts in collecting
deposits and disseminating loans and advances. The NCBs did not collect
deposits from small savers and disburse them to rich borrowers
disproportionately like their private sector counterparts.

Table 15 shows the allocation of employable funds to various sectors by the
three types of banks. Private sector banks and Islami Banks are behind in
lending to agriculture and manufacturing sector. Not only these banks lend less
to these two sectors, but also their lending to these sectors have been declining
over the years. Private sector banks are motivated towards short-term profit,
and this is evident in their huge involvement in trade financing. The role of the
Islami Bank is not according to the norm. Islami Bank is far behind of public
sector banks in long-term lending. The term financing of Islami Bank has come
down from 29.7 in 1984 to 14.72 in 1992. Islami Bank also lags behind in terms
of distributional equality of bank deposits and advances. The performance of
the private sector banks is generally better than NCBs in productive, profitability
and operational efficiency criteria, but worse than NCBs in allocative and
distributive criterlia.

VI. PRIVATIZATION OF NATIONALIZED COMMERCIAL BANKS (NCBs)

The expected improvement of the NCBs has not been forthcoming and the
banks continue to experience rising levels of bad debt and operating losses.
The jute exposure of these banks is not resolved yet. The critical question is
whether the time is ripe for privatization of these banks. In spite of reforms
implemented since 1989, and significant progress made in financial policy,
Bangladesh’s financial sector remains underdeveloped and continued reforms
are needed along a broad front. The main issue is that the quality of financial
intermediation remains poor. Lending to priority sectors had inflected enormous
cost to the economy’s growth. Thus, improving the quality of intermediation
dominates other important concerns such as resource mobilization and money
and capital market development. Under present circumstances, additional
resources at the disposal of NCBs would only result in more bad loans. Money
and capital market development is contingent on the participation of healthy
financial institutions and reputable firms in need of financing for expansion. A
sound, efficient banking system, the main financier of industry, agriculture and
trade, is essential for economic growth. Banker's role in independently
screening and monitoring investments and sharing risk, is crucial of the
development of entrepreneurs and the economy.
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Countries in other South Asian countries have implemented reforms gradually
for many years to improve the performance of its banks, but they aré still
inefficient and provide poor service and are saddled with bad debts and
inadequate capital. International experience suggests that developing a
competitive, efficient banking system under government ownership is difficult at
best. Thus, Bangladesh should pervasive NCBs, allow new banks and financial
institutions entry and permit the orderly exit of failed banks and financial
institutions to develop a competitive, efficient private financial sector which can
contribute fully to industrial and economic growth. Commercialization of the
NCBs, while desirable, will not substitute for their ultimate privatization.

Rupali Bank, the partially privatized NCB, has been identified by the
government as a candidate for privatization. The privatization strategy should
minimize restructuring prior to privatization and fully disclose Rupali's condition
to enable buyers to make informed bids. Restructuring prior to privatization
could include a financial package to restore solvency and some downsizing of
staff and branches that could be done quickly, leaving the main effort to the
buyer’s judgement and strategy. It may be advisable to amend the regulations
restricting bank ownership by a group of 5 percent to interest buyers who can
also manage the bank. Successful privatization will also require imposing a
hard budget constraint on the state-owned enterprises, the main debtors of
these banks—the major restructuring effort in the jute sector will assist in this
regard. The privatization process should be transparent and utilize an auction
to gain polemical support.

To reverse the publics poor perception of bank privatization, previous
unsuccessful attempts should be rectified as a priority. The denationalized
banks, Uttra Bank and Pubali Bank have performed as badly as the NCBs.
Uttara Bank and Pubali Bank need to be restructured urgently by the
Government with BB'’s intervention and assistance. Restructuring could include
a financial package to restore solvency, management and staff reorganization
and branch closure. Where necessary, the problems in domestic private banks
also need to be dealt with. The Government should then build on the decisive,
and hopefully successful, privatization of Reappeal and interventions in Uttara,
Pubali and other private banks, to privatize the remaining three NCBs.

Opposition to privatizing the remaining NCBs may arise from bank employees,
bureaucrats, loan defaulters and the general public. The employees may not
want this because they fear of losing jobs. Bureaucrats may oppose such move
purely on ideological ground and belief that selling price is not fair. Loan
defaulters may oppose it because they believe that private owners will be more
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stringent in collecting overdue loans. The general public may oppose it on the
ground that the selling price is too low and selling a bank to a group of
individuals is the result of nepotism.

A successful privatization may require the following steps. First, the branch
network must be reviewed and the losing branches must be closed. For the
‘most NCBs, this will lead to a substantial reduction of rural branches. Their
rural branches may be coordinated with BKB and RAKUB, the specialized
agricultural and rural credit banks. Second, the labourforce must be trimmed to
a size consistent with the profitable operation of the bank, and the pension
facility of retained staff must be funded. Golden shake program to discharge
employees must also be funded. Third, the future tax liability of the banks must
be assessed prior to privatization, and the government should be ready to pay
any overpaid taxes as they are likely to receive any underpayment. Fourth, the
management responsibility must be clearly defined. It may be desirable to relax
the restriction of 5 percent ownership in order to find prospective manager
owner. Finally, the loan portfolios of the NCBs must be cleaned up.

The privatization of two nationalized commercial banks (NCBs) in the early
1981s offers some interesting lessons in the pitfalls of implementing a policy of
privatization. While the privatization of one bank (Rupali) was stalled after
partial sale, the Government divested two other banks, Pubali and Uttara. The
decision to divest these banks was related to the fact that their previous owners
were Bangladeshi, and thus no legal entanglements were expected. The
process of divestiture was, therefore, limited to negotiating only with the
previous owners. However, to make it politically acceptable, a portion of the
shares was reserved for the employees, and a small part for the Government.
The sale prices of Pubali and Uttara were fixed by Government on its
“yaluation” of net worth. The Government skipped the essential task of properly
evaluating asset values and restructuring finances where necessary. Even the
asset valuation was reportedly unavailable to the prospective owners.

Almost a decade after privatization, the competitive position and operational
efficiency of the two banks has hardly changed, no major management
changes have occurred, redundant staff has not been released, and the banks
are suffering huge operating losses. In spite of the fact that both banks did not
provide for classified loans, their combined loss in 1991 alone amounted to
about Taka 243 million. A large part of the ongoing problems of the privatized
banks can be traded to the history of mismanagement during the period of
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public sector management. Substantial advance—transferred during
privatization as asset—have not turned out to be non-performing; overmanning
continues under threat of militant unionism; and unprofitable branches cannot
be closed as they serve the Government's social program. While one bank is
owed almost Taka 240 crore by Government-owned corporations (mainly textile
mills) and on account of the recent Government agricultural loan forgiveness
scheme, the other carries almost Taka 200 crore on account of the directed jute
credits.

The Government has not taken an evenhanded approach between NCBs and
these private banks in meeting its debt obligations. In one case, whereas it
compensated all the NCBs for its guranteed debt for a closed out Government
consumer corporation, it refused to pay the privatized bank, which had to
ultimately seek a decree from the High Court. Another important aspect which
has seriously undermined commercialization of these banks is the continuing
lack of autonomy on staffing issues. The privatization terms not only bound the
purchasers to abide by the service and employment rules agreed to by the
Government in 1982, the banks were also required to follow strictly the frequent
pay raises and annual bonuses awarded to public enterprises. In short, the
basic ingredients for successful privatization—a healthy cash flow and
managerial autonomy—were missing, thereby eliminating the possibility of any
genuine commercialization.

The following three major lessons can be learnt from the early experience with
bank privatization in Bangladesh. First, while change in ownership is a
necessary condition, it is not a sufficient condition for successful privatization.
There is a need to successfully develop privatization strategy which includes a
thorough ex-ante analysis of financial and managerial aspects of the
enterprises targeted for privatization. This must be done within and
environment of strong banking supervision. Second, the failure to reap clear
economic efficiency gains results in deepening public skepticism about the
privatization process, and provides Government with a disincentive for further
divestiture programs. Third, the choice of the sale strategy—public offering,
wide ownership, as opposed to a closed deal—is also an import detérminant of
the ultimate success of the enterprise. In the case of the two banks, the mere
transfer of shares to the previous owners did not precipitate major efficiency
changes. The doubts surrounding the value of assets and the task of fixing
responsibility for past debts has preoccupied the attention of the owners, to the
detriment of introducing such changes.
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Vil. CHAFITERI“G NEW BANKS TO FOSTER PRIVATIZATION

While the importance of a private banking system is paramount, the relevant
question is what is the best way to develop one. The competitive approach of
starting more private banks and supervising these closely to insure that there is
compliance with the various regulations governing the banking system seems
to be the best way to expand the private banks. There are three important
points that relate to the development of private banking. First, it must be
recognized from the outset that more private banks will certainly lead to
problem cases. But, these problems can be handled by protecting the
depositors to some extent and punishing the owners of the private bank by
closing them when their net worth goes below a specified amount. Second, the
recent amendments to the Banking Companies Act restricting ownership to 5
percent is certain to cause difficulties with the development of private banks.
While the idea of restoring the concentration of economic power is a valid
objective, this can be better achieved through the issuance of many bank
licenses. Third, the question of more foreign banking may be considered. If
respectable foreign retail and merchant banks are interested in opening up
branches, then these banks should be encouraged to start up business.
Foreign banks are one of the best ways to encourage private foreign
investment.

At present the policy towards new financial institutions in Bangladesh is a case
by case approach. There is no strategic policy with respect to the vision of how
the financial system would develop. At present Bangladesh has a branches
banking system, i.e., a few banks each with a large number of branches in
contrast with a unit banking system comprising a large number of banks each
with a few branches. The relevant question is what is an optimal banking
structure for Bangladesh. .

The advantage of a large branch network is based upon the proposition that
deposits are collected from many small depositors and concentrated to fund the
loans. One should note that by learning to participate in consortium, large loans
can be managed by groups of small banks. Small banks can also mobilize
funds and make these available to large city banks for lending. The connection
between concentration of deposits and large loans within a single bank is not
necessary. g

The management of the banking sector has two primary objectives : (a) to
create competition to ensure efficiency and access to banking services; (b) to
perform financial intermediation at low total cost. In the context of Bangladesh
these objectives have several implications.
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Competition is effective only when there is profit maximizing behavior. This
means that the financial institution has no objective other than to earn as much
profit as possible. Thus, in particular reference to Bangladesh, this profit
maximizing behavior means that (a) employment levels should not be
maintained except in so far as it contributes directly to bank profits: (b) salaries
and other labor compensation should be managed to promote profit
maximization (bonuses are incentive based, etc.); (c) loans are based on the
bank's assessment, not directed to achieve Government works to encourage
loans in some sector, the Government should provide the necessary incentive
through direct subsidy.

Any essential deviation from the principle of competition will lead to a loss of
efficiency, reduced return to investments financed by the banks, and reduced
payments to savers (depositors). All of these will reduce the rate to growth of
the economy. Those who believe that there is widespread market failure cannot
provide convincingly a mechanism to estimate such failure and correct for it.
Experience in Bangladesh and elsewhere suggests that if there are market
failures the regulations of Government have generally not succeeded in
correcting these. Claims to subsidize sectors to offset market failure cannot be
and have not been justified analytically. There is no evidence that one can
successfully replace competition by regulation. Encouragement of competition
should be the objective of Government policy, not its destruction. Often it is the
very private interests already in the sector that wish to restrict competition
through restricting entry.

A second aspect of competition is to create access to the banking system for all
persons with good projects. Access is restricted by a number of behaviors: (a)
government banks where access to funds is regulated by special programs,
official objectives, or traditional regulation: (b) banks controlled by an industrial-
trading group where lending is largely made available to or through members of
the group. Such banks may not provide access to funds for outsiders. Good
projects presented by outsiders may be joined by group interests or in some
cases taken over.

This suggests that entry of new banks should be straightforward: otherwise
access of borrower will be restricted. It is a myth that only a few private banks
promote competition, many are required. It is also a myth that Government
intervention can select good investments or that Government enterprises work
efficiently. One of the conditions of a competitive market is that when profits
rise above normal returns entry should be sufficiently easy that new entrants
will increase the level of competition. In Asia there has always been concern
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that banks will fund largely the financial interest of the owners or the business
grouping to which the owners below. The nature of business and investment
has tended to emphasize family ownership and management; the separation of
management and ownership that characterizes European, Japanese, and North
American industry is far less widespread in South Asia and Bangladesh in
particular.

Rationed financial access is characteristic of much of Asia. The transition to a
world of separation of ownership and management, with owners solely
concerned with the retum on their investment is probable decades away. One
has to expect strong group and family interests to be manifest by private banks.
To insure more equality of access to capital. South Asian Governments have in
the past nationalized their banks and encouraged the development of directed
leading. The alternative approach to achieving increased competition and
greater access to capital is to allow easier entry into the financial sector. There
is little that can be done to limit group concentration through their ownership of
a bank; but it is feasible to have a large number of groups. As competition
increases banks become more efficient and the group orientation can survive
only if the group can generate good projects. One hundred groups are better
than ten.

In Bangladesh efforts are made through the Banking Control Act 1991 and
amendments thereto, to achieve broad based ownership and to limit the lending
to Directors. The concept of broad based ownership is promoted by limiting the
voting power and ownership of any person to 5 percent of the shares. This
concept is actually difficult to make effective and the private banks, with few
exceptions, do not really reflect broad based ownership. Instead banks come
under control of a group. Such control may be majority ownership or it may be
the confidence of other share holders in management permits such
management to operate the bank. Broad based ownership which does not
permit bank management to operate with an effective strategy is not likely to
prove beneficial. The willingness of person to invest in banks on the basis of
the after-tax rate of return.is limited, since the dividends are not particularly
high. Broad based ownership will in banking be a hard path to follow. it may be
more effective to increase the number of banks but allow greater ownership
share in a Bank.

Competition in any economic sector requires relative ease of entry and exit.
While some borrowers may have access to foreign financial institutions, most
do not so. Hence effective competition can only result from entry when the
potential for high profits exists. This point is often overlooked. If there is a
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perceived potential to earn a surplus then entry should be available even if
there are no supernormal profits being earned by existing banks. There may be
technologies or ideas that a new entrant can bring to bear on the sector that will
lower production costs. New financial initiations may have better ways to collect
is wrong to use a concept of capacity of the banking system to limit entry since
this reduces the pressure on existing banks to become more efficient.

The exit question is particularly difficult in the financial sector although in
Bangladesh this is a pervasive problem in the economy. A financial firm can
leave the market in a number of ways: (a) go out of business or be closed down
by the bank supervision authority; (b) merger with another financial institution;
or (c) take over by the bank supervision authority and subsequently resolved to
the public.

These methods are important to insure that unsuccessful financial firms do not
continue to risk depositors and Government’s money. The management of
failed financial institutions should be fired or demoted. However, the authorities
have generally been permissive in allowing continued operation by existing
management of the banks. It is important the inefficient banks be reduced in
importance. New banks are needed to provide the necessary financial services
while old inefficient banks strive to survive. If the existing inefficient banks can
reform themselves, then they can fight for market share with the new banks.
However, if inefficient, losing banks are left in the market without reduction in
size, then the scope for new banks is reduced and the financial system cannot
be improved.

In conclusion, achievement of efficient financial intermediation requires three
simultaneous conditions : (a) recognition as par to costs of bad debts and
adequate return to capital by the banks; (b) profit maximizing behavior by
financial institutions; and (c) effective supervision by the central Bank to insure
that the banks perform within the prescribed law.

The Bangladesh Bank should be given responsibility for determining who
should receive Bank licenses. The issuance of new licenses should be
determine with the objective of developing the financial system and should be
made without the possibility of political interference. The choice that must be
made by the political authorities is whether the nation wants a private,
competitive banking system or a state owned system. Once this choice is
made, it becomes the responsibility of the central Bank to develop satisfactory
commercial banking system. For a competitive system, the central bank
determines the number of banks it believes appropriate and then awards
licenses to achieve this target.
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The management of granting licenses should be a routine procedure of the
central bank. First, the BB should design a grading system for applications
which reflects the developmental objectives for the financial system. This
grading system should be approved by an appropriate committee to insure if
reflects the intent of the government policy. Upon approval, this grading system
should be promulgated to the general public.

Second, an application form should be designed, and this should include the
following : (a) a business plan including projected balance sheet and profit and
loss statement and branch plan; (b) sponsors and their financal history
including reputation; (c) a plan for raising the requisite capital; (d) a
demonstration of sufficient banking-and business experience in the proposed
managerial staff. Third, the BB would determine annually the number of new
banks to be established during the year based on the need to increase capital
in the banking system over the next few years. Finally, applications would be
accepted up to a cut-off date and all such graded and ranked. Charters would
be granted from the top with a minimum score needed, until the target number
was marked or there were no more acceptable proposals.

Viil. CONCLUSIONS AND POLICY IMPLICATIONS

The main purpose of this paper has been to examine to relative performance of
banking sector in Bangladesh, and to investigate their key problems, and
suggest possible remedies. In Bangladesh, the establishment of a market
driven private banking system is linked to achieving higher employment.
increased productivity, mere efficient use of resources and more rapid
economic growth.

Financial regulation needs urgent attention to ensure the safety of the financial
system during the process of restoring the NCBs to health and as private
banking expand: through privatization and new entry. Prudential regulation and
supervision should be upgraded, as should the capacity for enforcement. The
legal system requires special attention to safeguard the interest of lenders and
enable them to liquidate collateral in case of default. Finally, accounting and
audit standards should be brought up to international levels to support
prudential regulation and supervision and to protect lenders.

Bangladesh Bank (BB) is the regulator and supervisor of the financial system
and is faced with a multitude of difficult banking problems that it must tackle on
a large scale. While prudential regulations have been upgraded, much remains
to be done to bring them up to international standards. The regulations that
need to be brought to international standards include capital adequacy, income
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recognition, asset classification and doubtful bad debt provisions, insider
banking, banks’ equity participation in other companies, lending exposure
limits, and liquidity management. Currently, aithough BB has jurisdiction over
issuing bank licenses and bank branching, in practice the cabinet is consulted
in most decisions. The application criteria and procedures for banks should be
outlined in detail and applicants meeting those criteria should obtain licenses
automatically. BB has powers to intervene in problem of banks but the
procedure is time consuming and inflexible and needs revision.

Loans nonperformed by one are considered substandard in Bangladesh but
bad by international standards. Many standard loans are actually bad, but it
takes years for them to be classified as doubtful and then bad. The cost of bad
debts is deferred to the future and many pre-1989 bad debts are still not fully
provided against. Thus, current borrowers pay high interest rates charged by
banks to permit provisioning for bad loans made years ago. Quicker recognition
of bad debts, more stringent provisioning requirements and a one-shot full
recapitalization of NCBs accompanied by a major management restructuring
should lead to lower lending interest rates and avoid a series of NCB
recapitalization spread over several years. The one-shot recapitalization would
also make current NCB performance more transparent beca'ise the impact of
poor lending in the past would have been removed.

The regulation limiting bank ownership by one person or group to 5% may need
to relaxed, even though a waiver clause does exist. The regulation has been
imposed to prevent the concentration of economic power, but may slow down
the privatization of banks and the entry of new institutions. Investors prepared
to risk substantial amounts of equity need to have management control.
Concentration of economic power can be checked by increased competition
and better supervision.

Improved supervision is necessary to lessen the risk of bank failure or losses to
depositors. The improvement in bank supervision and bank management
information systems will enable Bangladesh Bank to carry out its supervision of
commercial bank will essentially be substituted for releasing commercial banks
from direct controls. Finance is an information intensive industry that relles on
accurate, timely and transparent information for its functioning and
development. Like other South Asian countries, Bangladesh can work with the
accounting profession to require all large companies to adopt international
accounting and audit standards.

BB has been reluctant in the past to take action, for political reasons, against
banks known to be in bad financial condition except in the most egregious
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instances of fraud. BB should now intervene more aggressively in troubled
banks to develop a sound private system and legal and political barriers to
action should be dealt with expeditiously and firmly. Delays will prove costly for
the Government, and ultimately for the economy. The Bank Deposit Insurance
Ordinance was promulgated in 1984. Deposit Insurance is provided for Taka
60,000 per depositor. Membership is mandatory for all banks and the low
premium applies to all banks uniformly. The scheme is underfunded because of
low premiums and lack of investment income and the premium funds are
commingled with BB funds.

The framework of business laws and legal procedures should facilitate
transactions and to enforce contracts in a timely and cost effective manner.
Banks and other financial institutions have to be able to foreclose and liquidate
collateral in the event of borrower default. Recently several places of legislation
were passed in Bangladesh to improve its legal framework for the financial
system. Among these are the Banking Companies Act, Financial Loan Courts
Act, Securities and Companies Commission Act, and the Financial Institutions
Act, the jurisdiction of the Financial Loan Courts now needs to be logically
extended by amending the law to include the implementation of its decrees. At
the moment, implementation of Loan Court decrees is done under the Civil
Procedure Code, which takes years and can afford the NCBs little hope of
collecting on their collateral within any reasonable time frame. The special
foreclosure powers given to development banks have not been used. Thus,
much needs to be done to improve contract enforcement, especially to
encourage private sector financial institution lending for industrial projects.
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Table 1
Bangladesh : Financial System, June 1993
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Bangladesh Bank
Depaosit Money Banks
Nationalized Private
Commercial Banks Commercial Banks Foreign Banks Specialized Banks
Sonali Bank Arab-Bangladesh Bank Grindlays Bank Bangladesh
Shilpa Bank
Janata Bank City Bank American Express
Bank Bangladesh
Agrani Bank Intemational Fianace Standard Krishi Bank
Investment and Chartered Bank
Rupali Bank Commerce Bank Bangladesh
Habib Bank Samabaya Bank
National Bank State Bank of Rajshahi Krishi
Pubali Bank India Unnayan Bank
Uttara Bank! Banque Indosuez
Islami Bank of
Bangladesh Ltd.2
United Commercial
Bank
Eastem Bank
National Credit and
Commerce Bank Ltd.
Al-Barakah Bank Ltd2
Bank of Small Industries
and Commerce,
Bangladesh, Ltd.
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Table 1, ( Continued)
Other Financial Institutions
]
Specialized Cooperative Publicly-owned Other Private
Institutions Institutions Institutions Sector Institutions
Bangladesh Grameen Bank Shadharan Bima National Credit Ltd.
Shiipa Rin Bangladesh Rural,  Corporation Bangladesh
Sangstha Bani Development Board (Insurance)
House Building Land Morigage Jiban Bima Commerce and
Finance Cooperative Barks Corporation Investment Co. Lid.
Corporation (Insurance)
Other Cooperative
Investment Bank/Societies Bangladesh Post Saudi Bangladesh
Corporation of Office Savings Indusirial and
Bangladesh Scheme and Life Agricultural
Insurance Scheme Investment Co., Ltd.
Industrial
Promation and
Development Co.
of Bangladesh Lid.
United Arab Emirate
Bangladesh
Investment Company
Intemational
Leasing and
Development Co.
of Bangladesh
United Leasing Co.,
Industrial
Leasing Co. of
Bangladesh, Lid.

Source : Bangladesh Bank, Banking Control Department.

1 Previously nationalized commercial Bank.
2 Operates according to Islamic Banking principles.
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Table 2
Total Deposits and Advances of All Banks in Bangladesh : 1991-1992 End Period
(Tk. in Crore)
Period Deposits Advances Growth of Growth of
(Depo) (Adv) (Depo) (Adv)
June 81 348.26 309.69 - -
June 82 391.40 411.89 12.39 33.00
June 83 511.78 471.19 30.76 14.40
June 84 737.50 645.66 44.10 37.03
June 85 937.80 681.83 27.10 33.48
June 86 1,113.66 1,047.29 18.75 21.52
June 87 1,334.97 1,129.07 19.87 7.81
June 88 1,561.60 1,334.28 16.98 18.18
June 89 1,646.25 1,588.69 5.42 19.07
June 90 1,810.93 1,903.25 16.08 19.80
June 91 2,139.26 2,124 .57 11.95 11.63
June 92 2,445.33 2,158.58 14.31 1.60
Dec. 92 2,600.50 2,238.80 13.12 8.60
Source: Bangladesh Bank
Table 3 .
Gross Domestic Product (GDP) and Money Supply (M2): 1980-1992
(Tk.in Crore)
Period GDP M2/CPI M2/GDP (%) GDPG
1980-81 36,062.52 6,130.00 17.00 -
1981-82 36,351.02 6.281.00 17.30 0.80
1982-83 37,659.66 7.,147.00 19.00 3.60
1983-84 39,241.36 9.045.00 23.00 420
1984-85 40,693.30 10,534.00 25.90 3.70
1985-86 42,459.30 10,831.00 25.70 4.34
1986-87 44,234.70 12,068.00 27.30 4.18
1987-88 45,513.50 12,202.00 26.80 2.89
1988-89 46,660.30 12,576.00 26.90 252
1888-90 49,752.70 14,025.00 28.20 6.60
1980-91 51,444.20 14,592.00 28.30 3.40
1991-92 53,618.90 15,670.00 29.20 423
Source: 1. M2 Bangladesh Bank; as of June of each period.

2. GDP: Bangladesh Bureau of Statistics. Base Year: 1984-85=100; and for
preceding year, data have been estimated as per the growth rate of GDP.
3. CPI: as of June of each period : Bangladesh.
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Table 4
Deposit and Advances by Types of Banks: 1986-1983
(Taka billion in 1989 constant prices)
June-1986 June-1989 June-1892 june-1993
Tk. billion| % Share| ~ Tk. % | Growth | Tk |%Share|Growth| Tk. |%share Growth
billion |Share| rate | billion rate | billion rate
Deposit g
NCBs 102.62 89 [115.97| 64 4.0 |141.04| 65 6.7 |156.30 63 | 10.2
Doms
Private 2017 | 20 |4266| 24 | 140 |5496 | 25 | 89 | 61.74| 27 21.4
Banks
Foreign 9.35 6 1362 | 8 15.9 |11.27 5 7.7 116 5 29
Banks
Specialized 7.53 5 ‘859 4 33 |10.91 5 69 | 13.77| 5 26.2
Banks
Advance
NCBs. g2.12 | 56 |B85.24 | 51 12 |10348| 53 | 66 |116.76) 53 | 12.8
Doms
Private 20.66 14 |33.30 | 20 16.3 |45.63 23 11,7 | 55.84| 25 | 22.4
Bank
Foreign 8.36 5 1051 | 7 11.2 |.7.86 4 -10.1 | 9.42 4 18.3
Banks
Specialized | 36.14 24 |37.81 | 22 1.8 |[39.36 20 -0.9 | 40.07| 18 1.8
Banks
Source: Bangladesh Bank, Financial Sector Reform Project.
Table 5
Public and Private Share of Commercial Bank Credit : 1989-1993
(percent, end of period)
1989 1990 1991 1992 1993
Public Sector’ 243 23.4 30.8 315 38.8
Private Sector Tt 76.6 69.2 68.5 61.2
Total 100.0 100.0 100.0 100.0 100.0

1 Includes bonds issued by the Government to NCBs to recapitalize them.
Sources : Financial Sector Reform Project : Bangladesh Bank.
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Table 6
The Structure of Baking System in Bangladesh
Type Number Branches Average
Branches/ Bank
NCBs 4 3566 892
Denationalized 2 556 278
Other Private 8 340 43
Specialized 3 1158 386
Foreign 6 22 4
Total 23 5642 256
Source: Bangladesh Bank.
Table 7
The Distribution of Urban and Rural Branches in Bangadesh

Type Urban Branches Urban Rural Branches

(%) Branches/Bank (%)
NCBs 33 200 67
Denationalized 48 130 52
Private 100 3| 0
Specialized 10 37 90
Foreign 100 & 0
Total 34 84 66

Source: Bangladesh Bank.
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Table 8
The Comparative Productivity Measures of Nationalized Commercial Banks and
Private Commercial Banks : 1989-1882

(Taka million)
1989 | 1990 | 1991 | 1002 1989 | 1990 [ 1991 | 1002
Type of Bank Deposits per Employee Advances per Employee
NCBs 2.20 2.31 267 | 287 1.68 1.88 195 | 205
PSBs 3.94 4.09 451 497 3.25 3.33 380 | 3.75
Deposit per Branch Advances per Branch
NCBs 38.06 ‘ 4064 | 47.01 | 50.52 29.11 | 3310 | 34.60 | 36.06
PSBs 107.35 | 106.63 | 120.44 |133.01 8851 | 86.83 | 101.35|100.41
Note NGB = Four Nationalized Commercial Banks;2 PSB = Four Largest Sector Banks

(Arab-Bangladesh, IFIC, City Bank, and National Bank)
Source : Annual Reports of Various Banks.

Table 9
The Comparative Margins of Public and Private Commercial Banks : 1989-1992

Aggregate NCBs Aggregate Private Banks

1989 | 1990 1991 1992 1989 | 1980 | 1991 | 1992
Interest 884 | 574 8.62 712 8.97 | 10.14 | 9.88 | 9.49
Received
Interest Paid 747 | 737 7.23 6.59 7.95 806 | 806 | 7.75
Interest Margin 127 | 163 | 139 | os3 | .102 | 208 | 182 | 1.74
Other Income 1.08 | 3.81 0.66 0.85 1.73 1.91 | 203 | 2.02
Gross Margin 245 | 2.18 2.05 1.38 2.74 308 | 386 | 376
Operating Cost 244 | 223 2.14 2.23 2.47 258 | 265 | 250
Staff Cost 175 | 1.59 1.53 1.65 196 | <128 | t28 12l
Other 0.61 0.56 053 0.51 1.00 1.05 | 1.10 | 1.00
Expenses
Depreciation 0.08 |-0.08 0.08 0.08 0.32 032 | 031 | 0.08
profit (pre-tax)
Margin 0.01. | -0.05 -0.09 | -0.86 0.27 139 | 121 | 125
(Taka million)
Total 160,804 [177,485 | 200,620 | 215,393 | 22,303 | 24,810 | 28,462 32,746
Yr- End j
Assets * y
Average 141,717 169,145 | 189,053| 208,132 | 20,749 | 23,601 | 27,136 31,104
Assets

Source : Bangladesh Bank.
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Table 10
Productive Efficiency of Selected Public Private Sector Banks
and Islami Bank Bangladesh Limited: 1984-1992
(in Taka)
1984 | 1985 | 1986 | 1987 1988 | 1989 | 1990 | 1991 | 1992
PUBLIC SECTOR BANK!
1. Fund Utilization Rgtes (%) | 81.98%| 86.09% | 78.94% 7585% | 85.06%| 8549 |80.50%|75.50% | 78.80
2. Peremployee Deposits 1242 | 51 | 1566 | 1735 1395 | 2137 | 2306 | 2344 | 3043
3. Per employee 993 | 118 | 1193 | 1247 1409 | 1637 | 1656 | 1717 | 1916
Utilization in “000" Taka
PRIVATE SECTOR BANKS2
1. Fund Utiiization Rata(%) | 62.96%| 67.36% | 76.84% (79,519 83.96%| 87.43% | 87.42% | 88.87% |92.00%
2. Per employee Deposits
Mabilization in "000* tk.
Mobilization in "000* k. 3187 | 284 | 2812 | 3337 3489 | 3888 | 4111 | 4351 | 4369
3. per employee Fund
Utilization in "000° Taka 1993 | 193 | 1900 | 2381 2538 | 2954 | 2970 | 3143 | 3404
ISLAMI BANK
BANGLADESH LTD 1
1. Fund Utilization Rate (%) | 84.70%| 73.2% | 70.89% | 87.96% 88.40%| 80.29% | 85.74% | 88.07% | 84.96°
2. Per employee Deposit 2165 | 29 | 3133 | 3361 4113 | 4099 | 5313 | 5723 | 6785
Mobilization in“000" ti
3. Peremployee Fund 1573 | 18 | 1882 | 2513 8090 | 2798 | 3872 | 4264 | 4986
Utilization in “000" Taka -

Source: Annual Reports of the concemed banks,
Note: ! Public sector Banks include the Sonali, Janata and Agrani Banks.
2 Private sector commercial Banks include City Bank Limited , National Bank Limited, United Commercial Bank
Limited, and Arab-Bangladesh Bank,
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Table 11
The Profitability of Selected Public, Private Sector Banks
and Islami Bank Bangladesh Limited: 1984-1982
] 1984 | 1985 | 1986 | 1987 1988 | 1989 | 1990 | 1991 | 1902 | 84-92
PUBLIC SECTOR
BANKS !
1. Income-Expn. Ratio 119 | 1.16 113 | 105 105 | 1.01 | 1.01 100 | 1.03 | 1.07
2. Profit-Expn. Ratio 0.19 | 0.16 0.13 | 0.05 005 | 001 | 001 | 000 | 003 | 0.07
Profit- Loanable 0016 | 0.016 | 0.014 | 0.006 | 0.005 | 0.001 | 0.001 | 0.000 | 0.001 0.007
Fund Ratio
4, Profit-Employed 020 | 0019 | 0.017 [0.008 | 0.005 | 0.001 | 0.001 | 0.000 | 0.001 0.008
fund Ratio
PRIVATE SECTORS
BANKS LTD.
1. Income-Expn. Ratio 132 | 197 | 1.28 | 1.23 | 1.21 | 105 | 113 | 148 | 113 | 1.21
2. Profit-Expn. Ratio 032 | 037 | 028 | 0.23 0.21 005 | 013 | 0.13 | 013 | 021
3.  Profit Loanable Fund Ratio| 0.02 | 0.036 0.031 | 0.028 | 0.026 | 0.007 | 0.019 | 0.018 0.018 | 0.023
4.  Profit- Employed 005 | 0053 | 0.041 |0.035 | 0.031 | 0.008 | 0.022 | 0.020 | 0.020 | 0.029
Fund Ratio
ISLAMI BANK
BANGLADESH? LTD.
1. Income-Expn. Ratio 12 | 141 | 108 [ 109 | 119 | 111 | 153 | 120 | 101 | 118
2. Profit-Expn. Ratio 024 | 0.11 0.06 | 0.18 049 | 011 | 053 | 029 | 0.13 | 020
3. Profit- Loanable 00 | 0008 | 0.005 0015 | 0.016 | 0.010 0,043 | 0.026 | 0.011 | 0.017
Fund Ratio
4. Profit- Employed 0.43 | 0011 | 0.007 |0.017 | 0.018 | 0.103 0.050 | 0.030 | 0.013 | 0.020
Fund Ralio
Source:  Annual Reports of concerned banks.
2:Resume of Activities of Financial Institution of Bangladesh.” 1992-93, Ministry of
Finance.
Notes : 1public Sector Banks include the Sonali, Janata and Agrani.

2private Sector Commercial Banks inciude the City Bank Limited, National Bank
Limited, United Commercial Bank Limited and Arab- Bangladesh Bank Limited.



Hassan : Privatization of Commercial Bank 199
Table 12
Operational Efficiency of Selected Public, Private Sector Banks and
Islami Bank Bangladesh Limited : 1984-1992
(in Taka)
1984 | 1985 | 1986 | 1987 1988 | 1989 1990 1991 1992
PUBLICE SECTOR
BANKS 1
A. Per employ 28,181 |137067 40,067 41,777 | 45533 |53,785 56,680 |63024 |72237
administrative cost
B. Administrative costper | 0.03 |0.34 (0036 |0036 | 0036 (0033 | 0034 | 0037 | o038
Taka employed
PRIVATE SECTOR
BANKS2
A. Peremployee 86,859 (99,020 197,456 (115,173 [108,992 114,976 |124478 (130,910 [132,433
administrative cost
B Administrative cost per |0.044 | 002 |0.051 (0049 | 0.043 [0039 | 0.042 | 0042 |0.038
Taka employed
ISLAMI BANK
BANGLADESH LTD.
A Peremployee 64,261 57,85 (76,695 (83,056 | 91,304 (106,287 | 124,643 (139,657 l166.608
administrative cost
B. Administrative costper | 0.041 |0.032 | 0.041 | 0.033 0.030 (0039 | 0032 | 0033 | 0.034
Taka employed

Source :  Annual reports of respective banks.

Notes: 1 Public Sector Banks include the Sonali, Janata and Agrani Bank.

2 Private Sector Commercial Banks include the Gity Bank Limited, National Bank
Limited, United Bank Limited and the Arab-Bangladesh Bank Limited.
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Table 13

Composite Productivity Index of Public, Private Sector Banks
and Isiami Bank Bangladesh : 1984-1992

1984|1985 | 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1992|84-92

PUBLIC SECTOR
BANKS'

1. Profi-Employed 0020 (0019 | 0017 | 0.008 | 0.006 | 0.001 | 0.001 | 0.000 | 0.001 | 0.008
Fund Ratio
2. Administrative 0.030 | 0.034 | 0.036 | 0036 | 0.035 | 0,033 | 0.034 | 0.037 | 0.038 | 0.035
Cost per Taka
Employed
3. Composite Index 067 | 056 | 047 | 022 | 017 | 003 | 003 | 000 | 0.03| 023
of Operational
Efficiency (1/2)
PRIVATE SECTORS
BANKSZ . d
1. Profit-Employed 0.035 [ 0.035 | 0.041 | 0.035 | 0.031 | 0.008 | 0.022 | 0.020 | 0.020 | 0.029
Fund Ratio
2. Administrative 0.044 [ 0.052 | 0.051 | 0.040 | 0.043 | 0.039-| 0.042 | 0.042 | 0.038 | 0.044
Cost per Taka
Employe
3. Composite Index 080 | 1.02 08 | o7t | 072 | 021 | 052 | 048 | 053 | 066
of Operational
Efficiency (1/2)
ISLAMI BANK
BANGLADESH LTD.
1. Profitemploye 0.019 | 0.011 | 0007 | 0.017 | 0018 | 0013 | 0.050 | 0.030 | 0.013| 0.020
Fund Ratio y
2. Administration Cost | 0.041 | 0.032 | 0.041 | 0.033 | 0.030 | 0.039 | 0.032 | 0.033 | 0.034] 0.035
per Taka Employe
3. Composite Index 046 | 034 | 017 | 052 | 060 | 033 | 156 | 091 | 038 | 057
of Operational
Efficiency (1/2)

Source : Annual Reports of concemed banks.

Notes : 1Public Sector Banks include the Sonali, Janata and Agrani Bank.
2private Sector Commercial Banks include the City Bank Limited, National Bank
Limited, United Commercial Bank Limited, and Arab- Bangladesh Bank Limited.
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Table 14
The Distributive Efficiency of Public and Private Sector Banks and Islami Bank
Bangladesh Limited : June 30, 1993 and December 31, 1992

CUMULATIVE
Size of Accounts Public Private Islami Bank

%of | %of | Banking| %of | %of |Banking| S%of | %eof |Banking

total | total | inequa| total | total | inequa | total total | inequa

amount {amount | ity |amount{amount| lty |amount|amount| ity
deposi-| advan- | index | depos- |advan- | index | depo- | advan- | index

ted ced ited cad sited ced
1 0 2 3 4=(3/2)| 5 6 7=(6/5) 8 9 | 10=(9/8)
Up to- 5,000 890 | 147 0.17 | 394 | 0.03 | 0.01 1.10 0.08 0.07
5,001- 10,000 1553 | 4.47 029 | 724 | 0.13 | 0.02 299 | 025 0.08
10,001- 25,000 2651 | 7.34 028 | 1343 | 0.41 0.03 ?.03 0.69 0.10
25,001- 50,000 3551 | 9.37 026 | 19.37 | 0.84 | 0.06 1987 | 159 0.08
50,001- 10.000 4436 | 1233 028 | 2757 | 185 007 | 2723 | 3 0.1
100,001- 200,000 5327 | 1628 031 | 3849 | 362 | 009 | 3929 | 586 0.15
200,001- 300,000 58.12 | 18.68 0.32 | 4505 | 550 012 | 4823 | 952 020
300,001 400,000 61.24 | 2041 033 | 5037 | 7.1 0.14 | 5613 | 1441 | 026
400,001- 500,000 6388 | 21.97 i A N 895 |01... | 6195 | 19.86 2132
500,001- 1,000000 | 69.71 | 2745 | 039 | 6583 | 5127 | 0.23 | 7480 | 31.81 | 043
1,000,001- 2,500,000 76.00 | 35.74 047 | 7586 | 2982 | 039 | 8760 | 4989 | 0.75
2,500,001~ 5,000,000 7945 | 41.07 052 | B2.16 | 4272 | 052 | 8401 | 6418 | 068
5,000,001- 7,500,000 8243 | 4537 0.55 | 8492 | 50.83 | 060 | 96.01 | 7313 [ 075
7,500,001~ 10,000,000 84.53 | 46.98 0.56 | 87.81 | 60.17 | 069 | 97.17 | 78.68 | 081
10,000,001- 50,000,000 92.36 | 63.58 0.69 | 9495 | 81.89 | 0.86 | 10000 | 9792 | 098
50,000,001- 100,000,000 9480 | 71.38 0.75 | 9761 | 88.62 | 0.91 - 100.00 | 1.00
100,000,001 and above 100.00 | 100.00 | 1.00 | 100.00 | 100.00 | 1.00 - = -

Source : Bangladesh Bank; Central Accounts Department, Islami Bank Bangladesh Limited.
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Table 15

Lending to Various Sectors by Selected Public, Private Sector Banks and Islami
Bank Bangladesh Limited 1984-1992

In (%)
Public Sector Banks!  Private Sector Banks? Islami Bank
Bangladesh Ltd.
1984 1992 1984 1992 1984 1992
1.  Agri., Hunting, 9.53 5.65 . 0.22 0.28 1.07 0.26
Forestry and
Fishing
2. Manufacturing 31.88 40.56 30.68 s 31.96 “23.85 11.07
3. Wholesale and . 23.77 20.32 30.46 37.54 57.58 59.91
Retail Trade,
Rest. & Hotels
4. Insurance, Real 4.84 6.21 7.86 10.55 375 2.92
Estate, and
Business Serv.
5. Transport, 1.61 115 1.57 1.24 1.71 1.59
Storage & :
Commun.
6. Others 28.38 26.11 28.91 18.43 : 5 5% I 24.6
100.00 100.00 100.00 100.00 100.00 100.00

Source: Ministry of Finance: "Resume of the Activties of Financial Institutions of Bangladesh,”
1992-93.

Notes: 1public Sector Banks include the Janata and Agrani Bank.
2 Private Sector Commercial Bank Limited, and the Arab-Bangladesh Bank Limited.
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Table 16

203

The Portfolio Structure of Financing by Public and Private Sector Banks and the

Islami Bank Bangladesh Limited; 1984-1992

Public Sector Banks Private Sector Banks?
1984 1992 1984 1992
1. Money at Call 100.93 3.31 0.75 5.19
and Short Notice '
2. Loans, Overdraft & 71.57 69.02 69.55 79.10
Cash Credit Employed
Fund Ratio (%)
3. Bills Purchased and 6.00 3.45 12.36 1.79
Discounted Employed
Fund Ratio (%)
4. Investment in Securities 3347 2422 17.34 13.93
Employed Fund Ratio (%)
100.00 100.00 100.00 100.00
Islami Bank Bangladesh Ltd. 1984 1992
1. Short Term Financing 1.13 3.38
(TDR)-Employed
Fund Ratio (%)
2. Term Financing 29.7 14.72
(Musharaka, Hire
Purchase)- Employed
Fund Ratio (%)
3. Trade Financing 69.14 72.98
(Murabaha,BaiMuazal)-
Employed Fund
Ratio (%)
4. Investment Against 0 0.41
Securities- Employed
Fund ratio (%) 0.02 851
5. Other- Employed 100 100
Fund Ratio%

Source: Annual Reports of respective Banks.

Notes:

1 Public Sector Banks include the Sonali, Janata and Agrani Bank.

2 Private Sector commercial Banks include the City Bank Limited, National Bank
Limited, United Commercial Bank Limited, and the Arab Bangladesh Bank Limited.
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The Logic of Structural Reform Programme (SRP) for

Attaining Swanirvar (Self-reliant) Bangladesh
A. Rashid Negaban*

While acknowledging the slow pace of the Structural Reform Programme SRP
in the areas of trade, fiscal policy, financial sector and privatization, it is pointed
out that the results so far achieved have not been salutary. Already due to
sectoral reforms in railway, industries and the power sector, thousands of
employees have been thrown out of job. Industries have fallen sick and some of
them have been closed down. The state owned enterprises (SOEs) at present
put under private ownership have not gained increased efficiency. Private
investment both domestic and foreign have also not yet picked up. For much of
this episode the World Bank held responsible the political instability and slow
pace of structural reforms in various sectors. True there is accumulation of
reserves both in dollar and local currency with the banking system which is
cited as a sign of macro stability; but these funds are remaining idle since no
incentive for investment exists. At the moment may we not ask, “Does structural
reform offer us as much benefit as we expected?” On the other we may also
agree with the Bank’s argument that of reforms have not been in time and
executed properly. Both may be true. But the logic of the (SRP) that export-led
growth, and non encouragement of import substitutes in the country and
directing private ir vestment in those lines where the industries have
comparative advantage at present will lead to growth of private and foreign
investment in the country is sound. The root cause of inefficiency in industries
is not the labourers alone but the present management, absence of appropriate
technology, fiscal and financial policies of government. These causes of
inefficiency may rule in public sector as well as in private sector. In order to be
competitive with foreign industries the WB suggestion that the country needs
‘Outward looking’ and not ‘Inward looking’ policies i.e. to encourage export
based industries and not import substitutes do not co-exist with the idea of ‘big
push’ needed for Bangladesh at present. Big push cannot be generated by the
country's export industries alone which constitutes not more than 10 p.c. of
GDP. That in a situation where the vast unemployed labour force is increasing
at a rate of 8 p.c. per annum and already 30-40 p.c. of labour force is

* Professor of Economics Government Jagannat University College, Dhaka.
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unemployed, the argument that export led industries in the private sector and
infrastructural development in the public sector will absorb them is hard to
believe. Time is also a factor. Planning is needed where resource constraint is
felt as well as for a rapid pace of development. The structural reform in the
Bangladesh context will need a much longer period due to the usual character
of structural change. Garment industry in Bangladesh is often cited as a
success story of private sector export-led growth now contributing to 50 p.c. of
export earning. What is true is that garment products are now entering foreign
markets under Multi-Fibre Arrangement (MFA) guotas.

The termination of the IMF quotas in the Uruguay Round Package may result in
trade diversion or loss of hitherto guaranteed market for garments product if
Bangladesn’s exports are not competitive with other countries’ garments
products. The Structural Reforms Programme .e., privatization is applicable to
all state owned enterprises (SOEs) either they earn profit or not since
government is committed to market-based reforms and private sector
development. However the economic reasons as pointed out by the Bank is
that these aré incurring huge losses under public management which on an
average came close to $300 million (over 1 p.C. of GDP) in the financial year
1992/93 and constitute a major burden on the budget and divert resources
away from pressing areas. Since resources are not fully employed the benefits
of competitive economy is not realized. There may be gain in some and loss in
others in the process of development. We are to explore yet unknown sectors
for gainful employment of resources released from the losing sectors. We are to
accept the theory of complementarity among industries. This is related to the
concept of externality in production. Industries gaining from development of
new industries should compensate the loss incurred by the new industries.
Once externalities have been taken into account, the rules of efficiency in
industries have to be restated. The whole thought is that the country is suffering
from quality of its inputs and outputs. Consumers are not directed by lower
price alone, they also look to quality of products. If Bangladesh prpducts are not
comparable or at par with foreign goods, then only low price will not create
taste for them. Bangladesh products were out beaten in competition because of
low quality. Products which are mostly natural like frozen fish' or where quality
control is too high such as garments and specialized textiles foreign market is
established. Costs could be economized and quality raised high if high
technology, increasing labour productivity, creating an innovative managerial
class is possible. For creating much of these external economies public sector
should come in the forefront. The structural reforms have little to prescribe to
improve the quality of product except that private ownership will take up
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appropriate technology based on comparative costs. It is aiso true that in the
public sector such innovative practices are less seriously done. The initiative to
replace traditional jute products like hessian and sacks by paper products are
not being taken up by the public sector until recently. The quality of manpower
is important to raise labour productivity. Although this task is vested with the
public sector there is no emphasis on quality education at all. This will
ultimately lower the quality of management and administration in government
offices and business.

About the much talked of success of macro economic stability which was
possible due to credit squeezing, policies of the government this stability has
given rise to excess reserves in the fold of the banking system. Further
expenditure reducing policy may throw the economy out of equilibrium (already
there is disequilibrium in the financial sector due to this policy). What is needed
is an expenditure switching policy in the public sector even at the cost of mild
inflation. Without building an optimum size of the domestic sector, the export
sector is no guarantee that growth and stability will be at all credible.

We may draw our conclusion from the above arguments that SRP has
overlooked some measures badly needed for the economy such as ‘big push’
in investment benefitting a poverty ridden economy, externalities, strengthening
domestic market, improving the quality of service and products, obtaining
financial equilibrium. Unless these issues are included in its programme only
fast execution of SRP may further aggravate the existing problems, much less
the removal of poverty for attaining Swanirvar (Self-Reliant) Bangladesh.
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The Dependency Syndrome and Self-Reliance : -

Some Basic Theoretical Issues _
S. Masud Hussain™*

Dependence on external sources of Financing, though inevitable under certain
circumstances, has always been a concern for the planners of a developing
country. The present paper throws some light in general terms as to how a
developing country should approach economic development and economic
freedom through internal resource mobilization. Many of the points mentioned
in the paper are not new but the present state of affairs in planning in some of
the developing countries do warrant a continuous reminder.

To be self reliant, economic freedom and the preservation of democracy is a
must. Democracy cannot exist in a healthy form in a situation where the country
does not have economic freedom. A number of pressure groups accompanies
the aid regime. Some of these come from outside and the rest originate in the
home country. Consultants, local bureaucracy, supplier groups efc., are exam-
ples.

The most desirable way to finance projects is through using only the local
resources, which has so far remained a dream for most of the less developed
countries of the world. The degree of dependence on external and internal
finance, however, is at different levels amongst the developing countries.

Mobilizing domestic resources through direct taxation should always be kept
under control and within a limit. The possibility of increasing direct tax bases
and the rates have become limited due to the fact that most developing coun- -
tries have already over-burdened their tax payers during the past. Indirect
taxes, however, offer great opportunity of mobilizing more resources to match
with the increased demand for funds. Some of the developing countries of the
world have-experienced good results with the introduction of value added tax
during the past years. Almost all the items of goods and services traded in a
country can come under the purview of this tax. There is also a chance of rais-
ing revenues through imposition and/or increase of various registration fees,
transfer fees, court fees etc. ' ’

Income generation from government sector enterprises and projects still remain
a minor objective or sometimes an impossibility due to the presence of a num-

* Professor of Accounting, University of Dhaka.
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ber of problems like high rate of systems loss, inefficiency, lack of planning,
unfair competition, wrong policy etc. High subsidy consumed by some of the
state owned enterprises greatly reduce the availability of fund for other priority
purposes. The importance of the positive relationship.between internal resource
motilization and efficient operation of government owned enterprises must be
understood. A number of governments during the recent past have taken initia-
tive to transfer state owned enterprises to private ownership at a varied degree.
The transformation, is sometimes too radical, particularly where it is being done
at the dictation of some external authorities. A number of factors like the level of
*entrepreneurial skill development in the country, political ideology of the people,
industrial culture and socialization, the value and belief system in the society
are very often ignored in such transformation decisions. An alternative
approach can be an indirect transformation i.e., some state owned enterprises
may be handed over to a community rather than to individuals. This, however,
needs a lot of experimentation and a complete pnodel has to be developed
gradually. '
Efficient use of existing resources and a search for untapped ones is a must for
internal resource mobilization. Cost control and cost reduction techniques, if
applied to all economic and non-economic units of a developing country can
pave the way for accumulation of big savings or surplus. Wasteful use of
resources can greatly be avoided through asking the beneficiaries to contribute
towards the projes:t cost. This, however, should be done in a most rational and
equitable manner, taking into account fully the ability to pay by the concerned
society.

Presence of foreign aid component to a large extent in the total financial
involvement greatly reduces the independence of planning.

A developing country cannot be expected to have the same pattern of living as
in the highly developed nations of the world within a short span of time. Over
ambitious plans very often lead to a frantic search for foreign aid even if these
entail difficult conditionalities. Prime emphasis should be on generating more
internal resources as the demand for developmental work rises in the country.
Once a developing country is able to build its own basic infrastructure, a con-
certed effort should be made to avoid foreign aid as far as possible. The recent
slogan of the developing countries, ‘trade not aid’ has been rightly founded on
the understanding of the evil effects of foreign aid.
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Industrial Sickness and the Bangladesh Perspective
Mir Nazmul Karim™

I. INTRODUCTION

Over the years, it has been noted with grave concern that the country’s
industrial sector has not performed well and has become a victim of Industrial
Sickness. This is manifested by huge outstanding project loan in various banks
and Development Financial Institutions (DFI). The problem is hampering the
loan-giving performance of Bangladesh Shilpa Bank (BSB) and Bangladesh
Shilpa Rin Sangstha (BSRS).

A House of Consultants study revealed that 80% of the industrial units were
sick and could not use even 10% of their installed capacity. The purpose of this
paper is to examine this phenomenon and suggest some ways of tackling the
same.

Il. DEFINITION OF INDUSTRIAL SICKNESS

The term “Industrial Sickness” is a very recent one and was coined by the
Reserve Bank of India (RBI) in November, 1975. Some of the definitions are
given below:
RBI defines a sick industrial unit as follows, “An Industrial unit may be regarded
as sick if it has incurred cash loss for one year and in the opinion of the bank is
likely to incur cash loss in the current year as well as in the coming year and
which has an imbalance in its capital structure such as Current Ratio of less
than 1:1 and worsening Debt-Equity Ratio (total outside liabilities/net worth).
According to Industrial Credit and Investment Corporation of India (ICICI), an
industry may be regarded as sick whose financial viability has been threatened
by factors present and continuing. The adverse factors relate to management,
marketing, financial burden, poor labour relation etc. Under the impact of these
factors, the performance of the concerned industrial unit deteriorates to such an
extent that it keeps on incurring cash loss leading to the erosion of net worth.
But Professor Banerjee argues that the RBI guideline of cash loss, low current
ratio and worsening debt equity ratio cannot be applied in practice in identifying
a sick industrial unit. He further adds that much of these deficiencies could be
overcome if the provisions of Sick Industrial Unit (Special Provisions) Act, 1985
are applied.
After carefully evaluating the foregoing views regarding Industrial Sickness, we
propose that an industrial unit may be considered as sick which satisfies the
following conditions:

i)  the unit is in existence for the last seven years;

ii) its working capital has become negative;

* Assistant Professor in the Department of Humanites of Bangladesh University of
Engineering & Technology, Dhaka.



Karim: Industrial Sickness 223

iii) the net worth has eroded by 50% or more;

iv) has incurred cash loss for the last three consecutive years;

v) the cumulative value of the losses has exceeded the sum total of
capital and reserve;

vi) profit after meeting all expenses becomes less than or equal to the
current interest burden.

lll. CAUSES OF INDUSTRIAL SICKNESS
An industrial unit may become sick at any stage of its life cycle namely
inception, growth, stability and decline. It is a slow organic process and may
take long time before surfacing. Experience has shown that remedial steps
adopted at the incipient stage can help in reviving the health of an industrial
unit. For this purpose, it is necessary to predict the approaching sickness well
in advance of its occurrence.
It is mainly caused by complex interplay of internal and external factors. The
internal factors mainly relate to management and the external factors represent
the adverse macro and micro economic factors. In general, a sick industrial unit
is unable to withstand normal economic hazards such as inflation, economic
recession etc.
Again an industrial unit may be born sick, made sick or sickness may be thrust
upon it by some adverse external factors.

IV. SYMPTOMS OF INDUSTRIAL SICKNESS
Before turning sick, an industrial unit throws up certain signals which has to be
detected carefully by the management. When these signals continue for a long
time, it turns into symptoms. These symptoms are a reliable indicator of
sickness. Some instance of leading symptoms are slow turnover, low cash
position, excessive fixed assets, non-payment of loan instalment, delay in
submission of financial statements, irregular bank account etc.

V. REHABILITATION OF SICK INDUSTRIAL UNITS
Keeping in view the urgency of releasing the huge public fund invested in sick
units, a comprehensive rehabilitation programme must be adopted without any
further delay. While doing so, the following points must be carefully noted:
a, Ascertain whether the unit is genuinely sick;
b, Conduct indepth study to identify the factors which has made it sick;
¢, Determine precisely the probability of attaining the goals of
rehabilitation considering the benefits and cost;
d, A green signal may be given if the results are positive. If the
prospects are gloomy, the unit may be allowed to face a natural
death known as “mercy killing”

VI. CONCLUSION
While sickness in industry cannot be eradicated totally, it can be kept under
control through regular monitoring of performance. For this purpose, a
comprehensive accounting and management information system should be
installed and maintained in every industrial unit.



A Critique on Industrial Revolution
Mir Nazmul Karim*

. NTRODUCTION

It is widely agreed that Industrial Revolution which took place in England was a
pivotal event in the history of civilization. It marked a turning point in history
which brought the end of medieval age and ushered an era of development and
prosperity. With the invention of machine and steam power, man was freed
from physical labour and large-scale production and distribution was facilitated.
During this period, fluent and spontaneous inventions, innovations coupled with
steady expansion in science and technology paved the way for Industrial
Revolution in England. As a result, it occupied the distinction of becoming the
«first industrial nation in the world”. Shholars have often wondered why.
Industrial Revolution took place in England rather than other in countries of the
world. The present paper makes an attempt to examine the question in short
and arrive at an acceptable answer. ¢

Il. WHAT IS INDUSTRIAL REVOLUTION

With a view to grasping its exact meaning, and significance, a precise definition
is necessary. The Industrial Revolution was not a revolution in the ordinary
sense of the term as it never sought to replace the old system totally. In fact, it
was a systematic and spontaneous change in social and economic thinking and
based upon Britain’s own history, culture, philosophy, social/political thought
and economic institution.

Economic historians now believe that the prevailing social, political and
economic condition in Britain was conducive enough for this type of
fundamental change to take place. Mathias is of the opinion that resulting
changes were very slow requiring no specific policy and involved a fundamental
change in economic structure which occurred between the years 1740 and
1780.

lil. FACTORS FAVOURING INDUSTRIAL REVOLUTION
It has already been mentioned that Britain possessed certain unique socio-
political and economic condition which favoured the advent of the Industrial
Revolution. Some of the notable factors are the innovative nature of the people,
a strong legal framework, a sound agricultural base, a favourable attitude of the
capitalist class, the demographic character, education and reputed
entrepreneurs whom Mathias has termed as “Captains of Industry”.

IV. A CRITICAL EVALUATION OF INDUSTRIAL REVOLUTION
Even though Industrial Revolution brought many benefits, it was not an

* Assistant Professor in the Department of Humanities of Bangladesh University of
Engineering & Technology, Dhaka.



Karim: Critique on Industrial Revolution 225

unmixed blessing. On the one hand, it brought prosperity and well-being for the
masses and enabled Britain to become a leading trading nation. On the other
hand, it created social inequality and allowed the affluent class in determining
the fate of the poor and underprivileged.

In the meantime, a Second Industrial Revolution took place in the United States
which was very different in nature than the first one. It originated not from
agriculture but from a breakthrough in the field of communication (telephone);
light and power (electricity and electric motor); entertainment (camera);
consumer goods (mass—retailing and advertising); transportation (automobiles)
and new material (aluminium, rubber and industrial chemical).

Another interesting feature is that the pace of change did not remain stationary
and ultimately brought about the Third Industrial Revolution (Computer). This
revolution had its origin in the research lab of the western world. These two
latest revolutions have changed our way of life and has brought about radical
transformation in global socio—political and economic environment.

It has been observed that the developed countries have managed to reap the
benefits of these revolutions by virtue of their superior position in’the field of
science, technology, education and strong work ethics. These countries were
very alert to the problems caused by rapid industrialisation and has adopted
necessary measures to protect the environment.

The under developed countries, on the other hand, are facing all sorts of
problems in industrialising their country as the advanced countries are placing
embargoes on their development programme on the plea of environmental
degradation.

The position of the Least Developed Countries (LDC) including Bangladesh
have become very vulnerable due to the formation of World Trade Organisation
(WTO), North American Free Trade Association (NAFTA) and Asia Pacific
Economic Cooperation (APEC). The recent decision of U.S.A. not to import
garments from Bangladesh which is using child labour is an example of such
embargo. If this is carried out, it would be a serious blow to an industrial sector
enjoying a high growth rate.

V. CONCLUSION

We can conclude that the foregoing revolutions were quite unique in nature and
grew under specific condition, which cannot be replicated. It is often wondered
whether a LDC country like Bangladesh would be able to stage such a
revolution. - The reply is no since it lacks the necessary factors to sustain its
growth and we are late runners in the path of economic development.

Inspite of this gloomy picture, we have every reason to be hopeful of attaining
the desired economic progress by following the path of Newly Industrialised
countries like Korea, Singapore, Taiwan, Hong Kong, Thailand etc. For this
purpose, we have to implement our development plans with greater efficiency
by borrowing latest ideas and techniques and guard against all types of
wastage and inefficiency.



Decentralized Privatization Programme Needs
Centralized Institutional Arrangement:
Lesson for Bangladesh from
International Experience*
Shahidul Haque*

The beginning of privatization programme, defined as a systematic strategy by
the public sector to withdraw from direct economic activity and to transfer its
productive assets to the private sector, started meaningfully in Bangladesh at
the fag-end of 1980s, though other developing countries at that time had gone
well ahead in their decentralized-privatizatfon processes. With persistent
inefficiencies of state-owned enterprises (SOEs) and mounting losses,
privatization has become a compelling necessity in the economy of
Bangladesh. The appropriate policy response to the damaging consequences
of poor performance is to privatize a broad spectrum of the SOW sector while
encouraging competition and tangible reforms in those SOEs that are likely 1o
remain in the foreseeable future. Privatization is now a worldwide phenomenon
with more than 8000 SOEs having been privatized in over 80 countries in the
last 13 years following dis-enchantment with SOEs. Behind this international
backdrop the case for privatization in Bangladesh is primarily based on three
interrelated classes of reasons: the positive effect on government’s fiscal
situation, improvement in the efficiency of enterprises following privatization,
and signaling effects that will promote greater investment and higher growth in
the medium term. The lesson from international experience, particularly from
the developing countries where privatization programme has recorded
convincing success emerges that whilst the benefits of privatization are clear,
they will become manifest in Bangladesh only if the decentralized programme
is managed in a transparent, credible and well conceived manner, the enabling
and regulatory environment is strengthened to prevent private sector abuse of
the programme, and competition is encouraged to prompt efficiency.

Privatization properly structured can yield substantial and enduring benefits
including higher productivity and growth of output and employment, and this is
well prove if we look into the privatization- programme of many developing
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countries, particularly Argentina, Chile, Mexico, Malaysia and also Pakistan.
These countries issued a broad-based privatization policy statement clarifying
its objective and expressing its clear commitment to the programme. These five
countries in this context followed a couple of strategies towards (i) enabling and
regulatory environment, (ii) social concerns arising from labour restructuring
during privatization process, (iii) accepted procedures and processes for taking
over SOEs for privatization, (iv) financing privatization, (v) public-private
economic partnership. But the crucial strategy that played a vitally positive role
for the success of their decentralized privatization programme attributed to their
centralized institutional arrangement for action.

Though the earliest attempts at privatization began soon after Independence in
1971 not much is known about the institutional set-up for privatization between
1971 and 1982 except that a large number of small industrial units were sold
through tenders within limited circle. Following the declaration of the Industrial
Policy of 1986 which, in part, aimed at an acceleration for privatization, the
institutional arrangements for privatization, half heartedly initiated by the
Government of Bangladesh between 1986 and 1991, are found a failure for two
reasons. First, attempts to accelerate privatization by creating other
units/bodies had opposite effect in the privatization programme: it resulted in a
process that was too cumbersome and very slow. Second, although five
agencies were involved in the implementation of divestiture - ECNEC, ICOP,
the Disinvestment Board, the Executive Committee (for privatization), and the
Working Group—one single entry was responsible and accountable for success
or failure.

As centralizing privatization in Bangladesh is desirable given economies of
scale in dealing with complex transactions, the experience from countries—
Argentina, Chile, Mexico, Malaysia and Pakistan—that have successfully
divested public enterprises show that to contribute to success, an institutional
structure set up to recommend policy guidelines and to implement privatization
should have: (a) a centralized unit with overall authority for planning and
executing the programme; (b) the central secretariat a small body of technical
staff with the bulk of the work contracted out to technical experts. In this
respect, the Pakistani model is relatively more applicable, since the chosen
technique in Bangladesh is similar to that in Pakistan, i.e., centralized actions.
Therefore, based on the experience, it is clear that in Bangladesh an
institutional arrangement designed for a successful decentralization should
have the following key features. First, the Disinvestment Board should be given
its own budget plus ability to attract highly qualified staff with the requisite skills
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to provide internal dynamism necessary to meet privatization objectives.
Second, there should be a guideline for all involved in the privatization process;
minimal negotiation, i.e., bidding document should contain all information
including the government’s concerns; the consensus and support of the Prime
Minister and Cabinet as well as top civil officials. Moreover the Board should
prove a friendly-welcome towards the involvement of the private sector in a
number of ways from the initial stage to the final stage of the privatization
process.

In general, the institutional experience, particularly from the developing
countries, has given us the valuable lesson that coupled with other measures
institutional arrangements with well centralized coordination demand top priority
to enhance the prospects for decentralizing privatization programme in
Bangladesh. -



Impact of Informatics Revolution on the Growth of
Human Societies and Options for Bangladesh
Colonel M. Azizur Rahman (Retd.)*

How emerging technologies like information technology (IT) Cnd the
correlated emerging management styles are fast impacting the growth of
human societies and how Bangladesh can leverage her growth from this IT
impact, and how economists and other development planners can
maximize the benefits from the impact is the subject matter of this paper.

Four biological and basic human urges and needs of man: hunger (for
food’), sexual urge (for reproduction and perpetuation of species), fear
(for security and -protection against all life opposing forces) and their
economic management (of allocation, distribution, growth, and stability)
are unchanging with time but the standards and forms of goods and
services needed to satisfy man’s basic needs are set by the emerging
technologies and the related management methods or styles. Most of us
know all these basic facts of life.

Many of us do not readily realize that the standards of these human needs
are continually changing with the capability of his civilization, where,
emerging ‘technologies’ and the related management styles play
important roles. The computer (i.e., IT or cyberspace or information
superhighway) is becoming the key to the emerging technologies and to
the commensurate modern efficient management methods of styles. Also,
cyberspace is bring about a new global human civilization - many call it a
global village or a global market (through the WTO and the Internet!).

Happiness and survival of man depend on his capability to meet the
current standards and needs of his (now global) civilization which are
dependent on emerging technologies and changing management styles
(may be compared with the old theory ‘of evolution and the theory of
survival of the fittest).

Management and technology are mutually and directly correlated to effect
higher economic efficiency or productivity. Technology is related to the
use of tools and management methods or styles can be related to the use
of technology. IT (related to emerging technologies and management
styles) is becoming the key to economic growth. Computer screens are
becoming a gateway to the emerging technologies which are providing
competitive edges and comparative advantages to the nations. of the world
for economic growth.

Consuitant, PIAG, Ministry of Industries.
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All four basic drives: and the corresponding basic needs: are inter-relatedx
and mutually supportive. Every life system on this earth is destined to die.
The systems only strive to have a longer life-span through the satisfaction
to these drives or needs. Timely adoption of situational or emerging
technologies and changing management styles can ensure perpetuation
and growth of the human species.

Changing, adapting and conforming to situational requirement on this earth
has been as old as man himself since nature provides on this earth a
suitable environment for man, but seldom are the detailed natural forms of
this environment exactly suitable for his needs and man has to make it
suitable by producing the desired goods and services t@ meet the current
standard of his civilization that is becoming globalized faster with market
economy. IT is fueling this globalization.

Undoubtedly, most of us are likely to agree to the simple philosophy of
changing management styles but not to the modality of changing such
styles and for that purpose humans, as political and fighting animals, do
wage wars within and among the societies. We humans often differ and
fight among ourselves on the basic needs: food, sex, security and their
management methods or related basic issues of life like freedom, equality
and democracy etc.

For a balanced economic growth, proper allocation of resources to all the
four basic needs are prerequisites as all the four needs are interactively
and mutually supportive. The national pianning bodies for development
planning probably do not analyze the basic needs in the model related
above e.g., security or defense-management is not integrated properly
with development planning. An unsecured plan can hardly be implemented
and we all know about the efficiency of the developing countries project
implementation and political instability. Also, the question of adoption of
changing technology and management is not properly and timely
analyzed. The effort is less cohesive and more disintegrative.

Historically it has been seen that any life system or human society which
lacked sufficient knowledge of those drives and needs and or neglected to
provide reasonable priorities and importance o the basic needs, could not
survive long. The main problem or secret of growth of survival is: t0 update
our knowledge and conform to the situational requirements i.e., 10 satisfy
the needs of the current standards of the global human civilization.

Since the advent of digital computers in 1940s, growth curves of better
and greater number of goods and services and hence human civilization
attained a rather faster rate of change. After steady growth of about thirty
or forty years, with the advent of microcomputers around 1980s, the
cyberspace or information superhighway in 1990s, Information Age or the
Information Revolution has started. Suddenly, we have entered the next
century which many of us are unable to perceive. The Informatics
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Revolution's fast changing scenario is already breaking down national
barriers and the century-old social, economic and political systems.

Some economic characteristics of IT are summarized here: (1) delivering
the same capability gets cheaper every year (2) absolute performance or
capacity gets greater every year (3) conditions for successful use get
easier every year (4) short obsolescence cycle is combined with extended
useful life (5) rapid proliferation (in the ‘West') is combined with slow
understanding (6) makes many forms of activity location-independent (7)
IT is a leverage technology.

Because of the interactive effects of: world media telecommunication (i.e.,
now cyberspace or information superhighway) and international and
regional organizations today we are the citizens of the world. In such a
situation IT is reinforcing the following summarized current and future
trends for economic growth: (1) more freer market economy (2) private
entrepreneurship (privatization) (3) productivity through business
organization (4) individual entrepreneurship (5) shorter product life cycle
(6) customization of goods and services (7) just in time (JIT- no inventory)
and total quality management (TQM) (8) globalization of business (MNCs
& TNCs) and market (9) interdependence of national economies (10)
international trade and comparative advantages (GATT/WTQ) (11)
competition, joint ventures, acquisitions and mergers (12) restructuring of
traditional business organization, paperless office, electronic. data
interchange (EDI), computer integrated manufacturing (CIM), and
computer integrated business (CIB) (13) regional and world cooperation
and networking the globalization?

Economies are getting informatized. Today information is a vital resource
like the other conventional factors such as land, labour, capital and
organization. Information has acquired an added dimension with the status
of a global currency. It is the information, that will keep the vitality of the
economy in future. The economy would become an Information Movement
and Management (IM&M) Economy. The IT has been recognized by many
countries including all the OECD countries and the NICs, as strategic and
vital to ensure the competitiveness of their economies, and many have
established national plans to exploit IT.

Technology or methods of production do affect growth, and informatics is
fast becoming a prerequisite for technology and production management.
The emerging technologies have all the potential to help third world
nations in supporting their large population size. In the recent past, Dr.
Salam advised these nations to increase the investment in science and
technology. Message in Peter Druker's book The New Realities about the
politics of the information age is very loud and clear. He emphasized on-
management, knowledge-workers, individual entrepreneurship and
information-based societies and said “... governments must and will
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contract ... many other centers of influence are emerging. The age of the
charismatic political leader is over. Economic theories no longer work.
Society is entering a post-business phase in which all effective
organizations will be information-based and the key to success will be
knowledge”.

Allocation, growth, distribution and stability are the universal problems for
managing any form of economic system. Proper prioritization of these four
is a prerequisite for any happy economic growth. paradoxically every thing
has a cost and real growth is only possible at the cost of inequality,
unemployment and instability. Only the wiser societies accept this cost,
produce surpluses and then instability. Only the wiser societies accept this
cost, produce surplus and then manage reasonable stability through
redistributing the surpluses. This is what the first world countries are
actually doing. Poorer and unwiser societies are all scrambling for
distribution and social justice without accepting the pains and pangs of
growth. The emerging technology and management systems can help
growth, other things remaining same.

IT can contribute very positively to most of the Bangladesh's current
development-plan objectives like: human resource development; poverty
alleviation and emptoyment; growth and self-reliance; ecosystem-driven
industrial development through market economy that will require improved

‘human resource and management efficiency. More than the physical

resources, Bangladesh lacks modem management knowledge and culture
at the national level. Higher speed of development associated with first
changing IT standards and industry is creating more lag. The answer may
lie in adopting IT in time by obtaining mutual benefits from international
trade and networks for various regional and international cooperative
bodies.

The development planners and economists of developing countries like
Bangladesh should study and ponder over the following issues at the
national level and motivate the population and the government to adopt IT
in time: (1) are they allocating and prioritizing their resources among the
four basic needs: food, population control, protection or defense and their
management methods? (2) are they perceiving the needs and attempting
to change their attitude towards?(management methods or styles needed
by the standard of the current (global) civilization? (3) are they ready to
soften their traditional hardened management and work culture? (4) are
they allocating for and trying to adopt or adapt the as fast as other
competing societies are doing? (5) are they adopting a global outlook to
share the wold knowledge and resources with the developed countries?



Agricultural Productivity in Developed and
Developing Nations and Performance of
Bangladesh Economy

A.F.M. Mofizul Islam*

It is undoubtedly acceptable that the agricultural development is now crucial for
rural vis-a-vis economic development of a nation. Agricultural expansion is
essential to provide food for a growing non-agricultural labour force, raw materi-
als for industrial production, savings and tax revenue to support development of
the rest of the economy, to earn more foreign exchange, and to provide a grow-
ing market for domestic manufactures. In many of the developed and develop-
ing countries progress of irrigation technology is one of the factors that has
raised productivity of land and labour enabling a small agricultural labour force
to meet the domestic and external demand for farm products. In order to speed
the development process some nations have implicitly or explicitly taxed agri-
culture as a means to promote industry. This has generally not worked well.
Instead, policies consistent with rising agricultural productivity have proved a
former foundation for industrialisation and thereby socio-economic development
of a nation.

In Bangladesh, productivity in both agriculture and manufacturing sector is very
poor comparing to the neighbouring countries. Forthe development of rural
economy through agricultural development, we need policies like expansion of
modern technology, specially policies that might increase yields among small
scale, low income producers and policies that might provide help small farmers
and landless labourers. To this end, policies like measures of land reforms,
land settlement at the extensive margin, new form of rural institution and vari-
ous special programmes designed the productivity and incomes of the rural
poor are needed. "Agricultural change and rural development” has already
been started in many of the Third World nations to change the fate of the peo-
ple. Greater attention is needed in Bangladesh as well.

" IBA, Dhaka University.



Optimum Crop Combination for Bangladesh
Agriculture
Md. Zakir Saadullah Khan *

INTRODUCTION

Bangladesh is one of the densely populated countries in the world with 810 per-
sons per square km. Out of total 1,43,998 sg. km. only 60% of the land area is
actually available for cultivation. Area cultivated per farm is 2.20 acres. The
population is growing at the rate of 2.17%. It needs increased agricultural pro-
duction 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 nec-
essary by using diversification of cropping.

There are more than 60 crops cultivated in Bangladesh in three distinct crop-
ping season. Rabi season is the most favourable period for diversification and
intensification for cropping, our optimum crop combination for the crop sector of
Bangladesh will be constructed for this Rabi season only, when different varties
of crops can be grown. So this paper will concentrate on four Rabi season
crops cereals (x1), Pulses (xz), oilseeds (xg) and vegetables (x4) (mainly pota-
to and sweet potato).

ESTIMATE OF THE COMPONENTS OF THE MODEL
In selecting the type of crops to cultivated, it appears that the correlation of
returns are important.‘Van'ability will be reduced in diversification of crops if the
correlation coefficient of returns of the two crops in negative. In practice, how-
ever, crops which are negatively correlated in returns are rare due to influence
of business cycle. Activities with low positive correlation perhaps will be the
best available and a correlation coefficient of zero is preferable to greater posi-
tive correlation.
Under uncertainty, risk is measured by variance of expected returns. Crops with
higher variance of expected returns is risky compare to the lower one.
It has always been the concern of the farmers to seek an optimal set of crop
combination that will not only realize the full profit potential but also the
possibility of reducing uncertainties in the cultivation of these crops. This need
has become more pressing in recent years with the emergence of increasingly
limited land suitable for cultivation. Thus it can be seen that there is urgency for
a systematic determination of an efficient production plan for the crops. Linear
programming is widely recognized as a method for determining a profit maxi-
mizing plan of a farm that are feasible with a set of linear farm constraints.
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. RESULTS AND INTERPRETATION
In qﬁr study, linear programming optimization technique is applied for allocating
acreages of typically small farmer of Bangladesh to different crops. The objec-
tive function is specified to maximize gross margins (value Added). The
resource constraints here are the land acreage, fertilizer of three major types-
UREA, TSP and MP.
On the basis of the time series study of Gross value added from agricultural
crops of Bangladesh between 1981/82 and 1989/90; in the Rabi segson the
programme is found feasible for the vegetables (x4) alone and the objective
function is maximum return per acre. The optimum allocated acreages to veg-
etables (x4) is 80% of total land holding. This crop found profitable, the rest
three is kept for diversified cropping pattern which are due to other reasons.
The Iterated programme indicates that optimal allocation favours the higher net
return rate acreages. But due to its subsistance nature, agriculture of
Bangladesh is characterized by diversified farming to meet household require-
ment and minimize the risk and uncertainty in agriculture.
As risk is measured by the variance of expected return, therefore it is found
that, the highest variance of return (Tk. 10173574.16) shows is for vegetables
(x4). At the same time vegetables (x4) is the highest risky crop among these
four crops- Cereals (x), Pulses (xp), oilseeds (x3) and vegetables (x4). It
implies that vegetables (X4) is the highest risky crop among these four crops
though the expected return is highest. As a typical farmer is risk averter, there-
fore, he will diversify the crop production ‘speading risk'.
The second highest variance of return (Tk 1001707.54) is for Pulses (xp). At
the same time Pulses (x») shows lowest expected return (Tk. 1714.91) per acre
among these four crops. It implies that Pulses (xp) is highly risky and at the
same time expected return is the lowest. So. Pulses (o) is not supposed to be
planted by a risk averter farmer.
Variance of Oilseeds (xg) is the lowest (Tk. 4?9028 84) among these four
crops. The expected return per acre for Qilseeds (x3) is higher than the expect-
ed return of Pulses (x5).
On the other hand, Cereals (x4) has second hlghest expected return per acre
(Tk. 3951.11) and comparatively lower variance that Pulses (xp) and Vegeta-
bles (X4).
An optimal combination of activities in terms of reducing variability, cereals (x4)
and Pulses (xo) as combined crop-mix in farm may lead to some degree of
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reduction in income fluctuation compare to other combinations, as their gross
margin correlation coefficient is minimum (+0.6343). Correlation of return
between Creals (x4) and Oilseeds (x3) is the second lowest (+0.72068) and
correlation of return between Cereals (x1) and vegetbales (x4) is +0.87. The
covarience of return of Cereals (x4) and Oilseeds (x3) is the lowest which indi-
cates that combinations of activity with Cereals (x4) and oilseeds (x3) along
with Vegetables (x4)will usually have more stable aggregate return. i
As a risk averter farmer will not plant Pulses (xo), therefore, an optimum combi-
nation of activities in terms of reducing variability, Cereals (x4).and Qilseeds
(x3) as combined crop-mix in farm may lead to some degree of reduction in
income fluctuation.

CONCLUSION

Farmers of Bangladesh are risk averter due to their subsistance nature. As a
result they always prefer to produce cereals at first rather than any other crops.
Because the first goal is to fulfil the basic consumption. As vegetables (mainly
potato and sweet potato) can be used as a substitute of rice and wheat, there-
fore, the farmer should produce vegetables (mainly potato) which will bring
more returns as well as fulfil the basic consumption. Oilseeds (xg) is also pre-
sent in the farm plans but in a very small scale. There is no existance of crop
pulses (xo) at all, in the farm plan due to its highest variance and lowest expect-
ed return. So in the Rabi season, the combination of production of crop, vegeta-
bles, cereals and /or oilseeds would be the best risk reducing strategy.
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Financial Repression In Economic Development :
A Test of the McKinnon Hypothesis for Bangladesh

M. Kabir Hassan*

This paper provides an empirical test of McKinnon's complimentarity hypothesis
and Shaw'’s financial deepening hypothesis for the effects of financial
development on saving and economic growth and the relevant policy
implications for a less developed country like Bangladesh. To test for
complimentarity between money and capital in Bangladesh. The demand for
money function utilized by Thornton and Poudyal (1990) is estimated employing
data form Bangladesh over the time period including the years 1975-1990. The
money demand function may be expressed ‘
- + - +
MP=f(DSAV, RGDP, INF, LMP),

which is to be estimated simultaneously with the savings function

DSAV=G(MP,GGDP, RGDP, FSAV).

In these functions, MP is defined as real per capita broad money, DSAYV is the
ratio of gross domestic savings to nominal gross domestic product, RGDP
represents real per capita gross domestic product and GGDP is its growth rate,
INF is the rate of inflation, LMP is defined as MP lagged one time period, and
FSAV is the ratio of foreign savings to gross domestic product at current prices,
and t is the time subscript. All data employed in this analysis is obtained from
the International Statistics Yearbook 1992, and the World Bank's World Table
(1991).

The results for Bangladesh provide support for McKinnon’s complimentarity
hypothesis, suggesting that Bangladesh’s financial system has not yet achieved
money as the primary repository for domestic savings. These results are as
expected due to the position occupied by Bangladesh on the world’s
development ladder, and support McKinnon's assertion that the conditions
necessary for complimentarity exist in the world’s least developed economies.
Recently, Bangladesh has placed a larger role-on the private sector in the

" University of New Orleans, USA.
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development process, implying that the private sector will undertake a larger
proportion of investment. To achieve a sustained economic growth, the
financial sector must mobilize domestic resources effectively and allocate them
efficiently to finance new productive economic activities. Since complementarity
exists between money and capital, a higher real deposit rate of interest will
induce investors to accumulate the required amount of money prior to
investment. Efficiency of both the mobilization and allocation of savings will be
maximized when the institutional interest rates are set at their free-market
equlibrium levels, and selective of directed credit programmes are abolisehd.
The government should ensure that the financial system operate competitively
and coordinate the fiscal, monetary and exchange rate policies to control
inflation and capital flight.
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Human Resourse Development in Bangladesh:
Scenarios, Problems and Remedies

S. M. Athar*

Human Resource Development (HRD) may be defined as improving the
aptitudes, skills, abilities, knowledge, understanding and attitudes of the people.
It presupposes investments in education, training and development, health and
nutrition, environment and employment as well as achieving and ensuring
political and economic freedom. It also purports to mean investment in HRD
researches. _

Bangladesh lags behind globally in terms of investments and developments in
general and in technical education, health, labour and manpower. It also lags
behind in respect of Human Development Index (HDI), adult literacy rate and
literacy deprivation. Human development index for Bangladesh is 0.318
whereas it is 0.936 for Hong Kong; 0.439 for India; and 0.423 for Pakistan.
Adult literacy rate for Bangladesh is 33 P.C. whereas the same for Hong Kong,
India and Pakistan have been 88; 43; and 30 P.Cs respectively. Literacy
deprivation rate in Bangladesh is 76 P.C. whereas it is 14 P.C. for Hong Kong
and 60 P.C. for India. :

Thus the HRD programmes and activities in the last ten to twenty years cannot
be said to be satisfactory. They are beset with various problems and
bottlenecks. Among others, the major problems of HRD in Bangladesh may be
identified as:

1. Lack of effective planning on the basis of a comprehensive nation-wide
survey and need assessment of quality and quantity of HRD.

2. Lack of coordination in primary, secondary, higher, general and technical
education as to methodology, medium, standards, style, facilities, courses
and curriculums.

3. Lack of priority for HRD in both public and private sectors.
4. Lack of due investment in HRD.

5. Lack of experienced and effective instructors. Qualified foreign instructors
are costly. Further brain drainage and outflux of talented and
qualifiedhands from the country aggravated this problem.

6. Lack of facilities for conducting an effective HRD programme.

7. Lack of evaluation and feed back of HRD progammes in both private and
public sectors.

Professor, Department of Management, Chittagong University.
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‘Suggestive Recommendations for HRD

1.  Effective Planning and Coordination : A prior comprehensive
countrywide survey and assessment of need for HRD is essential. All
programmes for HRD especially as regards education should be mono-
standard rather than multi-standard throughout the whole country and all
citizens for the country should have equal opportunities for education and
knowledge.

2. Priority : Top priority should be given for HRD in the public and private
sectors. To treat the HRD affairs, a separate ministry may be established.
There should be a nation-wide campaign for HRD.

3. Investment in HRD : Favourable policy should be adopted to encourage
investment in HRD. Extra incentives for HRD in the form of tax-credit,
VAT exemptions etc. may be given for investment in HRD.

4. Sufficient number of institutions and training centres for educational,
professional and vocational trainings should be established for regionally
balaqced development and growth in human resources.

5. Well trained and qualified instructors should be given due incentives and
all harmful brain-drainage should be controlled.

6. Employment opportunities and proper placements of skilled and qualified
people of the country should be ensured.

7. Modem techniques such as computerized or audio visual methods should
be used for accelerating the process of HRD.



TR A& 1T ¢ G0 QeI AT

TN T SR
St

TR TS TS (7 AR AT AR e wi g AT S o) wRe o7 h |
S (@F R R | 7 R 3 ST e R IR w0vl S (S TE
TR T O 7Age T TFEA ¢ waeifen aa TrAfee 2T | W SFaee o)1 YR
FATHE CFLE JFMCR PIFATEIR ANACT T3 T FRA | I wHe
TREF ©F AR® 08 | AR [RoF st =g 59 9 R sa9ee =m
¥ Fare AR <B1 ST et | <R TFe om TR 2R (U T T @
Gl AT (TR GNATST TR TR TR S B YW | @ 4w e w2
SxEiE TR TR SotE g o T S 9 R |

TR TR CFL@ AN SR
AATSE T TFEq @R AT F7W SFIee @2 ol IR T4 @ A | By @
ST WG TR A1 R | TR A e A TR A 5 WME S
FFA g T TFFT Ao s 9% ¥ A | United Nation Human
Development Repot 1992 4 I ITAR, “Human development as the process of
enlarging the range of people’s choice, increasing their opportunities for
education, health care, income and employement and covering the full range of
human choice from a sound physical environment to economical and political
freedom” TR A& =167 IS W “Process of acquiring and increasing the
number of persons who have the skills, education and experience which are
critical for the economic and political development of a country. Human capital
formation is thus associated with investment in man and his developrnem asa
creative and productive resources” (F. H. Harloision).
TR AT AN I AR A 07 IS ARSI G0N BT W € TS| AEAE
QT q 1 THIRT ST SATAE | ww‘sﬂm e Ry AR SEW 392
TP |
G ey cwmwm,wmm CFT@ TEMCR TIZH {083 o7t A0=g g
S8UTY R TR TT IpF T 0.90b | AL 9% FifFrren g7 w1 0% ot
T | ST Yo I F FrF AR G372 *SF 0 T @TF FHAEHA 4T (S I
ATF | YA € FEA o6 oA, TE TIF LS T ¢ ISW I SFe e
TR YT I Y O I | TH I9 T @k o= T ¥ A1 T e ot
LR TS LR I7F =32 [0 |

* 4 0T VoINS Fed erw |



250 Bangladesh Journal of Political Economy, Vol. XIV

o=
TR TFEA i

@25, 8, =2 B TEE Rvm e wbe TWE  EAFD AAECEEE

= 2 % =% % TR (s Tafre Afamafs
BB MBQE-Bd  dabbL-BY  bb-bd  HEEN W% FETEA T
rbr-%0 SehY (%FTH 00 WA Shbob.3®) Shso Shho
TH WL BFEE d0.¢ g b % 333 3 ol Wr 4.9
THE TFE TEA .o wb 14 o yob vo ¢o 8. CRC)
5= T I
@8 AT .4 9o W a8 300 58 s8¢ @ N8
¢q TEEE 90.8  wo a3 »8 338 vo ey 380 MY
»o Ferzm B3 mo ay w . B be b 03  oe
»8 5TEAI 0. do o »4 353 vo 89 82 oo
»s fEfrsmn w8 Qe ¥ U sobr »o 8 e.8 8.
o3 @i 90.4 oo e - 330 2 - o  Me
ot IGIAT W0 bo s 88 53 v8 b L wo
35 TERA Lb Qe @3 e bo = < o e
I ETm cen - - 2 EE 8s 83 L 2.8
AT
yo3 feem ¢ro o ey 38 s ok 28 s.e S
YOE TS es.9 . - se you ¢o ¢o - S
bR | S VE N - °% 58 o4 v ok o
38y G 2.4 ~ o« 8% b S0 29 83 o 0%
Yol TR 8.y qu LY » - 8% 33 - -

Source : UNDP Human Development Report 1994.
(e c1e TRE @ wRE Fr wers, o o 'se)

wREE ) @ TrEfie o T g TYEE, e I, e dfeem oeee
A F< fea | Ta Prewee @om I8 7 e @t FTRIEES SIS (v-20
) T WS 93% T AZTANE *SFH 8¢ S, AARHAR *SF41 ¢ T, T
EF Vb I, B et 80 i, AR ot L8 O, rHARIHT W ¢br
P, SRS =SIA! @o O, (FAE =AM 85 O |



IR ; TR A 251

R T TR S 1w
] 20 WE A o1t ePged Taw | Fear AT A ot 7e fTow s
[IFE @ 93R e iven R Tar S e 4ne Rise & 1@ 199
A& o TEe @M TR | AR TS Sge T WA FrEnS o R (e
for =1 @ | =% Frwt <irs Rt RN 96 91 I = O I TW FJR
253 (I IR | G JTETE @ ARG FB-RTe N I P aze @ A
fore ot B3 Rivmam e Frem @R B mes 3 79 9 | o) e v
R @A P G2 @ @R R @ @F T e I @ adtafes ¢
AEE G SR |
firs TR @ @ AW W R T WARAN | FRIATS TC SR fE g TR Ak
w2 7 T2 ¥ | @ewiR M W, ‘knowledge is power' TR ¢ WA
IR T A@eN  wwew  @ifEs | wnfe qees, “knowledge is the most
powerful engine of production” 7%= &F13 ¢ TFaq ¢ ST T Prer 1 W
g 2 | e O WiW A TS e 0 TR egfers T e Ptz | R
Be (P AN IEATST SRR ORI TR W 1 TR S SfEeed SRR o
e | AR quiI+iE 7@ e, “We now get the large part of our
industrial growth not from more capital investment but from investment in men
and inprovament brought about by improved men” (Jhingar M.L 1976) Edward
Demision TARTATER (T dvod A (ULF 35¢4 T e Fura sl SR aftafes
TR 0% WIWH @AE | @@ T.W. Schultiz IR feR 81 Soifss oy
Aty IR @32 Frw <4res Rfvwns 3 s s | ol o @,
“Investment in education contributed 3.5 times more than investment in
physical capital” (Jhingar M.L (1978).

e Pt <ee Rfscae e
fore! @b TR <rS, T I A0k e @ Riwr oA R iR Fae
o apE e R T3 ot | TETF FRER R 4res TR e W FEES |
ETs Pl ArerE A B T TACR | @ TS W/w @ I LAS ATEEAT T
W | wom wE s e @ «ite wees R wesw % s g @
GRE-3 (AT (R TF (T 23 ¢ TECEMHEE TACHT TOIY R *1eal L5 S @32
1% o1l Fereer R B | SR AR GHRTIR ( SRTS @ T IR 0.3
19, AW & Tt @D *HCPA 0.0 ©lF, YIS HOIAT 0.2 O, AN
ol b o1 | G Srafe ort TR W AETeR S9E W R | R
ot (TeTRR @ TS &, T8, 1 3 wowwr A ot T = T



252 Bangladesh Journal of Political Economy, Vol. XIV

GRm
RrerTe e T8

o TSIy WIEe o (R AT 4A0EF o1
Eied ©3 Seb
e 0L 0.9
EEibE b 3.0
AR e.L 3.
RIESSIS 9.3 oY
af?l‘;‘%‘f 9.0 =
EGRIES b . .
sfifeEm Y -
i 9.3 =
Bl il 23 So.¢
(Chi L Yok

Source: Solaiman Mandal, 1995.

ﬁﬁa-qmaﬁmmﬁﬁfﬂﬁw,mﬁm,emwﬁ@mmmm
TSR TR ST 3¢ (AT 3O TR @ BT AT (7 I@ A | ISR @ TS
ST Yo.¢ O W@ | FrEe T e aree | Frematetrs R fore
4 (A IR (@ RofE o 9 @ s W |

TH S Tegw w1F
T AR TR TG AR & T S e Tew o B 999
N T AMF | (TR ISTM T S Tewn w1y A wfies oy oo 9=
@ R TR S 5 e o ot “ed 7w | B0 @ ¢ 1 @ afe
o TER AT Ty ofeeas qeamme= 3.¢, ©RT® 8.0 , FIH 0d.0 @2
FTARPICS 3.0 8 T 5¢.2 GF |

GfeE o
e, %3, 2 ¢ R T (@f so Tom e ww)
fofeers e oz g/t

T (3.¢) 5 0.08 (Y)
oEe (8.0) .5 0.3 (30.€)
CIRIGE (>¢.3) ee.» 9.8 (30.3)
Fraez (3.%) ¥ - 8.0
RIEGIE (>.9) 38.3 0.8 (8.9)
= (93.9) 3.9 - —
il (2.9) Y- = 0.9

B 3 AT.M Zahurul Hug, 1995. (Number in the brakets relats to late eighties and other late’ 70s.



HIEGEW T Aferion 253

B S0 72T &S Yo T EEALAT T ¢¢.o T, ANEIT 38,5 O, .
T 9. T, SRS ¢:5 T T ACTP 5.5 & | &S Yo TER G127 T4 ©F 6%
TN 0.0 T, SRS 0.5 T AAF 0.3 T, RS 0.8 T 432 A 0.08
oW W | XfERER ¢ REmie A IS .8 O, SRTS Yo.¢ T, TP do.d TF
TAARE 0.8 T, AT 8.0 &, G2 AZFNE 8.9 T |

P 7 Tegn ORF

e T SEe ol WA S 15 S T fres weE Tonm | e W o3 fB E-
T 4S | AR Pt e o3ft Iuars, frer Ry wir e A fres fnfee
HIE | Svdo AR M 1SS TE dodeol, TR B S3pusL, THHT roqus,
T @32 FECE ddd¢o T | (WRLIW, FIWE 1AW svpde) | g o 7y frss
fTaere 41! MYe AR TR TR s ey ST 9 | (3R 8 (e Gl
T @, YR BE o TGR Fo I EPRYR TG Free Ay gHame ™ q
8¢ T, (AREHITE ©f 181 &, AlFFT 3¢ T, G2 AENW T L Ta FLIIE |
AFEAR TG TS AEF T Fres My NG =7 o 932 =W 2418 70T
o7 o @ |

oRe-8
&ifS Yo e T ITFN ENEHRAE Ny Frw e

o™ 2l T NS e
e 8.9 3Ly
IR qe.br 2033
Lk 338.% 8oo.b
frreE 330.¢ 0.9
FREIL] 83¢.0 -
Eliisal 38 b z
T GRS 3843 9894
oIS 8¢ L.
L HEC 3.3 G3B.Y

Source A. T.M Zahurul Hagq, 1995.

NG T &S S0 TR ETRFAT (4 I NG ERFDTE 989.& T, Foa
@Y T, TRUS 10D TN, HYG JIFMACT ©f 33 T & @ 714 | F5re 7ie amms
AT Fres el IH TR | 0.0 % , TGHE IR ¢b.v8%, THET e 200.0v%
2 TG BT 0.00% (TR, T 01 »¢) e w1 3w s31 awem &g
o1 TS @ IMHG IJ|W T W R AW AT 8¢ T 5 T we IR
RO | (T2, WfSTF 58) |



254 Bangladesh Journal of Political Economy, Vol. XIV

TR A o7 S
>ammﬁﬂmmﬁmmﬁﬁmmwn—mmsammﬁcmm
wqaeﬁmrmwv{ﬁsﬁmmmqaﬂmmmm
AR 375 e T3 B Weod 0a 19t | T B Wod o O SRS *ewd!
¢o T, ARG IS »8 SIS VEARTR woFql o B, [FEAEH el vo
o1, T IR b BT L IS 2T 58 Tt (TBRA-3)
sobo ANH AT firery Sfazm @ o qo ©1 wes W3 =f¥a 39 oRTe 4%,
AT 30% T 07 WWTHE WGHE AwE ofeT =7 &E 3a% T ey
98% [N 0% TFEREE ¢3% 2URACNE 8%, SRS 89% (FATA wo%.
AFI 0%, (S, e AL d55¢) | 9O B@ Sour> AT o¥a Ta e ©.%0%,
T @A ©.30%, ATEH 8.0%, NARHE 8.3% (FFEIT-3553) |
TIqwoR o7 e R I B 79 JEe ) M o ar | Rrenafei
@rere | Frefdle Awe @SR | 3543-3852 #E e s Fredl ez Wewa
ww,mwﬁwm HePdl 9% O, Y IFE IW @ T @E SFA A T

3¢ s v Fredl @rer et Yo8 T | BrER @ A TR Age
TN U I SRR SR @AW Siew w9 (TE-IfS, TREER Yave) ITF
fAferes 79, REm g3 GfEm o7 | a9z € 73503 ¢ Geftam 2o oo
mmmmﬁmmwcﬁﬁﬁaammEW|Wa—mmmmww
% fifsres T3 7K 1 afS so IER @ FwWim Ty TR REE @3
G @2 F2AT 0.¢ TF T TFL @ 85.0 T, (FIRAW 89.0 T, oMo 0.0 & |
mmemm,m,ﬁﬁﬁeﬁﬁﬁﬁmﬁwﬁmﬂ,wm

(FTE OIS ST (AT TR JNECACH SIZ FAAH |
wRE ¢
< fifoe Saafier ort st W S 15
e ¢ G | 9@, o & fem | SR | Rem argmne
i = forsm Tm (2% 0 T==) & TEEMIA AGTESA | GTAIS ATErEe A
2fE yo TEME Eric

s%ho AL b SSbe-bh bbb SHUb-bb
26 = 830 - ¥.9q =
T s 89.9 Wb ¢y 8
e = 208 - - oy
FAg at 29.0 e 5.8 -
e 59 - .9 ¢.o oy
AETE by a2 . s.e 3.8 b
e 99 - 2.0 o.¢ @o
5= S0 b.@ - ©.q 8@
[EERIET aq * o 3. o.% 80
ElsicibE o 3.3 3.9 - 3
EllEzont 8t 8.3 3.9 - -
AT W 0.t - 0.9 29
AR - 0.b 0.3 = S

Bex ¢ M. Solaiman Mondal, 1895.



T R A 255

T A& TowT 4@
B (T AT SRR 4R @I T3 © (7 GeR R @ (Fre T93R) B
757 33 | SNTR R R 999 9¥Re SRR W | T8N GeR S
@R TR 61 7Y TR Fre (37 SR 9399 € T TS AR | e
ST TRae T Frem ones g W ¥EE @9 (W €I e BeE ey
JEIY eraTe ol et F1 & | e I e Sfeer | g SR @
Fere e a1 e o, e Afie frem Foa i o TN wiier W
TS | TR SRAeE THIER Ty 1% *fE F@E I e ¢ T Ny e,
fgermR Ufie, SfEr-amEren @ ¢ S, A ¢ CrERETS s e
4 IER TR e = 1 3R Seimm e ovm 9 s Frew it W€k
oFg 4 | TR 237 TR N frwr Sray @ i «1Fm @ 9 | P S
TR 2fe IR Al Ia I AT | (T, TEIE S5do 8 TIHT AT 3595) |
o Ngive sww Fren el e JfegEs Rrem o AR free Bee Sfiees
&Fg WY IW A | NiE frw S Sifer aumeee fers 163 71 =3
LR FEATE G Tlaa W 45 SHaes wriass St oo d o= | axrel nyfie
*fia wgren Fre asfe wy, @ frer ffserr o gant 398 Aifrs
T T Rwm [orse ga/a@me Aedite I A% | dvbb A 779 ¢ 7Y
@R % T@/RER Ty Rem Ren ga/z@ & I 80.v0% 992 35.55%
YOO A TN WO IAMGH -.83% G2 20.5v% (S @ (M3 SR da5¢).
e A e @ Y392 o9 | TR o R R, IfegEe e orn Rfew
frerg Pifes e s - wied e, sEEim, e, FeeE, agas,
TR R HeFwee R P TR ¢ copirre frer 5o o7 T | SRS
s ETRYR aF ¢% TR Frem Fee 9" et 9 9 3% 99 93 W
(Efem™, 18 SRYE d85¢) |
BRE Y
e @ GIeE ¢ e e Ry fSfes <%+

FfafEre wenam Ty el IR et wwm

T L.8 9.8 ©0,9 8. ©.8 28.5
TETE 0.3 0.3 8.8 c.8 - »8.5
TEe " d.0 ©9.0 53 - 8.
TECE ] Se.o < 30,3 q.¢ 4.8 =

= W 2 R 0. .o =

1z R = b = . =

e 84.% s 89,4 9E) BN 3.8
IS o) = 80.3 8.5 o.b 3.
A b5 5% 0o 3. Yoo Lk
HC] .2 e .3 oLl = ®0.¢

B¢ ¢ Raja Roy Singh- P 67.1986.



256 Bangladesh Journal of Political Economy, Vol. XIV

T w@ FiReRe IR Frem g GRE-v @ o ==
AT T IIEC WA ST 0 T AT A AT WoTd 84.5% O,
ARPT oA ©0.3 G @A *SFA Y.¢ T | Y FTHF AFT T weT
ob 1, T BT o3 s:.9 oY, R e 4.8 © | Py ¢ aFmRay
JEMATS ST 8.8 I T@ ITIAl I ANF I WEARPRIT =S 90.) O ATEH
I Lu.b O, BN @ @A TEIe S (AT @ TT HSIA] Wo (AE 88 o ofw |
e F A4 o7 e e IR ¢ e Frem fifrsom wug T e
0.8 O IR REW T | @M o @o.v O, BIH WIoaq 0. G WG
O 38.% B FRTS AT | BREA eniie oml TrEg 0 SR S A7 A |
TR AFECR MO @ IR Fre g 1y SRS e T A @
T SF TR | SR T GES SEFAR AR Tl e | e e e
TG e we 67 IR T T | IRR ¢ I Frew xS Teew
TE goTF | @ PP SRR BT AR ey Wi 91 ST | 932 T sER
15 Preidin IR 3¢.90% @ e e ge Be |
T fr wdtAfos Sme @7 ofNe FerEe @B @31 A i R | @ frew
FETe ¢ TFT 4T [oF +fFwe | 3 Ifesre vifdme ufiafos Tmd 8o seTa
TN | ANGE TA 8 TR &7 el @ Frem mad =0 | T IeE ww e
ST SR oFg 4 ot o I A
TR (e TS s ¢ RS Tenew T it e A awee o
e o | R, feeem, e, BRen ¢ 3 e ow wwer g s
DIRA AR FGe R PR (oA I A I TR A IR @ O T A FH A0 |
GRE 9 @ Rz fee Ta/a@ 797 7% 79 v T @ Freidiz =fowat v o
TWRE ¢ FE R@nm Suw 3| nfewm, Sw, e, FEeadE @ T3
ST 8o SY (YT OFA] 8¢ ©I%f | WHAF (AT TAES '@ ANG fFe@nw @ 77 fermdf
E AT FW@ AT O WRE 977 7R {71y i @ 3@ ceffm IR evg =2
g ot 9 kG | @ @ @R P TR e AR S5 WS R |
o T AF T BrEE Wit I T AN | @ e [ I ST W TE
T CIGTER FHRY A 731 T | T frw 28w aumerw e o e ofRehe
TR e Ofoe | SefisfEe % e TR Seicy O IRY @ T @@ Eg €
FERTEY R T | T AR WG TeIe ANGE SR B TR AE | ATER,
Mgnt, Machlup, Singer zewis S =S e S smme mreR T
o T SoiETE oIS T I |



TR ;WA AN 257

&Re q
Twfren ve-wavr R s 357 (o)
e st =i/ = @ bt e s
e Rmm et ==

M Shbd a2 b 38y .9 3 ot
BT NN WL D 833 38.2 L. o
CIEI] 95 ®.0 L0 0. 2.4 o.b 0.9 «
s ey 0. 88.5 Wb ) 0.5 €.
rereg RS Ww.e 89 W.e 8.4 35 s
Elenicinl b3 ALy 84 Se.} 0,¢ v.¢ o
== 'vo Y 9.8 38.8 0.8 0.8 -
EakETt "y v 5.9 CURS 5.8 8.3 e.2
¥ "y 5.5 @e.d 3R e.5 LK) 9.8
e vy 3R ¢o.t 0.0 a3 2.4 5.9
=it B3 Wy . 8¢.9 9.9 Y0.8 =
fefeEe p2 ) 849.b Wb b3 @.q 9.9

¥ ¢ -Singh Raja Roy-1986 (BR™(>¢-7js 48-9u) |

feem e Tl « afmm s se.0 o, BitA reT 8y I W32 FFNRE
TN 08 I 3R JIFMTAC *oFa 28.% O Frdf Sz I A3 | (BReA-9)
fes Re -1feem o =rewa se.v o, B owar 38.3 o, RfIEE
el 5.8 I G2 IS *edal 0.9 O Frwd W 3@ 1 @ Prer oS
e g @ e e s sw o o= |

4 Prem 9 N @R IR O I 9 P Hfe 3w 390 =) @ g g
M TR @ O SIRA 1A | TG T wrew Frwdivas e 3.0 w3 Rwnw
TGIN FR T B Ao Lo R =T 0.5, TAGRER =0T ©.¢, F@E
Woa,%%WWS.sw(ﬁﬁa—q)fﬁammmmﬁma
e Soifes ewg tra erETe |

! Ty B 28.4% AFFT 3v.¢%, TTATRER Qb @32 AT 5.3% SR
I AE, AL @ ¢ GRee e o7 Trm T 7w | P I Pres 1w
wﬂmﬁwﬁ@mmﬁmmﬁﬁmﬁmmwﬁmwe TG @
108, FEE AR 08 @3 PREm vivv (R, R, ﬁ*f-ho)(.‘l?ﬁﬁb'tﬂﬁl’ﬂﬁm
SFATS RTTAT ZE |



258 Bangladesh Journal of Political Economy, Vol. XIV

wfE v
frss T@ TS (TEHSS T
EE . TgfEE
il 3590 y9ae yabo Sl ve0 | S»4¢ | dabo | dbbl
ZEmeE | 8} ey 88 er @ 38 B 3
e R Y 29 e S 3 30 ¢
I 8% 82 89 83 W 20 20 20
o 23 W» oy oe B W 3 A
Ciiind g8y 8o 8t o ¥ 1 ) N2
il wo ©o o3 03 1 A8 33 .3
Etic L 3y e 20 W 39 S s
wafm | 3w R CH S % N s 3
frefeers| 28 29 30 - e 33 § =

¥<7 2 Raja Roy Singh P. 78. 1986. A T. M. Zahurul Haq 1991.

G v A @9 I m,m&mmmemmmmﬁﬁmmﬂ@
aﬁm|m,ﬁﬂﬁeﬂrﬁmﬁmﬁﬁaﬂmmmmmammwﬁw
i o faed | FTEE SR afves e o fre Rl 51 S90S ARG ©F X9 |
firmsy oifoBT T TR T SN 1 A IR SR | WA @ A e T
aﬁﬂamaﬁﬂawﬂnwwwﬁmwwwﬁ@@mmwwﬁm
mi@quﬁrﬁm@mﬁéﬁmﬁmamqﬁﬁmﬁmm
oTaTEe | e 2R T oW @8t ZRMLEs TR «R 9@ JEE A0 O
ﬁmsaﬁﬁqmmaﬁzmﬁrwmwm:oﬁwmmwm
frsamia ve/a0% e afire o1 73 | (T, e W $¢) TS ¢ YR
ﬁw&maﬁwmmm|mmﬁﬂﬁ@ﬁﬁamﬁaﬁm
37 @@ Toer

T TR SRE Rt ¢ rss 9 dwd _

@ & e R IR o e ed TF T 9 W | (/R rate of return
wm%@im@ﬁmﬁﬁm@ﬁ@éﬁﬁmﬂmmﬁsﬁm@mﬁm
< R rate of return TR M4 T | A @ 78w ¢ foregone income
=T aqe o e R T A | WA R (T FHEA FS B W FAC AR
w9l (rate of return me)mmﬁmwmmmﬁm
IR (5 AT MR PR FAE e IR 4TS | e TR o e
mﬁﬁmqwmﬂmm|mwmﬁ@f’wwﬁmmq
mmwmmméﬁmqmmﬁmmmﬁﬁmm



WIRCAR : W At 259

R wifamr g wrs fee RNt =55 Rdme s3re 1RF | wmoR 7 79) oot
q F5 R2 Iom | e R e s4 FHE3 I A g @R e
F© T auEes 9 T 9T o Affwd T WfeR g o FEem =@ 0N

T |

e R Tar v Ifers ¢ aafes @re R w0 Jore wibe 31 | aditafes
TR (I TR O (W S0ER R @ R arew o [y v anss 1@
e el <@ T A | (BRA-5 THAIN) (7 I @ ORETN, AT ¢ IRy
eneifie e 213t e i 75 &t

(R
Frer Sy v witer T TREiss e | (rewT)
. 21¥ees B e Roe
™ < 3T 3 o7 3 33 L
SES] S5l 399 Sobr Se.3 30.8 e 30,9
s s»ay 5.¢ e s.¢ .0 b, v.¢
e yai8 ¢ .0 3.6 v.0 3.0 3.0
SIEETE  359) ¢o.o 52,9 Sty 4.0 30 34,0
RIEGHIE ¥590 ¢v.o y8.¢ 38.0 wo.¢ 30.0 ».¢
Befm ysax 2.0 w.e 5.8 0.0 3.9 5.9
St 5Had 38.0 ©o.0 ©l.0 2.9 3.3 bt
A ¥599 = e.» L) - 8.% b
T 3R - 3.4 3.0 - 0% L
T ey | = o8 ¥5.9 "o ».4 38.0

T<: Schiefebein Emesto (1983).

BRE -5 XF WRe ¢ T W TFS ot TR % R @2 e ont AR
T frem 7 @ | @ o, oo e @RE i frew 3Tt © G
fasief |

WRE-Yo (AF )1 T @ TFgE AR »ff Frr enefis firem ot T frem
arzres R @, TR ErE RO arfte B @ | 932 T or oS W o
TR AR TR ARTSs ¢ GriE 751 S B o @ | BRE do (WS wiKe
TR (@ TGEE Taa B &% e 413res (o @ @2 % Prer @ et
stz TP B el



260 Bangladesh Journal of Political Economy, Vol. XIV

&= do
g 9 ¢ ST e RoE (o)
ozres o e o

T @,  eefie wgfie % gafie TR %
ErEeuind 5 B 33 U B L 3R
wiEs

aferg W UM 39 %) 3y 3 3
Gl ¢ 38 30 29 88 3q 2
ERERiEein ¥ 20 59 39 3 38 So
e 38 = 38 3 - S0 ]

¥ ¢ Schiefebein, Emesto P. 48. 1983. _
ToETE WS €51 R @ frer «ifie ¢ Nefie ww sfiess Rivw =

e |

SgaE ot AR T frer fRew fefes e RS IR v.0%, TR 4 3e%,
frar 38.3%, EOTR d3.3%, TRRE 38.0%, WdAfere 3¢.0% (Schigfebein
Emes of-1983) B% firem Rew fofes omim @25 == Ro Rfsy et ffeg 7970
FMED @ (TR G T 4RO TR @ RN 41 ATEIeE Ol 67 (U GePRIAeR
fRafrs 2eu ammEs |

TR

TR A TR TR € T AR T@ T (e epsfers e g Ber | IRIfbe o
mﬁaaﬁm@ﬁmwwwﬁmmﬁmﬁmawﬁm
¢cwta Fritiz Machlup @7 9837 {32 wIe°’aR | ©IRE 9194, “Education is not a
homogeneous good neither as an output nor as an put in the production
process. Much depend on whom you educates and how, in what kind of
knowledge or skill, at what levels, for how long etc. and much depends also on
the state of their economy in which the educated plan to work and earn a living"
(Machlup Fritiz 1983). .

AR o L e R ¢ Rt Ifeans sRm S | s R
ofBTE TS ¢ ANTE ST TS TR | SAe Tara i FRewt e forem
mﬂmeﬁﬁmmﬁwﬁeqﬁwﬁwmaﬁﬁﬂmmﬁm1
w25 @ P Gt 4R2 7, @ T v afed e ¢ AW AN S e
TR (et XA TR Bre afesm, e frer s, Free e frw
BoreTT 995 TS ¢ FRAR T copiters e (orerdt, 2fefare, ¢ FR) wE
WS I | AES P WS @92 TR @ corirere Pyt 4fE-97 | (Capital intesive) |
TR R AR e A I frer o (1) TaRe frem aferm e
roTETe wiiwes WaR A ASIR 3@ | IR e ¢ e fre @
ST AT T R G |



QT : WAL A 261

SEgicl
T, (EEER: B, arEE, oyfE ¢ SRa-AeeEn, Ere-adare free %Rfs, anf
385¢E |
Ahmed, Muzaffor: Cost Efficiency in Higher Education Il BEA Journal Vol,. No 2B 1991.
S-S, WATERe T i Rrerams e, e e, ub 3, v e deve |
WG, FAE s B ane wegs Rfw 3 amde wemsa /2,9 wef, o
7R, R 7, amy 1
LA, FEWE Ag e So5T @ AT HeFeT- (IB1-350¢ |
Alam, Jahangir: Education and Adoption of Improved Farm Technology. BEA
Journal, 1979.
BANBEIS : Bangladesh Education Statitics-1975-1992.
B.B. S. : Statistical Pocket Book of Bangladesh-1981-92.
B.B.S. : Statistical Year Book of Bangladesh-1988-1993.
JE TEACS TREA S5bo-do5¢ |
R, TEFe A S4RTere chfere frm eor e 51w, e Saa s, 9x ¥s,
A 7R dvvo |
Hug A T M Zahurul: Development in Bangladesh: Present Scenario and Son.e
Policy Option. Shankalan, Bangladesh Economics,Teachers, Association,
March, 1995.
Hug . A T M Zahurul: Human Resource Development in Bangladesh presented
of a seminar organised by Islamic Economics Research Bureau, Dhaka, 1991.
Jhingar, M.L: The Economics of Development and Planning, 1976.
T, (13 W O T Rre e ot wafw frw ser, v Rem-sene |
wfeE, Tz wrgEs YA Frw- e @fFe, A, e 9l v SRS,
TS S85¢ |
Machlup, Fritig Issues in the Theory of Human Capital, Education as
Investment. The Pakistan Development Review, Vol-XI, No 1-Spring 1981.
Mandal, Solaiman, M: Problems of Human Capital Formation in Bangladesh—
Shankalan, Bangladesh EconomiesTeachers, Association, March 1995.
T, wIfees: TR Frew wed- R W aied-of @iy sfvwel e R,
Firmrard?, an o€, uB HET, S8 |
Schiefebein, Emest : Educational Financing in Developing Countries, Research
Finding, and Contemporary Issues 1DRC, earada 1993.
Singer H. W. The Role Human Capital in Developments, Pakistant Journal of
Applied Economics, Vol. 11, No 1, Summer, 1983.
Singh, Raja Roy: Education in Asia and Pacific, Retrospect Prospect UNESCO,
Bangkok, 1986.

Schultz, T.W. : Investment in Human Capital, AER, March 1961.



HRD Financiers of Bangladesh

Md Shihab Khan*
INTRODUCTION
Structural adjustment of the economy of Bangladesh is being conceived as the
necessary condition for attaining self-sustained growth with equity which has
been our prime end for a long time. For successful structural adjustment of the
economy, we need both human and non-human resources. HRD contributed
23% of the growth of the total real income during 1929-57. Japan, South Korea,
Taiwan, Singapore, Hong Kong, Thailand etc. Which were poorly endowed with
natural resources emphasised on HRD and have been able to achieve high
levels of growth with satisfactory degree of equity. Like these countries,
Bangladesh is poorly endowed with non-human resources but adequately rich
in potential human resources. In order to restructure the economy on the basis
of changing comparative advantages, the human resources must be developed
according to the present and future needs of the economy. Bangladesh has
planned to transform its potential human resources into actual ones and with
this end in view has been mobilising funds for HRD from different sources.
Different financiers have, however, different interests and interests of some
financiers are exclusively conflicting. The clash of interests among different
financiers and within the members of the same group of financiers are creating
problems for HRD. As a result, funds available for HRD is far below the
required level and whatever scant amount of resources are available for HRD,
their utilisation rate is very low because of, among others, lack of effective
coordination among the financiers. This article tries to classify the HRD
financiers, focus on their wide and varied range of interests, intra-and-inter-
financiers relationships, HRD financiers and beneficiaries relationships,
government’s role in HRD, contribution of HRD in the miraculous growth of the
high performing East Asian countries. The article concludes by emphasising on
the effective coordination among the financiers for proper utilisation of HRD
funds.

CLASSIFICATION OF HRD FINANCIERS

The government of Bangladesh (GOB), local NGOs, national NGOs,
international NGOs, donor countries or organisations, multilateral donors, are
the existing major HRD financiers. The people of the country are also providing
HRD funds on a small scale. For a self-sustained growth the people must
provide the entire fund for HRD in future.

Lecturer, Department of Economics, Barhmanbaria Government University College.
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RANGES OF INTEREST OF THE HRD FINANCIERS

The interests of the GOB cover a wide range from health, population control,
education to skill development. HRD is the prime objective of some NGOs,
while some NGOs take interest in a number of areas of which HRD is one. The
various bilateral donors differ in respect of their emphasis on_different aspects
of HRD. For example, the Nordic countries generally have a preference for
poverty alleviation, population control and woman development programmes,
whereas USAID programmes have a bias in favour of agriculture and rural
development.

INTRA-AND-INTER-FINANCIERS RELATION

There are 51 different types of projects under 13 different ministries and/or
departments of the GOB. These projects have direct and indirect human
development implications. An evaluation of 130 projects by the IMED of
Ministry of Planning reflects that 24 (18.46%) out of 130 projects have
demonstrated gravely poor performance. One of the major causes of poor
performance can be attributed to the lack of effective coordination among the
different branches of the government machinery.

The ADAB (Association of Development Agencies in Bangladesh) is the apex
body of the NGOs operating in Bangladesh..It facilitates exchange of
information and experiences to promote better understanding among NGOs
and to avoid replication of mistakes. In the NGO sector HRD initiatives are
being carried out, in various degrees, by 13055 registered voluntary social
welfare agencies. The ADAB is trying to strengthen coordination among NGOs.
Still its coordination effort is far below the required level, because they have not
yet chalked out a comprehensive plan to cover whole Bangladesh within a
specific period. In the case of undertaking programmes including HRD, the
GOB and the NGO sector seem to have been symbiotic, while in the case of
formulating regulatory laws for NGOs, they seem to be exclusively antagonistic.
The donors of HRD funds have diverse commercial and political interests in
providing fund for HRD. Some of their interests are compatible and some are
conflicting. When several donors participate in a project or programme, the
conflicting interests create problems.

The NGOs are largely financed by the foreign donors. The NGO-donor
relationship has been steady.

The GOB-donor relationship is determined by the power of the donors, because
of which GOB can not allocate funds to the sectors which seem more important
foit.
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HRD FINANCIERS-BENEFICIARIES RELATION

The HRD financiers have always supported the programmes which have been
thought beneficial from their point of view. They consulted little with the
beneficiaries in the case of formulating the programmes. In many cases, the
programmes have yielded poor result for lack of cooperation between the HRD
financiers and the beneficiaries.

CONTRIBUTION OF HRD IN SOME EAST ASIAN COUNTRIES

High performing east Asian countries such as Hong Kong, Taiwan, Japan,
South -Korea, Malaysia etc. have been able to develop their human resources
according to their priorities, because their HRD efforts were largely supported
by themselves. -

SOME CONCLUDING REMARKS

Though we do not have satisfactorily reliable information regarding
expenditures on HRD by different financiers, yet our HRD expenditures seem to
approximate the percentage of national income (5% of NI) which has been
suggested by HRD report of UNDP, 1991. As a result, our HDI (Human
Development Index) should have been much higher than what it is now. In
terms of HDI, we are marginally at a higher position than Nepal. Our HRD
expenditures are not producing effective results for, among other reasons, lack
of proper coordination.



Human Development: Role of Government in
Financing and Promoting Education in Bngladesh
M. Zainul Abedin*

Education is the process of leamning and gaining experiences that lead to the
full and balanced development of the citizens of a country. Its main objective is
to facilitate an alround development of our children. A good educational system
produces skilled and effective human resources for the development of culture,
science, technology and the economy of a country. A national government
always plays an important role in financing and promoting such a vital system
of education. This article aims at investigating the role of Bangladesh
Government in financing and promoting education.

Historically education in Bangladesh has been financed for a long time by
government and private sources, and by collection of feas from the students.
Payment of regular fees by the students was actually introduced in this region
in the British period. Modern secular education was practically introduced in this
country by the British rulers. The Christian Missionaries took a lead in this
respect though they were biased towards their religion. During the British
period, education was largely left with the private sector and government
participation was at a very low level. The situation did not change much at the
early stage of Pakistan period. However, the Third Five Year Plan of Pakistan
(1965—70) allocated Rs. 2,500 million for the promotion of education in the
then East Pakistan (E.P.). This brought a growth stimulus in the education
sector. Between 1963 and 1971 the number of universities rose from 2 to 6,
colleges from 91 to 520, professional colleges from 24 to 127, high schools
from 1924 to 4162 and junior high schools from 1455 to 1664. In the same
period the number of primary schools increased from about 27 thousand to
nearly 30 thousand while the number of other schools went up from 4265 to
6689. )

Just after independence (1971), the primary schools were nationalized by the
government in 1974. Around the same period (1972) an Education Commission
headed by Dr. Qudrat-e-Khuda, was set up to propose a new educational
policyfor a new nation.

In 1979 the national educational advisory council adopted a far reaching
practical resolution for universal primary education (UPE) in Bangladesh. The

* IBS, Rajshahi University.
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new education policy reforms of 1984 attempted to decentralize the
administration and supervision functions as well as to mobilize the local
authorities in the efforts' of promoting education. The elected government of
1991 started the implementation of UPE programme and undertook food for
education project for this purpose. It made education of women free upto the
tenth class in rural areas and declared stipends for meritorious girls. It gave
permission for opening private universities, technical colleges and schools.

As a result of private and government efforts the number of educational
institutions (67423), teachers (0.45 million) and students (20.4 million)
increased to a great extent in 1992. But these are still inadequate to meet the
requirements of our country. The number of students per teacher, on an
average, rose from 35 in 1975 to 46 in 1992.0ur adult literacy rate is one of the
lowest ones (32%)” in the world. One of the main reasons for poor
achievements in our education sector is the poor public financing for education.
From an empirical investigation it is found that there exists significant positive
dependence of literacy promotion on the growth of GDP and public spending on
education as it was depicted from the observed data of the last 18 years (1976-
93). It is discernible from the estimated equation that 1 per cent increase in real
GDP raises literacy rate by 2.21 per cent while 1 per cent enhancement of real
public spending on education lifts up the literacy rate by 4.39 per cent.
Considering the above facts, we strongly recommend the raising of real public
spending on education upto 5 per cent of real GDP in the near future. To make
the best use of existing manpower and material resources, double shifts may
be introduced in all the primary and secondary schools of Bangladesh. The
recommendations of the Dr. Qudrat-e-Khuda report are still valid and deserve
special attention of the government for their immediate implementation. The call
of the 1979 education council for UPE should be implemented without any
further delay. Non-government Organizations may also supplement
government'’s effort in this regard. The facilities of Madrasha, schools,
mosques, Imams, educated youths should also be mobilized for this purpose.
Primary schools should be given top priority in the allocation of public funds for
education. With a view to remove illiteracy a well defined master plan for
education for the next 10 years has to be prepared and implemented very
carefully. A war against illiteracy has long been overdue in Bangladesh. Let us
' fight it for eradication of illiteracy and poverty.
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Youth Entrepreneurship Development in Rural

Bangladesh : A Study of Some Selected
Rural Youth Poultry Farmers of Chittagong
Md. Solaiman*®

Md. Tayub Chowdhury
Prelude
This paper focuses on the potentialities of rural youth entrepreneurship
development with particular reference to rural youth poultry farmers of
Chittagong. In Bangladesh, ninety per cent of the youth live in the rural areas,
most of them are school drop-outs and do not have much opportunity to learn
any skill to engage themselves in productive activities. Further, thousands of
youth in Bangladesh continue to suffer from poverty, illiteracy, unemployment
and malnutrition etc. Among the various factors contributing to malnutrition, it
appears that lack of animal protein is the most important one. Live stock
products, such as meat (including poultry) and eggs contribute about one-sixth
of the calories and one-third of the proteins in the per capita food supplies of
the world. The economy of Bangladesh is primarily agrarian with agriculture
contributing about 50 per cent of GDP, and poultry is one of the most important '
item in this sector. Thus by providing employment opportunities, poultry farms
help in reducing unemployment on one hand and on the other hand it may
assist in solving the problem of malnutrition by supplying meat, eggs etc. So
the issue of entrepreneurship development in the rural areas of Bangladesh in
the context of poultry farmers needs to be carefully analysed.

Methodology .

This-paper is the product of the combination of two methods, i.e., empirical
survey and desk study. In empirical survey, 50 youth poultry farmers were
chosen for study purpose on purposive sampling basis. In order to present the
fact in logical format, the supporting and relevant data were collected through
desk study. The data collected through schedule were then processed and
analysed. Factors indicating growth of rural youth entrepreneurs were rated by
weighted scores. Seven points bi-polar scale systems were used in recording
the opinion data of sample respondents.

Associate Professor and Lecturer (respectively) Dept. of Marketing, Chittagong
University. :
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Potentialities

Existing literature reveals that the potentiality of entrepreneurship
developments is very bright in Bangladesh in view of the fact that the rural area
of the country is substantially endowed with raw materials for poultry farming, a
vast home market and cheap-cum-abundant supply of labour. It is reported that
the potentialities of entrepreneurship development with particular reference to
poultry farmers in sample areas is bright. Similar findings were also reported by
Abdullah Farouk.

Package Programme for Entrepreneurship Development: Its
Adequacy/Otherwise

Entrepreneurship development depends on multiple factors which may be
offered in an integrated package form. This type of programme covers
stimulatory activities, supportive activities and sustaining activities. The
attitudes of the sample respondents towards the adequacy/otherwise of
integrated package assistance of entrepreneurship development have been
evaluated by 7-point bi-polar scale system. It shows that the overall score as
per opinions of the respondents based on 15 sub-variables is 1.7 which
signifies the inadequate and inefficient provision of package assistance for
entrepreneurship development in the study areas.

Problems of Sample Rural Youth Poultry Farmers

There are enormous problems that engulf the process of entrepreneurship
development of rural youth pouliry farmers. Based on empirical data a number
of problems have been identified. )

The survey reveals that instability of government policy and lack of adequate
financial support are the two most important problems in the development of
entrepreneurship. Absence of entrepreneurship courses in the curriculum of
educational organizations has also been identified as an impeding factor.
Motivational programmes offered by government and other develo;ﬁment
agencies do not reportedly cover the prospective entrepreneurs. The scope for
training to develop skill is far from satisfactory. MIS and research
on entrepreneurship problems are reportedly conspicuous by their absence.
Conclusion

There is a bright future for rural youth entrepreneurship development in general
and poultry farmers development in particular. However, integrated package
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assistance activities will require to be strengthened for solving existing
problems in this regard. To this end, the following recommendations may be
considered;

i} Entrepreneurship courses may be introduced in the curriculum
of Secondary and Higher Secondary Education in Bangladesh.

i) Adequate financial support may be made available to sample
entrepreneurs.

i)y The target groups such as school and college drop-outs may be trained
for entrepreneurial courses through achievement motivation, awareness
development and management skills development etc.

iv) Government and other local & foreign funding agencies may
motivate research works by concerned groups on relevant aspects
of entrepreneurship.

v) Entrepreneurs of rural areas may be brought into a network by
some agencies like “Centre for Rural Entrepreneurship Development”
to harmonise ideas to establish small ventures with collaboration among
rural entrepreneurs, academicians, researchers and the like.
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