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Status and Determinants of Investment of
Bangladesh Economy and Options for Future
Development

Narayan Chandra Nath#

Abstract

The study attempted to see the present status, structural changes and impact
of forces influencing investment in Bangladesh. It has made an econometric
exercise to discern the nature of the determinants of investment in
Bangladesh situation. For the purpose of econometric exercise, the forces
influencing investment have been categorized into four groups: demand for
the output, cost of investment, macroeconomic Policy Interventions of the
government and quality and quantity of government spending, global
economic conditions affecting the economy, and expected returns on
investment and expectations, and confidence about the state of the economy.
The Cointegration and Granger causality tests have been made to make
causal relation for investment in Bangladesh by using the data of 1973-2011
i..38 years. Both total investment and GDP are in both short and long term
equilibrium relation. Similarly, there prevails bidirectional causality from
private investment to GDP and vice versa in the short run. Private
investment corrects 43% deviations and GDP corrects 61% deviations from
long run equilibrium. Both private investment and GDP are in both long run
and short run equilibrium relation. Relation between Public investment and
GDP is unidirectional from former to the later but not vice versa. Change in
public investment has been found to cause change in GDP.GDP corrects

The Author is a Research Fellow, Bangladesh Institute of Development Studies (BIDS)

This Paper was presented at the XVII Biennial Conference titled *"Economy at the Golden
Jubilee of War of Liberation : Bangladesh We Want to See' of the Bangladesh Economic
Association held during 8-10 April, 2010 at Osmani Memorial Auditorium & Institution of
Engineers, Bangladesh, Dhaka.
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55% deviations and public investment corrects 33% deviations from long
run equilibrium. GDP has been found in both short run and long run
equilibrium relation while public investment is only in long run equilibrium
relation but not in the short run relation. The study has attempted to find out
the threshold effect of real interest rate for inducing investment and
accelerating growth. Threshold level real interest rate has been found
around 7% above which investment will get discouraged in Bangladesh
situation. The paper argues that neglect of complementarity between public
and private investment may prove to be counterproductive, in as much as
public sector provides positive externalities for private sector.

l. Introduction

Investment is crucial for economic growth and employment expansion-two
important components for poverty alleviation and sustainable development.
Bangladesh government has projected to reach GDP growth of 8% by 2014,
which would require 30% investment GDP ratio. Investment level needs to be
increased also for creating new work places and opportunities of employment to
growing labour force. It is felt that much effort needs to be made to reach the
cherished level of 30% from the present investment level of 24%. This is
achievable if proper environment could be created for investment through
addressing the internal and external shocks and responding to domestic and
external demand by effective use of human and material resources. This is
possible if surplus 8% national savings over present investment level could be
translated into productive investment activities. Equally it is important to note that
given the stable level of investment at 24% for the last five years, it would be a
challenging task to reach 30% level of investment within the next four years if
substantial improvement is not made in the context of external shocks of global
financial crisis and internal shocks of energy shortages and hazards of climate
change of the country.

As well known, investment is the production per unit of time of goods which are
not consumed but are to be used for future productioni. Investment is a spending
devoted to enhancing the existing capital stock consisting of factories, machinery
and equipment, offices and durable products used in the process of production.
Besides, capital stock includes residential housing and inventories held by the
firms. Both non-residential investment (such as factories) and residential
investment (new houses) combine to make up gross investment. In measures of
national income and output, gross investment is also a component of Gross
domestic product (GDP). Investment is everything that remains of production
after consumption, government spending, and net exports are subtracted. Net
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investment is gross investment minus depiction. It is the value of the net increase
in the capital stock per year.. Investment, as production over a period of time is
a flow of capital, which is a stock, that is, an accumulation measurable at a point
in time. Investment consists of the addition to the nation’s capital stock of
buildings, equipment and inventories during a year. Investment is a flow of capital
stock to enhance productive capacity of an economy.

Investment (1) is often modeled as a function of income (y) and interest rate(r),
given by the relation I = f(Y, r). An increase in income encourages higher
investment, whereas a higher interest rate may discourage investment as it
becomes more costly to borrow money. Even if a firm chooses to use its own
funds in an investment, the interest rate represents an opportunity cost of investing
those funds rather than lending out that amount of money for interest.

Classical economics posited that interest rates would adjust to equate saving and
investment, avoiding a pile-up of inventories out of overproduction. A rise in
saving would cause a fall in interest rates, stimulating investment. But Keynes
argued that neither saving nor investment were very responsive to interest rates
(i.e., both were interest inelastic) Thus, saving could exceed investment for a
significant period of time, causing a general glut and a recession. He emphasised
on the increase of aggregate demand for inducing investment. Keynes argues that
private sector decisions sometimes lead to inefficient macroeconomic outcomes
and therefore advocates active policy responses by the public sector, including
monetary policy of central bank and fiscal policy of the government to stabilise
output growth. The forces that influence investment are usually three: i. demand
for the output produced by new investment, ii. cost of investment, and iii.
expected returns on investment and expectations and confidence about the state of
the economy. When output rises and capacity utilisation is high, investment tends
to increase because businesses need more construction, which constitute 70% and
plant and equipment which constitute 15% of investment in Bangladesh as against
70% of investment being in plant and equipment in USAii. The second important
determinant of the level of investment is the cost of investing, which includes
interest and taxes apart from the cost of capital goods. The third element in the
determination of investment is expectations and business confidence. It is worth
hoing that investment may not increase due to increased demand if there is
substantial unutilised capacity in the country. Thus in the short run, the link
between investment and demand may always not be so visible as predicted.

There are a few studies on Status and Determinants of Investment in Bangladesh.
Among them, BBS’s estimates on Investmentiii and the study of World Bank and
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BEI'Y on improving investment climate in Bangladesh are important. One of the
important studies on investment has been done in detailed macroeconomic
framework by Sultan Hafeez Rahman and Forhad Jahan Shilpiv. A country
investment study was done in the intra-regional framework of trade and
investment by Khondakar Moazzem and Tarique Rahmanvi (emphasis on Foreign
trade and investment). Japan External Trade Organisation (JETRO) has been
conducting surveys regularly on Investment-related cost comparisons: the status
of Bangladeshvii. This year they have completed the 19t survey on investment
competitiveness in Bangladesh. Besides, there are some published articles and
working papers on investment demand functionviii,

The present study is designed to highlight the status of investment in Bangladesh
linking it with economic growth and pinpoint the determinants of investment. The
ultimate aim of the study is to find out ways of designing the investment climate
to accelerate growth in the country. Attempt was made to analyse the investment
related indicators from both supply and demand sides. We have tried to see the
link of public with private investment and its link with growth. We have
hypothesized that public investment with quality spending of ADP, a stronger
domestic credit system with ease of access and lower cost of borrowing, an
effective use of the capital market, and improved governance would increase
investment in future. Both domestic demand and export demand need to be
addressed for investment expansion.

i Main research questions involved here are:

ii.  What is the present status of Investment in terms of its trend in
general and by sectors with private —public divide in particular in
Bangladesh?

iii.  Whether present investment level can be made to rise to help achieve
a high growth of 8% per annum in near future as projected by the
government?

iv.  What is the effect of public investment on private investment and
economic growth?

V.  What are the determinants of investment expansion in Bangladesh?

vi.  What should be the threshold level real interest rate for Bangladesh
Economy?

vii. What are the problems in the way of investment expansion?

viii. What are the strategic interventions necessary for investment
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expansion to accelerate growth ?

As methodological approach, macro level analysis would be complemented by
meso and micro level analysis to address the issues of status of investment and its
determinants. The study is based on secondary data. Regression analysis, co-
integration technique, error correction model and Granger Causality Test,
estimation and tabular analysis were resorted to in addressing the research issues.
We have followed logical analysis which is supported by both quantitative and
gualitative information. Determinants of investment have been analysed in the
framework of a model. Attempts were made for analysis in a longitudinal
framework for the last 38 years. Along with the analysis of year-wise time series
data, efforts were also made to make comparison between current year with
previous year and also compare situation in July-December 09 related to the
period of July-December 08 to discern changes in investment in the recent past
for monitoring the pattern of impact of global crisis and predicting the immediate
future. It is strongly felt that there is a paucity of data on investment specially by
sectors. Both direct and indirect indicators have been used to analyse the status of
investment. We have used mainly the data base of Board of Investment (BOI),
Dhaka Stock Exchange (DSE), Bangladesh Bank (BB) and Bangladesh Bureau of
Statistics (BBS) for our analysis. The paper is structured into five parts: I.
Introduction, 1. Status of Investment, Ill. Investment and Economic Growth Link
and Investment Efficiency IV. Determinants of Investment, and V. Problems and
Policy Options for future Development.

Findings
Il. Status of Investment

1. Level of Gross domestic savings which has for a long period in recent past
has fallen short of the required investment, but national saving (= domestic
plus faring saucing) is much higher than domestic investment level of 24%.
This surplus saucing could be translated into investment. If foreign income
could be translated into productive investment, it would not be a big
problem to reach a higher level of investment to reach 8% growth as
projected by Government in Medium Term Budgetary Framework for
2013-14. But the hard reality is that the level of investment did not go
beyond 24% in the last 5 years. There is a possibility of raising the
investment level through proper institutional arrangement, policy support
and intervention for translation of foreign savings. Simultaneously, our
domestic saving needs to be increased through increasing income level and
decreasing the consumption level. In the panorama of increasing trend of
volume of investment as shown in fig.1, while private investment is on
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sharp rise, public investment remained stagnated and tends to decline
further and now public investment level is around 4% which is abysmally
low given the size of the population and needs of infrastructural
development. Share of public investment has declined from 36.11% in
1993-94 to 19.16% in 2009 i.e. declined by 16.95% point Contribution of
public investment has declined from 31% during 1996-2000 to 7% during
2001-2006. Abrupt decline of share of contribution of public investment has
been during 2007-09 when average share of contribution of public
investment was highly negative (-66.1%) with slight improvement in
2009.Thus reversal of decay of contribution of public investment need to be
seriously reviewed as a policy issue of the government. Such trend need to
be revisited when it is proved that public investment is beneficial for
improving overall investment climate and for sustained increase of
investment level for achieving higher targeted growth of the economy.

Though macroeconomic stability is appreciable, its energy base and
infrastructure could not be strengthened much. Political stability is yet to be
deepened. Though banking sector is on a good setting is not inclusive one
hampering the realization of potentials of increasing efficiency of use of
material and human resources available in the economy. Projection
regarding investment level need to be reviewed. Investment level got
stabilized around 24% during the last five years and it is felt difficult to take
it to the level of 30% within 4 years from present level of 24%.However, it
is not unattainable given the high level of national savings. This is
attainable if political stability gets consolidated, if energy problem could be
resolved, if country remains free from the hazards of climate change and
there is a smooth recovery of world economy from financial crisis. Again,
there has been assumption lowering the incremental capital-output ratio to
3.8 from present level of 4. If incremental capital output ratio remains at
present level, investment level must be 32% to achieve 8% growth. It seems
to be a very hard option for projection of investment and economic growth.
Under such scenario, huge resources are required and it is very unlikely that
required investment resources will be timely available given the narrow tax
base and thin capital market and unreliability of flow of foreign assistance
and resources. Besides, there is a problem of poor quality of
implementation of Annual Development Plan. In the circumstances, we
have tried to revise the estimates and made projections of investment and
economic growth upto 2020-21 (Table-2.1). Under the alternative scenario,
growth target of 8% will be attainable in the year 2018-19 when investment
level would be around 30% increased from 28% in 2013-14 and
incremental capital output ratio would be around 3.75%. If incremental
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Table 2.1 : Projections of Investment and Economic growth for 2010-2021-

Alternative Scenario

Indicators Target  Required Investment in Dollar Incremental  Investment

Growth Investment Per 1% Growth (MTBF  Capital GDP ratio

Rate upto 2014 and 10%p.a.  output ratio

increase afterwards)

2009-10 6.0 24590.0 4098.3 4.0 24.0
2010-11 6.3 28152.6 4504.4 4.0 25.0
2011-12 6.7 33048.9 4957.3 3.9 26.0
2012-13 7.0 38198.4 5477.5 3.8 26.5
2013-14 7.1 44132.6 6211.3 3.8 27.0
Total and 6.6 1681224 5049.8 3.9 25.7
average during
2009-10-14
2014-15 7.4 50286.3 6832.4 3.8 28.0
2015-16 7.5 56367.1 7515.6 3.8 28.5
2016-17 7.6 63078.5 8267.2 3.8 29.0
2017-18 7.8 70568.6 9093.9 3.8 295
2018-19 8.0 80026.2 10003.3 3.8 30.0
2019-20 8.1 89129.2 11003.6 3.7 30.0
2000-21 8.2 99252.5 12104.0 3.7 30.5
Total and 7.9  508708.5 10094.4 3.8 29.4
Average in

2014-15-2020-

21

Source: Estimated by the Author.

capital output ratio becomes 3.8 and investment level reaches 27%, it is
possible to attain 7% growth in the year 2013-14. As we predict, it is more
achievable scenario than projected under MTBF of MOF.

Investment is composed of construction, plant and machinery, transport
equipment and other equipment and material stock used for further
production. In investment of Bangladesh, construction plays predominant
role with share of as high as 79% of total investment. This is followed by
plant and machinery constituting 14% which is 70% in US economy. Sector
wise composition of investment reveals that that about half of the
investment goes to construction sector. Other important sectors contributing
to investment are transport, storage and communication, power, gas and
water and sanitary services, agriculture and manufacturing.

On private-public divide, investment in manufacturing comes majorly from
private sector. Investment in public administration is the area for public
investment. Five most important sectors of public investment are
construction, transport and storage, public administration including
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defence, power and gas and mining and quarrying. As against this, five most
important sectors of private investment are construction, manufacturing,
transport and storage, agriculture and power and gas. Regarding investment
effect of central government financing it was revealed that 60% ADP and
4% of Revenue expenditure and 30% of public expenditure are translated
into investment. Household Investment was found concentrated mainly in
trade, construction, transport, agriculture and manufacturing to some extent.

Total industrial investment projects as registered under BOI during July-
December 2009 as compared to 2008 have increased in number (8%) and
employment (6%), but decreased in terms of values of investment.
However, local investment has increased both by number and values by
9.41% in number of units and 8.82% in Dollar values. Foreign investment
experienced negative growth of -94%. Growth indicators of investment and
employment in the last Quarter of 2009 are lagging far behind the July-
December 2007 period in case of both local and foreign investment (Table-
2.6.2). However, investment during July-December,07-July-November 09,
has shown slight positive growth in case of local (2%) and foreign
investment (0.21%). Employment during the period declined in both cases.
Foreign direct investment experienced negative growth rate of-2.54% over
the period July 08 to September 09. From February 09, foreign direct
investment has gone down. Global financial crisis limiting external
demand, power and energy shortages and Pilkhana incident in recent time
may have affected to an extent the confidence of foreign investors. But
there is no lack of interest among local investors despite external and local
shocks. If there were no climatic change problem and if there is a global
recovery in the middle of the year and if the power situation improves with
sustainable political stability and improvement of law and order situation,
investment confidence is predicted to grow.

Average size of Investment in 2009 is around 3.0 Million Dollars with 1.85
Million Dollars for Local investment and 16 Million Dollars for Foreign
investment Projects. Average Size of investment has been growing highly
(@10% p.a), in case of both local investment (9.5%) and foreign investment
(10.5%). Average size of employment in 2009 was 199 for local investment
and 219 in case of foreign investment. Strikingly, average size of
employment in foreign investment has increased by 143%. This may be
explained by increasing interest of foreign investors in medium scale labour
intensive industries. In Local investment projects, average size of
employment has decreased.

Labour capital ratio is 68 in 2009 as compared to 164 in 1991-92 i.e.
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decreased by 5.01% p.a. Labour capital Ratio in Local investment projects,
decreased from 223 in 1991-92 to 108 in 2008-09 i.e., by 4.3% p.a.(Fig.1).
Labour capital ratio in case of foreign investment has been as low as 13
persons per million dollar investment in 2009 as compared to 39 in 1991-

Fig.1l. Capital Labour Ratio in Dif ferent Types of Industrial Projects
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92 i.e. decreased by 5.7% p.a. labour capital ratio in case of foreign
investment has been 10 times higher relative to local investment. This
indicates that over time both local and foreign enterprises have been
switching to capital intensive method of production and foreign investment
is pursuing spectacularly higher capital intensive method of production.

Fig.2 Composition of Local Investment by Sectors in 2008-09
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Sector wise manufacturing investment reveals that, textile is the
predominant sector of domestic investment (40%) (Fig.2). During the
period July-December08 and July- December 09, there has been
considerable decline of investment in textile (22%) and glass and ceramics
(91%), and there has been substantial increase of agro based (231%)and
food processing industries (427%) , service industries (114%) and
miscellaneous industries (31.4%). This is quite surprising that within a short
span of time share of textiles has declined from 55% to 40%of total
investment with decline of percentage point of -16%. It is notable that over

Fig.3 Sectoral Composition of Foreign Investment during 2007-09
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time, engineering and food industries have increased their share in
investment. Sector wise, foreign investment is concentrated in textiles,
chemical, engineering and agro based industries during 2007-09 (Fig.3).
This composition is comparable with 2001 when foreign investment was
concentrated in power, gas, cement and telecommunication sectors.

Actual flow of direct foreign investment is as low as 60 billion Taka though
it has been increasing over time.Net inflow of portfolio investment has been
negative in 2009 with an outflow of 18 billion Taka in one year. Cross
country comparison shows that Bangladesh with 1.13% FDI to GDP ranks
one of the lowest position even in Asia. Bangladesh is even far below the
level of low income countries with FDI level of 3.5%, let alone global
average of 7% FDI to GDP and 15% of high income countries. Domestic
Foreign investment was 1086 Million US Dollar in 2008.Though inflow of
domestic foreign investment was less in 2007 than previous year, in 2008,
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Table 2.21 : Direct Foreign Investment in Bangladesh (Million Dollars)

Year Total Year Jan-June July-Dec
2005 845.26 481.72 363.54
2006 792.48 381.07 411.41
2007 666.37 381.34 285.03
2008 1086.3 483.66 602.65

Change in 2008 8.71 0.13 18.33

over 2005 in %
Source: Adapted from the Data of Bangladesh Bank

it has increased a bit. FDI flow increased by 8.7 % in 2008 compared to
2005. FDI has grown from 0.2% in 2006 to 5% of total investment in the
country in 2008. FDI level in 2009 got stagnated. Actual flows of foreign
investment are found to consist of equity capital of 74% and reinvested
capital of 22% and the rest 4% intra company loan. Foreign direct
investment has grown by 28.52% in 2009 as compared to 2005.

9.  Bangladesh has eight export processing zones (EPZs) for investment. EPZs
have investment of 1434 Million dollars with accumulated export earnings
of 16333 Million Dollars and employment to 218299 persons in 283
industries upto June 2008. Majority industries (83%) are located in Dhaka
and Chittagong. Though EPZs have been functioning since 1984,
investment here is still very low by any standard. Both export investment
ratio and export labour ratio has increased. But Labour capital ratio has
declined from 76 in 1984-90 to 9.1 in 2006-09. EPZ investment has been
found highly export elastic but low labour elastic. Though labour capital
ratio has been declining over time, labour intensiveness here is relatively
higher than usual foreign investment. Export capita ratio is 11.4 and Labour

Fig.4. Export Capital and Labour Capital Ratio in EPZs during 1984-2009
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capital ratio is 152 per Million Dollars with higher figures in Dhaka and
Chittagong. EPZs of Bangladesh not only operate to set up export-oriented
enterprises, they also assist in_setting up both forward and backward linkage
units both inside the zone and in the Domestic Tariff Area (DTA). Sector
wise, investment in EPZs is composed of garments (28%), textiles (24%),
knitting (9.85%), Garment Accessories (11%), Electronics (3.8%) and
footwear (4%).

Investment and Economic Growth Link and Investment Efficiency

GDP and investment when made time invariant are found to be in the long
run equilibrium relation as indicated in the results of cointegration test.
Causality test result shows that investment leads to GDP rise while GDP
rise does not necessarily lead to increase in investment in the short run at
5% level of significance. Investment has a positive significant impact on
GDP at 5% level of significance in with coefficient of 0.375. The regression
result implies that 10% increase in investment leads to increase of GDP by
3.8%. Incremental value added ratio is significant at 1% level of
significance to bear on increase of GDP but with small coefficient. Private
investment is found to have significant impact on GDP increase of 3.0%
with increase of investment by 10%. Public investment’s impact is only
0.5% with its10% increase, the result is insignificant though with positive
sign. Economic growth is significantly dependent on level of private
investment. ADP is though not significant has positive sign with large
coefficient of 0.32. Impact of investment on GDP growth has thus not been
found straightforward as expected. There has been found significant inverse
relation between inflation and economic growth.

We have looked into the crowding out hypothesis of public investment on
the basis of results of studies in different Countries. Under this hypothesis,
it is maintained that higher public investment leads to a reduction in private
investment. The arguments supporting crowding out effect are mainly three.
First, government expenditure competes with private sector in the use of
scarce resources. Second, increase in government expenditure may increase
interest rate discouraging private investment. Third, if the crowding out
hypothesis holds, cutting back public expenditure can stimulate private
investment and results to be growth enhancing in two cases: either if public
investment crowds out more than proportionately or by public investment is
significantly less productive than private investment. As against this, there
is a position that such argument neglects possible complementarity between
public and private investment. The three gap models on adjustment with
growth assume crowding in of private investment. Analysis of test results of
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crowding-in versus crowding-out hypothesis in different countries may be
made by reviewing the results of different study results in different regions
and countries. Five types of results are distinct from different studies.

First, there has been straight crowding out effect of public investment.

Second type of results indicates crowding in of private investment because
of public investment

Third type of study results show crowding in effect of infrastructure related
public investment and crowding out effect of non infrastructure public
investment.

Fourth type of results found results of crowding in effect on private
investment in some countries and crowding out effect in case of other
countries.

Fifth type of results shows that there is crowding out effect in the short run,
but there is a crowding in effect in the long run in case of the same.

Though study results are different and inconclusive, majority of the studies
in developing countries tend to establish the complementarity between
public investment and private investment and positive impact of public
investment on private investment and economic performance of the
economyix, If the crowding —in hypothesis holds, a rise in public investment
would definitely increase domestic investment more than proportionately.
In such a situation, shortage of public investment may decrease not only
private investment but also affect economic performance of the economy. If
the crowding-in hypothesis holds, a fiscal adjustment which reduces public
investment implies a contraction in the fixed capital formation and
slowdown of economic growth. Even if private investment is more
productive than public investment, adjustment strategy should consider
relationship between public and private investment. Neglect of
complementarity between public and private investment may prove to be
counterproductive, in as much as public sector provides positive
externalities for private sector. Here channels are many and varied.

First, availability of economic and social infrastructures may create
favourable conditions for private investment decisions by offering essential
services to the production system both in the short run and long run.
Second, higher public investment may lead to increments to total
productivity. Third, public investment may lead to reductions in production
costs through infrastructural facilities. And finally, public investments by
increasing aggregate demand may give rise to profit and sales expectations
S0 as to spur private sector to invest more. This is more important in case
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resources remain underemployed as in developing countries. Regression
results in our study on Bangladesh show that Public investment or ADP has
significantly positive impact on private investment with large coefficient of
0.48 implying that with 10 % increase in public investment or ADP
expenditure, there will be increase of 4.8% private investment. Aggregate
demand has positive and significant impact on private investment (though
with small coefficient of 0.08), and real interest rate has significant negative
impact on private investment (with small coefficient of 0.09). The
regression results show crowding in of private investment by increase of
public investment, let alone crowding it out. Cointegration result shows that
these two sectors are cointegrated in the long run and complementary to
each other (Table-2.2).

There has been average growth of 6.2% over the last 5 years. However,
contribution of industry to economic growth rate of the country has
decreased in the last two years which seem to be ominous sign for future
investment. In the development of the economy, role of industry has gone
down from 36% in 2003-04 to 30% in 2009. Slowing down of three crucial
sectors- manufacturing, power and construction sectors may seriously
affect growth of investment of the economy in future. Marginal efficiency
of investment as reflected in Incremental value added to capital and
marginal return on investment is found at a modest level and remains at
stagnated condition for the last many years. Capital intensity is found to
increase gradually despite abundance of labour and scarcity of capital in the
country. It is notable that while investment in volume and level show
upward movement, its efficiency remains at stagnated condition with low
elasticity though with significant positive sign as indicated in regression
results. Though export has a positive role to play, its role is not manifested
perhaps because of its small share in the economy. In a labour surplus
situation, growth of physical labour force is not in a position to show
significant impact on the growth performance though its role at present is
more important than the physical capital. In this circumstances, labour
quality need to be enhanced to have significant impact in augmenting the
efficiency of investment.

In order to get some idea of efficiency of and return on investment, we have
analysed performance of 257 public limited companies of private sector for
the last 5 yearsx. As the results show, Profitability on paid up capital and
equity has been on average 25% and 15% respectively during 2005-09.
Profitability has been on increasing trend with change in 2009 over 05 by
19% and 8% respectively for paid up capital and equity. Net Asset value has
been on average 494 Million Taka with change of 179% in 09 over 05.
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Average profitability as well as net asset value has been more in service
sectors than in industries sectors. It varies across sectors and by years.
Subsectorwise, five sub-sectors of industries were found to show losses in
one or other year of two fiscal years. They are engineering, jute textiles,
cotton textiles, paper and printing and cements. Even among profit making
sectors there are loss makers. However, in the loss making sectors, there are
good profit makers as in cement and engineering. Three high profit making
sectors were pharmaceuticals, fuel and power and footwear. In the service
sectors, there is no trace out of loss making sub-sectors.

Average investment size in industry is around 773 Million Taka per
enterprise. Investment size has been very high in case of cement (1114
Million Taka per enterprise) and fuel and power (3529 Million Taka on
average per enterprise) in industries sector. Bank has the highest investment
size among the service sectors. (3691 Million Taka per enterprise).
Investment size in industry has increased by 88% in 2009 compared to
2008. Investment size has declined in paper and printing and ICT sectors.
Service sector investment size has increased by 54%. Investment size of
combined industries and services has increased by 82% in 2009 over 2008.

Main Source of Investment in the firms is found to be retained earning.
Retained earning accounts for 60% of project capital and 57% of working
capital. Small enterprises use the retained earnings most. Bank credit
provides only 30% of new investment and 34% of working capital. Small
enterprises get the lowest portion of bank credit among the groups. Trade
credit also goes little to the small enterprises. Bank credit and trade credit
are required most by the small enterprises whereas they get the least. As a
result they are the highest user of informal sources for financing. Thus
conceived myth that bank credit is the main source of investment does not
correspond to realities of financing investment.

Business confidence has been rising despite stagnant investment in the
country. Business confidence is growing in the country as companies see
increased profits and more employment in the fourth quarter although
overall investment remains stagnant. A study result shows that majority of
entrepreneurs believe that they would perform better or the same in coming
months. Majority of the companies are confident that they would enjoy
higher profit and create more jobs in future months. However, private
investment is still in a state of stagnation, as companies are taking time on
new projects or expanding the existing ones. Investment still remains far off
expectations and stagnant. The shortage of gas and power and the global
recession are reported the main reasons behind this stagnation. Business
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confidence depends upon not only on economic factors but also on the spirit
of the entrepreneurs to face the crisis situation. The government has taken
a number of infrastructure projects and implementation of these projects is
likely to improve the investment climate. Quality public spending and
investment are needed to boost local economy. Power generation and gas
exploration are the top most priorities of the government to increase the
business confidence. Although Bangladesh has survived the first phase of
the global recession, there are now signs that the economy could face full
brunt of the meltdown. A decline in non-RMG exports and return of
Bangladeshi workers from some countries and decline of volume and value
of exports of garments in recent months should be taken as a cautionary
signal for the future.

Econometric Exercises on Determinants of Investment
Methodological Procedure

Since investment is determined by both demand and supply conditions we
have picked up most important demand and supply side variables. Among
the demand side variables, the most important variable is Gross domestic
product which includes both domestic demand and export demand. Increase
of aggregate demand as Keynes emphasised, is important for inducing
investment. From supply side, real interest rate and access to credit are
considered the most important variables. Besides, Annual Development
Expenditure has important influence in providing opportunities for
investment.Sometimes, market economy operations lead to inefficient
macroeconomic outcomes and hence requires active policy interventions
and responses by the public sector, including monetary policy and fiscal
policy of the government to stabilise output growth.

Thus the forces that influence investment are usually four:

i. Demand for the output produced by new investment,

ii.  Cost of investment,

iii.  Macroeconomic Policy Interventions of the government and quality
and quantity of government spending,

iv.  Global Economic conditions affecting the economy, and

v.  Expected returns on investment and expectations, and confidence
about the state of the economy.

It is notable that investment may not increase due to increased demand if
there is substantial unutilised capacity in the country. Thus in the short run,
link between investment and demand may not be so visible always as
predicted.
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We have made econometric exercise on investment with respect to its
determinants. Procedure of the econometric exercise was as follows. First
step was to make stationarity test. Most of the variables were found non-
stationery and had unit root at their level. We have adopted Advanced

Dickey Fuller (ADF) test! for the purpose of testing stationarity. The

critical values for the test are given by MackinnonX!!. We have made
transformation of the non-stationery series in the form of differencing. They
are found stationery at first difference and were suitable for regression
analysis. We have shown the results of unit root tests in Table-4.1. We have
tested serial correlation of Investment which was used as dependent
variable for our exercise.

At second step, we have attempted for regressions following Ordinary least
square method. The results of regression of first difference of log of Total
investment and Private investment were given in Tables-4.2. and 4.3. At
third step, we have gone for testing cointegration (Trace Test and Maximum
Eeigen test) in between private and public investment and in between GDP
and investment (Table-4). At fourth step, we have gone for error correction
model (Vector Regressive Model) to depict short run and equilibrium
relationship among the variables related to investment.. For testing
direction of causality of long term relationship, we have gone for granger
causality test.

Empirical Results of Econometric Exercises
Results of Unit Root Tests

We have given results of unit root tests after necessary transformation of the
series used in the econometric exercise. Almost all the variables required
first differencing for attaining stationarity. Only variables which were found
stationary at level I (0) were Real Interest rate, Incremental Value Added to
Capital Ratio and GDP deflator (Table-4.1). The Unit roots test indicate the
presence of unit roots in the original series of total investment, private and
public investment and GDP. The results further suggest that first
differencing removes these unit roots implying that these variables are first
difference stationary i.e. 1(1).

Analysis of Determinants of Investment- Regression Results

Regression results (Table-4.2 and Table 4.3) indicated that real interest rate
has significant impact on investment. Its negative sign indicates that with
reduction of real interest rate, investment would be boosted in as much as
real cost of capital would be reduced and profit margin would increase.
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Table 4.1 : Results of Unit Root Test: Augmented Dickey-Fuller Test
Results of the Variables

Variable Definition of Variable Observed  Theoretical or Critical T - Proba Decision
T-Value Value bility
1% 5% 10%
Level Level Level

LOGINVES1 First Difference of Log -6.95 -3.63 -2.95 -261 0 Stationary
of Total Investment

Logprivl First Difference of Log 0 Stationary
of Private Investment -4.67 -3.63 -2.95 -2.61

Logpui_1 First Difference of Log 0 Stationary
of Public Investment -24.34 -3.63 -2.95 -2.61

Logsav_1 First Difference of Log Stationary
of savings -6.89 -3.65 -2.95 -2.62

LNGDMOF1 First Difference of -7.85 -3.63 -2.95 -261 0 Stationary
Log o GDP

logexpl First Difference of Log Stationary
of Exports -6.16 -3.64 -2.95 -261 0
First Difference of Log Stationary

LNNEXPGD1 of Non export GDP -7.74 -3.63 -2.95 261 O

logdef_1 First Difference of Log Stationary
of GDP Deflator -6.55 -3.63 -2.95 -261 0

LOGMPTD_1 First Difference of Log Stationary
of import in Million 0
Dollars -6.37 -3.63 -2.95 -2.61

Logdde_1 First Difference of Log Stationary
of domestic demand -5.81 -3.63 -2.95 -261 0

Logcre_1 First Difference of Log Stationary
of Credit -5.88 -3.63 -2.95 -261 0

Logpubcr_1 First Difference of Log Stationary
of Credit to Public 0
Sector -5.65 -3.63 -2.95 -2.61

Logpricr_1 First Difference of Stationary
Log of Credit to the 0
Private Sector -6.18 -3.69 -2.97 -2.63

Logcap_1 First Difference of Log Stationary
of Capacity to Import -6.28 -3.65 -2.95 -261 0

Logadp_1 First Difference of Log Stationary
of ADP Expenditure -4.91 -3.63 -2.95 -261 0

GDPGR1 First Difference of Log -6.204 -3.63 -2.95 -261 0 Stationary
of Growth of GDP
First Difference of Stationary

Logremi_1 Log of Remittance -4.92 -3.65 -2.96 -261 0
First Difference of Log Stationary
of Incremental benefit

INCVACPC to Capital -31.08 -3.63 -2.95 -261 0
First Difference of Log 0 Stationary
of Savings GDP ratio

INVSGD_1 in % -5.75 -3.63 -2.95 -2.61

Realintl Level of Real Interest 0 Stationary
Rate -15.87 -3.63 -2.95 -2.61
Log of Level of Real 0 Stationary

Lnreintl Interest Rate -3.57 -3.69 -2.97 -2.63

Lnreintl_1 First Difference of Log 0 Stationary

of real interest rate -5.91 -3.67 -2.98 -2.63
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With 10% reduction of real interest rate there will be 0.6% increase of
investment demand. Access to credit has a large positive coefficient and is
significant at 5% level of significance. The results indicate that with 10%
increase in the credit supply, there will be increase of investment by 4.7%.
Contrary to our expectation, GDP could not show any impact on
investment. It might be possibly because there is a huge underutilsed
capacity in the economy, and when there is increased demand, it encourages
utilization of existing capacity rather than investment for new capacity at
least in the short run. Second possibility is that there is a multicollinearity
in between credit and GDP (0.66). Same type of result was found by Sultan
Hafizzur Rahman and Shilpi (1996) in their work in the mid nineties. In
their studies, there was not found significant impact of GDP on investment
while credit was found to have significant impact on investment. If we drop
credit, coefficient of GDP with positive sign increases but its impact on
investment could not attain the acceptable level of significance. Such result
does not conform the result of Ezazul Islam and Nurnahar Begum (2005)
where they have shown significantly positive impact of GDP but
insignificant negative impact of real interest rate on investment. Regression
results of private investment (Table-4.4) show that coefficient with respect
to GDP is significantly positive. But the coefficient is very small indicating
inelasticity of investment with respect to GDP. Impact of Annual
Development expenditure is found to have a large impact on private
investment with positive sign, with high coefficient at 3% level of
significance. The result shows that investment demand will increase by
4.8% with the increase of 10% increase in ADP expenditure.

Results of Cointegration Tests

Since total investment, private investment, public investment and GDP
variables are 1(1), then it is necessary to set out cointegration tests to
determine whether there exist a stable long run relationship between private
investment and public investment and investment with GDP in Bangladesh.

We relied on Johansen’s approachX!! to establish the cointegrating vectors.
The results are presented in Table-4.5. Table 4.5 gives the complementary
versions of the same test namely, the maximum eigenvalue and trace tests
of Johansen and Juselius (1990) to determine the cointegration rank r. Both
the tests suggest that there is one cointegrating relationship between private
investment and public investment and total investment. This result
demonstrates the existence of long run relationship between private and
public investment. This means that increase of public investment will have
impact on private investment. Similarly, Table 4.6 gives the complementary
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Table 4.2 : Regression Results, Dependent Variable: LOGINV 1, Model

Type: Ordinary Least Square (OLS)
Eq.1l Eq.2 Eq.3 Eq.4 Eq.5
Explanatory Coeffi T-Value  Coeffi T-Value  Coeffi T-Value Coeffi- T-Value Coeffi-  T-Value
Variables -cients -cients -cients cients cients
C 0.052 2.499 0.123 1.796 0.053 2641  -0.52055 -3.36 2.80
(0.018) (0.083) (0.013) (0.002) 0.06 (0.008)
REALINTL -0.006 -3.56 -0.006 -3.4 -0.0081 - -2.70
(0.001) (0.002) 5.19(0.0)  -0.0049 (0.01)
LOGCRE_1 0.401 2.481 0.473 2.161
(0.019) (0.039)
LNGDMF1 -0.088 -0.456  -0.155 -0.880 0.086 0.597 0.0655 0.5298 1.62
(0.65) (0.386) (0.55) (0.60) 0.24 (0.11)
LNREINTL -0.061 -1.95
(0.06)
LOGADP_1 0.359 2.927 0.5171 4.5735
(0.006) (.000)
LOGM2 0.04690 3.719
(0.0008)
R-squared 0.323 0.412 0.363 0.5649 0.1927
Adj. 0.260 0.350 0.304 0.50699
R-squared 5 0.14382
Durbin- 2.300 1.144 1.951 2.64293 2171
Watson 4
F-statistic 5.089 6.552 6.085 9.741 3.94
©0) (0.002) 0) (0.00004) (0.03)
Log 31.449 31.944 32.553 28.282
likelihood 37.82405
Akaike -1.525 -1.746 -1.586
info crite -1.875660 -1.4045
Schwarz -1.349 -1.563 -1.410
criterio -1.653467 -1.2726
Table 4.3 : Regression Results, Dependent Variable: LOGINV 1 (Contd.)
Eq.6 Eq.7 Eq.8 Eq.9
Explanatory Coeffi T-Value Coeffi- T-Value Coeffi- T-Value Coeffi- T-
Variables -cients cients cients cients Value
C 0.052 2.1181 1.797 0.04996 2.335
5 (0.043)  0.092095 (0.085) 0 (0.026)
REALINTL -3.5158
-0.006385 (0.0014)
LOGCRE_1 -0.31221 2.431
-0.06025 (0.758)  0.399063 (0.021)
LNGDMF1 0.0333 -0.215386 -0.039 -0.4501
35 (0.83) -0.00585 (0.968)  -0.087680 (0.655)
LNREINTL -0.80
-0.01692 (0.43)
LOGADP_1 0.3372 2.86 3.185
69 (0.008) 0.32523 (0.004)
Tradopen 0.391
0.001833 (0.69)
LOGM2
Rexrate_1 0.6584 -2.97 -5.829
89  (0.006) -1.05474 )
Logremi_1 0.1153 1.83 451
a4 (0.078) 0.28920  (0.0002)
R-squared 0.4854
67 0.732156 0.326310
Adjusted R- 0.4119
squared 62 0.66228 0.239382
Durbin-Watson stat 2.591066 1.831767 2.322348
F-statistic 6.60 10.478 3.75
(0.0007) (0.000013 (0.013)
Log likelihood 39.06085 47.37403 31.54
Akaikeinfo 2.0642
criterion 94 -2.6916 -1.474329
Schwarz criterion ; g37550 -2.36466 -1.254396
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Table 4.4 : Regression of Log of Private Investment ,at first level
Dif ference (Logpri 1)

Variable Coefficient t-Statistic Prob.

C -1.03235 -2.34555 0.0266

LNREINTL -0.09257 -2.32759 0.0277

LNGDM 1 0.087855 2.932128 0.0068

LOGPRIcr_1 0.014846 0.068347 0.946

LOGADP_1 0.477294 2.285878 0.0303

R-squared 0.471706 Mean 0.063921
dependent var

Adjusted R- 0.39344 S.D. 0.15196

squared dependent var

S.E. of regression 0.118349 Akaike info  -1.28775
criterion

Sum squared resid 0.378177 Schwarz -1.05873
criterion

Log likelihood 25.60403 F-statistic 6.026968

Durbin-Watson stat 1.545808 Prob(F- 0.001337
statistic)

20.

versions of the same tests to determine the cointegration rank r. Both the
tests suggest that there is one cointegrating relationship between
investment and GDP. This result demonstrates the existence of long run
relationship between investment and GDP. This means that increase of
investment will have impact on GDP.

Results of Vector Error Correction Model for Direction of Causality

Though there is a long run relationship between the variables as in
cointegration tests, however, in the short run, they may drift apart i.e. there
may be disequilibrium. Therefore, the error term has been treated as the
equilibrium error, which is used to tie the short run behaviour of the
variables. The error correction mechanism first used by Sargan and later
popularized by Engle and Granger<v corrects for disequilibrium. Therefore,
Error-Correction Models (ECM) are applied to explore the direction of
causality. The results of error correction model (Table-4.7) provides
unidirectional causality from public investment to private investment.
Equilibrium error in private investment is 0.43 while equilibrium error in
public investment is —0.065 which means that they are to correct
respectively 44% and 7% deviations from long run equilibrium each year.
Thus private investment is in both long run and short run equilibrium
relation, while public investment is in only long run equilibrium but not in
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Table 4.5 : Results of Cointegration between public and Private

Sample (adjusted): 8 38

~Included observations: 31 after adjustments
Trend assumption: Linear deterministic trend
Series: LOGINV_1 LOGPRIV1 LOGPUI_1
Lags interval (in first differences): 1 to 4
Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05

No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.573675 38.65816 29.79707 0.0037
At most 1 0.320082 12.22899 15.49471 0.1463
At most 2 0.008662 0.2697 3.841466 0.6035

Trace test indicates 1 cointegrating eqn(s) at the 0.05 level

* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon -Haug-Michelis (1999) p -values

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max-Eigen 0.05

No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.573675 26.42917 21.13162 0.0082
At most 1 0.320082 11.95929 14.2646 0.1122
At most 2 0.008662 0.2697 3.841466 0.6035

Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon -Haug-Michelis (1999) p -values

Table 4.6 : Cointegration test of Investment and GDP

Sample (adjusted): 7 38, Included observations: 32 after adjustments

Trend assumption: Line ar deterministic trend
Series: LOGINVES LNGDMOF, Lags interval (in first differences): 1 to 4
Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.694139 39.22132 15.49471 0.0000
At most 1 0.040211 1.313342 3.841466 0.2518

Trace test indicates 1 cointegrating eqn(s) at the 0.05 level

* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon -Haug-Michelis (1999) p -values

Unrestricted Cointegra tion Rank Test (Maximum Eigenvalue)

Hypothesized Max-Eigen 0.05
No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.694139 37.90798 14.26460 0.0000
At most 1 0.040211 1.313342 3.841466 0.2518

Max-eigenvalue test indicates 1 co integrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon -Haug-Michelis (1999) p -values
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short run equilibrium. There prevails bidirectional causality between
investment and GDP at 5%.level of significance which means that short run
changes in investment causes changes in GDP and vice versa (Table-4.8).
Equilibrium errors are -0.56 and -0.81 respectively signifying that 56%
deviations from long run equilibrium in case of investment and 81%
deviations from long run equilibrium in case of GDP are corrected each
year. Thus both total investment and GDP are in both short and long term
equilibrium relation. Similarly, there prevails bidirectional causality from
private investment to GDP and vice versa in the short run because both of
them have significant coefficient. Private investment corrects 43%
deviations and GDP corrects 61% deviations from long run equilibrium.
Thus both private investment and GDP are in both long run and short run

Table 4.7 : Vector Error Correction Estimates for relation between Public
Investment and Private Investment

Sample (adjusted): 8 38, Lag=4
Included observations: 31 after adjustments

Error Correction: D(LOGPUI_1) D(LOGPRIV1)
CointEql -0.065552 0.435096
[-0.43348] [ 2.49966]
D(LOGPUI_1(-1)) -0.997185 -0.311996
[-4.70317] [-1.27844]
D(LOGPUI_1(-2)) -0.629887 -0.093198
[-2.55732] [-0.32874]
D(LOGPUI_1(-3)) -0.192687 0.227665
[-0.96910] [ 0.99479]
D(LOGPUI_1(-4)) 0.094783 0.113885
[ 1.49912] [ 1.56490]
D(LOGPRIV1(-1)) -0.114279 0.085958
[-0.45716] [ 0.29875]
D(LOGPRIV1(-2)) 0.141872 0.200408
[ 0.69158] [ 0.84874]
D(LOGPRIV1(-3)) -0.141898 -0.010534
[-0.88904] [-0.05734]
D(LOGPRIV1(-4)) -0.285137 0.146402
[-2.34762] [ 1.04722]
C -0.007845 -0.008766
[-0.41624] [-0.40407]
Adj. R-squared 0.724586 0.565431
F-statistic 9.769665 5.337097
Log likelihood 33.92769 29.56753
Akaike AIC -1.543722 -1.262421
Schwarz SC -1.081145 -0.799844

Note: Figures in Parenthesis indicate T-Value
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Table 4.8 : Vector Error Correction Estimates of Total investment and GDP

Sample (adjusted): 6 38, Included observations: 33 after adjustments
t-statistics in [ ]

Error Correction: D(LOGINV_1) D(LNGDMF1)
CointEql -0.559973 -0.813818
[-3.91136] [-7.09970]
D(LOGINV_1(-1)) -0.341133 0.522368
[-2.08299] [ 3.98375]
D(LOGINV_1(-2)) -0.006997 0.233407
[-0.04684] [ 1.95159]
D(LNGDMF1(-1)) 0.277956 0.195863
[ 1.23382] [ 1.08588]
D(LNGDMF1(-2)) -0.095935 0.038178
[-0.73387] [ 0.36476]
C 0.010122 0.011011
[ 0.56956] [ 0.77384]
R-squared 0.657245 0.811042
Adj. R-squared 0.593771 0.776050
Sum sq. resides 0.278109 0.178283
S.E. equation 0.101491 0.081259
F-statistic 10.35467 23.17777
Log likelihood 31.98316 39.31973
Akaike AIC -1.574737 -2.019377
Schwarz SC -1.302645 -1.747285

21.

equilibrium relation. Relation between Public investment and GDP is
unidirectional from former to the later but not vice versa. Significant and
positive coefficient of GDP indicates that change in public investment
causes change in GDP.GDP corrects 55% deviations and public investment
corrects 33% deviations from long run equilibrium. Thus GDP is in both
short run and long run equilibrium relation while public investment is only
in long run equilibrium relation but not in short run relation.

Results of Granger Causality

When two series are found cointegrated, the absence of causal relationship
between them is ruled out in the error correction framework, while such a
possibility exists in the Granger causality test. That is why Granger
causalityx has been employed to examine the direction of causality. Under
granger causality test both total investment and GDP have bidirectional
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causality though investment to GDP is much stronger than the other way
relation (Table-4.9). Public investment and GDP are found in bidirectional
causality while under error correction model it was a unidirectional
causality from public investment to GDP. There is no long run equilibrium
relation between private investment and GDP. This result is quite different
from cointegration test result and error correction model result where they
were having bidirectional causality both in the short and long run. Total
investment has unidirectional causality to non export GDP but not vice
versa though later has unilateral causality to public investment. Granger
causality test results do not show any long term causal direction between
public and private investment though private investment is found to bring
changes in total investment. Total investment has unilateral causality to
ADP. Cost of Investment i.e. real interest rate has bidirectional causality
with private investment and total investment. Real interest has also
unilateral causality to GDP, specially non-export GDP. Private credit has
unidirectional causality to total investment and private investment. Private
credit has unidirectional causality to private investment and bidirectional
causality with public investment. Total credit has bidirectional causality
with public investment and ADP. Private investment has bidirectional
causality with imports. Remittance has no significant relation with
investment though it has unidirectional causality to GDP.ADP has
bidirectional causality with total credit and private credit. ADP has
bidirectional causality with remittance. Total investment has bidirectional
causality with foreign aid which has unidirectional causality to public
investment in Bangladesh. Import and investment are in bidirectional
causality. All these indicate that credit, real interest rate, aggregate demand
(GDP), foreign aid and capacity to import have been found to have expected
impact with expected sign as important determinants of investment in
Bangladesh. Remittance has though positive impact on GDP and ADP, has
no significant relation with investment. One of the important results is that
there has been circular causation of variables in making relation, and
channels of circular causation need to be investigated for better
understanding of the determination of investment.

Estimation of threshold level real lending interest rate

We have estimated the threshold level real lending interest rate for
Bangladesh. The threshold level of interest rate (K) would indicate a level
above which real interest rate would affect investment. Real interest rate
(Reintl) is stationery I(0)at level and log of investment is stationery at first
level of difference 1(1) (loginvest_1). The regression equation is semi
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Table 4.9 : Results of Causality Tests: Pairwise
Granger Causality Tests, Sample: 1 36, Lags: 2

Null Hypothesis: Obs  F- Probabil ~ Type of
Statistic ity Relation
LNGDMF1 does not Granger Cause LOGINV_1 34 2.61307  0.09049  Relation at
10%
LOGINV_1 does not Granger Cause LNGDMF1 51866  0.01187 Strong
LOGPUI_1 does not Granger Cause LNGDMF1 34 20.0803  3.40E-06 Strong
LNGDMF1 does not Granger Cause LOGPUI_1 3.69426  0.03722 Strong
LOGPRIV1 does not Granger Cause LNGDMF1 34 0.81271  0.45351 No
LNGDMF1 does not Granger Cause LOGPRIV1 1.14533  0.33209 No
LNNEXP_1 does not Granger Cause LOGINV_1 34 226082  0.12234 No
LOGINV_1 does not Granger Cause LNNEXP_1 5.20226  0.01173 Strong
LOGEXP_1 does not Granger Cause LOGINV_1 34 0.17866  0.83731 No
LOGINV_1 does not Granger Cause LOGEXP_1 0.93704  0.40333 No
LNNEXP_1 does not Granger Cause LOGPUI_1 34 3.53598  0.04225 Strong
LOGPUI_1 does not Granger Cause LNNEXP_1 21.0498  2.30E-06 Strong
LOGADP_1 does not Granger Cause LNGDMF1 34 7.26853  0.00276 Strong
LNGDMF1 does not Granger Cause LOGADP_1 1.24195  0.30373 No
LOGPRIV1 does not Granger Cause LOGINV_1 34 2.54496  0.09587  Relation at
10%
LOGINV_1 does not Granger Caus e LOGPRIV1 0.89673  0.41891 No
LOGPUI_1 does not Granger Cause LOGINV_1 34 1.67208 0.21 No
LOGINV_1 does not Granger Cause LOGPUI_1 1.69921 0.20 No
LOGPUB_1 does not Granger Cause LOGPRI_1 0.56077 0.57684 No
LOGPRI_1 does not Grang er Cause LOGPUB_1 0.09977  0.90536 No
LOGCRE_1 does not Granger Cause LOGINV_1 34 0.04503 0.95 No
LOGADP_1 does not Granger Cause LOGINV_1 34 0.41625  0.66339 No
LOGINV_1 does not Granger Cause LOGADP_1 2.53738 0.09649 Relation at
10% level
LOGFAID does not Granger Cause LOGINV_1 34 3.05816  0.06236 Relatio at
10% level
LOGINV_1 does not Granger Cause LOGFAID 4.4242  0.02104 Strong
LOGINV_1 does not Granger Cause LOGCRE_1 3.22661 0.05 Strong
LOGPRICR_1 does not G ranger Cause LOGINV_1 32 9.3469  0.00082 Strong
LOGINV_1 does not Granger Cause LOGPRICR_1 1.30722  0.28715 No
LOGPRICR_1 does not Granger Cause LOGPRIV1 32 412578  0.02732 Strong
LOGPRIV1 does not Granger Cause LOGPRICR_1 1.68808  0.20381 No
LOGPUI_1 does not Granger Cause LOGCRE_1 34 6.26441  0.00548 Strong
LOGCRE_1 does not Granger Cause LOGPUI_1 3.75591  0.03544 Strong
LOGMPTD_1 does not Granger Cause LOGCRE_1 34 4.88007 0.0149 Strong
LOGCRE_1 does not Granger Cause LOGMPTD_1 2.98279  0.06637 Strong
LOGPRICR_1 does not Granger Cause LOGPUI_1 32 9.16457  0.00092 Strong
LOGPUI_1 does not Granger Cause LOGPRICR_1 3.25142 0.0543 Strong
REALINTL does not Granger Cause LOGINV_1 34 454272 0.01922 Strong
LOGINV_1 does not Granger Cause REALINTL 3.28116  0.05193 Strong
LNREMI_1 does not Granger Cause LOGINV_1 31 154241  0.23281 No
LOGINV_1 does not Granger Cause LNREMI_1 1577  0.22572 No
LOGMPTD_1 does not Granger Cause LOGPRIV1 34 2.66243  0.08679  Relation at
10%
LOGPRIV1 doe s not Granger Cause LOGMPTD_1 245512  0.10351  Relation at
10% level
LOGMPTD_1 does not Granger Cause LOGINV_1 34 0.22772  0.79776 No
LOGINV_1 does not Granger Cause LOGMPTD_1 1.83411 0.17781 No
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logarithmic. The equation to estimate threshold level of interest rate has
been in the following conditional form:

Loginvest_1=?0+?1Reintl+ ?2D(Reintl-K)+Ut

Dummy variable D is defined as D=1 if Reintl>K, otherwise= 0 if
Reintl=?6

Ut is the random term which represents measurement error in the
explanatory variables.

The coefficient of dummy variable (?2) measures the effect of real interest
rate on investment when it is greater than assumed structural break and
opposite for the real interest rate(?1).In the above model, the sum of the two
coefficients (?1+ ?2) represents the annual growth of investment if interest
rate is doubled. By estimating values of K which is chosen in ascending
order, the optimal value K is obtained by finding the value which
maximizes the R squared from the respective regressions. The process
requires the estimation several times for different values of K. By using
Ordinary Least Squares (OLS) and considering value of R-squared,
estimated results have been found out. From the estimated results, it is
observable that at low threshold level of interest rate, there is statistically
insignificant relationship at 5% level between the dummy of threshold level
of interest rate and investment growth (Table-4.10). As K increases, starting
from 4%, a statistically significant relationship is observed between
investment and dummy of threshold interest rate which continues upto 7%
after which relation becomes insignificant and R squared becomes lower. In
the estimation process, the threshold level is observed at 7% level where the
R squared is maximized i.e. residual of sum of squares (RSS) is minimized.
Interest rate above 7% does not induce investment while interest rate below
7% though induces investment, its influence is acceptable at 5% level of
significance at threshold level of 6%. When it is below 6%threshold level,
impact of dummy threshold level is not acceptable at 5% level of
significance. From the above results, it is clear that interest rate above 7%
will not have a significant impact on investment, rather will have adverse
effect in course of time. Thus threshold level of interest rate can be
established at 7%. with threshold level of inflation of 6% ,threshold level of
nominal lending rate should not exceed 13%.This finding is important for
interest rate policy formulation. Interest rate determination need to be
adjusted with inflation rate for acting as proper stimuli of investment. This
provides adequate ground for further policy intervention for lowering
interest rate in Bangladesh.
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Table 4.10 : Results of Interest regponsive Investment function with

structural Break Term Dependent Variable: loginvestment (-1)

K=Real Variables Coefficie T- Probability  F value Adjusted
Interest nts Statistic R
Rate Squared
4% C 0.146 3.29 0.002 4.365(0.02) 0.161
Real Interest Rate -0.014 -2.4 0.02
D1kdifin 0.012 1.84 0.075
5% C 0.16 3.22 0.003 45(0.018) 0.167
Real Interest Rate  -0.016 -2.46 0.019
D2kdifin 0.013 1.9 0.065
6% C 0.183 3.2 0.003 473 (0.06) 0.176
Real Interest Rate -0.018 -2.51 0.017
D3kdifin 0.015 2.009 0.053
7% C 0.218 3.165 0.003 5.2(0.01) 0.193
Real Interest Rate  -0.021 -2.64 0.013
D4kdifin 0.018 2.19 0.036
8% C 0.056 1.278 0.21 2.55(0.09) 0.081
Real Interest Rate -0.004 -1.844 0.07
D4kdifin 0.023 0.469 0.64

Source: Estimated by the Author

23.

Quantity and Quality of Public Spending and Implementation of
Annual Development Programme

Government expenditure has remained on average 14.6% for the last 15
years with growth of 5.85% p.a. Revenue expenditure has grown by 9.15%
while ADP expenditure has grown by 2.21% p.a. Share of ADP expenditure
to total budget has decreased from 46% in 1994-95 to 24.43% in 2008-09
i.e. by 21.6% points. Proportion of ADP to GDP has declined from 6.64%
to 3.74% i.e. by 2.9% points. Decline of share of development expenditure
in total government expenditure may affect development of infrastructure
and may hamper private investment and consequently economic growth of
the country.

In terms of implementation of ADP, situation remains very frustrating with
29% implementation of ADP in the last six months despite some
improvement in 2009-10 as compared to 2006-07. Such overwhelming
underutilisation of ADP in the first six months has been the usual feature
over the years which would affect the quality of implementation of ADP in
as much as there is a heavy pressure of quick spending in the second half of
the year. High speed of spending of money would definitely bear upon the
quality of spending. Government has to get away with this situation with
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measures of preparedness for quality implementation of ADP. Main items
of ADP expenditure are transport, education, power, rural development, and
health.

Quality and volume of Import -Opening and Settlement of LC and
Import Structure

Imports reflect the capacity to invest. There has been negative change of
imports during July-November, 09 over the same period of previous year.
Item wise, intermediate goods and capital goods which are important
component of investment showed negative changes.

Capital machinery import grew by 1.7% during July-November,09 as
compared to negative growth of 5.5% in 2008 in the same period. Capital
machinery import was in unfavourable situation in July and October, but
showed impressive performance in November making the machinery
import positive one during the last five months of the year. This reflects
some positive tendency of investment in the economy in recent months
despite global economic crisis and internal problems of power shortages
and poor governance in different sectors.

Opening LCs reflect the investment activism and as such a good proxy for
investment climate. During July December, 2009, opening of LCs has
changed by 17.57% over July-December 08. Growth of opening of LCs
during July December, 2009 has declined by -1.18% as against growth at-
8.06%. Growth of Opening LCs in July December, 2009 is greater by
6.88% as compared to earlier period. Growth of opening LCs got
momentum from the month of October and increased by 41% in
December,09. There has been negative change of settlement of LCs during
July-December,09 over the previous period. It is observable that though all
the months of later half of year 09 showed negative change of settlement of
LCs, December month showed positive change by 35%. Growth of
settlement during July-December,09 was positive figure of 3.61% as
against negative growth of -3.95% indicating the positive increase of
growth of settlement of LCs by 6.58% in the latter period.

During July-November,09 there has been positive increase of capital
machinery and other industrial goods, and total LC opening during July-
November, 09 relative to earlier corresponding period. There has been
negative growth of opening of LCs for petroleum and industrial raw
materials during this period as compared to previous period. It is notable
that there has been substantial decline of price of petroleum and industrial
raw-materials during the year 2009 as compared to 2008 and this decreased
price might have affected the value of opening LCs for comparison between



O

25.

26.

Jiserer agAIfs AR TR 00

the two periods on the items under review. Regarding settlement of LCs,
most of the items except food grains had negative growth during July-
November,09.

Access to credit

Access to credit in times of need in adequate quantity and on easier terms
and low interest rate are the two big stimuli for investment expansion.
Domestic credit at the end of December, 2009 increased by 13.7% in over
December 08. Domestic credit constituted 45% of GDP in 2008-09. Total
domestic credit though increased during July-December 09 by 4.88%,
declined by 3.97% compared to the same period in 08. Distribution of
domestic credit is characterized by the fact that 78.4% of credit goes to
private sector in December 09 increased from December 08 by 3%. Credit
to government sector has declined by 11.6% during July-December,09
though decline in loan disbursement to government has been more in the
same period of previous year by 2.84%.Credit to other sector had positive
growth during July-December, 09 has decreased from the same period of
previous year. Credit to private sector has persistently increased during the
period of July—-December 09 by about 9% and increased by 2% over the
growth of the same period of previous year. Government reduced its
dependence on banking system and increased the borrowing from the
public. Declining bank borrowing by the government and prevailing excess
liquidity in the banking system has reduced the possibility of crowding out
effect of public investment on private investment.

Size of classified loan is still very large constituting Tk. 63138 million i.e.
10% of outstanding loan though there has been some decline of its size in
Sept 09 over Sept 08. Bank type wise, classified loan of NCBs declined by
17% in Sept 09 compared to Sept 08 but the largest classified loan still
belongs to this group of banks (51%). This is followed by PCBs in
generating high classified loan (31%). Surprisingly, high increase of
classified loan occurred in FBs (50%) during the Sept 08-Sept09. All these
reflect the unsatisfactory situation of risk management in different banks in
the period under review. Share of over-dues is around 53% in large
industries followed by medium industries (34%) and small industries
(13%). Overdues to outstanding term loan to industries constitute 12% with
increasing trend with decreased sizes. While overdues to outstanding in
large industries constitute 10%, in medium industries, figure is 17% and in
small industries, it is 24%. This indicates the possibility of increased cost of
risk management in smaller industrial enterprises. However, major portion
(87%) of overdues of total overdues of the country remain with large and
medium scale industries. Classified loan in industry as a proportion of
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outstanding is (12%) greater than overall proportion of classified loan in the
economy. All this reflects relatively greater problem of risk management in
industrial loan.. Growth of in SME loan (4.6%) was much lower than
overall growth of loan(11.65% ).This indicates that there still remains
strong bias against SME loan despite rhetoric proclamation for the same.

There was an enormous amount of excess liquidity in the banking system.
The banks in October, 2009 had an excess liquidity of Tk. 351100 million
against Tk.347620 Million as end of June,09. High excess liquidity was
found in case of Nationalised Commercial Banks and Foreign Commercial
Banks. This situation of constant surplus liquidity necessitates creation of
effective demand for credit at lower costs. Investors need to be allured to
use these funds for productive investment. Lowering interest rate and
ensuring reliable supply of power and energy may be given top priority for
creating congenial environment for investment of such excess liquid funds.

Highly favoured sectors for access to credit in terms of their contribution to
GDP growth have been power, trade and manufacturing and highly
unfavoured sectors were agriculture, transport and construction. Biasness
not only exists in credit allocation by sectors but also by size of loan.
Bangladesh credit market is far from being inclusive. As per credit
allocation by size, about 87% borrowers in the credit range below Tk.
50000 get only 6.2% credit and the rest 13% account holders get 94% credit
resources of the country. Average size of loan is Taka 6000 in the lowest
category of 29% borrowers, while in the topmost category of borrowers,
average credit is as high as 5257 lakhs Taka. Over 1990-2008, number of
account holders and amount of loan decreased by 2.4% and 1.4%
respectively in the lowest echelon of borrowers while in the highest
echelon, account holders and amount of loan grew by 13% and 18%
respectively. All this talks about skewed distribution of credit resources of
the country at both static and dynamic level.

Level of development of Capital market which is an indicator of
development of an economy and reflection of environment for investment
remains at a very low level in Bangladesh. To achieve private sector-led
growth objective and investment expansion, it is necessary to make capital
market efficient and proactive. Though recent global financial crisis directly
affected the financial and capital market in different countries of the world,
Bangladesh seems to remain unaffected. Analysis of data of capital market
of Bangladesh for the last six months corresponding to last year shows that
every month experienced increase of share price with heightening of price
in November and December. There has been change of 60% change in share
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price for the last one year. This is a good indication of economic resilience
of the economy amidst global financial turmoil and internal shocks of
different kinds. Compared with the given global share price movement,
change of share price in Bangladesh by 60% during the last one year is
deemed reasonable. Contagion effect of global financial crisis has not been
considerably felt in Bangladesh capital market during the last two years of
global financial crisis. This might be due to low level of integration of
Bangladesh capital market with global market.

There has been found high correlation between market capitalization and
GDP of selected APEC countries (Correlation Coefficient=0.80). There has
been changes of market capitalization by 93.8% in Bangladesh in Nov,09
over Nov 08 . Despite good changes of market capitalization, its share in
GDP is one of the lowest constituting only 30%. Of course, its share to GDP
has increased from 20% last year to 30% this year. This need to be
compared with share of market capitalization to GDP in Hongkong
(1082%), Singapore (282%), Malaysia (139%), Taiwan (169%), India
(94%), Japan (65%) and Thailand (62%). All these indicate that Bangladesh
has to go a long way to achieve a reasonable level of capital market
development. Overwhelming majority share of market capitalisation is held
by financial sector (42%). Share of Manufacturing sectors in market
capitalization is 22%. Service sectors and miscellaneous industries have
share of 18% in market capitalization. Bond constitutes 24% of total market
capitalisation. Telecommunication has come as a new sector in 2009 and
constitutes 14% of market capitalization. Sector wise, almost all the sectors
have experienced increased market capitalization in 2009 as compared to
2008. With the incoming of Grameen Phone into the capital market, market
capitalization volume has reached already 35% level of GDP of the country.

Price earning ratio, which is an indicator of efficiency of capital market is
as high as 25.65 in December 2009 and increased from 18.42 last year i.e.
by 7.2 point. Sector wise, highest price earning ratio has been found in IT
sector (61) followed by cement (57), Ceramic (40), Engineering (37) and
textile (33). Tannery and Footwear has the lowest price earning ratio of 15.4
followed by fuel and power, food and banks. Ideally, price earning ratio
should not exceed 10 in the present financial market condition of
Bangladesh. Price earning ratio exceeding 20% is a bit risky one. Regional
data show that price earning ratio of Bangladesh is one of the highest
among the countries of Asia. High price earning ratio in Bangladesh may be
explained by the high inflow of liquid resources in a market with limited
supply of good shares. Liquidity problem has been addressed by allowing
merchant banking system to supply funds for buying shares. Role of
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merchant banks has fuelled share price and price earning ratio in the market.
In such situation, Government need to make efforts for increased supply of
good portfolios to the market instead of just artificial intervention in the
market. High Price earning Ratio prevalent at present provides ground for
greater supply of shares in order to maintain balance in the market. This is
proper time for offloading of the shares of public enterprises facing fund
problem. Unlisted domestic joint stock companies and foreign companies
may be persuaded to get enlisted in the share market. Provision of listing in
the share market may be made mandatory for large companies specially
foreign companies.

Capital market helps capital formation through bonus share, right share,
IPOs, direct listing of shares and issue of bonds in the stock market. Capital
increase through stock market has been to the extent of 40385 Million Taka
in 2009 increased from 34316.2 Million Taka, in 2008 i.e. increased by
18%. Floating IPOs has been major contributory (47%) followed by bonus
share (45%) for capital increase during 2009. IPO has increased by 130%
and bonus share has increased by 26%during 2009.All this indicates that
capital market in Bangladesh provides scope of capital increase and
facilitates strengthening of capital base of companies through issue of
bonus share, right share, IPOs, direct listing of shares and issue of bonds in
the stock market. Joint stock Companies which are large in number may
participate in the development of capital market of the country by using the
incentive under book building method. Unlisted joint stock companies need
to be made aware of the avenues of capital strengthening through stock
market. Public enterprises can go for direct listing to procure funds for
adopting measures of necessary BMRE of enterprises and make expansion
of capacity to respond to emerging demand in the market. Issue of bonus
share helps long term growth of the company and helps to solve liquidity
problems of the company. Both public and private enterprises may opt for
right share under book building method and may gain extra fund for
strengthening competitive strength of the company .Capital market may be
used as a good conduit for public private partnership in different sectors of
the economy.

Problems and Strategies for Investment Expansion in Bangladesh
Constraints in the way of Investment in Bangladesh

There are very few studies on constraints of investment in Bangladesh.
Constraints as revealed from these studies are from both supply and demand
sides.



oY

33.

Jizefer agAIfs AR TR 00

From results of enterprise surveys including the author’s, the problems of
investment have been pinpointed as:

i
ii.
iii.
iv.
V.

Vi.

vii
viii

XI.
Xil.
Xiii.

Xiv.
XV.
XVi.
XVil.

XViil.

XiX.
XX.

XXI.
XXil.
XXiii.

Irregular and Inadequate Supply of Power and Energy
Marketing Problem specifically related to global financial crisis
Difficulty of Access to Finance and lack of funds

High Interest Rate

Backward Infrastructure and High cost of Ports and Transport
services

High cost of doing business and high trade transaction cost including
high invisible cost

Environmental Hazards and adverse effect of climate change
Poor testing facilities and of certification

High Cost of Raw materials

Scarcity of Skilled Manpower

Technological Problem

Poor Labour management relation

Low level of research and development hampering product
development and product quality

Locational Problems
Lack of Confidence of the investors
Security Problem and Problem of extortion

Poor quality of governance and inadequate institutional facilities in
the delivery of utility services

Comepetition from imports and domestic producers at home and
suppliers in

global market

Limited domestic demand because of low purchasing power of the
People

Limited land for new plants.
Regulatory policy uncertainty
Lack of proper Information

Emerging Challenges for Investment Expansion

Important challenges for future investment are:
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Vi.

Vii.
Viii.

Xi.

Coping with crisis in power and energy sectors,

Problem of protecting domestic industries from import pressure in
the context of global financial crisis,

Challenges of import substitution,

Facing tougher competition in the global market amidst more
protected trade regimes and greater stimulus package in the buying
countries and competing exporting countries,

Coping with hazards of climate change,

Strengthening competitiveness by increasing productivity leading to
reduced cost of production and reducing time of delivery and trade
transaction cost and increasing quality of the products,

Ensuring easier market access in buying countries.
Increasing quality of public spending and implementation of ADP,
Using excess liquidity in credit and capital market,

Productive use of remittance money to translate them into productive
investment, and

Diversification of markets and products for exports

Strategic Options for Future Development and Investment Expansion

In view of the problems and challenges of internal and external shocks
following strategic options may be thought of:

Vi.
Vii.

viii.

Give emphasis on import substitution along with export oriented
development

Effective use of capital market for facilitating investment in different
sectors

Strengthening energy and power base and their Reliable Supply

Easier access to credit for the Cottage, Micro, Small and Medium
Enterprises

Reduction of Interest Rate
Development of Transport, Port and other Infrastructure

Strengthening Governance at all levels of the Economy with
emphasis on corporate Governance in both public and private Sectors

Measures for effective use of Remittance Earnings for productive use
Measures for public sector reform to bring about qualitative change
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in productive use of national resources

X. Strengthening of R&D Facilities for Product Development and
Diversification

xi.  More allocation for research activities with a view to exploring newer
avenues of Investment

xii.  Strengthening of Technology base and human capabilities for testing
and certification of products

xiii. Measures for Preventing Environmental Hazards and Measures for
Adapting to Climate Change

xiv. Quality and timely implementation of ADP to crowd in private
investment

Conclusion

Investment Climate in Bangladesh at present is not much strong, but not very bad
either. Investment climate here is affected by slow recovery of global financial
crisis and internal shocks out of power and energy shortages, problems of climate
change, problem of governance and political instability are big challenges to face
in the immediate future. It is felt that Bangladesh has grown resilience to face
crisis situation and it has enough potential to enhance investment level to achieve
GDP growth rate of 8% by 2014. But taking the present level of 24% to 30%
investment GDP ratio requires aggressive attempts for investment expansion
through increasing and using national savings effectively. Internal resources may
not be sufficient, external resources need to be resorted to. It has to constantly
adapt to global changes and adopt appropriate measures for gaining
competitiveness in the domestic and global market.

From the analysis of test results of different studies, we have found five types of
distinct alternative results of crowding-in versus crowding-out hypothesis in
different countries. . First, there has been straight crowding out effect of public
investment. Second, there has been crowding in of private investment because of
public investment. Third type of study results show crowding in effect of
infrastructure related public investment and crowding out effect of non
infrastructure public investment.Fourth type of results found crowding in effect
on private investment in some countries and crowding out effect in case of other
countries. Fifth type of results shows that there is crowding out effect in the short
run, but there is a crowding in effect in the long run in case of the same .Though
study results are different and inconclusive, majority of the studies in developing
countries tend to establish the complementarity between public investment and
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private investment and positive impact of public investment on private investment
and economic performance of the economy

Regression results indicated that real interest rate has significantly negative
impact on investment implying that with reduction of real interest rate, investment
would be boosted in as much as real cost of capital would be reduced and profit
margin would increase. The results show that with 10% reduction of real interest
rate there will be 0.6% increase of investment demand. Access to credit has a large
positively significant impact on investment. The results indicate that with 10%
increase in the credit supply, there will be increase of investment by 4.7%.
Regression results of private investment show that coefficient with respect to
GDP is significantly positive. Impact of Annual Development expenditure is
found to have a large impact on private investment with positive sign, with high
coefficient at 5% level of significance. The result shows that investment demand
will increase by 4.8% with the increase of 10% increase in ADP expenditure.

The cointegration test results show that there exists stable, long run linear
relationship between private and public investment. Similarly, the tests suggest
that there is the existence of long run linear relationship between investment and
GDP.

The results of error correction model provides unidirectional causality from
public investment to private investment. Private investment and public investment
are to correct respectively 44% and 7% deviations from long run equilibrium each
year. Private investment is in both long run and short run equilibrium relation,
while public investment is in only long run equilibrium but not in short run
equilibrium. There prevails bidirectional causality between investment and GDP
which means that short run changes in investment causes changes in GDP and
vice versa. Equilibrium errors are -0.56 and -0.81 respectively signifying that 56%
deviations from long run equilibrium in case of investment and 81% deviations
from long run equilibrium in case of GDP are corrected each year. Thus both total
investment and GDP are in both short and long term equilibrium relation.
Similarly, there prevails bidirectional causality from private investment to GDP
and vice versa in the short run because both of them have significant coefficient.
Private investment corrects 43% deviations and GDP corrects 61% deviations
from long run equilibrium. Thus both private investment and GDP are in both
long run and short run equilibrium relation. Relation between Public investment
and GDP is unidirectional from former to the later but not vice versa. Significant
and positive coefficient of GDP indicates that change in public investment causes
change in GDP.GDP corrects 55% deviations and public investment corrects 33%
deviations from long run equilibrium. Thus GDP is in both short run and long run
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equilibrium relation while public investment is only in long run equilibrium
relation but not in short run relation.

The results of Granger causality tests show that both total investment and GDP
have bidirectional causality though investment to GDP is much stronger than the
other way relation. Public investment and GDP are found in bidirectional
causality while under error correction model it was a unidirectional causality from
public investment to GDP. There is no long run equilibrium relation between
private investment and GDP. This result is quite different from cointegration test
result and error correction model result where they were having bidirectional
causality both in the short and long run. Total investment has unidirectional
causality to non export GDP but not vice versa though later has unilateral
causality to public investment. Granger causality test results do not show any long
term causal direction between public and private investment though private
investment is found to bring changes in total investment. Total investment has
unilateral causality to ADP. Cost of Investment i.e. real interest rate has
bidirectional causality with private investment and total investment. Real interest
has also unilateral causality to GDP, specially non-export GDP. Private credit has
unidirectional causality to total investment and private investment. Private credit
has unidirectional causality to private investment and bidirectional causality with
public investment. Total credit has bidirectional causality with public investment
and ADP. Private investment has bidirectional causality with imports. Remittance
has no significant relation with investment though it has unidirectional causality
to GDP. ADP has bidirectional causality with total credit and private credit. ADP
has bidirectional causality with remittance. Total investment has bidirectional
causality with foreign aid which has unidirectional causality to public investment
in Bangladesh. Import and investment are in bidirectional causality. All these
indicate that credit, real interest rate, aggregate demand (GDP), foreign aid and
capacity to import have been found to have expected impact with expected sign
as important determinants of investment in Bangladesh. Remittance has though
positive impact on GDP and ADP, has no significant relation with investment.
One of the important findings is that there has been circular causation of variables
in making relation, and channels of circular causation need to be investigated for
better understanding of the determination of investment.

Econometric modeling results show that interest rate above 7% will not have a
significant impact on investment, rather will have adverse effect in course of time.
Thus threshold level of interest rate can be established at 7%. with threshold level
of inflation of 6% and consequently, threshold level of nominal lending rate
should not exceed 13%. Interest rate determinationneed to be adjusted with
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inflation rate for acting as proper stimuli of investment. This provides adequate
ground for further policy intervention for lowering interest rate in Bangladesh.

Investment in Bangladesh is severely constrained by the poor level of
infrastructure. It has to improve physical and technological infrastructure on
medium and long term basis. Government need to increase the share of public
investment, as it is proved that in Bangladesh situation public investment crowds
in private investment. Besides poor quality of existing infrastructure, businesses
are also constrained by the lack of skilled workers, inefficient bureaucracy and
long waiting time, policy instability and limited access to financing. Thus even if
the national savings—investment gap has turned positive and is widening, the
surplus that is available for investment remains without getting translated into
investment. Policies that actively promote and encourage FDI are no match to the
constraining effects of these inadequacies. In order to do away with these
inadequacies, positive government intervention with policy support and
development of required institutional and physical facilities is a dire need for
investment expansion in the country. Bangladesh has to significantly reduce cost
of doing business and improve quality of human capital resources to strengthen
competitiveness. Both financial system and credit market need to be developed
for investment expansion. Present financial structure and capital market have
enough potential to induce investment expansion in the country Access to credit
and on easier terms should be widely made available to the enterprises specially
small enterprises which have higher marginal productivity. Though investment is
not upto the expectation at present, it is considered to be improving in future.
Political stability and political governance is crucial to create confidence among
the investors. Public investment need to be increased in both volume and quality
terms through more allocation for ADP and its quality implementation. Liquid
resources of banking system and capital market and resources of remittance at
household level can be used properly through appropriate policy measures and
institutional development. Government initiative for stimulus packages
successively in response to changes in global and domestic market are
encouraging for investment. Stimulus package need to be continued and improved
in design and operationalisation in consonance with internal and global situation.
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The Glcbal Financial Crisis: Challenges and
Opportunities for the Bangladesh Economy

Muhammad Mahboob Ali*
Anisul M. Islam

Abstract

Global cooperation is an important ingredient where domestic (real,
monetary) and external sectors interact to complement each other for
strengthening macroeconomic performance. The current massive global
crisis, already being dubbed by some as the Great Recession since the Great
Depression of the 1930s, began since the end of 2007 with the sub-prime
mortgage crisis in the U.S. and it subsequently and quickly started to spread
to other nations since the beginning of 2008. Bangladesh, being an integral
part of the global economy, could potentially be facing some adverse
impacts of the crisis. Definitely the current massive global financial turmoil
has created some major set backs not only for the developed nations but also
for the developing countries like Bangladesh. However, if competitiveness,
capacity building, business and economic policy formulation and
implementation can be done properly, the adverse impact of the crisis can be
minimized or mitigated and some potential opportunities could be explored.
The study has been undertaken to examine whether and to what extent
Bangladesh economy is integrated with the global economy, particularly
with the US economy (the country’s largest trading partner) and will
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explore the nature and extent of the impact of the current massive crisis on
the Bangladesh economy and how the country could mitigate or overcome
its possible adverse impacts. The paper will also explore possible
opportunities the country may take advantage of as the global economy
comes out of the crisis. Authors suggest that to mitigate the problems of the
crisis, the policy makers need to be more proactive rather than reactive.
Some of these policy initiatives may involve infrastructural development,
creation of employment opportunities, and lowering price of the exportable
commodities without sacrificing product quality. It is also argued that the
turmoil may bring opportunities that can be explored through using some
non-conventional policy measures such as cost cutting, finding access to
new markets as well as retaining current markets for exporting products and
labor, and adopting innovative marketing strategies.

Key words: Global, Financial, Crisis, Bangladesh

Introduction

Bangladesh is interlinked with the global financial system. As such the global
financial crisis which originated in 2007 mainly in USA and spread in the latter
part of the year 2008 among developed nations and subsequently shifted to
developing nations. It has impact on the domestic economy of Bangladesh. The
country is in a difficult situation as it faces imbalances, lack of transparency in the
financial markets and non-applicability of domestic safety net. IMF’s chief
economist Blanchard (18 August 2009) commented that the global economic
recovery has begun but sustaining it will require refocusing the United States
toward exports and Asia toward imports. He also argued that from the point of
view of the United States, a decrease in China’s current account surplus would
help to increase demand and sustain the U.S. recovery (Source:
www.france24.com/.../20090818-global-economic-recovery-chief-economist-imf-
china-usa-blanchard-financial-crisis). However, Blanchard’s comments may be
feasible for the short run but it should be carefully observed what will happen in
the mid run and long run. International monetary find did not play due role when
global financial crisis arises. Before the crisis they must have surveillance in the
USA and other developed nations.

Though global financial crisis has started mid 2007 but the world leaders partially
take steps in the spirit of the Bretton Wood conference of 1944 to recover the
global financial system. They confined their decision mostly for their own
country. G-20 meeting was not very effective. It did not have any proper direction
about how IMF and World Bank can be strengthened. These sorts of financial
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instability were earlier felt during different time period. It may be noted that
currency crisis earlier occurred in France, Italy, Spain, and UK during early
Nineties and Mexico during mid nineties. Moreover, South East Asian currency
crisis occurred during 1996-1998.Russia and Brazil were also affected by the
currency crisis. But this time magnitude and degree of the crisis is high as it
originated from the global financial leader USA based on whom world class
capitalistic structure working as a whole.

After long two years, Bangladesh restored its democracy through general election
in the early part of the year 2009. Economic progress of the country depends on
political stability. The government has been facing the impact of global financial
crisis on the domestic economy. Bangladesh is the part of the global economy; as
such they have to face the danger of the global financial crisis, which has both
micro and macro impact all over the world. However, still now macro economic
variables of the country are more or less is not in a very bad situation. The
government of Bangladesh on 19th April, 2009 first declared a ‘stimulus package’
of Tk 3,424 Core. Govt. allocated special financial package at first for Taka 5,000
crore in the budget of the fiscal year 2009-10. The government on November 25,
2009 again declared a series of additional fiscal and policy stimulus packages
worth over Tk 1,000 crore for export sectors to offset bad impacts of global
meltdown on the domestic economy.Business groups of the country are still
demanding for more packages.

In the national budget of Bangladesh for the fiscal year of 2009-10, it is expected
that growth rate of gross domestic products will be in between 5.5 percent and 6
percent. The Govt. earlier organized a task force to prepare for the global financial
crisis though the activities of the task force should be more strengthen. In the
budget it has been decided that dependence on domestic borrowing will be
reduced to finance the fiscal deficit, reorient towards foreign aid and loans, to
raise Tax/GDP ratio, decrease of debt/GDP ratio, and keep away from suppliers’
credits. Tax/GDP ratio in Bangladesh is very low as it is only 9 %.They also put
emphasis on public and private partnership.

Global financial crisis has been spreading out all over the globe, which leads to
danger not only for USA and European countries, but also other parts of the world.
Excessive liberalization, non-compliance of corporate governance, existence of
asymmetric information, lack of surveillance, through financial engineering the
market was manipulated, capital was flowed short term as well as long term were
the causative factors behind the crisis. Withdrawal of Glass-Steagall act during
Bill Clinton’s administration as it allows commercial and investment banks to
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consolidate. As such it has an adverse impact on the financial sector of the USA.
Moreover, Bush administration relaxed the procedure o disburse money through
allowing to purchase or refinance home as well as the deficit budgets for several
years. Though it mainly started from the housing sector, yet the problem arose
when regulation in the financial sector couldn’t work in the right direction. US
regulators did not supervised and monitored properly the way the financial
institutions were providing loans to all kinds of people during the housing- boom
period.

A lot of financial instruments and derivatives are used in the markets, which were
not understood by the market players, investors, clients and also regulators. Lack
of information about the market did not give the scope to work under competition
rather market information crates distortion. Speculation is largely superseded by
the gambling. Those who are part of the gamble were affected by the corruption
prone financial activities. Self-belief about the market dynamics were shrinks
across the globe. Those who are worried for their financial future are likely to be
searched for getting advice to keep their assets in order.

Risk speculators needs to unveil asset classes, a blend of bonds and loans, or
security pools such as residential and commercial mortgage backed securities in
USA, but they didn’t in fact acquire the basic credits, had now a means by which
to speculate on them. Credit default swaps are two-sided contracts, which indicate
that they are private contracts connecting two parties. Credit default swaps are
written on sub prime mortgage securities. It is shocking that these sub prime
mortgage pools to facilitate banks, insurance companies, investment banks, hedge
funds and others bought were over-rated and ended up declining sharply in value
as foreclosures rise on the causal mortgages in the collection. The most important
think is that perceptions of the customers were destroyed and mismanagement
was created in the primary stage of the economy. Due to financial crisis all over
the world recession has been spread out. To eradicate the problem of global
financial crisis, starting form USA to different developed nations and developing
countries are uses short, medium, and long term policies. Based on the economic
situation of different countries, respective governments introduces some
conventional and non-conventional measures including fiscal measures, monetary
policies, nationalization of financial institutions, financial packages to bail out,
providing subsidies, cash flows etc.

Through considering micro and macro perspectives, the government of
Bangladesh is trying to cope with the policy formulation to mitigate the problem
of the global financial turmoil. The prime objective is to create employment
opportunity, infrastructural development and to safeguard the economy from the
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worst impact of the global financial crisis. But problem lies with the
implementation process.

Literature Review

G-20 summit at Washington on 15th November 2008 took place in USA.
Helleiner and Pagliari (2008) argued that the global spread of the financial crisis
already has had the repercussion of weakening the credibility of the Anglo-
American financial model and, fuelling centrifugal pressures in the international
financial system. Failure of the corporate governance in the western countries
owing to excessive financial engineering has increased the gravity of the situation.
Structured market may be followed where open economy cannot work. If perfect
competition fails to work in the market or distortion prevails then there should be
regulation. Germany recently announced a modest stimulus plan and Britain also
supports plans for further economic stimulus.

Khalily (2008) argued that capital market of Bangladesh may not face any adverse
impact of the crisis. He cautioned that as Bangladesh grows, it may be exposed to
the types of financial risks that banks in the developed countries have faced.
Regulators should be innovative as in the free market economy, moral hazard and
adverse selection problems will always prevail.

Adamu (2009) observed that the risk of global recession has heightened
significantly and volatility of commodity prices on the developing countries like
Nigeria, has increased further. If this condition continues to deteriorate
developing countries could be in great jeopardy. He found that this crisis will
cause fall in commaodity prices, decline in export, lower portfolio and FDI inflow,
fall in equity market, decline in remittance from abroad etc.

Ahmed and Mujeri (2009) found that economic growth has slowed down, and
exports and remittance inflows, two of Bangladesh’s critical parameters of
macroeconomic strength, have grown at slower rates relative to pre-crisis
projections, the quantitative nature of these impacts in Bangladesh are much less
compared with impacts experienced by comparable countries especially in the
Asia-Pacific region. Moreover, Bangladesh’s growth prospects remain relatively
less affected. Inflation has eased with falling global commodity prices and good
domestic production especially in agriculture. Although Bangladesh suffered
significant loss of income in the external sector since 2003 from severe terms of
trade shock mainly originating from higher food and petroleum prices, this large
loss of income was largely met by compensating growth in remittances and thus
Bangladesh enjoyed a surplus in its current account balance. In addition, despite
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large scale challenges, Bangladesh has maintained relatively sound
macroeconomic fundamentals, stable external balances, and good foreign
exchange reserves.

Ahsan (2009) commented that the financial system in Bangladesh & many LDCs
has been free of the direct contagion of toxic assets plaguing the advanced
economies. Even then active monitoring of the capital structure of the banking
system would be important to retain public confidence.

Anwar (2009) observed that widespread corporate fraud, greed, insider trading,
and so on has been due to regulatory failure to generate oversight, accountability,
transparency and monitoring — all that led to dampen the economy-wide crises in
the U.S. and tipped the world at large into recession as a chain reaction. He
suggested that ensuring smart regulatory governance can help the regulators avert
and curb the generation of such crises, — thereby shaping up responsiveness to and
confidence in the general public both inside the nation and across the world.

Aversa (2009) reported that Bernanke urged to rewrite of U.S. financial
regulations, something Congress is involved in. He called for stricter oversight
of companies — such as AIG — whose failure would endanger the entire financial
system and the broader economy. He also argued that the U.S. needs a process to
wind down globally interconnected companies, as he Federal Deposit Insurance
Corporation does for failing banks.

David365 (2009) described that the turbulent financial tsunami has spread to the
real economy. In the current international financial crisis, many foreign trade
enterprises, especially export-oriented SMEs are facing difficulties. The financial
crisis can be called as the most serious financial disaster since the Great
Depression due to global effects characterized by the breakdown of key trade,
declines in consumer wealth estimated in the trillions of U.S. dollars, substantial
financial commitments incurred by governments, and a significant decline in
economic activity. Various causes have been proposed for the crisis, with experts
placing different weights upon particular issues.

Imam (2009) argued that the economy of Bangladesh may not be affected in short
run. He commented that to withstand the shock emerging from global economic
slow down and ultimately its impact on growth depends on: how long the
recession lasts and the depth and severity of the recent global crisis.

Loser (2009) argued that the financial crisis that erupted in August 2007 after the
collapse of the U.S. sub prime mortgage market entered a tumultuous new phase
in September 2008. These developments badly shook confidence in global
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financial institutions and markets. Most dramatically, intensifying solvency
concerns triggered a cascading series of bankruptcies, forced mergers, and public
interventions in the United States and Western Europe, which eventually resulted
in a drastic reshaping of the financial landscape.

Murshid, Zohir, Ahmed, Zabid, Mehdi (2009) argued that the benefits of lower
world prices are already being felt in Bangladesh, especially through lower
inflation, including lower food and energy prices. Another channel that can help
lower the inflation rate of Bangladesh is the declining trend of inflation in major
trading partners. The headline inflation rate of Bangladesh already started to
decline from 10.82 percent in July’08 to 6.03 percent in December’08. The
inflation rate of the major trading partners like India, China, and Hong Kong has
declined significantly in recent months as well.

Sagafi-nejad (2009) depicted that Wall Street traders, who took advantage of lax
enforcement, built houses of cards by devising and selling to greedy customers
“financial instruments” so complex and so bizarre most of the traders themselves
did not understand them. Worse, these gimmicks had little redeeming quality, and
contributed marginally if at all to the efficiency of the market. Instead, they took
the form of Ponzi Schemes! Meanwhile, if the meltdown prevails for long time in
that case the country needs well effort stimulation and comprehensive package.

Talukder (2009) observed that according to Bangladesh Bank data, total number
of persons going abroad July-March FY 2008-09 was about 26.4 % less than
that of the comparable period of the previous fiscal year. Bangladeshi workers
abroad are being laid off in the Middle East, South East Asia and other countries
where Bangladeshis find low-skilled, low-wage work.

World Bank (2009) observed that global economic disaster guides to increase risk
of poverty in almost all developing countries. Around 40 % of developing

Chart 1 Exposed countries according to the World Bank
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countries are highly exposed to the poverty effects of the crisis. Exposed countries
in accordance with World Banks are shown below in Chart: 1:

According to World Bank’s Global Monitoring report (2009), the deepening of
global recession, rising unemployment, and volatile commodity prices in 2008
and 2009 are seriously affecting progress toward poverty reduction. The recent
food crisis has thrown millions into extreme poverty. Deteriorating growth
prospects in developing countries will further slow the pace of poverty reduction.

Wynne and Kersting (2009) argued that transportation costs, barriers to trade and
other factors create a gap between the domestic and world prices. The size of this
distortion will determine just how much of the good we import and consume.
Improvements in transport and communications technology and more liberal trade
policies will reduce the difference between the home and world prices.

Objectives of the study
The study has been undertaken with following objectives:

1)  to understand the meaning and nature of Global Financial crisis;

2)  to assess the present situation of the domestic economy of Bangladesh;

3) to evaluate the challenges of Global financial crisis on the domestic
economy of Bangladesh;

4)  to suggest some recommendations so that global financial crisis can
eradicate problems and create opportunities for the economy of
Bangladesh.

Methodology of the study

The study is an exploratory in nature. Data used in the study are collected
basically from the secondary sources. The study will see Change in real GDP:
Bangladesh versus the U.S.; Change in Industrial Production Index: Bangladesh
versus the U.S. ; Trend in Taka per US Dollar: 1973 — 2009 to examine linkage
between US economy and domestic economy. Correlation Coefficients will be
determined. Diagrammatic explanations will be given. The major sources of data
will be included publications of various articles, research reports, journals,
Internet etc. However, exact sources will be mentioned. SWOT analysis of the
Bangladesh economy to consider impact of Global financial crisis on the
economy will also be done. Time period of the study is up to November 2009.
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Limitations of the Study

The study is based on secondary sources. It doesn’t deal with primary sources and
doesn’t prepare questionnaire for survey purposes to assess the impact on the
grass root level.

Present Status

Bangladesh economy is linked up with the global financial system. As such the
domestic economy is facing the problems created by the global economic disorder
though the magnitude of negative impact is still not too much high. According to
Asian Development Bank (Bangladesh: Quarterly Economic Update, June 2009)
report Bangladesh’s GDP growth rate was 5.9% in the fiscal year 2008-09 which
is comparatively lower than the fiscal year of 2007-08 when GDP growth rate was
6.2%. Fig:1 illustrates nominal GDP of Bangladesh over the time period.

Fig:1 Nominal GDP of Bangladesh
(1975-76 to 2008-09)
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One of the reasons that global turmoil did not affect the economy too much is that
the country still depends on agricultural sector. According to the aforesaid ADB
report (2009) the growth rate of agriculture sector was 4.6% in Fy 2008-09 which
is higher than 3.2% in Fy 2007-08. Moreover, though the country has moved
towards free market economy since 1990, full openness of the economy is still to
be established. Never Thelon, the possibility of a decline in seaport receipts and
remittances cannot be ruled out if the slofal economy does not quickly recover
form the eirsis.

Given the current large liquidity overhang in the banking system, the central bank
believed it could adequately serve demands of both public and private sectors
Bhattacharya and Khan, 2009). This was the essence of the declared
“accommodative monetary policy”. To keep domestic borrowing conditions easy
in a recessionary global environment, the central bank refrained from Reverse
Repo operations since the last quarter of FY09 and announced to continue it in the



by Jizefer SRS AR TR 00

first half of the 2009-10 fiscal year. Emphasis was given on the utilization of the
foreign exchange inflows in growth supportive investments than on the accretion
of ever higher reserves. The central bank signaled its intention of fostering
cultural attitudes which predominantly relied on equity-based rather than debt-
based investments. One wonders how this discretionary foreign exchange
financing would take place. The central bank made it clear that it would
strengthen its oversight on liquidity, capital adequacy and risk management in
banks and financial institutions to protect the domestic financial sector from
instabilities of the kind that afflicted markets in advanced economies.
Government along with the central bank finalised steps for obtaining sovereign
credit rating for Bangladesh that would lower costs for private sector borrowers
and banks.

Banking system of the country however is not totally free from the danger, as
funks might face problems due to non-recovery of advances against export
financing if report receipts and remittances duelined. At the moment. The main
problem for the economy is that investment is not picking and borrowing from the
banking sector by the investors has fallen substantially. Rather default culture is
crippling the banking system.

Recently Governors of Central Banks and Heads of Supervisions of various
countries central bank decided to strengthen the banking rules and regulations under
the guidance of the Bank for International Settlements: Raise the quality, consistency
and transparency of the Tier 1 capital base; Introduce a leverage ratio as a
supplementary measure to the Basel 11 risk-based framework ; Introduce a minimum
global standard for funding ; Introduce a framework for countercyclical capital
buffers above the minimum requirement; Issue recommendations to reduce the
systemic risk associated with the resolution of cross-border banks
(Source:http://www.abbl.lu/articles/comprehensive-response-global-banking-crisis).

Unfortunately the present Government is doing the same wrong as earlier
governments did through reconstitution of Board of Directors of the public
limited banks. The criteria for selecting directors of the banks in most of the cases
become relatives/ leaders of the ruling party. Independent directors are also being
nominated on the basis of the same criteria. As a result the commercial banks are
not being able to contribute to the economic development process at the time of
global crisis. Bank may also fail to comply with corporate governance. Most of
the directors of the banks are also male dominated and gender inequality prevails.
Lack of transparency, accountability and fairness are creating problems for the
banking sector.
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The US President Barak Obama wants to create job in his own country. His plan
is very good. But he is not in favor of outsourcing businesses. Some Bangladeshi
entrepreneurs are trying to get the business of call centers. However, Bangladesh
may not be able to run this business successfully.

The economy of Bangladesh faces another problem. When price rises in the
international market, it is observed that in the domestic market price rises at a
much higher rate. But when price falls in the international market, price falls very
slowly in the domestic market. We know that at the time of opening of the Letter
of Credit (L/C), the price, which is available in the international market, it will
continue till L/C is expired and as such all on a sudden it may not be possible to
reduce the price. But rate of decrease of price occurs at a far lower speed than
what is actually desired. On the other hand, in Bangladesh through oligopolistic
nature of business, cartels are created in the market mechanism, which ultimately
charge higher prices than the prevailing rate in the international market. Price of
edible oil is still higher in the domestic market. Similarly, price of flour is still
much higher in the domestic market compared to international market price. Due
to different stages of bringing the commodities from the remote villages to urban
areas and lack of well developed supply chain management some times
commodities are being sold at too much higher price. Prices in the retail markets
are much higher than what it would have been including all the costs including
transportation and normal profit. Lack of alternative public business enterprises
like Trading Corporation of Bangladesh (TCB) creates opportunities for the profit
motivator private organizations. Though Govt. is taking initiatives to activate
TCB  to avoid cartel situation created by the syndicate prevailing in the
Bangladesh economy but they failed to do so still November 2009. Moreover,
there are at least 18-24 stages to bring products from the remote villages to the
retail markets. In each stage not only transportation cost but also rent seeking by
the rent seekers including police and also different criminals’/ party leaders’ etc.
raises the prices.

Regarding export, around 80 per cent of the total export earnings are receiving
form USA and European countries. Bangladesh’s export items have low price
elasticity and targeted towards relatively lower income groups. As such there may
not be a major problem. But due to recession in developed countries, the foreign
buyers placed already less amount of order for export of products which leads to
lower export earnings. According to ADB report rate of growth of export is 10.3
percent in the fiscal year 2008-09 which is lower than 15.9% of the fiscal year
2007-08.Already RMG sector became affected.
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Around 50 per cent of the total garments firms, which are not competitive, are
collapsing. At least 6 to 7 hundred thousand female workers in the RMG sector
have been gradually losing their job. In the meantime, it is observed that in the
RMG sector order decreased by around 14-20 per cent. Besides female workers,
huge number male workers of the export led growth industries are also losing their
job. This is a real problem for the economy.

However, there might be an opportunity if Garments sector can produce at a lower
cost and able to increase there export volume if low income elastic product can be
exported. At the same time transportation cost should be lowered down.
Moreover, price of raw leather has decreased substantially in the international
market. And we do not have enough capability to produce finished leathers with
product differentiation. Though we have competitive advantage in blue leather,
but we can not develop leather industry properly. Rather China, Hong Kong etc.
countries are doing well in the leather sector. In case of tea production, we are
still using older mode of production process for which our tea sector also needs
appropriate attention and capacity building. In long term we may also lose the tea
market as there are no measures to improve the production process of Tea.
Handicrafts products are not getting due attention. Frozen foods are loosing
international market due to global turmoil. The country is gradually losing the
market of Jute. Jute and jute related products need diverse development scheme
starting from setting up new capital machinery as Life cycle of the most of the
capital machineries were expired. Pharmaceutical industries need special
attention for marketing their product in the international arena. Despite Gowt.’s
supporting to the Information and Communication Technology (ICT) sector, but
still this sector is an infant stage and can not generate export earnings which are
much below from the target level. The country is now exporting ships and bricks.
But we should be cautious about the worse impact on the environment and
production must be free from pollution hazards.

Bangladesh’s balance of trade position is always in deficit. As import prone
country the country can get some opportunities. Importable commodities like
food, oil, fertilizers etc. have been decreased. As a result Bangladesh may face
some sorts of benefits According to ADB reports (2009), imports in the fiscal year
2008-09 raises only 4.1 percent.

Bangladesh has dramatically reduced dependency syndrome on foreign aid and
loans for last 25 years. In the current national budget of Bangladesh it has been
expected that 4.5% of the total receipts will be attained a foreign aid and 7.6% as a
foreign loan. Due to global financial crisis, rate of foreign aid and loans
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disbursement will be reduced in different countries. However, we are still dependent
on foreign advisers counsel on different national, political and economical issues,
which is not desirable. As an independent country this creates negative impact and
lowers prestige of Bangladesh in the international arena. Ultimately, this will lead to
create low-level equilibrium trap. The country should try to attain self-reliance and
must not need certificate from foreign nations to judge whether we are doing right
or wrong. Vision and mindset should be changed. Bangladeshi must feel proud that
we have a rich cultural heritage and we get independence after successful
independence war. But we are now giving chance to the foreigners to comment on
any trifle matter. This is really ridiculous. And it indicates that though we are an
independent nation but we lowers our own dignity and behaves like a slave. The
country can not able to develop self-respect and self -esteem.

Non-resident Bangladeshis can not able to work as a linkage between domestic
and international arena. Though different Govt.’s told that they will be engaged to
participate in the development process but it was not practiced. Bangladesh
embassies in different foreign countries are not playing their due role. They are
not working to turn diplomacy for the prosperity of economy. Moreover, those are
appointed as ambassador at abroad their negotiation skills are very weak.
Professionalisms in the Bangladesh embassies are not being practiced.

Capital market is relatively safe as only 2.83 per cent foreign investment took
place in the capital market. According to ADB report (2009) market capitalization
of the Dhaka Stock Exchange rose from Tk.970.4 billion in July 2008 to
Tk.1312.8 billion by the end of June 2009 which is 21.3% of GDP and leads to
rise of 35.3%. Chittagong Stock Exchange market capitalization rose 26.1%
during fiscal year 2008-09.But there is a syndrome that market manipulation,
insider trading are continuing with the help of a group of vested interest persons.
Numbers of financial instruments are not sufficient enough. Banking shares are
dominating in the share prices. Some commercial and merchant banks are
breaking the guidelines of the Bangladesh Bank as well as Securities and
Exchange Commission rules and they are injecting to raise the price of the share
of different companies. Though Bangladesh Bank requested all commercial banks
to submit information regarding their portfolios in the share market but most of
the banks are not fulfilling rules properly. As such share price index is raising and
volume of the trade in the share market is increasing and they are gaining in short
run. But capital market is not working in a right direction for the economic
development of the country. Capital market cannot play vital role for long term
industrial financing as well as investment for construction of bridge, port or
infrastructure development of the country etc.
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The Federation of Bangladesh Chambers of Commerce and Industry on 6th
December 2008 presented a paper entitled ‘Maximising growth for Bangladesh:
A private sector vision” at a seminar. Their vision is not free from the drawbacks
as most of the initiatives were proposed to be taken by the government. But
creation of the congenial environment of public-private ownership is essential. In
the current era, to cope with global turmoil we must ignore heavy dependence on
trading. Around 95 per cent of all business units are in the Small and Medium
Enterprises (SME) category in Bangladesh. The SMEs provide a highly cost-
effective and socially desirable route to industrialization in Bangladesh. The
country should develop entrepreneurship and this entrepreneurship should not be
confined within SMEs sector only. They should be motivated to develop industrial
sector medium and high tech industries, which can substitute, export industries.
GDP growth rate can be raised to 8 per cent but it needs to attain within 4-5 years.
Otherwise, any good desire for developing the economy of Bangladesh may be
turned to become ineffective.

This global financial crisis indicates how all sorts of changes can occur in the
world. Excessive deregulation creates scope for earning super normal profit,
which destroys perfect competitive situation. But where per capita GDP is only
621 US dollar (Source: Bangladesh Arthanaitic Samikhya 2009), and growth rate
of GDP is around 6 per cent, there should be five years’ planning. Govt. is going
to prepare a twenty years broad based planning. Macro level development strategy
should be prepared within a boarder perspective to develop the economy of
Bangladesh for next five years. Still Govt. is delaying to prepare Five year plan.
And in the meantime they are trying to attain foreign aid and loans against
modified Poverty reduction strategy —II.

Currently Bangladesh Bank is trying to maintain stabilization of USD against
Bangladesh Taka. According to the ADB report (2009) the nominal exchange rate
(taka/dollar) remained stable in the year 2008-09, with modest depreciation. The
exchange rate ranged from Tk. 68.5:$1 to Tk. 69.1:$1 in the year 2008-
09.However, exporters and remittances senders are pressing hard to deprecate
Taka against USD. USD might have two rates one normal rates, which should be
determined by demand and supply. For exporters and remittance holders, there
may be introduction of special procedures for providing them special rebate. Fig:2
shows nominal exchange rate of Bangladesh taka against per US Dollar from
1975-76 to 2008-009.

Around 35% of the economy in Bangladesh is unrecorded economy. This is
creating problem for the society. To add value in the society, procedures of
unrecorded transactions should be turned to white in the transaction processes.
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Current fiscal budget (2008-09), special provision has been given for whitening
the black money for next three fiscal years. Actually permission should be given
for one year and should be allowed to use in the productive sector only. Parallel
market should be developed in a transparent and efficient manner.

Still the country doesn’t take proper steps to improve infrastructures and services
to reduce lead time. Without generating of electricity for 7000 MW per day and
curtailment of system loss in electricity, the country cannot develop its economy.
There is a need to reduce the anti-export bias in the trade regime, improve the
investment climate, continue prudent financial policies, bringing political
stability, removing growth of militants and terrorist activities, as well as cost-
effective measures to assist the export sector and its workers.

Population growth rate of Bangladesh is much higher than that of official declared
rate. This population growth rate is a hindrance for economic development of the
country. To create employment opportunity stress should be given in between
bottom up and top —down planning approach. From the grass root level most of
the development strategies should be undertaken. Local level planning is not at all
getting any importance and upzillas cannot work in the right direction.

Operations Management including inventory management of the business sector
is not efficient. The country cannot provide linkage with modern technology. It
failed to apply e-marketing strategy in the business environment. Integrated
marketing communication systems were not developed. Country lacks managerial
inefficiency, strategic planning and implementation. Sustainability in the long run
doesn’t consider. Corruption, nepotism, criminalization, lack of check and
balance system have been destroying the economic situation. Entrepreneurship
development is not feasible. Young generation should come forward to develop
entrepreneurship. The economy of the country is facing hostile business
environment accompanied by political instability.
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Still  Chittagong port of the country is not properly reorganized so that
transportation through this port can not be efficiently handled. Further, Mongla
port of the country is not properly utilized for which it becomes almost
ineffective. Efficiency and effectiveness of the transportation sector has not been
created. As such the economy has been lacking to ensure overall competitiveness.

Bangladesh can not use regional cooperation to mitigate the problems of global
financial crisis. They did not utilize SAFTA or BIMSTEC to avoid the problems
of the global crisis or even to create opportunities they can not effectively utilize
regional bodies. They failed to take initiatives like ASEAN to eradicate the
problem of global financial crisis.

The study will examine change in real Gross domestic Product (in percentage)
between Bangladesh and US from 1973 to 2008 in Fig: 3.

Percentage change in real GDP for Bangladesh and the U.S. is presented in Figure
3. It shows any comovement between Bangladesh and U.S. economy from 1973
to 2008. There seems to be some comovement of the two series, but the
comovement is very weak. The overall correlation coefficient is r = 0.1118 which

Figure 3: % Change in real GDP: Bangladesh wversus the U.S.: 1973 2008
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is quite low. Further, when the U.S. economy and the world economy went into a
major recession since the end of 2007, Bangladesh economy seems to have
slowed down a bit, but it is still having healthy growth in 2008. It seems that
although Bangladesh economy has some comovement with the U.S. economy, the
comovement is very weak. This perhaps explains that Bangladesh economy is
mostly escaping any serious repercussions from the U.S. and global meltdown.
However, there could be a delayed effect, but this is not evident yet and one
cannot ascertain that until 2009 data becomes available.
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Now percentage change in indsutrial production index is shown in Fig:4.

As an alternative measurement, % change in industrial production index for
Bangladesh and the U.S. is presented in Figure 4. It also shows any comovement
between Bangladesh and U.S. economy from 1973 to 2009. Similar to the real
GDP series, there again appear to have some comovement of the two series, but
the comovement is even weaker. The overall correlation coefficient is r = 0.0549,

Figure 4: % Change in Industrial Production Index:
Bangladesh versus the U.S.: 1973 2009
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which is very low and lower than the correlation between the real GDP series.
Further, when the U.S. economy and the world economy went into a major
recession since the end of 2007, Bangladesh economy seems to have slowed down
a bit, but it is still having healthy and positive growth in 2008. It seems that
although Bangladesh economy has some comovement with the U.S. economy;, the
comovement is very weak. This perhaps explains that Bangladesh economy is
mostly escaping any serious repercussions from the U.S. and global meltdown.
However, there could be a delayed effect, but this is not evident yet and this
cannot be ascertained until 2009 data becomes available.

Exchange rate in Taka per US Dollar for the period of 1973 to 2009 is shown in
Fig: 5.

Another indicator of the state of Bangladesh economy in relation to the U.S.
economy is the exchange value of the Bangladesh currency against the U.S.
dollar. The trend in this exchange value is presented in Figure 5. It is common
knowledge that the U.S. dollar has depreciated quite a bit aginst the Eur and the
Japanese yen over some time now and more so since the global crisis began. If the
global crisis would have affected Bangladesh severely, the Bangladesh currency
would have depreciated significantly. However, as Figure 5 shows, the value of
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Figure 5: Trernd in Taka per US Dollar: 1973 2009
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Taka agianst the US dollar has remained stable since 2006 and continued to
maintain its value against the U.S. dollar up until now (2009) and perhaps
appreciated a bit against the dollar. It thus appears that Bangladesh currency and
the economy showed quite resilience in the face of the evolving economic and
financial crisis that began in 2007.

Conclusion and Recommendations

Why Bangladesh seems to have avoided the adverse impacts of this massive
2007-08 global financial crisis? The answer perhaps lies in several factors:

Firstly, Bangladesh economy has become gradually more integrated with the rest
of the world, especially in the trade sector, but it is still not highly integrated with
the U.S. and the rest of the world.

Secondly, in the trade sector, Bangladesh exports are dominated by ready made
garments products. But Bangladeshi garments products are concentrated in the
lower price range in the global market. As such, when economies in advanced
countries were in recession, the demand for the higher price range of garments
products declined sharply, but not the lower price range of garments products. As
a result, Bangladeshi garments exports did not suffer much due to the current
crisis, at least not yet.

Thirdly, Bangladesh has not integrated much with the rest of the world in terms
of banking and financial services integration. It has a long way to go in terms of
deepening financial integration with the rest of the world. This may have worked
as a blessing in disguise for the country and thus provides a valuable lesson that
policy makers need to pursue financial integration with prudence and caution.
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Chart 2: SWOT Analysis of the Bangladesh

Economy due to Global financial crisis.

a¢

Sl Strengths Weaknesses Opportunities Threats

No.

1 Bangladesh economy  Bangladesh economy  Bangladesh economy may attain Political instability may
is not still open fully; doesn’t possess perfect  positive impact if production  occur at any time which may

competition; cost can be lowered  hamper production of
accompanied with decrease of  products.
transportation cost.

2 Though expatriates  As expatriates are regularly ~ Volume of diversified ~ Balance of payment position
from abroad are  returning from abroad as  exportable commodities can b e may be worsen off. Still
returning but foreign  such it may lead to decline  raised if low price elasticity of  foreign aid and loans are
remittance still did not  foreign remittance. exportable products can be  required to mitigate budget
decline. produced. Coordination between  deficit.

import substitution
industrialization  process and
export lead growth strategy may
help to over come the problem
of chronic deficit in Balance of
trade position

3 Among the financial ~ Overall domestic ~ Capital market of the country  Foreign direct investment
institutions banks are  investment declines and may be restructured so that  may be declined;
playing vital role. Still Govt. projected GDP  supply side deficiency can be
banking sector of growth rate at 55-6% in driven out and foreign direct
Bangladesh is not the year 2009-10.Though investment in the share market
affected market capitalization in the ~ can be raised.

capital market has been
raised but it can not
properly utilized.

4 Prices of importable Infrastructure is weak; Bangladesh Taka may be  Currently foreign exchange
commodities are  Gas-power and energy stronger for which less amount  reserve is very high which
declining. As such  sectors are not business may be paid against US$ to  may cause negative impact
production  cost is  environment friendly. import foreign products. on the d omestic economy.
declining.

5. Labor cost is relatively ~ Population growth rate is  Inflation due to external sector Lack of Corporate
low. Inflation rate is  high. It is a burden for the may be declined. governance and corporate
also decreasing. society. social responsibility may be

further  aggravated  the
situation of the domestic
economy and  business
environment may be
weakened.

6. Dissemination of the  Still Information possesses ~ New labor market should be  Development strategy does
information is gradually ~ barriers of free flow of innovated and manpower can be  not include bottom up
improving. Govt. is in  information. migrated to new country  approach As such
search of new labor and ~ Labors are not getting  provided they have been trained  coordination between top
export markets. enough training before  as per the requirement of the  down approach and bottom

Centralization of the  leaving for abroad. foreign market; up approach does not occur.
development planning is  Lack of  coordination Upzilla’s are still neglected
occurring. between planning is to become development
occurring. center and grass root level is

being deprived.

7. Leadership is  Leadership crisis is felt in ~ .New leaders with vision,  Feudal system of leadership

concentrated at the hand s
of the few. Starting from
the political to the
business  arena, less
numbers of new leaders
are being emerged. As
such stability in the
decision making process
occurs.

the organization at three
phases starting from junior,

mid and top level
management.
Entrepreneurship
Development is  being

hampered.

mission may be emerged in the
different tier of the business
organizations and national level.

or autocratic leadership or
military leadership may be
emerged at the national level
.Basic human rights may be
violated.

(Source: Prepared by the authors’)
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Fourthly, partly because of the third factor mentioned above, Bangladesh banking
and financial sector has not been exposed to the toxic and sub prime assets
emanating from the U.S. banking and financial sector (identified as the major
cause of this global crisis), thus shielding the country from major meltdown.

To mitigate the problem of the global turmoil it is necessary to create employment
opportunity, production of low cost product maintaining the quality, improvement
of supply chain management and export diversification. Those who will be
unemployed from the domestic industries as well as returned from abroad after
losing their job, it is duty for both the Government and private entrepreneurs to
create employment opportunity. Solar electricity system side by side nuclear
power system should be introduced. Govt. is trying to solve the problem of
electricity, Coal, Gas problems. But implementation process is not easy. Actually
the country needs proper and quality leadership as well as efficient and effective
three tiers of management in every sphere i.e. Top level, mid level and lower level
management at all level of functional organizations. Strategic leadership should
be accompanied with strategic formulation and strategic implementation. Starting
from the junior level of management to the top level management, boosting up of
development strategies should take the center stage. Any sort of development
project should be well coordinated by the parliament members and Upzilla
Chairmen. Mutual inclusive system of delegation of power should be designed.

Imam(2009) comments that domestic economy of Bangladesh will not be affected
in the short run is correct. However, in the mid and long run the situation may be
different. From the second quarter of the 2010, there is every chance that the
economy of the country will face three types of problem: remittance will be
slower down, export earnings will be decreased and creation of unemployment.
Ahmed and Mujeri’s (2009) observation should be cautiously handled to maintain
economic growth.

Adamu (2009) observations should be cautiously taken by the policy makers of
the country. His argument that this crisis will cause fall in commodity prices,
decline in export, lower portfolio and FDI inflow, fall in equity market, decline in
remittance from abroad etc. may occur in the economy of Bangladesh. Ahsan
(2009) cautions that active monitoring of the capital structure of the banking
system would be important to retain public confidence should be followed by the
Bangladesh Bank. Bangladesh Bank should implement strengthening the
commercial banks. Khalily’s (2008) comments should be carefully taken by the
policy makers so that Bangladesh economy may be free from danger due to
gradual openness of the economy.
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Government of Bangladesh must be more cautious about the global financial
crisis. Govt. should take appropriate decision beyond the interest of a very thin
group of vested quarter .Depending on the appropriate decision, it may be
possible to avail the opportunities of the global financial crisis. Though the
country is following free market economy, whenever any sort of imperfection
creates market distortion, regulatory measures should be taken.

Global cooperation is an important ingredient where real, monetary and also
external sector should work to complement each other for strengthening
macroeconomic variables. Bangladesh should be cautious to overcome the global
financial crisis. Without the cooperation among the world leaders, it will not be
possible to address the global financial repression syndrome. Developed and
developing nations should work for their common interest and the danger of
financial engineering should be overcome by structured market system where up
to certain level market can play without any sort of hindrance but when market
turmoil starts then there must be regulatory measures.

Synergy should be created through total quality management in every sphere for
which employment generation and redistribution of income effect is the prime
concern for to minimize the risk of the crisis and take all hearted effort to
transform the crisis to opportunities for the Bangladesh.

Recommendations
Some recommendations are given below:

Political wisdom and farsightedness is required. The task force which Govt. has
established should be more active for strengthening the economic progress of the
society. Under political leadership, it should integrate economists, social workers,
and members of all the political parties, civil society, media personalities and
bankers to ensure safety in the face of economic turmoil. Image of the country
should be developed in the global arena. Minimizing the corruption and
eradication of rent seeking is urgently needed.

Planning should be made in three phases: short run, mid-term and long run. For
short run and mid-tern, those who are unemployed must get financial help through
creation of social security or employment for at least 100 days through
distribution of food program. However, long-run strategy should be built up for
creation of permanent income opportunity. Transitory income may give transitory
consumption pattern. For long-term development, people need permanent
income, which will lead to create permanent consumption habit.



Q- Jizerer agAIfs AR TR 00

Empowerment of women is very much needed so that they can effectively play
vital role in the decision making process. Female workers who will lose their job
especially from the garments sector due to global financial crisis may be able to
get job. As such creation of alternative job facilities are very important. Proper
training facilities and creation of alternative job facilities are required.

Import substitution industries and export oriented industries should be set up.
There should be a vertical and horizontal coordination between these two
strategies. Current national budget has tried to provide special facility in this
regard.

Competitiveness, efficiency and effectiveness should be encouraged in the business
environment of Bangladesh. It should create a benchmarking of international
standard through production of high quality of product at a low cost. Moreover,
transportation cost should be decreased. Opportunities, which have been created
through global financial crisis, can be attained through using competitiveness in the
production process as well as creation of new exportable market.

Main attention of the budget has been giving to create employment opportunities
so that redistribution of income effect can be done with the broader aspect of
poverty elimination. Implementation of budget should be done properly for which
monitoring and supervising should be strengthening and if required modification
of the plan at the implementation stage is required.

Monetary policy should be more effective so that investment can be raised but
inflation should be reduced to 4 per cent so that real rate of return becomes
positive. Readjustment of exchange rate should be made without any sort of favor
towards USD. On the basis of the calculation of the real effective exchange rate,
USD may be sold in the foreign exchange market.

Fiscal policy should be redesigned to reduce indirect tax and to raise direct tax.
Tax management system should be improved so that Tax-GDP ratio can be raised.
Motivation for giving taxes should be increased. Debt/GDP ratio should be
declined. Implementation of the fiscal policy should be done properly. Fiscal
policy, monetary policy, external sector and debt-management should be well
coordinated.

Labor management for sending labor to abroad should be properly planned as per
the need of foreign nations. New labor market for Bangladeshi nationals in abroad
should be created. However, before sending laborers abroad, it should be
investigated whether they have any previous criminal records and places where
they are going to do their jobs are okay.
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Negotiation skills of the Bangladeshi diplomats should be increased so that they
can use economic diplomacy and create market access in the global arena. More
career diplomats should be appointed in the top posts of the embassy. Economic
diplomacy to expand trading system should be arranged. Non-resident
Bangladeshis may act as a goodwill ambassadors. They can work as an
intermediary to bridge between foreign buyers and domestic sellers. Incentive
may be provided to them. Integrated Marketing Communication systems should
be utilized for arranging export of the products. Simultaneously, high quality
products are required to be produced. This may ultimately lead to rise in export.

Regional cooperation among SAFTA, BIMSTEC etc. may be strengthened. True
sense of regional cooperation may be provided to motivate economic
development of the country.

Capital market should be properly utilized for long-term industrial financing.
Moreover, transparency, accountability should be established so that global fund
managers get interested in investing in the security market of Bangladesh.
Investment for construction of bridge, port and electricity production and also
long term industrial financing should be arranged from the capital market. More
companies should be enlisted in the Stock market. As such proper initiatives
should be implemented.

Main idea of free market economy that market will determine by demand and
supply without any interference in a transparent manner should be replaced with
the structured market where if perfect competition fails to a certain degree or
market distortion takes place then regulation may be imposed on the market.

More concern should be given to food security. As such agrarian reform is
required. Equal emphasis on development of strategic formulation and policy
implementation for industrialization as well as agricultural sector should be taken.
Development of agricultural sector should be boosted up. BADC should be
revived and private-public organization should work together to develop
competitiveness for distribution of fertilizers, pesticides, seeds, agricultural
machineries, etc. Moreover, the present Govt. should take initiatives to protect the
danger of Global warming scenario.

Corporate governance in true sense should be implemented in different
organizations. Transparency, accountability and dissemination of information
should be established. Corruption should be minimized so that it doesn’t
hampered economic development process. As such institutions should be
restructured and changes in the formation of the institutions are required.
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Special attention should be given to existing jute, leather, pharmaceuticals,
handicrafts, frozen foods and tea industries. There must be effective policies,
which can be properly utilized for economic development. Govt. must take
imitative so that the country can export finished products rather than primary
products.

Younger generation needs special attention. Employment bank, which was earlier,
established for creating job with special attention to the youth but they failed to
do so. Restructuring of the employment bank is required.

Though development is a continuous process, the vision and mission of the
present government should be confined within the range of next five years only.
If they can fulfill the dream of the masses, then they will be appreciated. Through
this planning, PRSP-1I may be replaced with five-year economic plan and we
must be very careful that whatever plan is taken that should be properly
implemented and redistribution of the wealth is done for arranging social justice
and removing income inequality. Annual development program should be a part
of the five year plan.

Population growth rate is much higher in Bangladesh than the data published by
the Bangladesh Bureau of Statistics. As such Govt. should take special measures
to motivate people for family planning starting from the rural areas to the urban
areas.

Notes
1. 1 Crore=10 Million

2. Central Bank of Bangladesh=Bangladesh Bank
3. Currency Code of Bangladesh=Bangladesh Taka
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What does FDI Inflows do for Bangladesh

Papon Tabassum*
Md. Sohag

Abstract

This paper look at the present FDI climate in Bangladesh and highlights its
role in county’s the overall economic development Bangladesh by using a
number of macroeconomic variables. Econometric investigation shows that
domestic investment, BOP, GNI, national savings and employment an
significantly inflrred by total flows of FDI in Bangladesh.

Key Words: FDI, Investment, BOP, Growth, GDP

1. Introduction

Foreign Direct Investment (FDI) is a part of total investment in an economy. FDI
plays a crucial role to enhance the economy of a developing country like
Bangladesh. Bangladesh is considered as an attractive destination in South Asia
for doing business. Doing Business 2010 report by the World Bank and IFC has
ranked Bangladesh 119t among 183 economies of the world. In repute or
macerator protection, however, Bangladesh is ranked 20, which is better than even
many developed economies. Though recent economic recession has badly
affected developed countries which have trade relation with Bangladesh, FDI’s
contribution to the total investment in Bangladesh economy is remarkable, even

*  Authors are Economics Graduate, Economics Discipline, Khulna University, Bangladesh.

This Paper was presented at the XVII Biennial Conference titled *"Economy at the Golden
Jubilee of War of Liberation : Bangladesh We Want to See' of the Bangladesh Economic
Association held during 8-10 April, 2010 at Osmani Memorial Auditorium & Institution of
Engineers, Bangladesh, Dhaka.
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though in terms of GDP The FDI flow of Bangladesh was about 1% in 2007
(GOB, 2009). Moreover FDI helped to meet up the country’s deficit trade balance,
created employment, and increased the national income as well as national
savings in recent years.

2. Data and Methodology

This paper is fully based on secondary information. Major data has been collected
from Ministry of Finance (MOF) from 1999-2009. Various econometric tools such
as Simultaneous Equation Model (two-stage least square), multiple regression
analysis, correlation analysis and ANOVA analysis have been used in the analysis
using high graphical based software SPSS 16 and Microsoft office 2007.

3. Empirical Models

Two stage least squares method is developed by Theil and Basmann, which aims
at the elimination as far as possible of the simultaneous equation bias. Before
applying equations in the method, the necessary conditions should be identified
by order and rank condition for satisfaction. In the first stage, we apply OLS to
the reduced-form equations in order to obtain an estimate of the exact and the
random components of the endogenous variables

Fi, = Fi, +v,,

Where Ifit =nu, +n,Cu, +,Ca, +x,Er, +n,Fd, + 7,Po, + 7,0t,

In the second stage, we replace the endogenous variables appearing in the right-
hand side of the equation with their estimated value and apply OLS to the
transformed original equation to obtain estimates of the structural parameters.

Fi, = B, + B,Fd, + B,Po, + B,0t, +U’x

Where, Uz =Ui+BVi+ Bv, + Bvs + Bvs Then we perform the regression analysis
B, = o, +a,Cu, +o;Ca, +a,Fi, +a Er, +u,,

Here, uq, U, are residuals, 7,7, 75,7, %5 Bi.B,.Bs. B are parameters, B, Fi,

endogenous variables and Cu, Ca, Er, Fd, Po, Ot are exogenous variables.

4.  Impact of FDI Inflows on Bangladesh Economy
4.1 Impact on BOP

In Bangladesh, FDI inflow creates direct effect on the BOP. Thus the inflow of
FDI plays an important role in determining the surplus/deficit in the capital and
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financial account of the BOP statement. The initial impact of an inflow of FDI on
Bangladesh’s BOP is positive but the medium term effect could become either
positive or negative. After setting up capital machineries, the FDI-financed
companies begin to export their products. Most of these companies are export-
oriented. Usually, FDI inflow tends to have a greater positive impact through
augmenting exports than creating a negative impact through increasing imports.
Policies of creating Export Processing Zones (EPZs) contribute to strengthening
the positive correlation between FDI inflows and exports. So, the inflow of FDI
may play an important role in Bangladesh in the long run in reducing the deficit
in the country’s trade balance. Empirical research in several countries suggests
that the initial inflow of FDI tends to increase the host country’s imports. One
reason for this is that primarily FDI companies have high propensities to import
capital and intermediate goods and services that are not readily available in the
host country. However, if FDI is concentrated in import substituting industries,
then it is expected to affect imports negatively because the goods that were
imported earlier would now be produced in the host country by foreign investors.
We can prove that FDI influences the BOP considering the following
simultaneous equation model to estimate the two-stage least square method
following (Guijrati, 2003) and (Koutsoyiannis, 1973)

BOP Function: B, =o, +a,Cu, +a,Ca, +a,Fi, + o5Er, +u,, ()
Financial Account Function: Fi, = B, + 8,Fd, + B,Po, + B,0t, +U, ---.. (ii)

Where, B=Balance of payment, Cu=Current Account, Ca=Capital Account,
Fi=Financial Account, Er=Errors and Omission, Fd=FDI, Po=Portfolio
Investment, Ot=0Other Investment.

The uy, u, are residuals, %, 0,05 04,05 By, B, B B , are parameters, B, Fi,
endogenous variables and Cu, Ca, Er, Fd, Po, Ot are exogenous variables. The
BOP equation states that BOP is determined by current account, capital account,
financial account and errors and omission. The financial account function
postulates that the financial account is determined by FDI, portfolio investment
and other investment. So there is obviously a simultaneous equation problem.

() Order Condition for identification:. K - M >G -1
In our example, K = 8 M=5 G=2
(8-5>=(2-1)

3>1
The order condition is satisfied and the equation is overidentified.
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Complete Table of Structural Parameters Table of parameters
Variables B, B, B,
Equation B Cu Ca Fi Er Fd Po Ot

1"Equation -1 o, o, &, o 0 0 O

0 00 -10f B p

2" Equation

(b) Rank Condition for Identification

The rank condition for identification is also satisfied for the BOP function, and the
BOP function is overidentified.

We first obtain the reduced-form value of the endogenous variable (Financial
Account)

Fi, =n, +n,Cu, +7,Ca, + 7 ,Er, + 7. Fd, + 7 Po, + 7,0t +u,, - (iii)
The results are as follows

Fi = 2.27-1.66Cu—3.43Ca+3.44Er +1.00Fd +1.00P0+1.000t  -=--- (iv)

We next substitute the calculated value of financial account for the original Fi
variable, and perform the regression

B, =a, +a,Cu, +a,;Ca, +a,Fi, +o Er, +u, U v)
The result is as follows (For details data see appendix)

B, = -50.499 + 0.998Cu, +1.089Ca, +102Fi, +0.986Er, T (vi)
se=  (45537)(033)  (102)  (.063) (.101)
t=(-1.109)  (30.104) (10.668) (16.239) (9.739)

R2 = 0.996 df=9

The coefficient of determination, R? is 0.996 or 99% that means the regression
line gives 99% fit for the observed data. We can create a hypothesis that is
financial account (including FDI flows) influences balance of payment of
Bangladesh.

The null hypothesis is Hp - oy=0

The alternative hypothesis is Hy: o4=0
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The standard error of parameteris 0.063 which is smaller than half of the
numerical value (1.02/2) of the parameter estimate. That means we reject null
hypothesis that the true population parameter = 0. We conclude that the least
square estimate is statistically significant and the rejection of null hypothesis = 0
implies that financial account (including FDI) influences overall BOP. We can
take t-test for further testing. The observed t value is 16.239 with the desired level
of significance is 5% in a two-tailed test where df is 9. The observed value is
greater than the critical value 2.262. That means we reject the null hypothesis and
the estimate is statistically significant.

4.2 Impact on Domestic Investment

FDI may displace domestic investment by competing in product and financial
market due to its superiority in technologies and skills, larger economies of scale
and better management and production process. There are a number of empirical

Figure 1: Correlation between FDI and Local Investment
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evidences that support the view that domestically owned firms are positively
related to the presence of foreign firms.

The figure-1 shows that there is a positive correlation between local investment
and foreign investment during the period 1992-2009. It is seen that when local
investment increases then the foreign investment increases but a lower rate
because there are some factors behind this situation. So there is a low degree of
positive correlation between domestic investment and foreign investment. Due to
the expected backward and forward linkages between FDI and local industries,
FDI can either crowd in domestic investment by transferring technologies and
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knowledge to domestic firms or crowd out domestic investment due to larger
economies of scale and better managerial skills. These characteristics of FDI open
the door for the discussion of the dynamic effect of FDI on domestic investment.
FDI also plays a role for substitutes or complementary of domestic investment to
balance the total investment.

4.3 Impact on Total Investment

Total investment of an economy equals official investment and private investment
i.e., domestic investment and foreign investment. The growth of investment will
be positive within a favorable investment climate.

Let us consider the following model for estimating that the FDI flows of
Bangladesh influence the total investment.

Investment Function: 1, = 8, + B,0f, + B,Fd, + B,0t, +U, .ccccvrvnene (i)

Where, I=Investment Function, Of=Official Investment, Fd=FDI, Ot=0Other
Investment, t=Time. The u is residual, 8,,8,,8,. 8, are parameters, | endogenous
variable and Of, Fd, Ot are exogenous variables. The investment function states
that total investment is determined by official/ public investment and private
investment which includes FDI and other private investment.

The results are as follows:
[ =0.114 +1.0000f +0.995Fd +1.0000t SO (1)
se = (0.329) (0.003) (0.026)  (0.000)
t = (0.346) (345.732) (38.117) (2915.668)
R2 =1.00 df=9

The coefficient of determination, R? is 1.00 or 100% that means the regression
line gives 100% fit for the observed data. We can create a hypothesis that is FDI
influences the total investment.

The null hypothesis is Hp-B1=0
The alternative hypothesis is Hi:B;=0

The standard error of parameter f3 is 0.026 which is smaller than half of the
numerical value (0.995/2) of the parameter estimate. That means we reject null
hypothesis that the true population parameter S3=0. We conclude that the least
square estimate is statistically significant and the rejection of null hypothes g3 is
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= 0 implies that FDI influence the total investment. We can take t-test for further
testing. The observed t value is 38.117 with the desired level of significance is 5%
in a two-tailed test where df is 9. The observed value is greater than the critical
value 2.262. That means we reject the null hypothesis and the estimate S; is
statistically significant.

4.4 Impact on GNI

According to the classical macroeconomics, gross national income is determined
by consumption, investment, government expenditure, export and import in a four
sector economy. That means FDI, which is a part of total investment, plays a role
in gross national income.

Let us consider the following multiple regression model for estimating that the
investment (including FDI flows) of Bangladesh influence GNI.

GNI Function: v, = B, + B,C, + B,1, + B,G, + B XN+ SOt +1 wevvrvnnnnn. (i

Where, Y=GNI, C=Consumption, I=Investment, G=Government Expenditure,
Xn=Trade Balance;Export (X)-Import (M), Ot=0ther Investment, t=Time. The u
is residual, B,.B,.Bs.B.,Bs. Bs are parameters, Y endogenous variable and C, I, G,
Xn, Ot are exogenous variables. We first compute the value of variables.

The results are as follows:

Y, =299.012+0.068C, +1.4371, +1.049G, +0.875Xn +1.0640t  +=++=-+-- (i)
t = (34.703) (21635.298) (13.345) (18.872) (20.788) (378.989)

R2=1.00 df =7

The coefficient of determination, R2 is 1.00 or 100% that means the regression
line gives 100% fit for the observed data. We can create a hypothesis that is
investment in Bangladesh (including FDI) influences the GNI.

The null hypothesis is Hp-B3=0
The alternative hypothesis is Hy: B3=0

The observed t value is 13.345 with the desired level of significance is 5% in a
two-tailed test where df is 7. The observed value is greater than the critical value
2.365. That means we reject the null hypothesis that the true population parameter
=0. We conclude that the least square estimate is statistically significant and the
rejection of null hypothes B3 is = 0 implies that investment (including FDI)
influences the GNI of Bangladesh.
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Fig 2: Correlations- FDI, National Income and Naticnal Savings
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3.5 Impact on National Savings
FDI plays a role in increasing consumption as well as savings of the economy.

Figure-2 shows that there is a positive correlation between national savings and
FDI during the period 2001-2008. It is seen that when FDI increases then national
savings increases at a higher rate. So there is a high degree of positive correlation
between national savings and FDI.

Conclusion

Bangladesh has favorable FDI climate and presently it plays a great role in
economy. The average trend of FDI inflows, outflows, inward stock and outward
stock are very good. Among South Asian LDCs, only Bangladesh plays a role in
outward flows of FDI. Sometimes, it is used as complementary or substitute of
domestic investment. It also influences the BOP to meet up trade deficit of
Bangladesh. It also keeping balance in total investment. It is partially correlated
with GNI. That means it increases GNI as well as consumption habit, savings,
export and import of the country. Only lengthy procedures and times hinder the
FDI in Bangladesh. Political instability also restricts the FDI. Bangladesh has lots
of potentiality in marine industries, tourism, medicinal and aromatic plats. As it is
agro based country, it can play more roles in developing this sector. Government
should take more initiatives to attract the investors and time and procedures will
be reduced, then Bangladesh will play significant role in economic growth.
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FDI and Reflections from Warld
Investment Report 2010

Masih Malik Chowdhury*

Understanding FDI

It is commonly perceived that Foreign Direct Investment (FDI) plays an
extraordinary and growing role in global business. It can provide a firm with new
markets and marketing channels, cheaper production facilities, access to new
technology, products, skills and financing. For a host country or the foreign firm
which receives the investment, it can provide a source of new technologies,
capital, processes, products, organizational technologies and management skills,
and as such can provide a strong impetus to economic development. Foreign
direct investment, in its classic definition, is defined as a company from one
country making a physical investment into building a factory in another country.
The direct investment in buildings, machinery and equipment is in contrast with
making a portfolio investment, which is considered an indirect investment. In
recent years, given rapid growth and change in global investment patterns, the
definition has been broadened to include the acquisition of a lasting management
interest in a company or enterprise outside the investing firm’s home country. As
such, it may take many forms, such as a direct acquisition of a foreign firm,
construction of a facility, or investment in a joint venture or strategic alliance with
a local firm with attendant input of technology, licensing of intellectual property,
In the past decade, FDI has come to play a major role in the internationalization
of business. Reacting to changes in technology, growing liberalization of the
national regulatory framework governing investment in enterprises, and changes
in capital markets profound changes have occurred in the size, scope and methods
of FDI.

* Treasure, Bangladesh Economic Association and Patners Mosih, Mahith, Hag. and company.
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Arguments prevail at large in numbers for and against FDI especially in
developing countries like ours. FDI often takes recourse to economic
hegemonies or colonisation and more often seems like an attempt to retain
control over economies. In other words FDI from developed to developing
countries are often taken as cushions to maintain colonial legacies in new form but
old objectives. These FDI in one sector may bring enormous development
achievement even making one sector export oriented. Again foreign trade
intricacies like over invoicing of imports & under invoicing of exports are
exercised mainly by FDI for quick take away of profit. These make the FD
investment as instruments & means for economic exploitation. More vividly, the
economies where FDI have been hugely poured in few cases got largely
dependent on foreign firms, which delays, deter or defer the mobilisation, growth
and development of local investment & industries. Economies thereby become
dependent on FDI and its products, as monitoring investment sectors and needs
for industrial product from FDI in these countries are poorly equipped to ensure
oversight on the Do’s, Dont’s and wrong doings of FDI’s. The FDI’s often in the
name of CSR or Corporate Social Responsibility keep people perplexed.
However, these FDI also leave lessons to local investments who are first
generation in investment chain. Exceptions are India, China, Brazil, Russia,
Argentina which have been however well ahead with first generation
investments. India has been prospering faster as their access to world is more due
to democracy, good governance, IT efficacy, and English language proficiency.
Their certain industries are growing faster due to the fact that their highly
potential domestic market.

FDI Types

FDIs can be broadly classified into two types: outward FDIs and inward FDIs.
This classification is based on the types of restrictions imposed, and the various
prerequisites required for these investments. It can also be classified based on the
routing from and to any country or economy as Outward & Inward.

An outward-bound FDI is backed by the government against all types of
associated risks. This form of FDI is subject to tax incentives as well as
disincentives of various forms. Risk coverage provided to the domestic industries
and subsidies granted to the local firms stand in the way of outward FDIs, which
are also known as ‘direct investments abroad.

Different economic factors encourage inward FDIs. These include interest loans,
tax breaks, grants, subsidies, and the removal of restrictions and limitations.
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Factors detrimental to the growth of FDIs include necessities of differential
performance and limitations related with ownership patterns.

Other categorizations of FDI exist as well. Vertical Foreign Direct Investment
takes place when a multinational corporation owns some shares of a foreign
enterprise, which supplies input for it or uses the output produced by the MNC.

FDI, in Past and Near Future

The most profound effect has been seen in developing countries, where yearly
foreign direct investment flows have increased from an average of less than $10
billion in the 1970’s to a yearly average of less than $20 billion in the 1980’s, to
explode in the 1990s from $26.7billion in 1990 to $179 billion in 1998 and $208
billion in 1999 and now comprise a large portion of global FDI.. Driven by
mergers and acquisitions and internationalization of production in a range of
industries, FDI into developed countries last year rose to $636 billion, from $481
billion in 1998 (Source: UNCTAD).

Global FDI flows began to decrease in the latter half of 2009. A modest recovery
in first half of 2010 followed in short term sparking some cautions optimism about
FDI. Global inflows are expected to pick up to over $1.2 trillion in 2010. It is
expected to rise further to $ 3-1.5 trillion in 2011 and $1.6-20 trillion in 2012.
These FDI prospects are fraught amidst risks & investments stemming from
fragility of global economic recovery.

For small and medium sized companies, FDI represents an opportunity to become
more actively involved in international business activities. In the past 15 years,
the classic definition of FDI as noted above has changed considerably. This
notion of a change in the classic definition, however, must be kept in the proper
context. Very clearly, over 2/3 of direct foreign investment is still made in the
form of fixtures, machinery, equipment and buildings. Moreover, larger
multinational corporations and conglomerates still make the overwhelming
percentage of FDI. But, with the advent of the Internet, the increasing role of
technology, simplifying of direct investment restrictions in many markets and
decreasing communication costs means that newer, non-traditional forms of
investment will play an important role in the future.

As mentioned above, the overwhelming majority of foreign direct investment is
made in the form of fixtures, machinery, equipment and buildings. This
investment is achieved or accomplished mostly via M & A. In the case of
traditional manufacturing, this has been the primary mechanism for investment
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and it has been heretofore very efficient. Within the past decade, however, there
has been a dramatic increase in the number of technology startups and this,
together with the rise in prominence of Internet usage, has fostered increasing
changes in foreign investment patterns. Many of these high tech startups are very
small companies that have grown out of research & development projects often
affiliated with major universities and with some government sponsorship. Unlike
traditional manufacturers, many of these companies do not require huge
manufacturing plants and immense warehouses to store inventory. Another factor
to consider is the number of companies whose primary product is an intellectual
property right such as a software program or a software-based technology or
process. Companies such as these can be housed almost anywhere and therefore
making a capital investment in them does not require huge outlays for fixtures,
machinery and plants.

High tech ventures tend to have longer incubation periods. This makes the
investment decision more complicated. When you invest in fixtures and
machinery, you know what the real and book value of your investment will be.
When you invest in a high tech venture, there is always an element of uncertainty.
Therefore, the expanded role of technology and intellectual property has changed
the foreign direct investment playing field.

FDI for Going Global

The simple answer is that making a direct foreign investment allows companies
to accomplish several tasks:

Avoiding foreign government pressure for local production.
Circumventing trade barriers, hidden and otherwise.

Making the move from domestic export sales to a locally-based national
sales office.

Capability to increase total production capacity.

Opportunities for co-production, joint ventures with local partners, joint
marketing arrangements, licensing, etc;

Depending on the industry sector and type of business, a foreign direct investment
may be an attractive and viable option. With rapid globalization of many
industries and vertical integration rapidly taking place on a global level, at a
minimum a firm needs to keep abreast of global trends in their industry. From a
competitive standpoint, it is important to be aware of whether a company’s
competitors are expanding into a foreign market and how they are doing that. At
the same time, it also becomes important to monitor how globalization is affecting
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domestic clients. Often, it becomes imperative to follow the expansion of key
clients overseas if an active business relationship is to be maintained.

New market access is also another major reason to invest in a foreign country. At
some stage, export of product or service reaches a critical mass of amount and
cost where foreign production or location begins to be more cost effective. Any
decision on investing is thus a combination of a number of key factors including:

assessment of internal resources,
competitiveness,

market analysis

market expectations.

Studies on FDI

The role of foreign direct investment (FDI) in promoting growth and sustainable
development has never been substantiated. There isn’t even an agreed definition
of the beast. In most developing countries, other capital flows - such as
remittances - are larger and more predictable than FDI and ODA (Official
Development Assistance).

Several studies indicate that domestic investment projects have more beneficial
trickle-down effects on local economies. Be that as it may, close to two-thirds of
FDI is among rich countries and in the form of mergers and acquisitions (M&A).
All said and done, FDI constitutes a mere 2% of global GDP.

FDI does not automatically translate to net foreign exchange inflows. To start
with, many multinational and transnational “investors” borrow money locally at
favorable interest rates and thus finance their projects. This constitutes unfair
competition with local firms and crowds the domestic private sector out of the
credit markets, displacing its investments in the process.

Many transnational corporations are net consumers of savings, draining the local
pool and leaving other entrepreneurs high and dry. Foreign banks tend to collude
in this reallocation of financial wherewithal by exclusively catering to the needs
of the less risky segments of the business scene

Additionally, the more profitable the project, the smaller the net inflow of foreign
funds. In some developing countries, profits repatriated by multinationals exceed
total FDI. This untoward outcome is exacerbated by principal and interest
repayments where investments are financed with debt and by the outflow of
royalties, dividends, and fees. This is not to mention the sucking sound produced
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by quasi-legal and outright illegal practices such as transfer pricing and other
mutations of creative accounting.

Moreover, most developing countries are no longer in need of foreign exchange.
“Third and fourth world” countries control three quarters of the global pool of
foreign exchange reserves. The “poor” (the South) now lend to the rich (the
North) and are in the enviable position of net creditors. The West drains the bulk
of the savings of the South and East, mostly in order to finance the insatiable
consumption of its denizens and to prop up a variety of indigenous asset bubbles.

FDI encourages the transfer of management skills, intellectual property, and
technology. It creates jobs and improves the quality of goods and services
produced in the economy. Above all, it gives a boost to the export sector.

All are more or less true. Yet, the proponents of FDI get their causes and effects
in a tangle. FDI does not foster growth and stability. It follows both. Foreign
investors are attracted to success stories; they are drawn to countries already
growing, politically stable, and with a sizable purchasing power.

FDI and portfolio investment are equally unreliable. Studies have demonstrated
how multinationals hurry to repatriate earnings and repay inter-firm loans with the
early harbingers of trouble. FDI is, therefore, partly pro-cyclical FDI often
involves import of many technologies not appropriate for the country concerned.
Moreover it fetches high cost for the nations as it is tied with FDI. One such case
is TATA Notwithstanding all these FDI can undoubtedly play an important role in
the economic development in terms of capital formation, output growth,
technological progress, exports and employment. The relatively small share of
FDI in GDP, however, indicates that the potentials are far from being realized in
the Bangladesh experience thus far. Nevertheless, concerns remain about the
possible negative effects of FDI, including the question of market power,
technological dependence, capital flight and profit outflow. The limited evidence
gathered above tends to support some of these apprehensions. On a positive note,
service sector growth appears well correlated with FDI flow to this sector. Further,
this has a linkage effect to the rest of the economy.

FDI is argued by many to have changed the fate of many economies & many
nations. Notwithstanding all these FDI has it own features and limitations. Not all
these features are however universally favorable for all the economies neither
those limitations are insurmountable. FDI is attracted by early pay back and the
quicker is the pay back the more is the inflow of FDI when other things
remain constant .FDI is often perceived as formal inflow of investment from one
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country or economy to another. A large fund from our overseas expatriates has so
far been poured into Bangladesh in informal ways like hundi.

FDI often comes in the form of FCY in to an economy. When return on FDI in the
form of dividends flows out of the economy we need to account for the fact that
the yields or returns on FDI to the investors also cause an outflow from the
economy in the form of FCY. The take away of return on FDI the name of
repatriation of dividends & divisible profit, interest in debentures, withdrawal of
capital etc are all in foreign currency. Investment at large and FDI in particular is
not the only solution to surmount problems of economic development as we see
from TATA & Asia Energy. TATA not only demanded access to cheaper Gas but
ensured consistent supply to set up an industrial park for only 3 to 4 billion dollars
FDI.

FDI and Employment

In regard to employment from FDI we know that foreign-owned projects are
capital-intensive and labor-efficient. They invest in machinery and intellectual
property, not in wages. Skilled workers get paid well above the local norm, all
others languish. Most multinationals employ subcontractors and these, to do their
job, frequently haul entire workforces across continents. The natives rarely benefit
and when they do find employment it is short-term and badly paid. M&A, which,
as you may recall, constitute 60-70% of all FDI are notorious for inexorably
generating job losses.

The FDI are always cordially welcome to countries despite the inherent
limitations. FDI buttresses the government’s budgetary bottom line but
developing countries invariably being governed by kleptocracies, most of the
money tends to vanish in deep pockets, greased palms, and Swiss or Cypriot bank
accounts. Such “contributions” to the hitherto impoverished economy tend to
inflate asset bubbles (mainly in real estate) and prolong

FDI & World Investment Report 2010

Global foreign direct investment (FDI) witnessed a modest, but uneven recovery
in the first half of 2010. This sparks some cautious optimism for FDI prospects in
the short run and for a full recovery further on. UNCTAD expects global inflows
to reach more than $1.2 trillion in 2010, rise further to $1.3-1.5 trillion in 2011,
and head towards $1.6-2 trillion in 2012. However, these FDI prospects are
fraught with risks and uncertainties, including the fragility of the global economic
recovery.
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The current FDI recovery is taking place in the wake of a drastic decline in FDI
flows worldwide in 2009. After a 16 per cent decline in 2008, global FDI inflows
fell a further 37 percent to $1,114 billion, while outflows fell some 43 per cent to
$1,101 billion.

Among the largest FDI recipients, China rose to second place after the United
States in 2009. Half of the six top destinations for FDI flows are now developing
or transition economies (fig. 4). Over two thirds of cross-border M&A

Table :1

Figure 1. Global FDI Quarterly Index, 2000 Q1-2010 Q1
(Base 100: quarterly average of 2005)
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Source: UNCTAD, World Investment Report 2010.

Table :2

Figure 2. Global FDI flows, 2002-2009, and projections for
2010-2012
(Billions of dollars)
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Table 3 : FDI Flows by Region 2007-2008
(Billions of dollars and per cent)

Region FDI inflows FDI outflows
2007 2008 2009 2007 2008 2009

World 2100 1771 1114 2268 1929 1101
Developed 1444 1018 566 1924 1572 821
economies

Developing 565 630 478 292 296 229
economies

Africa 63 72 59 11 10 5
Latin America and 164 183 117 56 82 47
the Caribbean

West Asia 78 90 68 47 38 23

South, East and 259 282 233 178 166 153
South-East Asia

South-East Europe 91 123 70 52 61 51
and the CIS
Memorandum :

percentage share in
world FDI flows

Developed economies 68.8 57.5 50.8 84.8 81.5 745
Developed economies 26.9 35.6 42.9 129 15.4 20.8
Africa 3.0 4.1 5.3 0.5 0.5 0.5
Latin America and the 7.8 10.3 10.5 25 4.3 4.3
Caribbean

West Asia 3.7 5.1 6.1 2.1 2.0 2.1
South, East and 12.3 15.9 20.9 7.9 8.6 13.9
South-East Asia

South-East Europe 4.3 6.9 6.3 23 3.1 4.6
and CIS

Following a five-year upward trend, FDI outflows from developing and transition economies
contracted by 21 per cent in 2009.

transactions still involve developed countries, but the share of developing and
transition economies as hosts to those transactions has risen from 26 per cent in
2007 to 31 per cent in 2009. In addition, this grouping attracted more than 50 per
cent of greenfield projects in 2009. On the outward investment side, Hong Kong
(China), China Following almost a decade of uninterrupted growth, FDI flows to
Africa fell to $59 billion — a 19 per cent decline compared to 2008.

FDI flows to South, East and South-East Asia have experienced their largest
decline since 2001, Inflows to the region dropped by 17 per cent in 2009, to $233
billion. Total outflows from the region declined by 8 per cent to $153 billion.
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Table : 4

Figure 4. Global FOE Tiows, top 20 aconomies, 20082009
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The tightening of international credit markets and the decline of international
trade impacted FDI flows to West Asia, which contracted by 24 per cent to $68
billion in 2009 (table 2). Exceptions are Kuwait, Lebanon and Qatar, inward FDI
declined across the region.

The impact of the global economic and financial turmoil drove FDI to Latin
America and the Caribbean down to $117 billion — a 36 per cent decline from the
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2008 level (table 2). Although Brazil, with a 42 per cent contraction in inward
investment, was more affected than the region as a whole, it remained the largest
FDI recipient.

Brazil and Mexico remain popular investment destinations, according to investor
surveys. Brazil’s outward FDI swung to a negative $10 billion, due to a surge in
intra-company loans from Brazilian affiliates abroad to their parent companies.
This resulted in a 42 per cent decline in the region’s outward investment.

After an eight-year upward trend, FDI inflows to South-East Europe and the
Commonwealth of Independent States (CIS) shrank to $69.9 billion, a 43 per
cent decline from 2008.

FDI flows to developed countries suffered the worst decline of all regions,
contracting by 44 per cent to $566 billion.

FDI flows to the 49 least developed countries (LDCs) declined by 14 per cent to
$28 billion. The impact of lower inward investment is particularly serious for this
group of countries, as the high ratio of FDI to their gross fixed capital formation
(24 per cent in 2009) suggests that it is a major contributor to capital formation.

UNCTAD estimates that global FDI flows will slightly recover to reach over $1.2
trillion in 2010, before picking up further to $1.3-1.5 trillion in 2011. Only in
2012 is FDI expected to regain its pre-crisis level, with a range estimated at
$1.6-2 trillion. The gradual improvement of macroeconomic conditions,
corporate profits and stock market valuations observed in early 2010 is expected
to continue, supporting renewed business confidence. After a contraction of 2 per
cent in 2009, the global economy is projected to grow by 3 per cent in 2010.

UNCTAD’s World Investment Prospects Survey 2010-2012 indicates renewed
business optimism over the medium term. TNCs’ intentions to pursue foreign
expansion are stronger for 2011 and 2012. The recovery of FDI is likely to be led
by cross-border M&As.

FDI and Facts about in Bangladesh

FDI is believed to have played a minor role in the economy of Bangladesh until
1980, a crucial year of policy change. The Government of Bangladesh (GOB)
enacted the ‘Foreign Investment Promotion and Protection Act, 1980’ in an
attempt to attract FDI. Except five industries, which are reserved for the public
sector: defense equipment and machinery, nuclear energy, forestry in the reserved
forest area, security printing and minting, and railways, FDI is welcome in every
sector of the economy.
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As a developing country, Bangladesh needs FDI for its ongoing development
process. Since independence, Bangladesh is trying to be a suitable location for
FDI. Special zones have been set up and lucrative incentive packages have been
provided to attract FDI. However, the total inflows of FDI have been increasing
over the years yet constitute a minor component in the total development scenario.
In 1972, annual FDI inflow was 0.090 million USD, and after 33 years, in 2005
annual FDI came to 845.30 million USD and to 989 million USD in 2006.This
was 900 million USD in 2009 from USD 769 million in 2008 and 793 million
USD in 2007.

The actual FDI Inflow statistics are collected and complied by Bangladesh Bank
through half-yearly Enterprise Survey. Table-1 presents the recent trend in FDI
inflow reproduced from Bangladesh Economic Review 20009.

Analysis of data indicates that equity is the major component of FDI followed by
reinvestment and intra- company borrowing.

To identify the actual status of the projects registered with BOI, an
implementation survey was undertaken by BOI under World Bank funded
ISBBPB Project which was completed in June 2009. The survey conducted on
12,665 projects, revealed that around 60 percent of the registered projects were
implemented/ under implementation stage and about 4 percent projects were
closed due to various reasons. This projects a good local investment climate.

Table-5

Graph 14.3 : Recent Trend in FDI Inflow in Bangladesh (In Million US$)
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Source: Enterprise Survey, Bangladesh Bank and Major Economic Indicators: Monthly Update, June 2009
Bangladesh Bank* Estimated

In relation to the private investment as GDP percentage in Bangladesh almost 81
percent of total investment in Bangladesh is contributed by the private sector. In
the FY 2008-09, the total private investment was Tk. 1,20,200 crore which is 14.4
percent higher than FY 2007-08. Besides, the private investment stood at the 19.6
percent of GDP in FY 2008-09. Private investments were Tk.136,285 Cr in FY
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Table 6 : Actual FDI Inflow in Bangladesh by Components (US$S Million)

Components  2001- 2002- 2003- 2004- 2005- 2006- 2007- 2008-
02 03 04 05 06 07 08 09

Equity 230.1 1640 1112 261.14 4472 4645 545.6 -
2 0 9
Reinvestment  84.8 1649 1614 297.11 198.6 2810 1977 -
4 1 1
Intra-
Company 78.9 50.3 115 14553 98.75 4725 25.29 -
Borrowing
Total 3938 379.2 2841 803.74 7446 7927 768.6
1 5 9

2009-2010 accounting for GDP’s 19.74%.A trend to FY 2009 in total private
investment is shown in Table-3.

The Doing Business 2009 report published by the World Bank and IFC ranked
Bangladesh 110the in the Ease of Doing Business. Global Rank among 181
economies as shown in Table- 4. However, Bangladesh was ranked 18'[h in terms
of protecting investors. Besides, the country was also ranked 59t in getting credit
and 90t in starting a business and paying taxes. Rankings in other regards are
also in the up trend consistently.

Considering a competitively better and advantageous position of Bangladesh
during current global economic crisis, a number of entrepreneurs from Far East
ASEAN, EU, North America and other Asian countries have been showing their
interest to invest in Bangladesh. The Government and the Board of Investment

Table :7

Graph 14.8 : Trend in Private Investment (Taka in Crore)
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have been undertaking necessary initiatives for investment facilitation and
aftercare services and improvement of the investment and business climate of the
country.
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Bangladesh Better Business Forum (BBBF) has been proactively, promoting
means to minimise hurdles & hassles for faced by investors in Bangladesh. To
facilitate dialogues between the public and private sectors of Bangladesh with a

Table : 8

Graph 14.9 : Ease to Doing Business: Global Rank
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Source: Doing Business 2009, IFC, The World Bank

view to achieve sustainable economic growth upholding and investment and
business- friendly environment in the context of the global and local economic
and business climate a 41- member BBBF was constituted by the government on
November 25, 2007. BBBF activities are conducted at four (04) organizational
levels as follows:

The BBBF (main forum)
Thematic Working Group
Executive Committee
BBBF Secretariat

As per decision of the BBBF, the following five (05) thematic area-based working
groups were constituted:

Business finance
Infrastructure

Macro Economic Policy
Business Entry & Operation
Skills Development

Generally, investment process starts with registration which is implemented after
necessary feasibility analysis. In FY 1995-96, a total of 1338 projects involving
an amount of Tk.11,097 crore was registered with BOI which grew to 1,468
projects in FY 2008-09 with a total proposed investment of Tk. 31,867 crore.
Table presents annual statistics on the projects registered with BOI since FY
1995-96.
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The total FDI was US$ only 845 billions in 2005. Vis-a-vis this Private
Investment Project in 2005 was for Tk. 2033 crores which was about 3,177
billion dollars. It is to be noted that real value of US$ has now been depleting
significantly against other lead currencies. So the FDI in US$ is now actually
worth much less than before. It is a fact that FDI do pour in to Bangladesh and all
destinations due to profitability. However, governance & monitoring of FDI by
our governments for economic development & upbringing could not as yet been
simultaneously ensured. It is quantitatively very insignificant compared to our
need for annual employment needs of 2.7 millions and huge local recurrent
investments which needs no mention.

Table 9 : Private Investment Proposals Registered

. Proposals Registered Investment Proposals Registered Project
Fiscal -
Year _ _ _ Reglstered_ _ ) value (%)
Projects Project Projects Project Projects Project
Value Value Value
1995-96 1,211 4,836 127 6,261 1,338 11,097 76.1
1996-97 1,247 4,746 138 4,515 1,385 9,261 -16.5
1997-98 1,448 5,061 140 15,308 1,588 20,368 119.9
1998-99 1,535 5,677 161 9,243 1,696 14,920 -26.8
1999-2000 1,428 6,621 135 10,594 1,563 17,215 154
2000-01 1,788 7,809 80 6,993 1,868 14,802 -14.0
2001-02 2,875 8,806 89 1,734 2,964 10,540 -28.8
2002-03 2,101 11,653 104 2,067 2,205 13,720 30.2
2003-04 1,624 13,546 130 2,644 1,754 16,190 18.0
2004-05 1,469 14,005 120 5,298 1,589 19,302 19.2
2005-06 1,754 18,370 135 24,986 1,889 43,356 125
2006-07 1,930 19,658 191 11,925 2,121 31,583 (-27)
2007-08 1,615 19,553 143 5,433 1,758 24,986 (-21)
2008-09 1,336 17,117 132 14,750 1,468 31,867 275

Table 10 : Number of Industries, Investment, Export and Employment of

Name of EPZs Number of Industries Investment Export Employment
Operational Implementation (million US$) (million US$) (Nos)
Chittagong 146 38 715.12 10,178.38 1,38,612
Dhaka 97 23 649.17 8,231.73 71,459
Comilla 21 22 79.87 323.14 7,712
Mongla 08 08 4.37 39.30 253
Uttara 04 01 3.06 0.41 1,945
Ishwardi 05 20 16.27 7.86 1,537
Adamjee 08 39 66.46 84.92 7,772
Karnaphuli 11 61 48.15 48.99 5,403

Total 300 212 1582.47 18914.74 2,34,693
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Table 11 : EPZ wise Investment and Export

2000- 2001- 2002- 2003- 2004- 2005- 2006- 2007- 2008-
EPZs 01 02 03 04 05 06 07 08 09

Dhaka Investment  24.05 32.01 59.14 49.36 51.35 61.57 87.64  110.34 30.39
Export 44751  466.76  554.79  667.60 757.73  918.30 1033.03 114650 1190.36

Investment  24.30 22.37 42.14 55.43 45.31 35.95 32.62 126.46  47.22
Export 620.35 680.70 64128 679.01 77239 873.03 97154 1117.17 1188.15

Mongla Investment 0.04 0.43 0.11 0.80 1.49 0.00 0.43 2.03 0.96

Export 0.00 1.55 3.00 311 7.83 7.09 131 8.26 7.06

Comilla Investment 0.00 0.64 1.05 9.03 19.01 10.62 21.02 9.72 8.20

Export 0.00 0.01 0.20 4.10 9.66 34.99 46.01 131.38 95.85

Uttara Investment 0.00 0.16 0.00 0.42 0.72 0.00 1.24 0.15 0.17
Export 0.00 0.00 0.50 0.00 0.00 0.00 0.08 0.095 0.24

Investment 0.00 0.01 0.00 0.00 0.05 0.76 0.00 1.43 14.04

Export 0.00 0.00 0.00 0.00 1.09 254 2.23 1.21 0.79

Investment 0.00 0.00 0.00 0.00 0.00 4.00 7.68 33.71 21.07

Export 0.00 0.00 0.00 0.00 0.00 0.23 9.47 15.10 60.13

naphuli  Investment 0.00 0.00 0.00 0.00 0.00 0.00 1.91 18.34 27.90

Export 0.00 0.00 0.00 0.00 0.00 0.00 0.00 9.86 39.13

Total Investment  48.39 55.62 103.14 11504 11793 11290 15254 30219  148.03

Export 1067.86 1149.02 1200.22 1350.82 1548.70 1836.18 2063.67 2429.58 2581.71

The popular belief of FDI to succeed in development financing is more a rhetoric
than from world experience. Even such experience would not always be replicated
elsewhere with the same outcome. This is because circumstances of those days &
the recurrent developing world perspective are different. In those days
agricultural produces in developing countries were imported by industries in
currently developed world at lower than just prices. In other words, poor
economies as they term us, supported their development where as they claim
themselves as classified development part like G-8.etc. That is not the end in
itself. When the final products are sold / exported they used to charge high prices
on it keeping safe profit margin for their countries. Moreover, they commonly did
over invoicing in prices for export to poor economies However, the recurrent
practice of transfer pricing and thereby huge plundering of capital in disguise of
FDI is not unknown to us either.

Recurrent Bangladesh and Near Future

Asia Macro & Strategies outlook of 2010 commented on Bangladesh Economy
performance that GDP would grow in FY 11 at 6% for 5.7% in FY 10 monetary
policy is likely to be proactive. Fiscal deficit in FY 11 is targeted at 5% of GDP
as against revised deficit of 3.9% in FY 10.

Bangladesh Economy in past 3 years depicted 5.9% GDP becoming a good
performer in GDP growth despite limitations. Poverty from 56.6% in 1991/92
came down to 40% in 2005. However inequality of income prevailed persistently
where top 5% households have 20.85 times the income over those in bottom 5%.
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In this backdrop the draft 6t FYP is likely to take account of 32% of GDP in 2015
as investment from 24%.It also plans to target 2% of GDP in PPP related
investments during 2011-2015 period to start with and reaching 6% in 2015.1t
targets to attain 8% of real GDP growth and raise private investments to 32% of
GDP in terminal plan year from 19.1% in FY 10. The average of 29.6%
investment of GDP is to be achieved in SFYP. The annual industrial growth would
reach 9.5% from 5.7% in 2010.The agricultural growth to reach 4.4%from present
3.5% while in power generation through PPP, the SFYP expects an investment of
9.5 billion dollars to add 9,426 MW of electricity.

To conclude the FDI alone would not change our fate. It is imperative that
indigenous policies to extract optimum benefit from these along with domestic
investments at large can ensure our development from FDI. We need to, as stated
before in this paper, limit the access area for FDI and let domestic investment
follow these areas to replace in near future. FDI cannot take us along sustainable
development route which can be ensured from domestic investments. We should
explore possibilities from Globalisation for Bangladesh and not Bangladesh for
Globalisation.

This was keynote in ICAB seminar recently by me. | am a council member and
Chair CPD committee.
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Sustainable Development - A Case Study of
four Villages in Bangladesh

M. Azizur Rahman*

Abstract

Environment pollution is serious problem in Bangladesh. Due to lack of
sustainability in the process of economic development the country has under
gone rapid change in negative direction. The massive use of chemical
fertilizers and pesticides, unplanned construction of roads, building,
embankments and recklessly cutting of plants have generated many problems
like water pollution, air pollution, sound pollution, environment pollution,
disafforestation, dissertation, deriverization, shortage of earth water, arsenic,
salinity, climate change, river erosion, loss of biodiversity, ecological
imbalance etc. The paper has made an enquire into social cost and benefit of
the present development process in four rural villages of Bangladesh. The
findings satisfied the statement that gains of the society is less that the losses.
Benefits achieved were short-run and cost incurred was long-run. So the
recommendation is that Bangladesh has to ensure sustainable development
without any failure from now and on. Because we have already lost many of
our valuable natural resources like fresh water fishes, fruits, birds, plants,
rivers, pools, canals etc. due to unsustainable development. Education has a
key role in understanding environment and also in popularizing and
implementing sustainable development.

Director (R&D), NAEM

This Paper was presented at the XVII Biennial Conference titled ""Economy at the Golden
Jubilee of War of Liberation : Bangladesh We Want to See** of the Bangladesh Economic
Association held during 8-10 April, 2010 at Osmani Memorial Auditorium & Institution of
Engineers, Bangladesh, Dhaka.
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Introduction

In the globalised world danger seems to be increasing instead of becoming less.
The national and social environment at the family, community, national, regional
and global levels are gradually eroding over period of time. In this situation every
country whether developed or developing is trying to attain sustainable
development. Lacking of sustainability is a great problem for the world today.
Consequently environment pollution has became great thread.

Bangladesh is very seriously facing the problems like lost soil’s original fertility,
disafforestation, pollution etc. due to lack of sustainable development. The per
capita income along with agricultural productivity has increased. Even though
there is a common saying among the people that the amenity specially the natural
one has reduced to greater extent. This belief is due to many factors responsible
for unsustainable development process. The whole country has been very
seriously affected by environment pollution, air pollution, sound pollution and
water pollution. The existing poor are the worst than they were before and many
new families are continuously joining in the poverty due to river erosion.

Definition

The process of sustainable development is related to five equilibrium namely
individuals, families, social, national and natural. It brings saturation in individual
family, social, national and natural levels. It can ensure fours peaces as : Inner
peace, social peace, peace with nature and total peace. These are the outcome of
sustainable development.

Inner Peace

Total
Peace

Social Peace Peace with nature

The idea of sustainability received serious attention in the so-called Brundtland
Commission Report, “Our Common Future (1987)”. The report define sustainable
development as development that meets the needs of the present without
compromising the ability of the future generations to meet their own needs.
Brudtland’s way of seeing the ends of sustainability has many attractive features
(Sen, 2000). The sustainable development encompasses : i) help for the very poor
because they are left with no other option but to destroy their own environment,
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ii) people centered initiatives are needed, iii) human beings are the resources
(Tolbag - 1987).

In fact it is a kind of development that is likely to achieve lasting satisfaction of
human needs and improvement of the quality of human life (Allen, 1980).
Sustainable development first came to prominence in World Conservation
Strategy (WCS) in 1980. It achieved a new status after the publication of North
and South a programme for survival and common crisis in 1983(known
Brundtland Commission Report) and our common future published in 1987. The
UN conference on Environment and Development (UNCED) 1992 put greater
attention on it. The last World Summit 2002 further emphasized the issue. In
Bangladesh the concept sustainable development is a highly discussed topic, but
very little action is taken on the basis of these discussions.

The sustainable development is a process of positive change of physical and
mental satisfaction, which takes place with equitable distribution of factors and
output among all members without distrubing nature friendly environment and
ecological balance of the earth. Sustainable development process pushes the
society towards optimality. Social optimality is a condition where every creature
lives with heavenly pleasures. In this stage the guiding principles are sharing,
cooperation, collaboration, helping to others, living together and loves for all.

Sustainable development attempts to maximise social benefit and minimise social
cost. Social benefit includes material and inner benefits. It may be called total
peace consisting inner, social and natural peace. Social costs include money cost
and other direct and indirect sacrifices of the individual society, environment and
nature.

Assumptions

The development efforts of human being is going on with the passage of time
without cessation. In ancient times people lived in the forest. In this age they were
fully dependable on nature for food, health and shelter. Now in the modern world
people live in buildings. Still human life is dependent on nature for fundamental
inputs like air, water, food, soil, cloud, etc. But the nature of dependence has
changed in modern time from that in ancient time. In ancient time the dependence
on nature was friendly. But in modern time it is on hostility.

The continuous development process has increased the material well being by
reducing the natural well being of the people. Many natural sources of amenities
of life have been destroyed. Many sources has been reduced to the greater extent.
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As the commercial activities have increased with the expansion of mechanised
transport facilities life-flow has become very instrumental. Some things are
achieved as benefit and many things are lost as cost. What is the net result ? The
answer may be found in the general saying of the people that the days went was
better than the day comes. From this statement we can say that the society is in
net loss due to unsustainable development process.

Statement of Problem

Development is a on-going process in the world. Every country is on incessant
process of development. Every economic unit as an entity of the national
economy is on so. The rural economy has totally changed due to rapid
modernization. The traditional cultivation with plough and yoke has been
replaced by tractors. Dependence on rain-fall for seeding and plantation has been
substituted by irrigation. The transport system of cart, palanquin, cavalcade, boat
etc has been replaced by mechanised vehicles. These changes have made life
artificial and commercial. The society has become machine and chemical
oriented. As a result sources of natural supply of amenities have reduced. Many
fruits, fishes, birds, plants etc. have been vanished.

The proposed study area also has under gone a rapid changes in versatile aspects.
From natural villages they have become mechanised ones. The economy, society,
culture and religion have gone under radical changes. The changes have brought
many modern components and lost lot of natural inputs. Due to lack of
environment friendly process of development many natural inputs of life have
been abolished. From the belief of net losses of the community there arises the
question of sustainable development. The paper will make an enquire into the
matter and try to assess the real position of the society.

Rationale of the Study

Sustainable development has become the most important needs of the time with
the rise the massive pollution of the environment. The existence of lives on the
world has been threatened by environment pollution. Many animals, birds and
plants have been ruined due to environment pollution. Climate is changing rapidly
unfavorably. Mismanagement of natural resources and lack of proper environment
understanding are two of the most critical issues making the development process
extremely challenging in Bangladesh and resulting in unsustainable growth rather
than sustainable development. Consequently problems like disafforestation,
pollution, dissertation, deriverization, shortage of earth water, arsenic, salinity,
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climate change, river erosion, land degradation, shortage of drinking water, loss
of biodiversity ecological imbalance etc. have accumulated. The poor are
disfavourable and disproportionately affected by environment degradation and
lack of access to environment and natural resources.

For instance in the past many social assets (khas forest, play grounds, canals,
rivers, marsh, halat, flood, swamp land, public lake) were free of access for the
poor. Now-a-days these have been abolished. Drinking water was very much
available in the past but at present it has become scarce and dearer. Thus amenities
of social lives have increased at the cost of loss of many natural assets. From this
profit- loss statement the question about net position of the society arises. The
general belief is that the society is in net loss. Remembering this some cultural
activists sing a song “Abar Firiya Dao Aranno” (give back forest life again).

The study is proposed to find a answer of the question by studying four villages
in rural Bangladesh. It will make a indepth insight into in the matter. It also
examines how far education on and for sustainable development will help in
solving the problem. This study asks where problems and opportunities are likely
to arise, why the problems arise and how they can be solved at different levels. A
news item published in the Prothom Alo April 28, 2009 (a daily bengali news
paper) stated that temperature in Dhaka was the highest within 22 years on
Monday 27, 2009. It was 39.6 degree celsius. The rain in this year (2009) was
62% less than the normal rate. A drought is going on. This report shows
significance of this study.

Review of Literature

Jaijaidin 30 April & June 6 and Somokal, 5 June 2007, stated that already 40 lac
people of Bangladesh became a environmental refugee for river erosion and the
environmental scientists warns that it will be exceed 2 crore in future. In between
2030 sea might expanded 120 kilometer inside of Bangladesh, it means cox’s
bazzar sea beach might be lost. ESCAP reports that Bangladesh uses about 1800
tons insecticides per year for agriculture cultivation and sea water is being
polluted. The Daily Samokal 14 October, 2006 stated that more than 5000
villagers and labours has been affected in poisoned gases. The daily Ittefaq,
Mondy, April 27, 2009 stated that within 14 years the highest temperature
recorded in 2009. On Saturday, 25 April 2009 the highest temperature 42.2 degree
celsius recorded in Jessore and that was 38.7 degree celsius in capital city of
Dhaka. The same issue of news paper stated that the production of mango in
Rajshahi region is adversely affected by long drought.
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The same news paper dated, Monday, April 13, 2009 stated that due to pollution
and occupation the river Buriganga is about to dead. Its water has became
unusable and even untouchable for massive pollution and stinkness. An article
written by Aftab Chowdhury on Air pollution : endangered environment (“Bayu
Dushan : Bipanna Paribesh”) (The Daily Ittegag, April 9, 2009) stated that air
pollution in six big cities namely Khulna, Rajshahi, Barishal, Sylhet and Dhaka
has become so serious. The daily Star, Sunday, April 12, 2009 stated, “Trees
present us flowers, the most beautiful thing on earth. “They keep the atmosphere
cool and bring down rain. Yet some people are so ungrateful that they recklessly
cut down trees to draw quick profit. The little forest in Chittagong, Khulna,
Dinajpur and Tangil areas are shrinking day by day.

United Nations Development Programme stated that - Mismanagement of natural
resources and the lack of proper environmental understanding are two of the most
critical issues making the development process extremely challenging in
Bangladesh and resulting in unsustainable growth rather than sustainable
development. Such priority issues can be mentioned as climate change, land
degradation, water issues, loss of biodiversity and the critical inadequacy in
integrating sustainability aspects in the national development process. The poor
are disproportionately affected by environmental degradation and lack of access
to environment and natural resources.

The Environment and Sustainable Development Cluster is dedicated to playing a
catalytic role to facilitate mainstreaming sustainable development in Bangladesh
by integrating pro-poor environment in policies and development planning. The
programmatic interventions of the Cluster fall into four programme areas: (1)
Natural Resource Management and Biodiversity Conservation, (2) Sustainable
Land and Water Management, (3) Improved and Cleaner Urban Environment
Management and (4) Sustainable Development and Environmental Governance.

An article on the Interrelationship between poverty, Environment and Sustainable
Development in Bangladesh : An Overview” jointly written by Mahbuba Nasreen,
Khondokar Mokaddem and Debasish Kumar Kundu stated that “Bangladesh, like
many other developing countries is advocating a high increase of GDP, but the
number of landless people is increasing unfit for higher rate of GDP. According
to GoB 57 percent of rural people are landless and live below poverty line”. They
put a table showing landless people of Bangladesh.

The daily star, Tuesday April 28, 2009 under a news captioned “Wasa Water Poses
danger” mentioned that “It fails to treat polluted river, over 10,000 ended up in
diarrhea hospital. Gypsies top on the Turag near Tongi use this dark, polluted and
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Table : The rate of landless pecple in Bangladesh

Year Landless people
1947 14.30
1970 19.80
1975 32.00
1984 46.00
2001 68.8

Source : Islam, 2005

smelly water daily which eventually spread various diseases among them. Wasa
used to treat the water of the Buriganga and Shitalakshya rivers and supply the
treated water to the city dwellers. Now the water of these two rivers have become
so polluted that even after applying additional chemicals Wasa cannot treat the
water perfectly. The same news paper Monday, April 27, 2009 published a news
report with picture of murky waters of the Buriganga. Whole sale dumping of
industrial waste, sewage and garbage left the river, touched the lifeline of the
capital, in this sorry state.” The same daily on Sunday April 26, 2009 published
headline news, “pollution gets to ground water; study finds Hazaribagh water
most contaminated! The reporter Pinaki Roy stated. “River pollution around the
capital has reached such a level that the groundwater system where the aquifers
are recharged from the riverbeds is being contaminated, a recent study shows.

In the seven months from November to April, virtually no water but only stinky
mucky liquid flows in the gradually narrowing rivers — the Buriganga,
Shitalakshya, Turag and Balu — as no governments could stop discharge of liquid
waste into them. A recent study jointly done by the World Bank and the Institute
of Water Modelling (IWM) says: “The groundwater system is being contaminated
in areas where aquifers are recharged from the riverbeds. The pollution is creeping
towards the central part of the city with time.” The daily Prothom Alo on Monday
April 24,2009 printed a news that Railway and Waterway should be used to
prevent environment pollution. The report mentioned that with one and half
decades the green house gas had increased by 24% in the air. The daily New Age
on Saturday April 25, 2009 stated a news captioned, “Green activists rally against
dust pollution”. The report stated, “Dust pollution was posing thread to human
health. Dust was an inevitable result of the increasing spate of construction of
roads, building, other structures and digging the road, lanes and by-lanes by utility
services.”

The daily Ittefaq on Sunday, April 19, 2009 published a report on, “Sound
pollution hindered mental development of babies. Dr. Manas conducted a research
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on 312 inhabitants of Dhaka. Among this he found only 72 with normal hearing
capability, 33 have serious injuries in their hearing. Among them mostly driver,
traffic police , hawker, road side shopkeepers and students. The daily Prothom Alo
April 28, 2009 stated that the country is facing drought. The highest temperature
was 42.8 Oc at Jessore. In Dhaka it was 39.69¢ which is highest within 22 years
on April 27, 2009.

Year

1987 39.5%
1988 39.0%
1992 39.2°%
1995 39.0°%
2009 39.6°

Source : Prothom Alo, April 28, 2009

The above reviewed literatures shows the serious picture of environment pollution
of Bangladesh. The whole country is on thread. Sustainable development the most
necessity of the time.

Objectives

Mismanagement of natural resources, lack of proper environment understanding
and massive use of chemical inputs are three of the most critical issues making the
development process extremely challenging in Bangladesh. How much this issues
eroded the total environment of said the four villages will be assessed. The study
will make an enquire into four selected villages on what happened due to
application of modern techniques and inputs of production and what changes it
brought out in social lives. What is the condition of sustainability in process?. It
will make a comparison of socio-economic gains with losses. What has happened
to community life by the application of modern development process. It will try
to find out the way of environment friendly process of development. Also how
education will remove mismanagement of natural resources and lacking of proper
environment understanding.

Methodology

The study has selected four villages, which constitute a ward of a Union parishad.
The four villages are a unique integrated economic unit as well as social unit. The
study is based on primary as well as secondary data. The data which are available
in secondary sources like population census, voter lists, and union parishad have
been used. The data, which are not available have collected through a
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questionnaire. The interviewees’ include all section (old people, teachers, farmers,
business class, social leaders, members, service holders, women, day labourers,
poor - rich). The study collected informations through a questionnaire from 200
interviewers taking proportionately from each village.

For comparison two periods have been selected like pre-mechanised period and
post mechanised period. The pre-mechanised period is up to 1965 when very little
development took place and cultivation was fully nature - oriented. Only farmers
used to utilise cow-dung as fertilizers and rain as water. The post mechanised
period is from 1966 to onwards. In this period mechnised cultivation and massive
use of fertilizers and pesticides have been started.

The study uses a development function: D = f(Ni, Mmi); D = development, Ni
= natural inputs, Mmi = Man made inputs, f = functional relation. Here D is
dependable, Ni and Mmi are undependable variables. Ni = g (water, soil, sun-
moon, rainfall, seeds, climate, labour, other natural inputs). Mmi = h (capital,
entrepreneurship, machine, planning, social organisation, other man-made
resources).

Every development efforts needs both natural and man-made inputs. When both
the inputs are mixed together and under go a process it produces output which we
call development. The quality of development will relies upon the quality of
inputs and also on efficiency of the process. For development equation D = a Ni
+ bMmi where a and b are parameters which will influence the value of D. For
the optimum value of D, a and b will have a optimum value. This optimum value
of a and b will indicate the best use of inputs. The sustainable development
technique will be the most competent for the society if we can find out the best
combination of the inputs, which will maximise social benefit without imposing
any heavy cost on the society.

It uses cardinal and ordinal measurement. When quantities way is not possible the
ordinal qualification is used in the form of indifference mapping. The diagram -
01 shows how a good combination of man made inputs and natural inputs which
will optimize social utility.

Man made
inputs

0 Natural inputs

Here social utility curve indicates higher utility from below to above (su - 2 > su - 1).



Sbo Jizerer SRS AR TR 00

Net benefit of the society = Social benefit - social cost. The optimum situation
will be there where the positive distance between them will be maximum.

A
Social —— sc
benefit
&
Social
cost
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0 Social ) .
optimum Time
Net
Benefit
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@) Net Renefit Time

Instead of using primary and secondary data the study relies on personal
observation, sight visits, sharing views with villagers specially old men and
women who permanently live the villages and have observed both the periods
very sharply.

Description of the villages

The study is conducted in four villages namely Kha Khanda Nazirpur (Mirdha
Kanda), Pukhuria, Brahmankanda and Nazirpur which together constitutes ward
no-1 of Manikdah Union Parishad of Bhanga Upazila in the district of Faridpur in
Bangladesh.
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The total population of the villages are given in table : 01

Table 1
Name of village Total population Nos of voters 2009
1965 2009

Kha Khanda 634 1782 867
Nazirpur

Pukhuria 790 2035 1342
Brahman Kanda 540 1455 983
Nazirpur 545 1473 792
Total 2509 6745 3984

Source : Local Union Parishad.

The villages under study are about 33 kilometers from the district headquarter of
Faridpur and about 8 kilometers from Bhanga Upazila centre. There are Gagotia
river in west-north side, Fukurhati river in the south and high way bus stand in the
west named Pukhuria. The Khulna - Jessor - Faridpur - Barisal high way passes
beside the area. From this road the Pukhuria-Bishwa Jakir Monjil - Sadarpur
Upazila road passes through this area. In this area there are a twice-weekly market
named Pukhuria hat and daily bazar name bus stand bazaar. There are unmetalled
(Kancha) roads among the areas.

The literacy rate is 40% in the area which is below the national rate. There are
three govt. primary schools, one high school and one college in these area. There
are four Ebtedayee Madrashas in the area. The number of higher educated people
in the area are very few. There are some workers abroad who send remittance to
their family. The main profession of people is cultivation. There are few
fishermen in this area. Muslim are majority and Hindus are minority. There are
some business men and officials in the area.

There are very few small enterprises like rice/wheat miles.

Among agricultural commodities rice, wheat and jute are main crops.

From economic point of view people living in poverty are 70%. People living in
absolute poverty will be 40%. Of the rest 24% will be in lower income group, 5%
in middle income and 1% in upper middle income group. The upper middle
income group live in urban area. Occasionally these people come in the villages.

Analysis of Data

Changes in two periods_: The study will try to find changes in different aspects
between two periods 1947 to 1965 and 1966 - 2009. However it will show data at
the two points of time 1965 and 20009.
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Agricultural change :_In agricultural sector the changes has shown in the table :
02

Changes in agriculture

Table 2
Items 1965 2009
Crops Jute, rice, spring harvests, rice wheat, jute
vegetables
Jute Major non-major
Rice Second in position First in position
Wheat No wheat cultivation Third in position
Spring About 15 types of spring Almost absent in spring
hearvest harvest harvest
Vegetables Lot of vegetables Negligible vegetables
cultivation cultivation
Lost of items No item lost Many items lost

From the table 02 we can see that there is a great change between two periods. At
present crops diversity has reduced. Cultivation of spring harvests is almost
abolished. Cultivation of vegetables also reduces to greater extend.

Changing Method of Cultivation

Plough yoke and bulls were the means of cultivation in period from 1947 to 1965.
In present days tractors have replaced that system. At present the cultivation
system have been mechanised.

In the past year (1947-65) there was no use of insecticides and chemical
fertilizers. Only cow-dung and hyacinth were used at a very low rate for fertility.
Lands were naturally fertile. Flood water works as means reviver of fertility.

Change in Plantation and forest

The area under went a great change in plantation and forest area. Every house in
the area had lot of fruit trees in the past. Among these : mango, jack fruit, black
burry, Kul, boroi, gab, water berry, dumur, benana, coconut, date, palm, water
fruit, litchi, hog-plum, amjum, cane fruit, murmurhi, royel, etc. were prominent.
The production of fruits has drastically reduced at present. The old people give a
idea of reduction of fruits production which is shown in table : 03
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Table 3 : Change in fruit production

ltem 1965 2009
Mango 1000 times One time
Date tree Lot of Date trees and their juice Almost abolished
Palm tree Lot of Very few
Boroi Lot of Very few
Black Berry Lot of Very few
Gab Lot of Almost nil
Belati Gab Lot of Almost nil
Amloki Available Nil
Litchi Lot of Almost nil
Horretoki Available Nil
Jack fruit Lot of Very few
Dunkur Lot of Nil
Amjum Lot of Nil
Water chestnut Lot of Nil
Khude Jam Lot of Nil
Kaw Lot of Nil

The table : 03 shows that the production of fruits in the area has reduced very
drastically. A good number of fruits were plenty in area in the past time but many
of them have been lost.

Some old peoples of this area stated that there were very, very big trees of fruits.
The fruits of this big trees were quasi public goods. Any body could eat this fruits.
They mentioned an example that there were some very big mango trees in each
village. At present all mango trees together of a village will not be equal to one
big tree of that village of past. In case of production the same is true. They
mentioned that there is a Amjum tree in Mollah Kanda in the village of the Khan
Kanda Nazirpur that was not seen any where. Usually this tree gets height of 4
feet at beast. A man can collect fruits from this tree from ground. But the
mentioned tree was 15 feet height and very thick. Three men at a time could climb
the tree to collect fruits.

In the past almost every tree including the fruit trees were very big. At present the
trees (including fruit trees) are very small. The number of fruit trees also reduced
at present. The number of unwanted wild plants has increased than fruit trees.

In the past time every big house has a forest land attached to it. Except these there
were some common forests in each village. These forests consist of both fruit and
non-fruit plants, bamboo, cane, and other varieties of trees.
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Table 3 : (contirued)

English name :;;rﬁ Scientific name 1965 2009
Banana Kala Musa sapientum Lot Very few
Jackfruit Kathal Artocarpus heterophyllus Lot few

Hog Plum Amra Spondias dulcis Lot few
Papaya Papaya Carica papaya Lot very few
Coconut Narikel Cocos nucifera Lot few
Guava Payara Psidium guajava Lot few

Star Apple Jamrul Syzygium samarengense Lot Nil
Grape Fruit Jambura  Citrus grandis Lot Nil
Indian Apple Bel Aegle marmelos Lot few
Wood Apple Kathbel Feronia limonia Lot few
Custard Apple Ata Anona squamosa Lot few
Sapodilla Sofeda Manilkara achras Lot few
g‘g@n Goose Amloki Phyllanthus embelica Lot very few
Pomegranate Dalim Puncia granatum Lot very few
Elephant Apple Chalta Dillenia indica Lot very few
Carambola Kamranga Averrhoa carambola Lot few
Watermelon Tarmuj Cucumis melo Lot Nil
Lemon Lebu Citrus limon Lot few

Versatile of wild animals and birds lived in the forests. These birds were used to
yodeling at night. These forest were full of bees, hornets, and medicinal plants.
Many people lived on these.

All these forests were destroyed. With the destruction of these forests many trees,
birds, and animals disappeared from earth. The old peoples informed that there
were many varieties of the same fruits. They mentioned that there were about 100
varieties of mango in this area. At present there are only 20 varieties in the area.
Many varieties have lost. There were many fruits which have no English name
like chalita, Amjum, dunkur, Ashtail, Khude jam, loha jam, cane fruit (betul) etc.
The gab fruits have about 20 verities in this area. This fruit is almost vanished.

Domestic animals

Domestic animals have drastically reduced in the area. The table 04 shows the
situation of domestic animals and milk production in the area
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Table : 04 shows that production of domestic animals which have reduced very
drastically. In the past no baby drank powered milk. Usually they drank breast
milk and milk of cows and she-goats. Reduction in posture lands and change of

Table 4
1965 2009
Cattle (without milk 5,000 numbers 500 numbers
cow)
Milk cow 1000 numbers 50 numbers
Milk production of cow 1000 kgs 150 kgs

Castrated goats 2000 numbers 100 numbers
She-goats 1000 numbers 25 numbers

He-goats 5 numbers Nil

crops pattern are responsible for reduction of domestic animals. In the past days
there were about 100 pieces of posture lands of different sizes. Excepting this,
Khas lands (govt. land), halot (passage for common use), river’s banks, canals’
bank were used for posture. In these area there were two big fields for cow-race
and horse-race. In the spring the whole green fields were used for posture.

The table : 05 shows that pasture land has reduced drastically. In the past time
upbringing of domestics animals was almost free of cost due to presence of free

Table 5 : shows the position of posturing facilities and play grounds

Item 1965 (nos.) 2009 (nos.)
Posture lands 100 Nil
Khas lands 50 Nil
Halat 50 Nil
Play grounds 20 02
River and canal banks 10 Nil
Field for cow race 01 Nil
Field for horse race 01 Nil

grazing land. At present there is no free food facility for domestic animals. So the
cost of rearing is very high. The play grounds and halats have reduced seriously.
The playing facilities of boys and girls have disappeared.
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Change in supply of Water

In the past every year the area had flood and sufficient rain falls. Now a days there
is no flood at all. Many water resources like fishes, other aquatic animals, water-
lily lotus, conch-shell, bivalve, acquatic plant and fruits have been vanished. In
the past the extent of flood was at the tolerate level. So its benefit was much. It
was a blessing for the earth. The flood water including the rainfall was the
adequate source of water. The rivers, canals, tanks, ponds, long pools, sinks, caves
and lake became over inundated by water. In the winter, spring and summer
seasons they remained almost fulfilled. Lot of fresh-water fishes lived in there. A
good number of shallow tubes was sunk in the area. There was no arsenic
problem. In the present time there is no flood. In the rainy season required water
for human use and necessary for cultivation are not found. Table : 06 shows the
change in water supply in two periods.

Table 6
This table shows the sources of water -

Item 1965 (nos.) 2009 (nos.)
Rivers 02 01
Canals 07 03
Tanks 400 100

Long pools 6 Nil

dikes 200 50

Shalow Tube well 200 300
Deep Tube well Nil 16

Flood water The whole area No area
Lake 03 Nil

Many ponds, tanks, canals, long pools, dikes and rivers have been mud flats.

The table shows that the sources of water have reduced to greater extent. The
number of shallow tube wells has increased. But all these tube wells are arsenic
attacked. The only sources of drinking water are deep tube well at present.

The other valuable missing in village life

Social bondage have been lessened in the present than that in past. Many Hindus
have left the country. Relative connectivity in past was better than that in present.
There were many festival like mango-milk festival in Buishakh, Fazli mango-jack
fruit festival in Jeishtha - Ashar, “Nairo-festival in Ashin. These were very famous
in the area. Excepting these there were many religious festivals for every
religions. Fateha Awasdahan, Fateha Dowasdahan, Eid-ul-Fatre, Eid-ul-Ahzah,
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Eid-e-Malidun Nabi were main religious festival for the Muslim. Durga Puja, Kali
Puja, and Laxmi Puja were the main festival for the Hindus. There were
communial friendly relationship in the area in past. During the time independence
of 1971 and separation of Pakistan and India in 1947 the minorities in these area
were living very peacefully. But due to bad demonstration effects of other areas
almost all Hindus left these area and went to India.

In the past four rich families had Kachari Ghar (Court house) in their home. In
these houses all social arbitrations were met. The arbitrations judgement was
based on perfect fairness. These court houses are no more available in area at
present.

The rich people’s houses possessed Musaphir Khana (Sarai) where strangers had
the facility to stay with food. These are no more available in the area at present.
There were about 150 weaver families in the area who produced lungi, sharhee
and gamchha. At present there is no single weaver family. Festivals life Mejbani
(hospitality), Jiyafat (feast), Fayta, Maulud etc. are not existent at present. The
cultural events like Jari(folksong), Sari, Sama Prashadi, Kabi, Jatra, Bichar etc.
are also on the eve of departure.

Reduction in fresh water fish

The rapid change in supply of fresh water fishes was remarkable in the area. Fresh
water fishes were abundant in the area in the past. The rivers, tanks, long pools,
canals, dikes, lakes etc were remained fulfilled through out the whole year by
fishes.

Table 7 : Fresh water fish production

ltem 1965 2009
Variety fishes 100 20
Fish production 1000 level 1 level

There are about 100 vriety of fishes in the past and at present there are at beast 20
varieties. The production of fish was one thousand time more than that in the
present. The poor people used to catch fishes from the public tanks, pools, rivers,
canals. They needed not to purchase fish at all. Even the fishes of ponds and tanks
of rich people of the villages were free to catch for them.
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The economic condition of the poor

The economic conditions of the poor of these villages were better in the past than
that in the present. Their real income, dwelling condition, food etc were better
than those at present. They had enough facilities to catch fresh - water fishes from
public and private owned pounds, tanks, rivers, canals, long pools and to collect
honey, fruits, vegetables from forests. They could bring cattle, goats, hens and
cocks without having cost involvement in the past. At present these facilities are
completely absent. In the present they could collect date and palm juice, cow milk
and palm, banana, green and ripped coconut from the houses of the rich at free of
cost. In the said long period about 100 poor families have sold completely and
partially their house-lands. So poverty has been acute in present time than that in
past. Many middle income families have sold land properties and living house and
have joined to the poor.

Play grounds and other game facilities

The play grounds and other game facilities have been reduced to greater extent :
The table : 08 shows the position of play grounds and other game facilities:

Table 8 : Play grounds and games

Item 1965 (nos.) 2009 (nos.)

Play grounds 20 numbers 02 numbers
Hadudu lot None
Daribandha lot None
Bouchhi lot None
Kulubari lot None
Budhi Montor lot None
Foot ball lot Less
Holdub Lot in rainy season None
Gechho Mechho lot None

From the table : 08 we can see that the number of play grounds reduced from 20
to 2 only. A good number games have been lost in the flow of time.

Ecological imbalance

In the past many big and old trees were available everywhere in the four villages.
At present they are completely non-existent. In past there was ecological balance
in the nature.
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Many forest areas have been converted into cultivable and house hold lands. As a
result forest resources have been vanished. At present the government have been
encouraging plantation. Due to this encouragement many wood trees have been
planted. As a result the rapid increase of numbers of wood trees have created
imbalance in the nature. Fruit trees’ number was prominent in the past but at
present they lost their importance. In the past fruits met the need of food to a large
extent. But fruits have become almost non-visible at present in the area.

Usage of chemical fertilizers and pesticides

The social cost of modern development process have become far more than social
benefit because of many reasons. Among them the massive usage of pesticides
and chemical fertilizers are dominant at present. The use of dung and water-
hyacinth was only means of soil fertility in the past. No pesticide was used in the
past. There was no use chemical fertilizer. At present the uses of chemical
fertilizers and pesticides are very massive. Agricultural production cannot be
think of without chemical fertilizers and pesticides. The result of these massive
use is very serious. The production of fishes has reduced from 1000 times in past
to one time in present. A good number of fish varieties have been vanished.
Besides the taste of all agricultural food items, fishes including fruits have
changed. The fishes of fresh water those grow up naturally in the past have
become rare and dear. Many birds have become non-existent. Massive health
hazards with breaking out of many new fatal diseases have become great problem
of the society.

Findings

° The study area under went drastic changes due to development process. The
changes have taken place in respect socio-eco-cultural-political and natural
aspects.

° Almost all these changes have very adversely affect the nature, animals,
aquatic creatures, plants and environment.

° Human life have become mechanised and commercialised. Material peace
of life has increased to some extent by the rise of production of rice and
wheat at the cost of reduction of production of spring harvests and diversity
of crops.

° The ecological imbalances have been acute. New imbalance among plants
have been generated due to rise of non-fruits plants and decline of fruit
trees.
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The production of fruits and varieties of same fruits have declined very
drastically.

Many fruits have made non-existent.

A good number of plants, birds, domestic animals and fruits have vanished.
Production of fresh water fishes have reduced very drastically.

The variety of fresh water-fish declined from 100 to 20 numbers.

Massive use of chemical fertilizers and pesticides have been the main
responsible factors for environment pollution and reduction of fish
production.

Production of domestic animals hen, cock, honey, forest fruits (Amjum,
gab, cane-fruit, dunkur, murhmurhi) have reduced to about zero.

Poverty has increased. Their excess facilities to public resources have been
stopped. Their hardship of life has risen.

The sports and game facilities have declined and many games have been
vanished.

Air pollution, water pollution and environment pollution have become very
acute.

The pattern of consumption of life have changed from natural food to
chemical food.

Life have become victim to many new fatal diseases.

The weaver families were existent in the past but at present they are non-
existent

Many Hindu families had left the area and went to India for demonstration
effects of other areas of the country.

The social cost of development process due to their unsustainable nature is
very high than social benefit. As a result the society is in net loss.

Disafforestation, natural imbalance, adverse distribution of fruit trees and
wild plants, air pollution, water pollution and environment pollution have
generated health hazards and many fatal diseases.

The massive uses of chemical fertilizers and pesticides have adversely
affected the society. In addition to that unplanned embankment, roads and
high ways, massive cutting of trees and plants, destruction of forest and
pasture lands have very negatively affected all living creature. As a result
the consumption of natural amenities of human being have reduced to
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greater extent. The community went down to lower social utility level as
shown in the diagram : 09

Diagram 9: The level of utility of the commumity reduced.
€1

Artificial
inputs

0 €0
Natural input

The diagram shows that the community is in equilibrium at point e; by using
more artificial inputs. If it can reduce artificial inputs to point e, the utility of the
community will rise by shifting from SU, to SU; and so on.

How education can solve the problem

Education is the pivot to human resource development. Education is a life long
process for human development. It can be divided into formal, non-formal, natural
segmentation. The formal education is related with institutions. Non-formal
education is related to parents, family, friends, society and nation. Natural
education comes from nature and creators. The first one ends up after completion
of schooling. But the next two goes throughout the whole life. Formal education
consists of two techniques : one is simple learning which necessary condition for
human resource development. The other is training which is considered as
sufficient condition for human resource development.

Through learning and training the pattern of thinking, behavior and doing of
human being can be changed. By virtue of nature human being are individualistic,
commercial and consumptionist. For this reason human prefers present than
future. Present consumption is always better to him than future consumption. This
same behavior makes a man to believe in short-run production function. Short run
production function always gives output in a very short period of time without
considering the future. It eats up every plants without keeping any seed for future
plantation. It utilizes all the fertility of soil in one season without keeping any
thing for future use. It reaches growth at the apex without stability. Thus short-run
production is very unsustainable.
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Understanding of environment and ecological balance and their necessity for
survival of human being can prevent environment pollution. Education and only
education can make this understanding. In September 2000 UN in its general
assembly adopted Millennium Declaration to reduce naives or hard core poverty
and hunger to ensure sustainable environment. On june 14, 2007, WHO report
says that the major causes of 24% diseases is environment pollution and it is 33%
for child diseases. About 40 lacs life could be saved by ensuring environment
keep and clean. This seriousness of environment pollution should be brought in
the notice of the public. Public opinion should be built through educational
campaign. All educational curriculums should include the necessity of sustainable
development.

If we want to save Bangladesh from this severe environment, air, sound and water
pollution we have to be convinced and we have to motivate our people about
thread of massive environment pollution. Both formal and non-formal education
will be need to enlighten people about thread of environment pollution and
necessity of sustainable development. Education can create social awareness and
mobility infavour of healthy environment and as such sustainable development.

Recommendation

The paper have lot of limitations. Though the study area includes only four of 68
thousand villages of Bangladesh it may assume that more or less the same picture
is visible throughout the whole country. From the analysis it is very clear that
Bangladesh at present facing severe challenge of environment pollution. This is
the creation of unsustainable development process of the nation. Our people,
animal and biodiversity are at thread. We have to give top priority to this issue.

The nation is at net loss due to past development programs. There created a gap
between social benefit and social cost. This blank must be filled up by schemes of
sustainable activities. Subsequently the present development process should be
made free from unsustainable components including environment pollution. At
present all development process should be environment friendly and nature
oriented.

The fresh water fish resource was precious diamond mine of Bangladesh. It is on
the eve of departure. We must have to save them by preventing water pollution
and by creation at least one save lake in every village of the country. Fish fries
must be produced at a large scale at the govt. initiative and be freed in fresh water
of all rivers. In green programs fruit plantation should be given top priority.
Medicinal plants will second priority in campaign. Immediately action should be
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taken to remove all pollution from the water of Buriganga, Shitalakshya, Turag
and Balu Rivers in one year.

All mud flat rivers, canals, lakes, pools etc. should be redigged immediately. Use
of natural fertilizers and pesticides should be encouraged.

Education curriculum and training programs should have sufficient contains on
sustainable development including adverse effect of massive use of pesticides and
chemical fertilizers.

Necessity for ecological balance, plantation of fruit trees should publicized at
government and NGOs level.

The most important step required is that the government have to imagine
seriousness of the problem and accordingly have to take measures in short run and
long run to over come them.

Conclusion

The water of all rivers around Dhaka and almost of all rivers, lake, ponds of the
country has become polluted. Ten years back this water was transparent and
drinkable. This small instance is enough to imagine that all creatures living in
Bangladesh are on great thread due to massive environment pollution. The
unsustainable development measures have already destroyed many of our
potential resources. From now and on we have to very seriously give attention to
the issue of sustainable development.
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Wholesale Market Global Experience & Bangladesh

M S Siddiqui«

Abstract

Governments have a responsibility to ensure adequate food supply for their
people. This responsibility is usually undertaken in all the economies by
governments putting in place the necessary infrastructure, and financial and
legislative framework so that the market can operate properly. Government
must create effective pricing mechanisms for wholesale markets and retail
markets for fair competition and transparency.

The purpose of wholesale and retail markets cater the nation for many
centuries over the establishment of cities and towns. We may recall the memory
of the village Bazaar or Hat at road intersections where weekly markets took
place. The wholesale market sits in Gonj or on the bank of the rivers.

The marketing of agricultural products is dominated by the traditional
businesspersons. They are money lenders through ‘Dadon’, commission
agent, brokers, wholesalers for selling own purchased goods or rent the
wholesale shops. Unfortunately there is a gap between demand of services
and supply from the government.

The Europe, Asia and Latin America has some common characteristics of the
wholesale markets. Those are: those market are regulated by laws and rules,
controlled and monitored by Government and local bodies, market managed
by local body, Joint stock company and cooperatives, the laws ensured the
active participation of producers, wholesalers, consumers, Government
finance or give subsidy for constructing infrastructures, establishment of
alternate market for direct transaction between producers and consumers.

*  Part time Teacher, Leading University, E-mail: shah@banglachemical.com

This Paper was presented at the XVII Biennial Conference titled ""Economy at the Golden
Jubilee of War of Liberation : Bangladesh We Want to See' of the Bangladesh Economic
Association held during 8-10 April, 2010 at Osmani Memorial Auditorium & Institution of
Engineers, Bangladesh, Dhaka.
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The wholesale market in open market economies (including the market
leader, USA) are under full control, on the other hand, the wholesale market
in Bangladesh is totally free although the economy is mostly controlled by
the government.

The recent outcry due to an increase in the price of Sugar and the increase in the
price of foodstuffs during Ramadan has initiated a debate. The government
leaders along with business leaders talked much but without any positive result.
This is not only a failure of the present government but all the recent past
governments also failed to stabilize the price of essentials.

The governments have a responsibility to ensure adequate food supply for the
population of the country. This responsibility is usually undertaken in all the
economies through governments putting in place the necessary infrastructure, and
financial and legislative framework so that the market can operate properly.

Governments have the responsibility to ensure that basic food staples of sound
quality and are available in regular quantities. They should provide the necessary
infrastructure for production like irrigation, supply of fertilizer and seed etc. They
should have research and extension service to improve the seeds and fertilizer
services. It also require the provision of storage, food security, marketing and
distribution to ensure due price to farmers. Government should also set up cold
storage and market facilities where private enterprises are unwilling or unable to
invest. They should ensure supply of staple foods; provide criteria and guidelines
for market transactions to ensure fair and transparent competition among
suppliers and wholesalers; ensure compliance with standard weights and
measures; provide criteria for quality or grade standards; provide controls for
human health, and plant and animal pests and disease.

Government must create effective pricing mechanisms for wholesale markets and
retail markets for fair competition and transparency. The food supply to be assured to
ensure that food products are safe for human consumption, which they do not spread
plant or animal diseases like birds’ flue, swine flue and those quality standards are
maintained. The compliance enforcement is therefore the responsibility of the
government, local government or Bangladesh Standard and Testing institute or any
other appropriate regulator.The products should have other standards like ingredients,
date of manufacture, date of expiry, name of manufacturers/importers etc.

Unfortunately there is a gap between demand of services and supply from the
government. The supply of seeds and fertilizers to some extent are handed to
private sector and government is regulating and controlling it through regulation
and fiscal measures.
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The simultaneous presence of available produce, buyers and sellers in a single
place helps to ensure that prices paid and received are realistic and fair at all times.
The recent crisis of sugar revealed that the regulator, law enforcing agencies and
consumers as a whole, don’t know the process of DO (delivery order). The DO
changes hands adding price to the cost of sugar. We were not aware how the
wholesale markets operate in this country.

We may recall the memory of the village Bazaar or Hat at road intersections where
weekly markets took place. The wholesale market sits in Gonj or on the bank of the
rivers. The purpose of wholesale and retail markets cater the nation for many
centuries over the establishment of cities and towns. There is a recent development
in the city retail markets with the introduction of departmental stores and setting up
of some food industries. The change has been the establishment of modern food
packers and suppliers for a range of food commodities, together with associated pre-
packaging, assembly and other food distribution activities are concentrated under
one roof and marketed under brand names. There are some popular brands for
traditional rice produced in rural area. The price of different branded rice is different.

There is a change of characteristics of wholesale markets during last few decades.
The improvement of transport system and capacity of market at wholesale and
retails levels has an impact on the price and supply situation. There will be
continuous change of wholesaling and retailing in response to urban growth, the
increasing role of updated wholesale market apart from Batamtoly and Mouluvi
Bazar and Khtungonj and also increased consumer spending capacity. The per
capita income growth for last few years is significant. These changes demands
positive change in views of government regulatory body towards the markets,
reform, organized and managed.

The marketing of agricultural products are dominated by the traditional
businesspersons. They are money lenders through ‘Dadon’, commission agent,
brokers, wholesalers for selling own purchased goods or rent the wholesale shops.
However, in markets at production site and at wholesale market at Gonj or Upzila
level market and also at entry point of cities have auction process are often carried
out by the self regulatory authority or managing authority of the business
community as per standard norm and practice. The beauty of the system has
proven standard without any law and regulation and government intervention.

The governments now have policies of intervention in markets with very strong
Mobile Court Act 2009 But the Act only made bureaucrats happy without any
positive outcome. The statement of government leaders and other experts reveled
that the gap between demand and supply of “service” from the government is
effective management of wholesale and retail market. Some of them are looking
for another alternative law to arrest culprits (businessmen!).
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There is one consensus that the system is not working properly and regulators
have failed to maintain the market properly. Let us evaluate the experiences of
various countries around the world for effective management of the market or in
the language of the Bangladesh experts “the control of the price of essentials.”

Spain has introduced improvements in wholesale marketing in the 1960s. In 1966,
the Empresa Nacional Mercados Centrales de Abastecimientos S.A. (MERCASA)
was set up by the Ministry of Trade with the specific purpose of creating a modern
network of wholesale facilities to replace the old central markets in each major city.

The government organized MERCASA as a joint stock company along with the
relevant city corporation authority and some professional organizations like trade
association The city corporation hold 51 percent and 26- 49 percent for
MERCASA and the remainder for trade bodies.

They also form a “syndicate” comprising of MERCASA, are the producer, traders
and consumer associations with the purpose of promoting and building the new
markets. In this case also city corporation buy shares and became an active
sponsor to create a venture in the start-up phase of the market projects In certain
specific cases MERCASA’s share may be higher to cover the total financing.

In this way, any city can equip itself with the legal, and to some extent economic
and financial means, to set up an integrated market for essential products within
the MERCASA network.

Italy has legislation for setting up wholesale market which reflects the
decentralizing disposition of the state, and grants the ownership and management
of wholesale markets to municipal authorities. The law was the first legal
framework provided by the Italian Republic which liberalized wholesale trading.
It has provision of funding for their construction, granting of financial aid for their
construction, evaluation criteria for the granting of aid to wholesale markets,
decree of Local Autonomy and also granting of financial aid for their
construction. However, Italian wholesale markets were aging structurally, were
inefficient and making losses and they are working out further investments in
renovations and new plant, considering the economic and geographical
importance of the wholesale market, taking over majority public shareholdings in
the company, and make multipurpose market structure.

Italy has forty “syndicated companies”, some of which were selected to receive
funds for new wholesale markets (the syndicates of Bologna, Turin, Catania,
Cosenza, San Benedetto and Verona).

Under the new wholesale management plan, Italian local authorities started to
establish the services and create a joint stock company and a special company to
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which the management is automatically transferred. In turn, the municipality
transfers the management of services to a syndicated company as a concession by
tender.

These syndicate companies granted funds to achieve a balanced national
distribution of goods, eliminating all forms of duplication, through centers located
in the best sites from the point of view of communication by air, sea or land, thus
facilitating the movement of goods and freeing urban centers. The system was
also aimed at improving warehousing, refrigeration, and providing real-time
information on other markets, stocks, prices, flow of goods, foreign trade, etc.

The France wholesale markets are organized as a Network of Markets of National
Interest (Reseau de Marchés d’Interét National, MIN) by laws passed in 1953,
whose objective was to simplify or reduce marketing channels so as to reduce
costs and clarify market transactions, while allowing the possibility of improving
the quality of products throughout the marketing process, the concentration of
supply on a single site with adequate facilities: the effects on distribution
channels, standardization, permitting sales by auction and, finally, the effects on
prices of networking centers of production and consumption into a single unit, and
introducing the concept of individual market units instead of an overall national
scheme. The characteristics of the MINs are that they are closed markets with
controlled entries and exits, located on main roads and/or railway lines, and
equipped with cold storage facilities and other complementary services.

In Germany wholesale markets are a municipal responsibility, and the markets are
owned by the different cities, directly or through companies wholly owned by the
municipal authorities, save for a few exceptions which are administered by
companies whose by-laws are established by the municipalities and come under
public law (the employees are civil servants under public law and the tariffs are set
under public law). In most cases the companies are registered as limited companies.
There are no federal or state laws to regulate the activities of wholesale markets.

The wholesale market of Berlin has certain features that differ from the rest as
regards the form of management. The owner of the wholesale market is a limited
company founded in 1960 (Berliner Grossmarkt GmbH, BGG) whose stock
capital is wholly owned by the Berlin city-state. Recently the administration and
operation of both wholesale markets were transferred to the Berlin Cooperative
for the Administration of the Wholesale Fruit and Vegetable Markets. They have
another set of Tariff Regulations (Geb hrenordnung) issued by the cooperative.
The latter has a great deal of power over market governance for approval or
refusal of licenses to wholesalers, use and rental of stalls and spaces in the
wholesale market, application of penalties, settlement of complaints.



Job Jizefer SRS AR TR 00

Wholesale market information and statistics are issued by the BGG and the
cooperative. The imposition of penalties is governed by the cooperative. Finally, the
by-laws establish a system for complaints against measures taken by the
cooperative, which are resolved by a Committee consisting of representatives of the
BGG, the cooperative, the wholesalers’ association, the chamber of commerce and
senators. This Committee may modify, alter and confirm the cooperative’s decisions.

UK has no network of wholesale markets but there is some wholesale market like
London’s Covent Garden, governed by a public authority established by an Act of
Parliament in 1961. In 1966, Parliament approved the authority’s decision to
relocate the market to a new site, Nine EIms, inaugurated in 1974.

The operation of whole market is almost free to regulation except the food
hygiene and product classification rules under unified EU rules applicable to the
entire European Union.

The market like London’s convent Garden are governed by authority consists of
a President and a Director-General appointed by the Ministry, together with other
members, no less than three and no more than six, appointed from the ranks of
highly experienced and capable professionals in industry, trade, administration,
transport, finance, law and labor organizations.

The Management authority must see to it that income is sufficient to cover its
needs. This is its main duty. In some very special cases the Minister may grant
cash advances which must be reimbursed in an appropriate manner. There is also
an advisory market-management committee consisting of a chairperson, a
secretary and 18 other members, both for fruit and vegetable products and for
flowers. There are some more statutory committees are the Advisory Management
Committee, the Advisory Traffic Committee, the Advisory Market Workers’
Committee and the Advisory Market Finance Committee. There is also an
advisory committee of economists.

The leader of open market economy, US have full state control over the food
product market with state assembly resolution and managed by corporation
created under the resolution. The decree of the State Assembly General which
instituted the Food Center Authority explicitly recognized that food marketing is
a matter of public interest, and also recognized that the maintenance of market
structures is a public function. The Maryland Food Center in Baltimore, which
dates from 1989, is the latest large wholesale markets have been built in the
United States. In view of the fact that the obsolescence of installations in the State
of Maryland was causing high food marketing costs, the State Assembly decreed
the creation of a Market Authority as a public corporation, whose function would
be to purchase the land, build and operate a new food center.
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The Market Authority is a not for profit organization and earn very small profit
for the service. This is a political and corporate body created as an instrument of
the State of Maryland with a broad range of responsibilities which include
purchasing, maintaining and disposing of property and assets, drafting all types of
contracts and leases for market stalls, and fixing fees and rents for the use of the
installations. The Authority owns and operates the different central markets in the
region. It has an Advisory Committee with the function of advising the members
of the Authority from time to time.

Let us look into Asia. Japan enacted The Wholesale Market Regulatory Law in
1971. The law classifies wholesale markets into three categories: central, local
and others wholesale markets.

The Ministry of Agriculture used to give approval for central wholesale markets as
the main distribution and consumer centers. They give approval to local public
authorities, cities with more than 200 000 inhabitants and local traders’ associations
with several years experience. On the other hand the local wholesale markets are
established with the approval of the Governor of local government. The members are
the local public authorities that have built or are in charge of wholesale markets.

Wholesalers must obtain approval from the Ministry of Agriculture for each
market and each product they trade in for two or three products. Japanese system
does not have any trade body in wholesale market and there are not information
networks unlike European markets, but there is an Association of Central
Wholesale Markets of Japan with head-offices in Tokyo’s metropolitan central
wholesale market and six district offices in the six district wholesale markets. Its
activities are to rationalize the markets, modernize installations, monitor the
management practices of the wholesale markets and wholesalers, and modernize
distribution and information.

The wholesale markets in Hongkong were setup by different government bodies.
The Director of Agriculture was responsible for the administration and management
of the three groups of wholesale markets in the territory during British rule. At
present the Cheung Sha Wan wholesale fruit and vegetable market is operated by the
traders’ association established as an authority on the basis of the Hong Kong
legislation. It is non-profit making and its income amounts to 10 percent of the
commissions on the value of the produce. Transactions take place by negotiation.

The Director of Trade established seven units of Fish Marketing Organizations
(FMO) to operate as a corporation. It has an advisory committee. An FMO make the
regulations for operation of the market and work as non profit organization funded
by income of 6 percent of the commission on sales made by negotiation or auction.
The Director of Agriculture established for fruit, vegetables and poultry markets.
Market stalls are rented on a daily basis and rents are calculated to cover costs.
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South Africa has a number of laws to regulate the wholesale markets namely- the
Fresh Produce Markets Act, 1970; the Agricultural Produce Agencies Act, 1975;
the Marketing Act, 1968. The provincial governments use to promulgate the
regulations of their provincial wholesale market.

There is a commission for Fresh and Perishable Produce under the act of 1975,
whose purpose is to advise the Minister on all matters related to the market. It
consists of three or four members appointed by the Minister. It also establishes the
payment of market fees. The government has set policy of development and
building of new national markets, and the replacement of structures considered
obsolete, the country’s central Government used to grant subsidies to the local
authorities responsible for market services.

The Agricultural Produce Agencies Act, 1975 regulates the sale of fresh produce
by brokers or other agents. It defines the broker as a person who, against a
commission, sells produce on behalf of another person and exercises control over
the products and/or selling procedures for the latter. The market agents or brokers
are remunerated for their services with a commission that can range from 5-7
percent of the gross value of goods sold. These percentages are fixed by law.

Argentina is following, in broad terms, a system based on the French model of the
MIN and the Spanish model based on MERCASA. In 1967, the Buenos Aires
Central Market Corporation was created by the Ministry of Interior and Economy,
in partnership with the Provincial Government of Buenos Aires and the
Municipality of the City of Buenos Aires. It had a legal framework for the
planning, building and administration of the Buenos Aires central market as the
single wholesale market in the city.

The Law Mercados de Inter s Nacional (Markets of National Interest) 1971 and
its Regulatory Decree are aimed at the creation of a MIN network, operating as a
public service. The MIN is considered public services. Management may be sub-
contracted to outsiders as long as the producers have an adequate participation in
the marketing process.

The by-laws formulated by the Executive Council regulate the hours of business,
minimum quantities, sales systems, conditions and obligations for participants,
assignment by tender of market stalls, access to the market confines, level of
rents, fees, deposits and guarantees, inspection of installations and internal traffic
regulations.

There is an information system in order to record market arrivals and prices. Such
information can contribute to the orientation of producers, the efficient
distribution of food supplies in the country and inter-market collaboration.
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More over the traditional central wholesale market continues to play an important
role in many countries, some have expanded to become terminal wholesale
markets, by large food supply complexes are located on the outskirts of key cities,
combining a fruit and vegetable wholesale market for direct transaction between
growers and consumers. In addition, they have facilities for processing, grading
and packaging, and excellent communication facilities. The whole complex has
been built by a municipality, provincial or national government, or often a
combination of all three. Some of the largest new market complexes e.g. Thailand
Market in Bangkok have been built by private enterprise with government-backed
finance or other support.

The latest marketing strategy is marketing by-passing the wholesale market. This
process is very popular and successful in developed economies. In the United
Kingdom it is now estimated that up to 75 percent of all traded fruit and
vegetables bypass wholesale markets. However, some of the transactions for this
produce are actually arranged by wholesalers based in wholesale markets.
Produce is often delivered directly from farmers or field-based packing houses to
supermarkets, which have developed their own merchandising/distribution
complexes. Modern wholesale markets will continue to be required in developing
countries, and a large number of developed economies in the foreseeable future
will get the supply, delivery system, growth of specialty retail shops, bulk
handling and prepackaging for retail sale. This is improvement to cater to whole
market. A rapidly expanding restaurant demand, as more and more people’s
preference of eating out and a growing awareness by consumers of what
constitutes healthy food are also factors influencing demand for markets.

The pattern of consumers also changing very rapidly and the requirements of users,
including farmers, cooperatives, packing houses, specialty and general retailers,
supermarkets, secondary wholesalers, institutional buyers like government
establishment, large restaurants, hotels and retail food chain outlets, importers and
exporters, as well as transport operators, banks and other businesses.

In Bangladesh, The government is a big buyer of these essential products for
defense, Police, BDR and Jail and in a position to arrange a wholesale by pass
system to reach agreement with producers, manufacturers and importers for better
price for both the parities. The can share the profit of wholesalers and happy with
respective better price.

It seems that in Europe, Asia and Latin America has some common characteristics
of the wholesale markets. Those are:

° Those market are regulated by laws and rules,

° Controlled and monitored by Government and local bodies.
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° Market managed by local body, Joint stock company and
cooperatives

° The laws ensured the active participation of producers, wholesalers,
consumers.

° Regulating organization work for small commission / profit to cover
costs.

° Government fix commission and discount to brokers
° Government finance or give subsidy for constructing infrastructures

° Establishment of alternate market for direct transaction between
producers and consumers.

° Government has very active role to set up, management and monitor
the market very closely.

° Involvement of exports of different discipline in the process.

The wholesale market mechanism in other countries in all the regions is controlled
by administration of Government and local bodies but functioning very
successfully. Unfortunately, the experiences of the administrators in Bangladesh
are not very encouraging as they are corrupt and inefficient. The experience with
Trading Corporation of Bangladesh (TCB) and Consumers Corporation of
Bangladesh (COSCOR) were very frustrating. COSCOR has no existence now.
The operation of markets means dealing with substantial cash transactions they
can be seen as opportunities corruption.

More over, markets are places for the interaction of various interest groups and
individuals seeking to optimize their revenue. Markets therefore need to be
managed with an impartiality, which recognizes the importance of all users for its
successful operation. There will be inevitably conflicts, and chaos and confusion
which can be to the detriment of the weaker participants unless there are clear and
concise market rules or regulations and strict and consistent enforcement of them.

The ownership and management of the market should be carefully select and law
should be framed as per experience of present administration. The management may
be given to trade bodies or mixed management of Public — Private Partnership (PPP).

The wholesale market in open market economies (including the market leader, USA)
are under full control, on the other hand, the wholesale market in Bangladesh is
totally free although the economy is mostly controlled by the government.

In view of the global experiences and our weaknesses, what can we do now?



TIFI '8 T

(e JCARS SAeA*

HATOR & O I2F 2 AN IR W A TSI o Face 2N | SR T
e SLNETS ABI-TG, TTF, Tom, e e, @, SWeE 8 Sy aFgeyd
YTOTF WG (MG T R SIS IFB! AZ B! AW Tl | OF TP ASHITS 8 FAMNfErs
AT ST R FEN T LA A | 3 (AF W S SO N (@, GFB AT 1 9e=a o
2T PEIR TS FEAI I R RIS | TSR, GF6! WA T AP TS AR NS
TS FE= T T A | T QA ¥ ALATST TLPIICAT FTHF TS FACS (BB FAAT |

SSASTTER FATS! AR TN AW FLASF, ASASS @ HNEF SLIFINA R/ FCA
ST T | IRASFSNF AR ABI-T1B, AT, (@S, g FA-FRAM!, INF 8 ST
[IZNS A% A T | G T AR S (A T AL Syl Tt AR |

3593 IER 3 [T M BIF (AF HIATT TRATFNE (AT SRS o Tewy Pz | w1, 7,
G @ (TG BIbel S & | @uafE S558-5¢ I I JIEE AT SIS (A AL
AN AR *EE T AB-TGF ST (S0 TG | FIR, SO JILFA €& do-5¢ B & |
g W AWI-TGEA 479 Fo] ¢-Q BT G (291 | GOIR (T80T O] o et |
R T4 @ Y IR O] (O Ol 2w 1|

FATOR AT AEATSS 95 ARSI T AW ALATST TIPS Seyaeeat fs [erfars =7 |
©IZ, S55d I (AF AN WAt fAealz | ot (qere A2 @, [N I, 3T, TR
@ ABI-15 3 RIS GeaeTE ©2-2gfed SHae AW (163 27 | 37 FFoaifers vz | o
39 +Ifs e =7 ~ifafos zia 2w | O}, wififes 2 «ife I aarem | wiws cFa Treates
FRC IS ZPT 2T | O TIPS T eSS efsfzet Az ey |

* AR AR, T R WIS

This Paper was presented at the XVII Biennial Conference titled ""Economy at the Golden
Jubilee of War of Liberation : Bangladesh We Want to See' of the Bangladesh Economic
Association held during 8-10 April, 2010 at Osmani Memorial Auditorium & Institution of
Engineers, Bangladesh, Dhaka.



18 ot IR RS FIIRF 00%

JIEHIE} 8 E e AL ST T JRQ | FIACA, ABI-ANG TR ST 208 GEARIATS A7
AR ol FA-FRAAR TAMAZ TR | OFR, GEAM ATSH SRS A T2 TS |
21 fiig efedias SR Cofite @M +ifS ATAEw | SR ARFFSI THFHCE SIS
o IR (PRSI THEF F41 B6S | AR B e @49 % AFF FAe @I 77 |
QO AR FRAF 8 PR (@FH TFR (AF @RISR S Feq Tow | st fie Fa1-
e (AF @R AN I | e, I2R e TREFIANCS (@A 4TS FZS AT 1 |

R @ GETAl ATTed ST T B IS CTEBI ot a1w1 it | ©1%, w2y eyfiea ot
(ST ¢ e Ko SRS Sl F SFaeid (581 1 Sfos | @ qAE e
FATHA, (FRIE S ¢ HfE ISR VARG I0a 324 [ A |

I ATeq SIS oo swyRfy Sfye w41 zaf | feg FFies fFw @@ s
TR | TE-FE 8 AP AR Y (@A | O3, T3 eqifen S Ty I fem @ St
SN @A B! Tefe FACS 2 | 2 Ffesd 8! [eawy | o, af¥ e 23sw e
A A Tfow |

e S @, SR i sifs 5w 929 | @ feenfite amst i 5w & @S S Bee
I3, @ AR HfE e, WICFA SR @ TSR AIRRT AWGH | AR Fezas ¢rafe
TG G 0] B TH7 FIR S/ GORIE | G GIe W FCa T 9O (71 0R | '91F,
ST ! @ GIAE (BB T4 L | QRG] LN TS [Fers @t [iens sae
R e TSR hRl AT IR |

SR TSI SLTG RS ST | IR, SRS el s 73 I2aT AT 9 AMes frs
T 2 oSl-oRe @M TR | 7 REw seas wfe 7re And |

SRFIIICN AGARS T B FACS 5 | @ AFIE TIFR AT =gl {6y | T8N
AEGIE A[GE OrFel T B FE | AB-A0, @A JIF, IC-w 7ol ¢ fw -
FRLA Torifra weifiere g 229 ae wiEl | O, wre oy FiReeE fid awres | Tedl
33 ARARST T 20 ASAR IR Z0S AN |

AfAfeF ety STRFONE i TR | Tedl ¢ NS TEe 3R 7@ A | 59 379
IRIRCTR WIRNG HPTCT To T | G AGAOTS Sopl I (ATF SR @7
s T | AEtAfes we TSI FNTed A,BJ, A++, B++, J++, N ¢ O Zopfn e Feara
IS T 2N AW A | ©IF, IS ot GBI AT T AN SILRF IS T7© Syaiel
2ol g 712 | @ AT A @, T O] (T IR G4 T SHAHR (R ETCACE |
R, e e Qe s e vErcet | few @i =T e e e sie



iRl Teq ¢ G AR G el
T WS @ 7 B

(IR IR IAT*
I A

TR RIS Sriad et o ST 7 SHARNE Sifere z@fRe | 44w daea T (AT
58 I #@ I 7T @R 3589 I (AT S5 47 ferTea 7w Ao w1 o=
AN AR IO A 5 FACS 47 FF© 43R Teoffre qeard Ieid RO W
(T TR FFS | G949 GF T AMPBINTG SARCHFE | O ANHS (AR e qLefos
FTT GIBHA FFR foa AF5w AR 2TS | @ T TEBF wF A6 8 7 e
fFgh! Tew Ol FEM%E (@ TR @R SieaR Mt few =i nfesmion 2t | sefa s
@ QI SNfgorey oz AFow ARFI[NR | ST T IFATAE et @ o 1
TS | O T F T IARTA (TO0G TSI NACHE | (S Face P e [fey
Y FE! I FACS W | AR ARRIRFOR g 4 20 I A (@i Aqas aFa I
FETS! ATHEER TF (AF 92 W 3533 A A Sree [<es | @2 ot T
IR GANEE A ANWE JFF @MW, GAEE AN FhTor Fe@w | fof afezfe
TS Y @3 FA QTEAIR I (W | G AN TS A QT T AR | (@ S 7o 2w
e e Hif (SR TR S0 AV AT IF FC@ W @32 (SR [ fFg o ©1-2 e
N (NP IS TQ | I3 IIVSN IRF FATS! & F4F o sz s sws
FR Jrelfeee | o oed, IEEA G2 o o WSl Foad @6 e Mot o o |
[ T, PBRFT 93 TR ACATFS ¢+ I I 00 BeAAfe | @3 TS 2N A
I %203 TSR TOIFS SR | AI=y! BIfeTea A1F T @ AT Tl *1ZAE A0S A A |
ST T 1% TG AT | T @ ACO3 IF 3,51, G W SR TS Cqraety

* goEs adaife e, W, et st s |

This Paper was presented at the XVII Biennial Conference titled ""Economy at the Golden
Jubilee of War of Liberation : Bangladesh We Want to See'" of the Bangladesh Economic
Association held during 8-10 April, 2010 at Osmani Memorial Auditorium & Institution of
Engineers, Bangladesh, Dhaka.



WY et IRRS RS FARF 00

FET | ¢ ¢ WO ACOR IFIFCS (AFO 1 R G- Y (< A6 (/T I 77 3 SN0
T IEHA G 5T | S W (@ICH TS 8 W | S0, 9o % WA A0& [T
5593 AR du-2 ferma wma meR Recm 7 e =3 | wifsl W&l 3oa Sigres@t
I R AR TS S S | (¥ FI-T 26T o I09F 49 FRAE I {0
SIS FAET O Fof+ Tar [ (e oo smefota oy erifere e Teretas
TS orprae FE | @1 T fof wuom @i A1 @t g afedim, i afedis wdie 79 fFgs
i AFRTG FEA | @7 FRG T5 T, ANCroCd [HFA =e= |

TACrOTER 6 I67) 27 AT A[qqo WATe! FAT Il FA03 qR I& AR A
A | GFNQ TACTOCHR “TH2 T AIGS Feriel Argel Tt | AR AT wfefos Sgaa 41 |
Q I IFRGA TSR ANGSC@A 07 IR 2 g 9 P11 2Mews e forew | @ Fweag
Mo Tofea sEeh wwgel cifee o fig | @w soam B @, (o SEshane
MBI FRLA, LFa1 ot eAS, Trmas@ e 5ot 2o, (eme Ry FHaE aefs |
e QeI AREE O AAE (T AR [T AGIRA oT: A T WAL
TRMRE 19 T IHRFE RS AT J0ad A AFTRITE 99 FE S5 A 891 @A
TSR ATW FEF Y& AT AT AR HIRAG TSI 1% (Il I | QST 700
A STSRTSIAM, 4 fRUsrwel, iIeq 8 Ao | & AW ANCOAF ABIF FACS (90 Bl
31 = AAfs *Nfre TR I9F | o7 T 78 sl Reshigs e izt a7 arerabrs
GFCH 1SHF T @S T | @ T2 ffF FAF G T TR TAFIR FARE | 97 e
a6 TR feel | G 271 Tereq (e AW TeAfE | AW &6 @9 936 =g 537
@A (@ &R T 170l AR 71 | wdAifon 7w v 9F TRl e AR I9
YR | (R 9L TJIFR e (@ @0 TS To1e ~Ifea= I 4ed | e 9 G7Z=
I CFC@ 9F15 AN LIRS @S FA0 | @A (AEATSH 47 € JFF Al Wy AFE | @A
IR ST SR (Ol TR | GTF GFfo EIR T TR A2 g e | 758 T
(IR YT IBAINS T0o (A ;81T eifore 1 TR | @7 F&To! Jrad FIH© S TF
Geifed Teitd (e @ (91 #Ifaeaeae 7R 7w 1 @ R AAfaeaes st e sarear @t
et sl e s5qs @7 wifere =iwwai spae ACTH 3¢T W THIHC AHARRIE T 0 | @7
TG TSR N2 BTS2 32 TFHE OO el = | FR a¢ @7 A6 sARee=
7 TR TR AR OF FRMR TS (AF TNGroacd Ao AfehmE PRt IR |
@A HETa o FA3 24 Hfie (e 341, Fifred w21, 7m - FFwere 91, T g 40,
GIOR AR 3T 8 T | WLiQ A 9T AT N AR FAOR GCR S| T2 A EITAa
TN 4TF I G- DN (@RI T IR | O Py afodiaie @ F99t [fors
ATGE F(A TSR GETR AT TS 5 ed DTS FACTAS 2ifSHE o7 FACE | & T I
AT Tz 77 7% I MR, T W ERANI REIRE ST @R | S A6F 41 20E0E ABE
ST (ETFAT 2 | LG ¢ G TS| TP QT2 (@I AfSHTetacs @A @ Ferst
P (N0 | T G RS Jfan (ARCR |

TrIRRel e BT 511 fife, Yl ARG, T (A B TSIRg, S A v agfen
TN TERAEAT | @ TR P AWML A N AT TFEe =@ 3 | W e




FIATOI T 3 IRFI TP CTAR IR G AL 8 G B0 : (T T I=A 149

TS (M0 T G0 ABIRem (A ARiTe TR0E | @ T SMIE (AT W0 etfg
I A, FRATAR T TOPS T | CTo2 AN T4 @S R () [QSTT | @ A7Fe Fieet
IHIFA G G el FY IWRS 22 | 6 AMAACE O 70 STl | TN s
O IR TEPER To RWGR TR ANWAE AACro@d Aife NP FA0e 201 | 92 IIZMA,
Fiesrs et M ea AG F9 s AP FACe 20 IR T (FE N2 *7 B
IR TRRMIRSIES 9 Y] FIEN FA0S (I ACS 9T CTAR N oo wLdAifs e
T | AR, W ASTACIT ATSIF6! TARET It ARG AN A9 A2 AR @3
a7 Wy e Y W& AR Serared Wfa FNA! I |

oRTHT HT 8 BT ¢ SCAID] AJCHA T oTH) T IHAFA CTAEA NS IBAR© FA @LAA
TR AN IFAITFH TN CroCad Ao fPiesare ¥(F |

W ATRA &S 3 IR 2o fofes [fey oJww, g fofes [fey @< ¢ [fey sitaaen
GICHA AT (AT AACR |




T
RS
e
AAHR
RO IR
-20% IBIRE T FR Wi PR
IO e et
of 7,9 ¢oer fretar
Q 97, 9T R T

it

GFR SIS TFe [T AT 747 T [ 79 #§08 T98 FRICH TR fea wfoe ~13rt-
e 5%, i A OFRIR R oTeT 3-8 SR )T Fdl, wifiwy, Sy, S, S,
Rye %5, AFEE, AIFoT R, TR T TSI APTIGTEAR TG T T 2R |
ST AT @ @ YPEEST T (A AR T e | g Toige A, S e
Ao (PTG S FEYR (AT RIS APTCe AT | I8 oAreifEs TR AR AN
E @A SN FCH FAPH-R05 VO ACACRA | @ FADCH WA 0% AGE [
JFNEF 936 Fdl € WRWTS T4 A @ AR TR 2o U6 I AR | foxia-
203 OF T @ (AT T T ST I (S0 TG IR 617 A (TS U FCACE | (R
T 73, TS IEE @D A AR Tfod T o7 414 IR TR A7 St
Gl () QIR (TOQIAT ATelfEs ATHE el Fier (R W WAl fong-20%8
IR IR AVCHA Q7 I (F 012 ACwIa e afiea 7 T3 |

TFIEA ARFEA ST DA 2000 AR 0 ¢ WRGF FRT v.0o &I (AF 8.¢o
@Ifre TN T 203 932 0% AER T SN FRAS T4 AES @ Tre F41
A | Q@ THE TG FACS I ANWAE IreA R el TS F400 F(A | (@ - AT

* Rl o FR IRE 9T TS | 470 SoFIre T8 TR e |

This Paper was presented at the XVII Biennial Conference titled ""Economy at the Golden
Jubilee of War of Liberation : Bangladesh We Want to See' of the Bangladesh Economic
Association held during 8-10 April, 2010 at Osmani Memorial Auditorium & Institution of
Engineers, Bangladesh, Dhaka.



330 e adRS RIS JTARE 00

ool e ¢ My fRIerel 2, e TR AR ¢ [@ER TWTR T, ST
TyEe, PRE-FEA GO, A IIFIATR Sy, o7 ¢ Rye SesAme ¢ Feae e Syae,
el @ Bfewt g Tm Torii 1ot ey e ey ee 20 396 ¢ i fofes wdtafos
FAPSA TAT | I FFR AW &1 | F&fTFHH @l 0% orweita el $ (AF | 97 AN
B S ATOE TS FA O FLAIore IR AT W & 80% | (TE [of
TRGF N QW3 RIS $MA ACea Toia Mo | (AR FEREIT YRR CFd P | (T
4151 1S efor 1 ArarFed $Ee o S | @1 T FREE Teorw Fed e Ao
T A1 ik ROTba- (G I 7 | IR ST AL, JEMO] F IR B AR
7o FIH A A& IR NG 7 ¢ Ff efer adiafos Hawea Tyaw AL & |
FeR foxH-30y IR FR LT B WAREN ¢ AT | TAFEACE @ @G AL
FACO YA GR WFO] ¢ Rpwrer M FH (T R ARREANCE FI0& S JA |

Jeeticrrer IR JgeE afsie s

TR &I Yo-90% WA Gl ST T o N SAMFONS R Toe g zree
SIS THAC (TR RO FAE S oG (A QAR | I8 B, kI, (17 @ I
FRC AGTPIE S @ LR FIFPAE AGG THA G IS WA A6l =S
TR | 5390 TS Sbrod A 28 I ¢ R FI00 ATH [@lR, Saby A @@=
Rz, @ e W T TR, 1 @3 e aet RElE, sv-88 20 shvo fas@m
T35 @iz, et =roma TR aRece e R, SR a9 S @erg 396 R,
FIARE A PR 97 (T9Tg PR G4 R@R, (o-Sioll ATHI Yo SRy ST G ST
TR AR MR e sTealieed Ifkser@rd | SEsR Smied @ Fae F4 55 s
T© 1 AT foy AT ©F @ KM | S558 AT BIRANRCT FIFMA IS AT TR
@ WILfS, 00¢ AT FEPNGT FIFWA (67 &y [Rgyred Aiikcs [Kewre @i et (A" w61
Frogieom e’ o 4@ | SNl I [fey T wiwibe @ $EE SR ¢ Ramied
FRET Regad I, (TS A Aeeifas a1 ATSOINES SN FIF! (TSI T I
T R, G OIS G0 TFEHET FA BIET GFL T FIFAAD WS
e =7 | @ g (AP TSR TAR IR WS & ([T FA0© A | FiH pfva gt
eI SFaF N ZMS (AT SF© FAEF TS W I I [ 1, FR Towaceln g
@ T PR AN W AR 6 1, FI Toiwael U g o5 A & 11, g s
RS S W Al o 1, FI6 Tesiifre At Ty @ Al fo A Fonfn feamet gaeen
ST M TP Se® | GRS FAF O SFAea A STONAOST TGCH =R
S e i oiitig el 4wy Rl fE, S e AR s e e ¢ e
F[RYHTR ol ToI @yl Ranete | t&af4F 6 ARASa #1¢ 4@ 7% Irew wdRifen Ko
SeifaiEre Rgmm Wi SRR T $R A egfa A 2R | R CR g T@eiifen
AR ¢ Wiy e e T Jndum e Gmy sifw omeel mpeenE e
Tera fqore qF WIS SR ARNIE 3 (ot SfafEs Iree TRER SR TarEgrel N
FEAR AT ©If AR FEPL | TeAfe Ateli o7 efife (F0a FIFT Oy (os 43




f¥d-0%5 IBIFCA JieTort JR TR Bl - FRRW “icet b7 =19 etal. Y

! | Afefime ATre AE FA ToFACR T, 9FR F O LA T AT | @ T A0
TSRS T FACS B MR GF {HCIR AKG AW IS AN W< ©FH F
OOECR |

3R TG TETT DICEAPTR

AR (O FFH SR (0 (T 319 701 {are weicz ©f 7] SAf=Ied A0 w41 7 7 |
Qe FRCFE [Kefere 4 SEH0 A0 90 =1 JE |

S o IR gt

3R e M 4wy R oS corER (wea @3 ewgrd faw T v e e
g3z @ sellie 7 FfowrEr | weifHre ToEEE, S7FO Fid, e Fom, R, Torf
I PR FR R oA e 20 FACR | A4S T2q @F oI F0F FACS A FH
i AR G = AR (FIA I ST I A2 QA FR &N AP QS A
@I A T AIFIPA @ I NOSTE! FF ZE ©F (S W2 AHBE | HTE (A0 IS AT
Tofel Y qF 4P W WCR | PP ACAR AeoR 7 T N PR oFe FIF0a T
TB T SRSl I @ MR ZIGT S SR AT Tl T |

X TR Soremen Swe, YRRt @ Fw wews

MG IO FETO AT @5 @A TAFETS Sy G ¢ g @8 qoifes A~ufe
QT WSITS FfH TAFAAT SHYT ¢ FIa 1B B MLTH LAY JAP A& FCAR |7
fread faca efe T2 ST (e @ Ve SIREE 8 77, ©f SR G (@I e =3 -
T SR Sl (72 | LG ARSI (7 SRS T oaed a6 I @ F9P78 Nfoule q0R-
T TPRAT T AT | oS 3TcH (2fewE whfiee FfbaReR® @ -S+{@te) e a3’
ARSI AR (e RS O T IR 0 AT | @ Aeofor Fh Kol woeee S
Mg FHFS| G W& FIEWR A F 0 @6 T S =10 My R RKoom
S 2RTHT SRFT (ATF BIT Qe e 0 O T 7 ool ol 27 | (@i @ S
FH A @ Y] IR @ A (@2 O TR @ [Reeweaare [{an (o e | TFe
Ted e ¢ A FH TAFAN CFEAE A ANCT @7 F (TS A |

o, FRUS At o TR W wergeTet

AT ZrO2 AT AT FA SAWE IW1, <71, YRIT, Sz, eigfs AlFfos quinem
TP 20 WPTCR | @99 AT FTR-TTEIRI Wiy a1 S0 4T QR ~e! 971 1T
P A Ty TRE 2 TN A TR 8 WA AN FICZ | O T SIAA I0ed 9
TG (AT (XA | TR @R PR IS FCRR FIS 7 11, SInel T WA 4 W0 7 |
G AT TG R[S (AF FIFIAE TH] I O[MA TS ATAGH SR FA Al 9
(TR TR TR Te IRE (1Y AOIA TR 350 A A I AW F I |
IR oFa IR T T TWA Mge GFA I TR- Ao S TR, T TF! S




SN et IRfS RS FARF 00

SIS - O P I @ (A e FAPA QT SIS T FfH el et frcs
ST | T Q€ FIBWR A6 TG AL AN Ty 51 A &I AL RIS, W] 10
@ gFfEed 7FE 20O TV | @ SRFE A 20O TE | @ A ot +i7 [ e
bl

8. I o g ¢ woifielEe Jrew AT

w3 ¢ weifaiEre qrea g N R SNme $E6 e | Sl e 7498 11 5y e
T, 0 5l A | 58 it Sesttrs *p1 il wate (i <y e | oo cet raw e,
LA (G O TAMA IADL WA P A | FAE GeAwe #Helya 1y o o ware
1 AR PRT AL Tl I (I Al | 9 A A T, AWG(0F QS FAE I
A T TS A | FIFAACE NSO ATrow1g] #1ely Sesimea eifirel fca i siely sr=mifa
ATHISF A ASIET GIB] FACS TR | AT SATR G| FI0& AN @TS A |
“(Ee” (S QRIS QEIHEER) FeR 93 (@RSE dfev @Rmen fafrs st
TR NG (e ey 2o uama o1y 7amifa a0 Romes 78 <0 4 | R
‘G’ @B TR AT 6, O Ol AWM 0 NCo! IR TS e A AFH-2TS e
JRYICTE NCS! 7 | HIFACE AFo AT AR AT G (ST 2ifS S*2 Meeeatar s 21 |

e R T ¢ efermareTad JIgeE deet

PIFeITa? BTy ST I A e, afllararesad ¢ i fofes fig gt aom | froxd
SR S SICE, 2 T=q GRS #1311, TeTe 8 S~ (RS NTHENR B@ | AbTaet G
*1-I7(E @ F-YCoTa WIN S I[N Weget ARl T Pl FIS T L9 S I
ooy filla wace @9 za- A SR AmSt wReEE SeAme fFigeifRe w0 | @IeT (@I q=a
(R TR FFIETE FA T8 Seoilfrs 9@ Ieicd (e oifme R @, od T
IR 5105 B 27 | 7S So B 030 SR e e ST eFifre dferame S e
AT A &lfS (@& GNER 7N T@ 9 il 26AR AP 2 AT TS € Fdh GTAG!
FEA SRS FCHT O (A AW (SR R SRR AP | IOAT EH CHAS G52
RG] | @ TG (AT FEF ABICS T0A TR I A4l Heqwel, FR A alffrerosad ¢
3y fefes a2 fig gionm Bon vy e 70a | IR #Atly IR o1 Fkaifere = (ees
ST Sical @ @R ¢ TF =203-9 FA @ T 90 R | el Gy el e wwcs
20 Rl werga e R 90e T |

v, BRI T 8 R St

TER AT SR i Sl Ifae e Wt <, wfe 972, g, g aefe argfes
Tediol AN T HIZS TGS 0 QAR | @ g (AF TG 0w @ Ay fisiera e
R AT Y GFR &Y TEIR, FIAR STy SAIN <=1l 12, swree] A2 ¢ @il
2fSTAIR TITeR *PRITeE (@91, AWy T QYA AR ¥ (FETS W STFg AR
JIF QR I ? Qe |




f¥d-0%5 IBIFCA JieTort JR TR Bl - FRRW “icet b7 =19 etal. 339

Tt weTfos Afefs oree (e T2 rare R S s | e $i e
32 Torael U, o Seoimer, SR #19 © Soiwaer e <gom, R sl afllarareead,
P Ay ezl Fopi @feld creag wdimm warz qw2 @ W T Y S TG
S AT ¢ ISR T 7 | G ST FI G R TFCa (F0q TOTA
QTS F A S AR ¢ R vl om T |

e IR Vi o 81

S5 A SV ~fFSH TFFR FR Tz TR FAET A @6 Nffw ey afest
FCEA | S50 A G2 FF FE TF (A | °TF S5 A “ATBH IR I T TR W
«f5 T T I | Spvy AT €T YR AFT W AT IS I “ARTTH IR Tz
[ oMFe ZW | 35 TNETT Sb e A ARSI VG TGT T Fifed Tas
I 1Y IGIF T S50 AT AGATA T TR 19 I R IJRIOCS AFO FIA
IS I TP S | FFA TeoAme IR Fiee S Taffe, $ba Py qaz sy i fofes
fRigE S @<z AR FEeE - SaEw e o i i sElom 14
TR | @ T TS *PT, TS, 2 I, AR ¢ ¢ F@+iifs, F fofes e, Fm ¢ TRH
o (@v1aw3) veife e, MEclielfesor wmymy <its 4 ewm w0 A | @I <ie Rere ¢
2R [’ 9 e Bw A-5 @ @A 6@

e M 4t Reoaet et R i o

IR TS At eFA @R AT AL CF@ (@RS FIF, [ TieF @3 Agrg AfafEss
IS AR AR FRe R pies ROTR At IR [ieFa e FE0 fofes wel
sl Fdfam e R e i wdRifon eqface o1 Sl “wm w0 wrE | @ 921 2o0e-
0L Ff AT IS TSI 8.5 Ol TH A AT I AR AT SAF FNL IAACH
T 7S A AAfaied $ Aol (e @ A | ART-3 @ Rove s = s FH
Yo Rroadt FEIfore (R IR A el efSSrmes g foa et =@ | @ TR =0
M A, 9 T=A 0b-Q G F [ GFFOI (B FH AT o1 8b-.89 ol Fwael
(A, @A AFRG AfAETE AR ACTOSTT ol T@ 23.05 Ol et eqe Fa0E |
weEeTeId Wi 929 04, ob 8 ob @ R asweid (i $f wee veilley el ¢d. by i,
Ob.85%1% @ 85.5y ©IF W Ao FACR, @FANA AGRG ey WS R ATS Aol
e =7 ot a2llew xrowa 35,83 B, de.53 Tt @ 3.5y Ol wdle effs T=a R WG
FR A *OFN 8o-¢o Tl GIFFOIL A0 T ANF |

e Ao Moy @B @, W R e 7y wivfoe ¢ 7w eyl W | efe a=g =1,
<1, SR, e, wWRfE, g, aarenm Tenifi engfes gt fHea ST S < |
@ IR FR AR I TGFT, (FARTIE AP A TGFF, A 73 OFHARe, Wl A
Fread, A9 SR, Ton FR Wte AT @I fRifre o | IR ¢ e wdfwE o=
3 @ SFPETe], ATIEHR TR TEel, SR ¢ #fFFrwd SN R w7, S
e, A Sl AR g 0L, A AR ANSA WiveTe! Tefif TR @Al ey
e ¢ ROl P! FR Al QI AR T 0 ACE | AFISCE, AT FH 1S fs




e adRS RIS JTARE 00

Q8

| bublale Sl o3l kb lbidllslb 8 ksa

036008 & 5ok T A58 g o888 oab 8 agbl [DEEAS & A48T b 8agt 0 8AA8% go-Aqoox
8'2bb8G  {TORRR [YN:]~0)) &'484¢ 2'gaq  d'8cAag 8'bAax O'QARY  V'AR4AX 4'8C¢G8¢  4qo0-bLoox
CHLECRE €RHGS 28D &'8bob o Q94928 Q'bCG 4°QR0¥  @'bbOX  {'PAOBE HLO-QOOR
40806  D°IBIX  ROLD 8'b 8% o Q49246 '8 8'208¢ 8'boAC A'LBIXEC  QO-YOOX
8'AgLRY 8'2b4a¢  A'44) R'Ag48 o 48R SEIN RCRBS 4'8RY {'ogoog  Do-8ooR

<< og Qo Q0 bo Qo 20 80 Qo o <o

aay 2 Bl Ble  QlBER onle .
alkd fslfole | pate b blleled  zRkbkb ﬁﬁ@ Y] Sl flesk flelw sab e
Rl o Bbllelk

(eila bitlelte))

Losbb] Bllawb] bk $8la] Gl Btk QOOX-400% 622 DO-8OOX Bab Pl OB ki leblistld 8- Lsblic



f¥d-0%5 IBIFCA JieTort JR TR Bl - FRRW “icet b7 =19 etal. ¢

27 O AT Al AT FI0R O bre-vo Bl Al Y WS fead wea AE | F Wrew
M @FG 8 YGRS [REIEA =77, IS 8 #/% 7om-« foqfs Toiarers [raa sanfeaais
Tei4re (Core sector) RReTR (el T el v 4t IR “/fwEm sz |

F) =7 BoARIG 3 ITICACH FIRC® *F TN ZU0R AT @Gl A | gFFoIC =77 e
<ite frfere TR (e (I SeR wewal @ ¢q o | (e e <my stz
IMTTZ. TSR AW FRioet At (SR #eey (el A Ao Keqed Twwas oF 4t vo
% I STAIE Al * ATS oqe I AE | Fo6, IS 8 (TS A(-A A, FA Fiow, Bf
TeAmeTR S QTS SR e Keefd Reas e wifb azel eace | =il wmmi
) CIN-COR, Tl @ ©fet QeI *137 SeAme Jfaa =10y a4 @ e W 1% 7w 4 frogd
% BI] F@TE | T, T 00b-2005 WY IR RER *07 QTS 38,bv8 Ferm St el
freze Fce (TRA-Y) |

<) T TARIS 8 (TR AR AR A2 it 97l @R Sanf g ¢ AT @amiHS
! BATEER TERA AR RFR AR Ao %30 ¢ TRt IS b, $AFAR G
5% SIavTR NS ATSA SR & =T Aot FRUN 2zt FE0E | TS 2w0b-200s T I
R T 4TS 2wu8.d0 [Wera 1! de Rezel Feace (FTRA-3) |

TRT R 8 9L T oL X(© ob T FR Yemrer efedTR

A Kol pege o |
™ ¥ (o )
wqwa wis  «@wBR S Rl Einac fraafef  RawfRes ey
My
&q
IEICER]
e 5AHC  dE.bd Ob.28 r.bo U.58 0.0¢ 22.59
IRF-05 (52.5%5%) (85.5v%) (5.8v%) (9.89%) (0.0¢%) (28.90%)
I IET  bebd SOy ©2.5Y Qe q.0¢ 0.0¢ 38.58
obr (5¢.52%) (ov.85%) (b.53%) (v.¢a%) (0.08%) (Rv.59%)
S qgT €59 do.v 29.8¢ q.99 Qo 0.09 -
oq (55.83%) (€5.bv%) (39.53%) (38.98%) (0.0%%)
S qET €8.5Y  35.53 QL.18 bbb q.88 o.ob -
oY (R.95%) (8v.84%) (d3v.5v%) (59.¢8%) (0.58%)

B 3 T 1T AT 2AfST@HT 2000-3005 |

) M IR TARIS ¢ BRI & *e= Q@I 3R o, gah, ST € BIeR Seoima Jiad &
3, SENF AT, (TR A, TS AT, RN 2, (ST AT, 177 (MBSISIFANNZ, 218 Fo%
T AT I IIF A AW I AE | 00b-0b T ITF [FR 21 7777 4TS 235,90
faferas Bt At freqet Feace (TRA-3) |



Y et IR RS FARF 00

S qaR- qEE R RS TS (CIE, S, Sadt ¢ Her T 7)) |

X SRy - RO 1 8 (@RI AR |
X)W1, O TS © WY 4TS 3 FRF A @ FiR TeAMATS! Jwd TCH GT6 @ A
TS AT AN Teye 213q© Fer Beoimwe, *p1y efflarese, F@wd ¢ ITRCTSFAER T
TR <11 el FPL! arel SRR | FR ~Aee eifllararewas M T e ¢ afllaige
oAl QT & ez 1 ZrAwe I fofew fig wdmrw @ wrdlly | o fefes Rfew e
LT APt Rl eat qfdey ate A9 e At | g T v, B,
ALY FRA, B, BINGI, (O AT ACS (FrfHS ey el ewiea e s oees
weafes SR ST QN ALTS FHY AR |

¥) Wi Ao ¢ wif e Botere ¢ e AT weanfR W FEEN @@ STeE -
FTORFR TR T A T R [fey i e srler or Senf s A
it S afzel SRR | QTR W ARG ROADC o1 (i-STaieae demie S35, SRR
2ifes it A w1, F-fNea 4d I, I @ g Sesme e wifim R
5, afeadiona oy At I Ten Sraaeaiay | SoiwrSiy weead o e Sawe
T R AR @ AR T R 4ol s ared SCACE | SR STe g, 714z S
faig @ fiRefa @Y 21814 ST fHitgm R @ ST oy fRee e S 2Ts (Tl 20 |
GRGIS A{e] BB PREFE SAGrer Tweelifed wdtafos SxaeTa &y ¥y qm JR Al
rfllw v/ = = |

) S ¥ I

*RA ABLfTTe G ST (@ | WM AT @ TR feme e 3T TR AR ATed
QIR T 147 TR IR O3 T *RASTICS TS 79771 372 @ 2R Fejare 20w | 1<

I T @R ey A F-aw ffaca e Ao saican e s w9
T2fe Toiel arzel FECE | @ Sl I R A Fpfs A ofifoe | FEIhG av
“fearrel” SR fomie TER F-P2 ST AT @ T | A 0 (1 Svbd Siffrd
O AN A <19 R BT Sragme Sl Teie Wi ¢ e
TG ALCIHA T Joh T QIR FOYOGE A0 (@4l TN SRS A | 005-050 Y IR
Q@ FPIHCS Soo e Bt Aol rezrem syl Fdwa w41 2z |

®) Qe =7 oniw i @ *y Herw demi I

R Aoy RATTa (@ THAGCRIMAT T 21, FIAR AL *70 AHC - R4 T
@ FEFE AL AT Tl &SR 1 Sl TeATS ACely 31y o) 20 A6 27 |
R AT TR T 2AETS FIFCE FLTST GRICT FTCF KR =0 @A 1377 el dermrey
T B FRCR | FHDO WS T AIFIE b A &) A1 A Toet #1375 wwisy feysiet
g Roafefea Fraeandm suwfb e TR @ *py A A4 awiema o [,
frerafefd @ i Tepiimd wimeras @Y S @fe 5 sifege el T ORI w41 A



f¥d-0%5 IBIFCA JieTort JR TR Bl - FRRW “icet b7 =19 etal. 29

g TTATIAE PO FEFA! FSI A IR P TeAMC @71 BSOS A©IR AT |
w) Reiy cRIER e

1 e, e e, Gfetcerm faemrz fafeg 2SR e agd, a3 orel, Rl oo, som™ aie
AT FACRWTR (T e @ &P AETATE (@fie @RI Fomma 6 Fges T
ez ffeq RS F1e R 30 A | So T e Farwa eed 2o e, e vieet
FIFCSE T RN dmie, i o Mo FIBCE A, e, (76 gl WS S T
4Me TEH AN TN [ILFT WO FRITTE FIE |

e wedieet Atemont IR i

Sodb AT *SIHA SARETSH I NG W a7 774 T8 T2 TS (e 7fS™
TR 8 &R R.00 (TG T 71 (X NI A 0 (g W=eT (A A=l a1 2@ | g 777
A IO e AN ACAR TSR FR AL SO @>el FAW QIR W TATANNR HH
N T FAE S 1S ARSI FR A 9T (R (0t i T TR =W 4R ufow
@14 R | R T GG TGS 7 (A T AR G5 o | Q Fog oLt wreardy =
TR G (1R A TR FR@@e wees A $ el emaasial srera efsyis e
R IR | TR @ I2F IVOST F AT &) (W6 Mg HTCld A 0% A= FH
W(F GFFOL o9 T | GRITIe G FH WIF O T A FIA AT (#1777, I,
A% W TEIIW) M NEFT, A e SHEACTFIA, Hel TWR Fhread, el [T Tonifi
sl arzel <t | Fres, wizemR @fefl argfos qrdite? o $R e ©rF g AW Fem
GeIEE TRl ¢ S g W oy, RAd ¢ ey FEcea =i P wigr |

Wfﬁwm‘ﬂﬁ

™R RS (@@l @ TATTRT WA Ao SerE ST A AL @G ve B #e =g
(AR 8 T ol o) | @I N WY G CPRIA @6 Fes, Ffmfas aag
T T AT (5SS B SR | o A 56 Kerfw e ¢ ¢ wesfere Frfiem
TR | 9 T G (@ (@I SR S Fe ¢ Aot 102 T F0 T | e 2
@ @ TN 5 Fein Waw sem ¢ ¢ ke e srimem Tom FEwd s
= | A T FCFA T SR Togel @ TRrare v w4 2w 7 |

JITFT TGI8 SR AN TN

5. Yo P

A IS AT og] wIET 77 | Rl affs I=a =07 ¢ IR Wire =g qw Fiez o
Yo Rfeais 70 AF | A2 el qrdiel, TR Tonin S [faiaye dtem Frze
Yol S 6 AT | [T Afege FERNER ~fTH 288¢.00 @I B | IATT-2 FgRH
[T T STET T 335d0.00 &I GIFR JToT S0% AR 3553.00 &6 G fems
T FAR [ ARG To4 W6T0q TR ©F Aol F1 e I A1 | ZCOE TOA TR



RW et IR RS FARF 00

B STe T4 29T weo.00 @& B (AF Seoo.00 &G GER TJ FETHA
3 AN To4 90,00 &6 TIFT (ATF oo.0o (@I FIFT T FERCZA | AYNWS o4
TR ARCITES [ & Sqeme (AR 76 S ARTIS @6 voo.0o @I T (ATF
5€00.00 (I BIFA TFre FA1 (AT IFIP0A Jo4 QOGS 579 F1 AT | SIRITI Soid IHITE &
AN wive efexs afen [ekite Tam 76 JigF Aed 8svr.¢q &I BT |
T AT 2000 (AF 006 FT Ff AR YA T 33% 99 F b% W@l T T
WP ARZ (AR 555.98 I Bl | IR foasiar [feg smwea 3 4w s@ vege
TR FILIF Ff© AR Wob.0y @& Bl | @ 7R FF TRFEE TG/ (TR F2A | TR
T35 (AF @I TEH ANSAN (T JIeFoe LT SF[ TS 20 |

S Gk

TEH AFILFA TS TfE Sovb-o TF | ©F M« KA ee- FHFe! 8ue8 T 8
TR o T, TG 50,298 T | AR JOANH AAIe T=fEd (BT w880 T
FATS]/FAGIE I SR | TSI [RLER FRCE ddb¢ (ATF 000 A 2T A Sy I=F 1Y
@ FHFS /AR T T @ | 97 FE FILFF TON TIEH 9T [T A’ ¢o IRA
VISR | AT 2032 (ATF 205 FAER M TON SHGH & 9¢-boSl TR AT €2
IS G ol B FA | G T TiIoes I ¢ Bieea qiwm = sl fofere sz
g a1 ey | R ey FR TAwad SEI B! QM G beite GICN 5 Y
FAFA W4 P Topael C oaeer Frale e | ¢ 0w o9 Feele erers FIF So
BT 1S TR (AR Forst s, T @3 PoMeFI “MTs | 97 B0 S9F! e (Fd
TS, erormel ¢ ST I T ST | G LTI FIA WL & o AN FART T
TR EI0e 201 | TrERy IS FILF (G SIS BIARR AT & 0o F | FFS AT T+
Yo A AR (AT 8 @3] AR AT TR HIFT AW ARSI (FIA YOI ARG
Gy &fefl =R Sw<e FATE fawel Tl AT |

o, e ThIfiem Ao Tt

A AL FHAFS| S FAGMAIT SHOA IS 9T, FIFAICS FAN € WFo| YR AW oA
) AR e (@97S! A AGS *7 #F TSI A Syr-20 I& IR AWEHS Tl (A4
GFL AW G FACKA | GF T FASSI/FAGINMA N0 TorIt KAS Fa08 43 FHFSLZRT A6
| @ ORF! (AT TG T TRl [SfGre AT TG PO AT T @90 SIS
FAGINMA AR FIZ T LTI |

8. e e wer

P FAFSR G IS efRFRee 797 (R 1012 50t | FReafmterearm s1edios fedt e
2T @A 27 LS @MIF FA ACGS A b Tlof FAFS! r-0o IFEA HIFA G
QRS (RCATRE AFRFFCER 19 21 | QNS (AT (TOCA'S SIMe TF© ARFRe (o el
(72 | FHAFS| FAHRTR [ (TS W], JGeers! @ 0 Swisl BF &y [




f¥d-0%5 IBIFCA JieTort JR TR Bl - FRRW “icet b7 =19 etal. B

SfRFITZ. (M TSI Sxyo ARFRER 77 T LS |
¢. oY @O PO

AN I AT WO TR F A1 Tror S 2 e $ SeaAma @ 4wy
e P wive 2t ey afafers s e afeifer Mg e gam it
TS ARG T2 | O 0ge FF ¢ AT S o esife To7 @ox FIT
A PR AL AW OWYS A ;| A O/ GETENT | QWO G
FAFol/FAIRTE T oA B PR | dBie Fou ([@o THEA AL FH [T @
ATHR IR THIA AT T TGS FA AT TS |

v, FACFDS @ SR SR

MR TP (PRI TS, [ TiF @32 ABFE Al AiFer ofs =a q3ifes
CAGS @APT ¢ eRAmal e IS IS I T Aoes efodd T 9 TGS
FAFS| /AT (T FC0S (@ AN T 7 | WG IEN FR G AT
feeie Sl SreTeEs ¢ s 4o zew ge @fe q=w F Ao Ficger Al [
FE AE @I e IR ¢ I=7 @EAPNET [ ST | SRS dobd M AT e
ARG dfeww qitfen Reite TRt 0 UICFa 2li=f 85b.¢q 6 Bl | FR Acelw
M TR AW AT 0 AT 555.98 (T Giwl | 7B A= NegwPe $R el |
NGFF IV TAFER TG &7 2dov.0b &I G AL ©888.14 @b T THR FEF
ATy 7 N Q FICFA ETRFIACTR S GF0 Se TR | TORGE 00b-000 T T2
R 32,55 @I B! T o FERR | FEE IR FIFE JPARE I AN afevm
o Rwwar a1 s@ EReh N afsdim RemR o0 F@ S FCEF T 9
FHFS/FAGINIR TACHGS ([T VIR 7Z T4 Tf5S |

q. EURISGER CERS AU

TE LA B O TC AR 5% | LG IJIF *7T TS b-% W Aol &0 I ACF | (T It
effeqea T AT AR I Aoz | TR [Kfen IR Twad @ww R, frem, v
2PfOTe TG SMITTT TR *70 ATR A TS FATE 0% A TEH e WIS Wi ool
3 AT |

b RUNSER NI RdpaIER]

foxiF-20%3 IBIRC w1 B! oo T #ed ieba T =197 7t Iw v
eifefs e @3B wca =M1l (et 2T | 99 Mg FR Ao SR Ao =3,

el I AT GIR ATOTF T (U@ FITF S TN FOREA B & FAFICR (A T
WA TS T | BCE, T (NG TSI 72 8@ | S ATHIR! 8 A [etet am
AR b el TSR AT A ©8oo | AT FIA GILFA IO TSfeyae AT *M141
4Tt ¢ B | &fels TS > T *am & St -2q © Tom =14t 4Ers =203 | 93 TE
2fsfB 1R T bTw FHPl/FAGM AT 6 22,050 TR FORFE 18 20 | &9 A



390 et SRS RS AR 001

TR TS G TGS 0880 T (A% Tl A (B W,0¢Y TF FHPS| /TG T W
TS 2 |

5. FIE AT ¢ Jhee o &I I

TETCA AFILFA ¢ 3B M7 Mg Sufb =Mt FFToR AT NSO A FRCE | IG
FIeE sifeRere! @ fagers! SR Fd IR Avofb =14l FITHR IRZET GO AT FILF
©2 efEH AR A [F6S T LTS |

TR

fo¥H-208) SRR WA 2083 A @R dq0 Ffermm samda <my fFatora s Fars
wfefte wital v [ @le 5 my Tesimee Sraes A | EAARIT R TaeTa M
TP T T (T ¢ afegere] e i, AN A, =ffie o1, Adie $R 4
YT T (G G G2 GO APy TeAM 1 I | A& TSN FA
TeAWTTR AN T 2 OPTHRE @-FR T2FRY Aqmed, e R i, [afeh,
el Tohiv AFIRTER Ty FNAT AT TGN @FH TS @ (@Y ARFHa aza w1
AT | (I 973 efSBTAT ATHF Q@ TRFHAG IPTg F41 T8 7 | AE0 IR 70T foem-
0% JBIRC Tor wPged PR e FACe A | (FIF AIZCOE F JCF PP
Lo T 1 AT FC AR S (2 | TR I P71 o7 eead wed i =t
SRR, T Ael A, F AR 0 ToF OI| eMiE, JIET! 1, G, St
¢ Gl [ILFT T FA LT FAPO/FAORAAE FOF (T (F PR I
STTE, AL FE 9F0 FRFF 8 FLAAN SNTF IJICF AR T4 T7F7 | T© FFo @
I 4 201, ¢ TS ©© (@ e 27 R foxH-30%3 AR © Ay TRl
G @ TR AWy feieiel w0y BT v (@ ARE 2R |



-0 VIR IRTTTH PR T A : FRRW A by Fpi et.al. 0)



Altermative Approaches to Poverty Measurement
and Trend of Development in Rural Bangladesh:
Evidences from Grass-roots Level

Md. Jahangir Alam*

Abstract

Poverty as a development terminology can not be thought off only by an uni-
dimentional approach of measurement rather it can be thought off from
different approaches based on available resources which can be the outcome
of human efforts for fulfilling basic needs of the people at the grass-roots
level. Whenever someone wants to measure poverty of the people at the
grassroots level, definitely there may be searching questions regarding to
what extent people are secured with the availability of food at household
level by their own food production as well as by their purchasing power ? To
what extent people are well-off or poor by their total yearly income from the
contribution of all sectoral income? To what extent people are employed or
un-employed or under—employed within the active labour forces in case of
poverty status? What are the limitations of the poverty stricken people that
can make themselves as poor and poverty stricken? what are the assets and
equities which make themselves as well-off? what are the development
proceeds and ingredients which differentiate themselves from poor to non-
poor or well-off ? Thus there are different outlooks and dimensions about the
alternative thoughts of poverty approaches. However, the present article very
thoughtfully highlights some specific and important alternative approaches
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to poverty measurement and trend of development in Bangladesh. The
important alternative approaches to poverty measurement are basically
based on poverty assessment through food security at household level ;
poverty assessment based on yearly income from all productive sectors ;
poverty measurement approach based on human development indicators like
providing health facilities at the grass-roots level, child —birth through
trained dhai , vaccination or immunization facilities at the grass-roots level;
providing electricity facilities at the grass-roots level; providing pure
drinking water facilities at the grass-roots level etc. Poverty measurement
approach based on employment, un-employment, and under-employment for
the active labour forces; the article also very quantitatively evaluates the
trend of development in the study village within a span of one-decade. The
trend of development reflects that there is a positive sign of development in
specific development parameters like household size, ownership of land
under cultivation per household, comfortable residential facilities, earning
members per household in the active labour forces, monthly household
income, having pure drinking water facilities at household level, having
sanitation facilities at household level, ownership of television at houehold
level, ownership of khats and dining tables at household level; ownerships of
electrified fans at household level, and also the ownerships of mobile phones
at household level. Thus the findings of the article rightly has reflected the
development of standard of living in the study rural households during the
past one decade pragmatically remarks that the rural households in
Bangladesh har been progressing gradually from poor to non-poor, from
under-developed to developed; from backward to modern; from non-
progressed to progressed for having with poverty free rural villages in a
micro perspective as well as for having with a poverty free rural Bangladesh
in a macro perspective.

1. Introduction

Although poverty can be measured through the conventional method of calorie
intake and income or expenditure method, there are also alternative methods of
measuring poverty. Poverty is not an one-dimensional subject to be thought off,
rather it can be thought off from different viewpoints based on available resources
and capability of maintaining and fulfilling basic needs, which can be the outcome
of both natural resources and human efforts. As Bangladesh is an agrarian country,
yearly food production is an important parameter of household food security.
Again yearly food production as well as surplus food production and purchasing
power are the indicators by which one can judge whether a household is falling
below poverty line or the household is well off interms of his/her income level.
Whenever somebody wants to measure and assess poverty, there are definitely
searching questions regarding to what extent the poverty stricken people are
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employed and engaged in agricultural production? Is the poverty stricken poor a
cultivator or a farmer in the agricultural land through ownership of land or a
sharecropper? Is the poverty stricken poor a wage earner? What is his/her
purchasing power. What are the sources of income and employment opportunities
throughout the whole year? Are the poverty stricken persons employed or
unemployed or under-employed? What are the limitations and vulnerabilities of
the poverty stricken people that make them poor? To what extent rural human
resources are unemployed so that they have the insecurity and vulnerability for
falling below poverty? What are the assets and equities which make themselves
well off? Finally what are the development proceeds and ingredients, which
differentiate them from poor to non-poor and well off. Thus there are different
outlooks and dimensions about the alternative thoughts of poverty approaches
(HDISA : 2005). In this article, an attempt has been made for a deeper
understanding of human poverty assessment with development insights of poor to
non-poor approaches of development dimensions for the rural poor of study
poverty stricken village (HIES : 2005).

2. Poverty Approach: An Assessment based on all sources of income

In this approach to poverty assessment, poverty is assessed on the basis of total
yearly income of the households which is the cumulative income of all sources.
In rural Bangladesh, a household head may have different sources of income and
by adding the income of all sources, total yearly income is calculated. A
household may have yearly income from agricultural-sector, like crop agriculture
sector, fisheries-sector, livestock & poultries-sector, wage earning sector and
foreign remittance sector etc. A household may have alternative sources of income
like salary from govt. or private organizations or income from business, or a
household may be the earner of foreign remittances. All the income cumulatively
will be known as the yearly income of the households. Whenever the poverty
status of the rural households is assessed, the households are asked and judged
about their poverty through participatory method of appraisal regarding their
cumulative yearly income. In this method, a group of representatives of the
household heads from the village have made their discussion with the respondent
household head to know about the household status and observed the different
sources of income and thus measure the status of a poor and a non poor
household. Thus on the basis of total yearly income, the households are classified
into three strata depending up on their income status. These are: (a) well off (b)
poor and (c) very poor. Well off are above the poverty line while poor and very
poor are below the poverty line. The overall assessment is that a person is said to



0 T SRS AR AR 00

be poor and very poor on the judgment whether the yearly income level or
monthly income level is sufficieng to meet the basic needs of the people or not. If
the monthly household income or yearly household income can not meet the cost
of basic five needs, the surveyed household head will be termed as poor and very
poor household. The households that can meet their basic needs through
monthly/yearly income will be termed as well off household. In this method,
monthly income was also consulted with government document like Bangladesh.
Economic review to have a clear picture of total yearly income so that one can
observe one’s status. According to Bangladesh economic Review 2005 if a
person’s or a member of a household’s monthly income is TK. 594.60 per month,
then this person is said to be well off or non-poor. Thus by taking 12.91% inflation
for the year 2006-2007 (survey year) from the base year 2005, if a person’s
monthly average income is TK.671.36 then the person is said to be well off or
non-poor. Now if average household size is 5, then a household needs to survive
by an amount of minimum TK. 3356.8 per month for meeting his food security
and other basic needs (Opcit : 2007). Thus a household with 5 members needs Tk.
40281.60 per year for his survival. Thus an approximate monthly or yearly
income level was considered for assessing well off, general poor and very poor.

Based on opinions given by the study households on the basis of total yearly-
income from all sources, it can bee seen in Table-1 it is observed that of the total
241 households, only 57 (23.65%) are well off or above the poverty line, while

Table 1: Poverty status of the study households interms of
yearly-income from all sources of income

Poverty status Well-off Poor Very poor Total

Farmer’s category

Landless farmer 20 99 51 170 (100)

(0.00-0.49 acre) (11.76) (58.23) (30.0)

Marginal (0.50-0.99) 16 27 02 45 (100.0)

farmers (35.56) (60.0) (4.44)

Small (1.00-2.49) farmers 20 05 - 25
(80.0) (20.0) (100.0)

Medium (2.50-7.49) 1 - - 01 (100.0)

farmers (100.0)

Large (7.50-Above) - - - -

farmers

Total 57 131 53 241
(23.65) (54.36) (21.99) (100.0)

Source : Field-survey, 2007
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the rest 184(76.34%) are poor and below the poverty line. Where 54.36% are
general poor and 21.99% are very poor or lies below the poverty line. Among the
landless (0.00-0.49 acre) farmers only 11.76% are well off, 58.23% are general
poor and 30.0% are very poor. Among the marginal farmers (0.50-0.99 acre) only
35.36% are well-off and 60.0% are general poor and only 4.44% are very poor.
Among small farmers(1.00-2.49 acre) 80.0% are well-off and the rest 20.0% are
general poor & in medium farmers (2.50-7.49 acre) 100% are well off.

3. Poverty Approach: An Assessment based on Demographic and
Comprehensive Economic Indicators

Poverty can alternatively also be assessed by observing the development
initiatives and ingredients that may be initiated in the particular poverty stricken
village. In this assessment of poverty debate, an individual tries to have an
observation on some of the important demographic and development parameters
of any village by which the impornats of households of the poverty stricken
village can be observed. As the poverty sitnalin in Bangladesh is improving day
by day, one can observe the health facilities enjoyed by the households. One can
also observe the limitation of electricity facilities of the poverty stricken village.
One can also have a look into the important issues like child mortality and child
birth which are regarded as very important demographic and development
parameters for knowing the human poverty of the rural village. Thus while
thinking about alternative approaches to poverty, certainly one can have a look
into the intensity of these important issues of the development parameters.
However, from table-2 it is observed that, of the total 241 households, 170 are
landless where these facilities are not provided sufficiently. Of the total 170
households, only 1.18% has child-mortality within one year. Although higher
population birth rate is discouraged by the govt. of Bangladesh but in the landless
poverty stricken families, child birthrate within one year is 7.64% and still only
9.41% of the landless people have the facilities of having a child by trained Dhai
because of non-availability of health facilities. In case of marginal small and
medium farmers, a better picture of enjoying development facilities is observed
like, child-birth through trained dhai, having electricity facilities and also the
access to pure drinking water, which can also be seen from Table — 2. Although
the rural villages are gradually developed through electricity facilities, only about
37.65% are enjoying the facilities. But a dramatic change has occurred in the case
of getting pure drinking water and all the villagers have the opportunity of taking
pure drinking water from tube-well but there is a limitation of arsenic
contamination in pure drinking water in the adjacent areas of the study village.
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Table 2: Human poverty of the poverty stricken households of the study

Human Poverty Child- Child- Child Electrified  Access Total
Mortality birth birth household  to Pure households
(1-year)  (1-year) through Drinking
trained water

Farmer’s Category Dhai

Landless farmers 02 13 16 64 170 170(100.0)

(0.00-0.49 acre) (1.18) (7.65) (9.41) (37.65) (100)

Marginal farmers - 06 06 19 45 45(100.0)

(0.05-0.99 acre) (13.13) (13.13) (42.22) (100)

Small-farmers - 02 04 13 25 25(100.0)

(1.00-2.49 acre) (8.0 (16.0) (52.0) (100)
Medium-farmers - - - - 1(100)  01(100.0)
(2.50-7.49 acre) -
Large farmers - - - - - -
(7.50-above
02 21 26 96 241 241
(0.82) (8.71) (10.79)  (39.83)  (100.0) (100.0)

Source: Field-Survey : 2007

However table-2 has reflected the poverty parameters from different aspects
including demographic and development dimensions of the poverty stricken
village.

4.  Poverty Approach: An Assessment based on Yearly Food Security

In this approach, Food security is considered as the most important parameter of
poverty. It indicates survival of the poverty stricken people by ensuring security
in food consumption through household food production and purchasing power of
the poverty-stricken household. Naturally food is the source of calorie intake,
human health and survival. In rural Bangladesh, still about 59.3 % of the rural
households (BBS:2007) are directly involved in agricultural production by taking
the advantage of either own land cultivation or by taking the advantage of share
cropping. The wage labourers also share other peoples land for their cultivation or
they offer their labour by wage for raising their purchasing power. Thus in
measuring poverty of the rural household, food production, availability of food
and purchasing power which are betterly termed as food security is considered as
the very important indicator for understanding and assessing household poverty.

In this approach, the study households are asked about to what extent they are
fulfilling their needs for food or to what extent they are secured by food from their
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own production. Four parameters regarding food security are considered for the
rural households. For assessing poverty, study households were classified on the
basis of four parameters like : (a) Surplus food production (b) Balanced food
production that is no surplus no deficit (c) Occasionally or frequent deficit of food
(d) Chronic deficit of food (Opcit : 2004). From the four categories of food
security parameters, the households that belong to first and second parameters are
termed as the non-poor or well off households while the households that belong

Table 3 : Poverty status in terms of food security

Food security/ Food Food Occasional/  Chronic Total

Farmers Category security security frequent deficit
(surplus) No deficit
surplus
No deficit
Landless (0.00- - 28 69 73 170
0.49 acre) (16.47) (40.58) (42.94) (100.0)
Marginal (0.50- 10 15 11 9 45
0.99 acre) (22.22) (33.34) (24.44) (20.0) (100.0)
Small  (1.00-2.49 9 06 8 02 25
acre) (36.0) (24.0) (32.0) (8.0 (100.0)
Medium (2.50- 1 - - - 1
7.49) (100.0) (100.0)
Large (7.50-above) - - - - -
Total 20 49 88 84 241
(8.29) (20.34) (36.51) (34.85) (100.0)

to third and fourth parameters are termed as poverty stricken people or poor. The
assessment of poor and poverty stricken people based on food security approach
can be observed from the following table-3.

From the Table-3, it is observed that according to food security approach among
all categories of households about 71.36% (by adding column 3&4) are poor or,
lies below poverty line, and the rest 28.64% are non poor or well-off. Among the
landless farmers about 83.52% (by adding column 3 and 4) are poor while the rest
16.47% are well — off. Among the marginal farmers, 44.44% are poor while the
rest 55.56% are non-poor and well-off. Among the small farmer 40% are poor
while the rest 60% are non-poor and among medium farmers, 100% are well-off
and non-poor.
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5.  Poverty-Approach: An Assessment based on Employment
Generation

Unemployment problem as well as generating employment for the unemployed
active labour forces (15-64 years) is an important aspect of poverty assessment for
human poverty. Household poverty generally depends up on income generation
and level of income of the households. It is a generalization that the households
who have enough-income never fall under poverty and income is always
supported by possible employment generation (Opcit : 2007). Thus in poverty-
assessment, generation of employment for the rural unemployment human

Table 4 : Employment Status of the Study Households

Employment Total Total Employed Un- Under
Status Household Household Household employed employed
Member/ head household  household
Population head members
Farmers Category
Landless(0.00-0.49 170 766 106 64 240
acre) (100.0) (100.0) (62.35) (37.65) (31.33)
Marginal (0.50-0.99 45 227 19 26 71
acre) (100.0) (100.0) (42.22) (57.78) (31.27)
Small (1.00-2.49) 25 110 10 15 40
(100.0) (100.0) (40.0) (60.0) (36.36)
Medium (2.50-7.49 01 05 1 - 02
acre) (100.0) (100.0) (100.0) (40.0)
Large (7.50-above) - - - - -
Total 241 1108 136 105 353
(100) (100.0) (56.43) (43.57) (31.86)

resources is considered as a very important parameter for analyzing poverty of the
rural households.

As poverty is the cumulative effect of income which comes from proper
employment opportunities, the following table-4 gives the empirical picture of
poverty in terms of employment opportunities in the poverty stricken village.

From the table-4, employment and unemployment status of the study households
that belong to active forces have been reflected. Four categories of farmers like
Landless farmers (0.00-0.49 acre), Marginal farmers (0.50-0.99 acre), Small
farmers (1.00-2.49 acre) and Medium farmers (2.50-7.49 acre) interms of their
employment status are categorized in the table-4. Among landless farmers 62.35%
households are employed for their wage earning and the rest 37.65% are
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unemployed. Among marginal farmers 42.22% households are employed and the
rest 57.78% are unemployed. Among small farmers 40% of the households head
are employed and the rest 60% are unemployed and finally among medium farmer
100% are employed. If all the household’s employment status is analyzed
irrespective of farmers categories, it is observed that 56.43 % are employed
households and the rest 43.57% are unemployed. There are also the scenario of
under-employed status of the households who need more work involvement for
their full employment. Among the landless household members about 31.33% of
the total population is under employed and it is also clearly reflected in other
strata of the households like marginal (31.27%), small farmers (36.36%) and
medium farmers (40%) and as a whole under employed status of the whole village
is 31.86%. As the village is the very poverty stricken and acute poverty prevails
there, so poverty reduction programmes by both govt. and non government
organizations need to be implemented so that possible employment opportunities
for the unemployed household members can be generated and acute poverty can
be reduced in the poverty stricken village. Simultaneously pragmatic programme
on skilled development and wage employment needs to be accelerated for higher
income by the unemployed household and underemployed youths for reducing
acute poverty of the study households of the poverty stricken village.

6. Poverty Measurement Approach: An Assessment based on
households Agricultural Assets and Equities

Individual household’s Assets and Equities are very important for household
poverty reduction. Although land is the important productive assets for the rural
households, but inspite of having this productive Assets, there is also some
household assets and equities by which household’s status can be observed. The
agricultural equipment an also termed as assets for the rural households. These are
namely deep tube wells, shallow tube wells, threasure, weeder etc. Except such
equipment agricultural production can not be taken place. As the rural farmers are
basically agrarian for their livelihood and poverty reduction, access to and
ownership of these agricultural equities are very important for augmenting and
up-grading agricultural production. The less availability of these agricultural
equipment and assets definitely reflects the poverty scenario of the rural
households.

As Agriculture by definition is a broad terminology which is not only ended &
enclosed with crop-Agriculture rather Agriculture is the combination of different
productive sectors like livestock sector, poultry sector and fisheries-sector. Thus
the availability and ownership of these sectoral agricultural assets are the
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indication of wealth, assets and equities of the rural households. It is also proud
by the development interventions that poverty can easily be reduced by the
contribution of these sub-sectors. Thus the presence and availability of livestock,
poultries and fisheries-resources indicate the wealth of the poverty stricken

Table 5 : Status of Agricultural Equipments, Livestock s and Poultries

Agricultural Noof Noof Noof Noof Noof Shallow Treas Weed Power
Assets & Bulls Buffal Goats  Chic- Gooses  Tube- -ures ers Tillers
equities / 0s kens wells

farmers

category

Landless 04 28 41 822 392 - 02
farmers

(0.00-0.49)

acre

Marginal 03 19 24 427 103 02 08
farmers

(0.50-0.99)

Small 02 12 26 63 87 - 05 01
farmers

(1.00-2.49)

Medium

farmers

(2.50-7.49)

Large

farmers

(7.50-above)

Total 09 59 91 1312 584 02 15 01

people. The more the poverty stricken rural households have such agricultural
wealth, the less the poverty scenario of the households as these agricultural wealth
can give more income to the rural poverty stricken people for reducing their
poverty. The following table — 5 shows the agricultural wealth and equities of the
poverty stricken households of the study village.

From the table-5 it is observed that the poverty stricken households own 1312
chickens followed by 584 gooses, 91 goats, 59 buffallos and 9 Bulls, 2 shallow
tube well and others. The intensity is also higher incase of landless and marginal
farmers, which indicates that as the landless and marginal farmers has no
cultivable land, they are more engaged in non farm activities like livestock
rearing, milkcows-rearing and poultry rearing. The limitations of having less
agricultural equipment rightly reflected the limitations of food security in the
study households as mentioned on earlier discussions. The village has no power
tiller which also indicates that the village is still lies far behind the accessibility
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of having modern agricultural intervention. So far proper development of
agriculture for reducing poverty is concerned, both govt. and non-government
organizations should take care the limitation of agricultural development that are
prevailing in the poverty stricken rural Dohati study village.

7. Trend of Development in the study village

Development indicates positive change of the rural households that has been
taken place through human physical and natural resources. From macro-view
point it refers to shift of one’s condition to another of an economy positively over
a specific period of time. In economic development, development refers to a
processes of economic condition by which improvement and progress take place.
It also reflects by economic parameters like the development of per capita income
or economic growth, in a macro perspective. Thus economic development or more
precisely, development refers to a process where by a country’s net national
income increases over a long period of time (generally one year) whereby per
capita income of the people will increase and at the same time absolute poverty
stricken people will diminish. In rural villages, economic development refers to
the development of the rural households of the villages over a certain period of
time and it may also be one-year or more. Actually, development is a continuous
process through which individual household can be able to progress themselves in
both human and natural resources for improving their standard of living. The
basic development indicators of household development are the development of
all development indicators like per capita income of the households, per capita
ownership of land under cultivation of the households, decreasing trend of
household-size, increase in number of earning members, improvement of pure
drinking water, access of health and sanitation facilities, improvement of
electricity facilities, improvement of households furniture’s, assets and equities,
etc. The following section will highlight the trends of development of the poverty
stricken rural households which is discussed below :

7.1 Trend in household size before and after 10 years

Poverty can be reduced by the pragmatic efforts of the government and non-
government organizations. Because of population pressure and higher birthrate,
poverty cannot be reduced and sometimes it becomes in a state of stagnation. But
it is said that poverty reduction is a continuous process of intervention for
development. As population pressure is the core limitation for poverty reduction,
it is thought that poverty can be reduced by reducing population interms of
household size in a micro perspective which definitely depends up on the
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awareness and consciousness of the household head. If the household size is
smaller, poverty is lesser, if the household size is higher, poverty will also be
higher. But because of rising population density what is the present condition of

Table 6: Trend in household size (Before and after 10 year)

No. of household members/Farmer Household Size Household Size
category (Before 10 years) (After 10 years)

Landless farmers (0.60 -0.49 acre) 4.6 4.5

Marginal farmers (0.50 -0.99) acre 5.2 5.0

Small farmers (1.00 -2.49)acre 4.5 4.4

Medium farmers (2.50 -7.49) 5.0 5.0

National average 5.6 4.9

Source : Field survey, 2006, BBS, 2007, BBS, 1997.

population in the study village is a matter of search which is the indication of
trend of development. The following table reflects the trend of development of
household size during the past 10 years of the study poverty-stricken village
which is as follows:

From the table-6, it reveals that during a period of one decode there is a very
insignificant but positive trend of development in the reduction of household-size,
which is reflected in all the farmers category of the study households.

7.2 Trend in Earning-members

Human poverty can be reduced by proper employment generation. If there is a
reasonable number of earning member with in the active labour forces (15-64

Table 7 : Trend in Earning Member

No of Earning Members/ Earning-Member Earning-Member
Farmers category (Before 10 years) (After 10 years)
Landless farmers (0.00 -0.49 acre) 1 2
Marginal farmers (0.50 -0.99 acre) 1 2
Small farmers (1.00 -2.49 acre) 2 1
Medium farmers (2.50-7.49 acre) 1 2

Source : Field survey, 2007
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years) definitely the household will have higher income status and poverty can be
reduced. It is the generalization that the household which have higher earning
members enjoy less poverty and vise-versa (Opcit: 2007). In such a view in mind,
development interms of earning members of the poverty stricken households are
observed. Table-7 indicates that except small farmer in the case of all farmers
category, earning members have increased to some extent by which poverty
stricken people can be able to raise their income for reducing their poverty.

7.3 Trend in Average Monthly Income

Monthly income or yearly income is the main source of capital formation by
which poverty stricken people can be able to reduce their poverty and at the same
time they can be able to invest their savings for their future income generation. As
development proceeds day by day, income will also rise to some extent within the
poverty stricken households which is observed from table 8. Table-8 reveals that
the highest incremental change in monthly income has occurred incase of medium
farmer at a percentage of 160% followed by the marginal farmers (71.24%) which
is followed by landless farmers (39.82%) and small farmers (21.76%). The

Table 8 : Trerd in Average Monthly Income

Monthly Income/ Before 10 years After 10 years Percentage
Farmers category Average (TK) Average (Tk) Change in Average
income
Landless farmers 2449.52 3424.94 39.82%
(0.00-0.49 acre)
Marginal farmers 2426.67 4155.56 71.24%
(0.50-0.99) acre
Small farmers 3492.00 4252.00 21.76%
(1.00-2.49) acre
Medium farmers 5000.00 13000.00 160.0%
(2.50-7.49 acre)
Per capita income 276 US$ 520 US$ 88.0%

Source : Field survey, 2006, BBS : 2007, BBS : 1997.

positive change in income level is significant which can be termed as a positive
sign of development of the poverty-stricken people in the study village. However,
the following table-8 has reflected the right picture of development in the poverty
stricken study village.
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7.4  Trend in Pure Drinking Water and Sanitation Before and After 10 Years

One of the major positive sign of human poverty reduction for fulfilling basic
needs is to provide the facilities of pure drinking water and sanitation facilities to
the poverty stricken household. Actually pure drinking water and sanitation are
the two important parameters of health and good health. So if the poverty stricken
households can be able to provide themselves with these health facilities, there
will be no limitation of health hazards and the selected poverty stricken people
can be able to maintain their good health which is very important for every
household to maintain their standard of living. To observe the development
progresses of the poverty stricken study households, the trend of having pure-
drinking water and sanitation facilities are observed from table-9.

From the table-9, it is observed that while before 10 years, only 27 households
have tube wells for their pure drinking water, now 93 households have their own

Table 9 : Trend in Pure Drinking Water and Sanitation

Facilities/All farmers Before 10 After 10 Not Total
years years available

Ownership of tube -well 27 93 148 241
Ownership of Arsenic Nil 51 190 241
free
tube well
Ownership of latrine 114 Nil 127 241
(Katcha)
Ownership of Modern Nil 2 239 241
latrine
Ownership of latrine Nil 119 122 241
(Ring-slab)

Source : Field survey, 2006.

tube —wells for pure drinking water which is definitely a positive trend of
development for fulfilling basic needs and it will be developed in the coming
days. While before 10 years, there was no arsenic free tube wells, now there are
51 arsenic-free tube wells. A dramatic change has also been achieved in health
facilities as observed from the table-9 that there are 119 poverty stricken
households who have ring-slab latrines for their sanitation and health facilities.
Thus the findings remarkably reflects a positive sign of health development in the
study village which is very important for poverty reduction in a micro-
perspective.



Altemretive Approaches to Poverty Measurement : Md. Jahangir Alam 8D

7.5 Trend in furniture, Assets and Equities Before and After 10 Years

Tangible furnitures, assets and equities are the important ingredients and
indicators of development and standard of living. As Bangladesh is progressing in
its development parameters, development of tangible household assets, equities
and furnitures are the indicators of household resources and capitals from a micro
perspective. As the development proceeds, rural households also try to up-grade
their status by consuming and keeping tangible assets as a symbol and status of
livelihood. It is observed that development thoughts are stimulated and up-graded
among the rural study households and thus there are the very development that has

Table 10 : Trend in fumiture and Assets and Equities

Year/ Before 10 After 10 Not Total
Name of furniture, assets & years years available
Equities
Ownership of land under 0.328 0.280 - -
cultivation (acre)
Ownership of those residence 47 202 39 241

made with Tin in the top and
surrounding

Ownership of Television Nil 38 203 241
Ownership of choki 319 Nil - 241
Ownership of Khat Nil 80 161 241
Ownership of Dining table Nil 16 225 241
Ownership of Fan Nil 110 131 241
Ownership of Mobile Nil 32 209 241

been achieved in study households by owning and keeping furnitures, & capital
goods, and other prestigious and essential goods for improving the livelihood and
poverty reduction. The following table-10 indicates the development of standard
of living of the study poverty stricken households within a period of one decade
which really reflects the positive sign of development not only in the study
poverty stricken village but definitely for rural Bangladesh.

From the table-10, it is reflected that before 10 years, the study households have
very poor status in their residence for maintaining their livelihood in a very
developed and improved manner. Although there is a decreasing trend of land
ownership under cultivation in the study households, but overall development
interms of households assets and equities has taken place over a period of one
decade. Before 10 years while there were only 47 households who has resided in
a residence which was made with tin including all its surroundings. After 10 years,
it is observed that about 202 households in the study village who have attained the
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opportunity of residing in a residence which is made with tin including all its
surroundings and the roof. The very tradition of Bangali culture is having with
choki in the rural villages. But as a follow-up of higher standard of living, this
tradition of livelihood has changed significantly and it is developed and occupied
by khat and dining tables which definitely indicates a positive sign of
development for maintaining standard of living in the study village. From the
findings of the table-10 it is also reflects that before 10 years while there was no
khat, or dining tables, or television, and other modern equities and assets for the
livelihood of the study households, after 10 years, of the total 241 households, 80
households have khats for their comfort livelihood while 16 households have
dining tables for maintaining their standard of living. There are 110 households,
who are now enjoining their health facilities by electric-fan and also there are 38
households who have their televisions for enjoining recreation facilities in their
homely environment. At the same time 32 household heads are with their mobiles
for household communication. Thus definitely it is proofed from the findings that
development proceeds in the rural study village as a follow-up interventions of
development programmes by both government and non-government
organizations which is reflected in the study households standard of living as a
better and progressed people of future generations of rural Bangladesh.

8. Conclusion

In the conclusion, it can be said that there is not only income poverty which is a
follow-up and corresponding assessment of poverty measurement interms of
calorie-in-take of the study household members. There are also alternative
approaches of poverty assessment which can be observed by assessing human
poverty of the study households which has been discussed in earlier section of the
article. There is poor and non-poor. Alternatively, there is well off, poor and very
poor. There are the very limitations of child mortality child-birth and lack of
facilities for having child by the assistance of trained dai. There is lack of
electricity facilities. There are the limitations of having pure drinking water
because of arsenic contamination which are the basic indicators for observing
human poverty. There is also the limitation of availability of food, and food
security. There is also the chronic deficit of food in rural households. There is both
employment and under employment in the active labour forces. There is also
limitations in the crop agriculture sector, livestock’s and poultries sector for
nutritional improvement and livelihood development. But in spite of all
limitations, there is development in other side of the coin. During the past 10 years
within a span of one decade, development definitely proceeds in rural



Altemative Approaches to Poverty Measurement : Md. Jahangir Alam WD

Bangladesh. Development also has taken place in the study village. There is
gradual reduction of household size with in a period of one decade in the study
village. There is a gradual addition of earning members for sharing the burden of
poverty in the study households. There is also the addition in households monthly
income which is a positive sign of development and poverty reduction. There is
also a significant extent of development both in pure drinking water and sanitation
facilities in the study village. There occurs the very development of standard of
living in the study households. There is modern living facilities in the rural study
village. There are khats, dining tables and electrified fans for enjoying for modern
livelihood. There are televisions for the study households recreation. There are
mobiles for interpersonal communication. Thus in rural Bangladesh, there has
proliferated the very development interventions for availing post modern
development opportunities and thereby, the rural households are progressing day
to day from poor to non-poor, from underdeveloped to developed, from backward
to modern and from non-progressed to progressed for having with poverty free
rural households in a micro perspective as well as for having with a poverty free
rural Bangladesh in a macro perspective.

Notes

1. For a detailed conceptualization on human poverty and development parameters for
poverty reduction, see, HDISA (2005) “Human Development in South Asia 2005,
Human Security in South Asia, Mahbubul Haq Human Development Centre,
Oxford, University Press, Karachi, Pakistan.

2. For detailed classification of income and human poverty, see, GoB (2005), “Report
of the Household Income and Expenditure Survey, 2005”, Bangladesh Bureau of
Statistics, Statistics Division, Planning Commission, Ministry of Planning,
Government of the People’s Republic of Bangladesh, Dhaka.

3. For statistical information on farming households, household size, per capita
income and other indicator, see, GoB(2007), “Statistical Pocket Book of
Bangladesh,” Bangladesh Bureau of Statistics, Statistics Division, Planning
Commission, Ministry of Planning, Government of the People’s Republic of
Bangladesh, Dhaka.

Opcit, 2005
Opcit, 2004
Opcit, 2007

For macro-economic information on household size and per capita income and also
for other indicators, also see BBS (1997) “Statistical Pocket Book of Bangladesh”
Bangladesh Bureau of Statistics, Statistics Division, Planning Commission,
Ministry of Planning, Government of the People’s Republic of Bangladesh, Dhaka.
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Abstract

As income is one of the basic indicators of poverty measurement at
household level, poverty reduction in rural Bangladesh should be evaluated
by taking into consideration the contributions of all productive sectors of
the economy at household level. The more the income earned from all
sectos, the more the poverty reduction and vice-versa. Higher income leads
to higher saiags and higher investment which is necessary for poverty
reduction. So for the sake of individual welfare of the households in rural
Bangladesh, income generation through the contribution of all sectors is
very much important. The present article discusses how different productive
sectors can be made more effective for reducing for poverty at household
level, This article finds 39.83% of households lying below the absolute
poverty line, considering that the average poverty line income was Tk.
671.36 for the year 2006-07 per person per month. As far as sectoral
interventions for poverty reduction and development at household level are
concerned , the findings of the study reflects that although generation of
employment for poverty reduction is the highest in crop sector with equal
distribution of employment opportunities in wage earning , livestocks &
poultry sectors respectively but yearly income contribution for poverty
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reduction is the highest in wage-earning sector compared to crop sector and
business sector obviously reflects the poverty intensity of the rural
households under study. As far as contributory allocation of yearly
expenditure at household level as a consideration of poverty reduction and
development is concerned , the findings of the study reflects that there is a
rising trend of expenditure allocation for the two co -joined basic needs like
education (24.79%), and health care (23.71%) other than food consumption
(22.97%)as the first, second, and third priority considerations for basic
needs fulfillment with clothing and housing as later priority needs by a very
insignificant differences which also substantially supports the basic needs
prioritization of Engle’s law of human basic needs fulfililment for yearly
expenditure allocation at household level, thus reflects the rising poverty
reduction and development in rural Bangladesh. In the concluding remarks,
the article concludes that rural poverty can not be reduced by an uni -
dimensional sectoral intervention, rather it needs a resultant interventions
from all productive sectors. There is crop sector, livestock & poultry sectors,
fisheries sector, service sector, business sector, wage- earning sector, and
foreign remittance sector. Thus with a view to reduce poverty from rural
Bangladesh, there needs a systematic interventions from all sectors through
govt. and non govt. organizations for ensuring proportional and
equalizational allocation of income and expenditures for five basic needs
like food, clothing development with in an expected period of time from
rural Bangladesh in a macro perspective.

1. Introduction

Income is one of the indicators of development and Poverty measurement. The
level of development, standard of living as well as poverty always correspond to
income of any household. It is the generalization that the more income that a
household can be able to achieve for his/her livelihood termed as a better
household and thus the household’s development will be more than others as a
result of higher income earning which can reduce household poverty (Opcit,
2009). Simultaneously, raising income is the growth of development of the
individual household which leads to propensity to save in individual households
level thereby can reduce their poverty. So for the sake of individual welfare of the
household and also for maximizing economic status for a poverty-free household
deeper analysis on income is very much important at household-level. However,
the present article has contributed in brief the analysis regarding how income is
accumulated, capital can be formed from different earning sectors and how
poverty can be reduced by the contribution of different sectors of the rural
economy.
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2.  Poverty Measurement: Income Method

The very concern of this chapter is to find out the poverty status of the study
households. Poverty was measured from the income group distribution of the
data. It is observed from table- 1 that, there are 96 households who belong to
yearly income of below Tk. 40,000 and the rest 145 households belong to the
yearly income of more than Tk. 40,000.

However according to Bangladesh Economic Review, it is said that if a person’s
monthly income is TK. 594.60, then it is considered that the said person is above
the poverty line or non-poor (BER: 2005). But because of time period of the study
which was during the financial year of 2006, Price-inflation was calculated to
measure the poverty line of the study households. By taking 12.91% price
inflation both for food and non-food based on Bangladesh Economic Review,
2007, the poverty-line average income for the year 2006 (Survey year) is
Tk.594.60 + 76.76) = 671.36 TK. per-person per month and thus yearly income is

Table 1 : Poverty-Measurement by Income Method

Yearly Income Categories (Tk.) No. of Percentage (%)
Households

(Tk. 0-20,000) 15 6.23
(Tk. 20,001-40,000) 81 33.61
(Tk. 40,001-60,000) 76 31.53
(60,001-80,000) 34 14.11
(Tk. 80,001-1,00,000) 18 7.47
(Tk.1,00,001 -Above) 17 7.05
Total 241 100.0
Poverty line Yearly Income 40,281.60 39.83
(671.36X5X12)

Household below poverty level 96 39.83
Number and percentage of 145 60.17

household above poverty

Source : Field Survey 2007.

Tk.40281.60 (Tk. forty thousand two hundred eighty two approximately) for a
poverty stricken household of average household size of 4.59 (approximately 5)
members (Source: Bangladesh Economic Review, 2007). The yearly distribution
of income level of the study households and there poverty can be observed from
the following table.
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No. of households below 40,000.00 (excluding fraction figure) (15+81)= 96

Therefore percentage of poverty stricken people = 96 x 100
241

= 39.83%

Thus on the basis of income-measurement of poverty, it is observed from the
findings that of the total 241 households of Dohati poverty stricken village under
Kachua Upazila of Chanpur district about 96 household’s yearly income is less
than Tk. 40,000, which states that about 39.83% households are lying below the
poverty line which is equivalent to the national average of poverty line in rural
areas (39.5%) of Bangladesh (Opcit, 2007) and the rest 60.17% are above
absolute poverty line. These households are termed as well off households.

3. Sectoral Contribution of yearly-income for the poverty stricken
study households from different sectors

For reducing poverty, income is the only source for individual household’s
survival. Although Bangladesh is gradually developing from agriculture to
industry and there are also other sectoral contributions for the survival of the
poverty stricken people, but still in rural Bangladesh, agriculture is the main
source of food consumption and income earning of the majority of the poverty
stricken rural population of Bangladesh. Although there is very limited scope of
entering in the job-market by the rural active labour forces for highly salaried
services, as the rural people within the active labour forces are not well-educated
or un-skilled but there are also some opportunities for them in the rural areas for
involving themselves in the different sectors for their occupations. Thus there is a
tendency of contribution of different sectors for the survival of the rural people.
Agriculture is still an important sector of livelihood of the rural people which
generally contribute in raising income of the rural people. Business is next to
farming. The rural farming households prefer business as a complementary and
important profession for households income. Although more or less all the rural
households are always with farming as a very traditional occupation and a
dominant source of survival and poverty reduction of the individual households.

While poverty is considered within the households who are landless and belong
to non-farm sectors (less than 0.05 acre), the households use to earn income and
wage from their physical labour. But as most of the landless people are poverty
stricken they normally prefer wage earning like rickshaw pulling, van-driving,
and other physical labour-intensive dependent occupation from which the poverty
stricken households can earn more income on a daily basis for their survival.
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Although in agricultural sector, crop sector contributes dominantly for the
generation of income which is 77 percent of the value output of agricultural GDP
earned from crop-sector (FFYP: 1997-2002). But only the farming households
who have enough land to cultivate either by ownership or by other’s land to
cultivate, they can only get the benefit to upgrade their income level from the
contribution of the crop-sector. But poverty stricken landless people have the
limitation of available land by ownership, so they can not cultivate and contribute
as much as they can in this sector because of limitation of cultivable land. Thus
poverty stricken people prefer non-farm activities other than crop-sector. The
selected non-farm activities of the study households as the source of income for
reducing poverty are commercial cultivation of fish, livestock rearing, poultry-
rearing, etc. and the contribution of these sub-sectors as profession of the poverty-
stricken people are gradually increasing and the government is also encouraging
the poverty stricken people for involving themselves in these sub-sectors for their
self-employment by taking the opportunities of credit and training from the govt.
as well as non-govt organizations. Thus there are three sub-sectors like fisheries
sector, livestocks sector and poultries sector which are observed as the important
earning sub-sectors for the survival of the rural poverty stricken people.

However although there is a survival tendency of the rural poverty-stricken
people by taking the advantage of both farming and non-farming sector of the
rural-economy, but there is also a positive trend among the poverty stricken
people for progressing and up-grading themselves from under-developed to
developed, from poor to non-poor by involving themselves in service sector both
in home by paid govt or non govt salary as well as by earning foreign-remittances
from abroad employment opportunities. But a very insignificant number of
household head of the study village has migrated in foreign countries by selling
their land properties with a view to earn more income by foreign-remittances.
However, the important occupation as observed from Table -2 is that the study
household heads are involved for their income generation and poverty reduction
in the selected seven occupations. These are crop Agriculture, Service, Business,
Wage-earning, Livestock and Poultry rearing, Fishery, and foreign-remittances.
The important sector interms of dependency and intensity among the households
by occupational opportunities of the study poverty village is the highest in case of
crop-agriculture (76.76%). Wage earning (62.24%), Livestock and poultry rearing
(62.24%), fishery (58.51%), Business (37.34%), Service (14.94%), and foreign
remittances (6.64%).
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Table 2 : Distribution of study households according to
employment generation in different sectors

Name of Sectors/occupations No. of Households Percentage (%)
frequency
Crop-Agriculture 185 76.76
Service 36 14.94
Business 90 37.34
Wage-Earning 150 62.24
Livestock & Poultry rearing 150 62.24
Fishery 141 58.51
Foreign remittance through 16 6.64
service or migration

Total 241 100.0

4.  Sector wise income earned by the study households

The rural economy where the poverty stricken people have resided for their
livelihood certainly depends on different sectors from economic perspective. The
households also have contributed to different sectors of the rural economy from
where the gross domestic product (GDP) as well as gross national product (GNP)
have earned by the government. But not only for the government earnings from
macro perspective, from micro perspective for the sustained livelihood of the rural
households, the poverty stricken people of the rural study village also have earned
income from different sectors by their employment generation. However,
although different sectors comprise the rural economy but interms of contribution
of employment generation among all sectors, still crop-sector dominates the
poverty stricken people of the rural people. Among all sectors other sub-sectors of
the agricultural sector like livestock sector, poultry sector, fisheries sectors also
has played an important role for having with employment generation which act as
a income major earning source of the poverty stricken people. But the rural people
who have education up to certain level also have the opportunity for contributing
in different services for their income generation. The rural poverty-stricken
households also have the opportunities for including themselves in business and
such businesses are also financed by the households either by their own capital or
by credit through financial organization of the govt. and non-government
organizations which are contributing in the rural economy. Although rural people
are poor in their resources and capital formation, but still there is a tendency of
the rural households to take the opportunity of earning foreign remittances by
sending the household-members in abroad for earning higher income as a follow
up impact of globalization, mobilization of human resources from under
developed to developing and developed countries.



Poverty Measurement and Sectoral Contribution to Poverty Reduction : Md. Jahangir Alam W

Table 3: Sectoral Cotribution of Yearly income of the Study Households

Sector wise income No of Total Avarage Contribution
contribution of the household  individual income or % share of
poverty-stricken sectoral from Each individual
households income sector sector to total
(YearlyinTk.) (Tk) yearly income
in the poverty
stricken
village
Crop Agriculture 185 34,01,750.00 14115.14 26.91
Wage- Earning 150 36,58,100.00 15178.84 28.94
Business 90 33,01,000.00 13697.09 26.12
Service 36 9.32.400.00 3868.87 7.38
Foreign-Remittance 16 7,41,000.00 3074.67 5.86
Livestock & Poultries 150 4,22,800.00 1754.35 3.34
Fisheries 141 1,82,850.00 758.71 1.45
Grand total 241 1,26,39,900.00 52,447.72 100.0
average household US$63.34 - 4370.64 -
monthly income
Per capita income US$152 52447.72 -
(study village)
Per capita income 520 US$ - 35,880 -
(national)
Per person per month 12.67 - 874.12 -

(study village)

However, the sectoral contribution of the poverty stricken study households can
be observed from the following table-3

It can be observed from table- 3 that significant tendency of dominancy is
observed in the crop sector which is very prominent in the study village. But it
can be observed from the table-5 that because of poverty stricken village and
acute landlessness, percentage- share of contribution incase of wage-earning is the
highest to gross national product (GNP) of the individual household which is
28.98% of the value output, and it is followed by the contribution of crop-sector
(26.91%),crop sector is followed by the contribution of business-sector (26.12 %),
service-sector (7.38%), foreign remittance-sector (5.86%) livestock-poultries-
sector (3.34%), and fisheries-sector (1.45%).

From the table-3 it is also observed that the poverty stricken study villagers earned
highest average income from wage earning (Tk.15178.84) because of higher
dominance of the sector, which is followed by crop-agriculture sector
(Tk.14115.14), business sector (Tk.13697.09), service sector (Tk.3868.87),
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foreign-remittance sector (Tk.3074.69), livestock and poultries sector
(Tk.1754.35) and fisheries sector (Tk.758.71) respectively. The contributory
percentage share of different sectors to total cumulative yearly per capita income
of the total as well as individual households also reflects the same trend of
observation in the study village. The per capita income of the study households is
Tk. 52,447.72 which is more than the per capita income of the country US$ 520
or Tk. 35,880 considering the exchange rate of US$ Tk. 69.03 thereby indicates a
wider inequality of income distribution among well — off and the poor poverty
stricken people of the study Dohali village.

5. Sectoral Contribution to Household Expenditure

It is also important to assess the sectoral contribution of household expenditure so
that the importance and priority allocation of expenditure on different basic needs
of the poverty stricken people can be known. It is a belief that the highest
contribution that the poverty stricken people has made to spend in food
consumption. As development proceeds and the poverty stricken people are
improving day-by-day the Maslow’s law of distribution of expenditure to basic
needs also be applicable to the poverty stricken people. As Maslow remarks that
as long as the household’s threshold income of the people increases the people
generally contributes higher amount of money to fulfill other basic needs than the
prime basic need food consumption. That’s why as far as income rises, people
spend smaller proportion of income on food and allocates more income on other
basic needs. To what extent Maslow’s law is in practice and appropriate for the
poverty stricken people as far as allocation of households yearly expenditure is
considered, the following discussions based on the finding’s of the poverty
stricken households of Dohati village can be observed.

However, there are different sectors of expenditure where the rural poverty
stricken people need to allocate their expenditure for livelihood. The important
sectors of expenditure where income is allocated for their livelihood expenditure
are food consumption, education, clothing, health and household care,
transportation and fuel, and finally housing and sanitation. The following table-6
reflects the allocation of household expenditure which is as follows:

As the findings of the table-4 indicated on different allocation of yearly
expenditure on the study household’s livelihood on different basic needs, the
findings remarks that as the poverty stricken people are gradually developed, the
hierarchical needs also are changing very insignificantly which can be observed
from the above table. The table also reflects a rise in expenditure allocation for
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Table 4 : Allocation of household yearly expenditures in different sectors
for rural livelihood of the poverty stricken study households

Name of the sectors Yearly total  Percentage Rank
Interms of allocation allocation  of (%)

expenditure for

basic needs

fulfillment

(i) Expenditure on food consumption 4,04,543 22.97 3rd
(ii) Expenditure on Education 4,36,530 24.79 First
(iii) Expenditure on clothing 2,65,840 15.09 4th
(iv) Expenditure on Health and household 4,17,650 23.71 2nd
planning

(v) Expenditure on Sanitation & housing 11,700 0.66 6th
(vi) Transport and fuel 2,24,900 12.76 5th

other basic needs rather than food consumption which confirms the Eagles law of
prioritization of human basic needs for expenditure allocation at household level
(Maslow’s A.H : 1954). As income raises, their allocation of expenditure also has
shifted towards other needs. In the table-6 it is observed that among five basic
needs, the first need as the poverty stricken people assessed education interms of
their expenditure was considered as the first prioritizing need followed by health
and household care need (2nd priority), consumption need for food (3rd priority),
clothing needs (4t priority), & need for transport and communication (5t priority)
and need for sanitation and housing materials as the sixth prioritizing need.
Percentage share of allocation of expenditure in all the five basic needs and others
needs interms of importance are expenditure on education (24.79%) which is
followed by expenditure on health and household care (23.71%), expenditure on
food consumption (22.97%), expenditure on clothing (15.09%), expenditure on
transport and communication (12.76%) and need for sanitation and household
materials (0.66%). Thus it is observed from the table-21 that as poverty stricken
people have the opportunity of higher income for their livelihood, their yearly
allocation of expenditure was also concentrated highest in education (First
priority) followed by health and household-care (2nd priority) and then food
consumption (3 priority) and thus followed the very remarks made by classical
sociologist Abraham. H. Maslows about the comparative allocation and
prioritization of basic needs expenditure of the common people which is observed
to be proofed from the findings of the table — 4 (Opcit : 1954).



UN Jieetiont IS AR FIRF 00%

5. Conclusion

In the conclusion, it can be said that poverty can not be reduced by a single
sectoral intervention, rather it can be reduced by the cumulative interventions of
all sectors. There are broad agricultural sector and others. There is crop-sector,
livestock and poultry sector, fisheries sector, service sector, business sector, wag-
earning sector and also foreign remittance sector. Thus with a view to reduce
poverty from rural Bangladesh, there needs a systematic interventions from all
sectors through both government and non-government organizations for having
proportional and equalizational allocation of income and expenditure on five
basic needs like food, clothing, housing, education, health care and nutrition and
also for others in a systematic way with a view to reduce poverty within a
expected period of time from rural Bangladesh.

Notes

1. For estimating poverty line income or expenditure based on income method of
poverty see, GoB (2005), “Bangladesh Economic Review, 2005” Economic
Advisory Wing, Finance Division, Ministry of Finance, Govt. of the Peoples
Republic of Bangladesh.

2. For observing price inflation of essential food and non-food commodities, see,
GoB (2007), “Bangladesh Economic Review, 2007” Economic Advisory Wing,
Finance Division, Ministry of Finance, Govt. of the Peoples Republic of
Bangladesh.

3. For detailed analysis of contributions and policy interventions of agricultural
sector, see, GoB (2000) “Mid Term Review of the Fifth Five Year Plan, 1997-
2002”. Planning Commission, Ministry of Planning, Govt. of the People Republic
of Bangladesh.

4. 5.For a deeper analysis of individual basic needs prioritization, see, A.H. Maslow
(1954) “Motivation and Personality” Harper and Brothers, New York, USA.

5. Opcit, 1954.

6. Opcit, 2007.



Poverty, Discrimination and Employment

Sabira Yesmin*

Introduction

Bangladesh is one of the very few countries to attain relatively modest growth of
income and income poverty reduction. Household Income and Expenditure
Surveys 2000 and 2005 have indicated the incidence of poverty decline. The
national head count rate of poverty measured by the upper poverty line has
declined from 56.6 per cent in 1991/92 to 48.9 per cent in 2000 and then further
to 40 per cent in 2005. The incidence of headcount rate measured by the lower
poverty line declined from 41 per cent in 1991-92 to 37.9 per cent in 2000 and
further to 25.1 per cent in 2005 implying an annual average rate of decline of 5.9
per cent and 5.4 during the two time periods, respectively.

Bangladesh has made significant progress in reducing hunger. The prevalence of
poor underweight children aged below five is improving as the rate fell from 67
per cent in 1990 to 39.7 per cent in 2005 period. If this trend continues,
Bangladesh will succeed in reducing the prevalence of underweight children by
half to 33 per cent by 2010 period five years earlier before the 2015 MDG
deadline. However, the recent spiral of food price creates a heavy pressure on
livelihoods of entire population especially for the poor and discrimination in
poverty has become strategically a great concern.
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Dhaka, Email: sabirayesmin@gmail.com

This Paper was presented at the XVII Biennial Conference titled ""Economy at the Golden
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Association held during 8-10 April, 2010 at Osmani Memorial Auditorium & Institution of
Engineers, Bangladesh, Dhaka.
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The improvement of poverty measures reflects the positive impact of the pro-poor
strategy of the government focusing over the years on growth, human
development and social safety nets. The social activities of NGOs, broad-based
micro credit operations, a growth process led by an expanding as well as vibrant
private and sectors on employment.

Trends in Poverty

Methodological Note on Poverty Estimation: In Bangladesh, poverty lines are
now estimated using the cost of basic needs (CBN) approach, whereby a
household with per capita expenditure below the given poverty line is considered
as poor. The members of a household can be expected to meet their basic needs
comprised of food to meet their calorie requirement and non-food consumption.

In 2005, poverty lines have been re-estimated using Household Income and
Expenditure Survey (HIES) 2005 which is based on a new sampling frame that
better reflected in the current economic and demographic circumstances. Two
poverty lines have estimated: lower poverty line and upper poverty line. As prices
of some goods and services may vary across different geographical areas of
Bangladesh, poverty lines are also estimated for 16 different geographical regions
or strata.

Poverty Consumption Aggregates of the Poor Population: Especially
household consumption expenditures are calculated by summing up all food and
non-food expenditures (except for taxes and fees, lumpy expenditures such as
expenses for wedding). Missing household rents has imputed using a regression
where the (log of) reported rents are regressed on a set of housing characteristics
and (log of) per capita income.

Estimating the CBN Poverty Lines for 2005: The poverty lines for 2005 have
estimated using a three step procedures:

Food Poverty Line: The cost of a fixed food bundle is estimated which provides
the food poverty line. The bundle consists of eleven items: rice, wheat, pulses,
milk, oil, meat, fish, potato, other vegetables, sugar and fruits as recommended by
Ravallion and Sen (1996), based on Alamgir (1974). It provides the minimal
nutritional requirements corresponding to 2,122 k. cal per day per person. The
food poverty line is computed by multiplying the prices with the quantities in the
food bundle.

Non-Food Poverty Line: Two non-food allowances for non-food consumption
are computed. The first is estimated by taking the median amount spent for non-
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food items by a group of households whose per capita total expenditure is close
to the food poverty line which is called the “lower non-food allowance”. The
second is obtained by taking the median amount spent for non-food items by a
group of households whose per capita food expenditure is close to the food
poverty line, which is called the “upper non-food allowance”. In 2005, per capita
expenditure for lower poverty line at national level was Tk.576.47 and that for
upper poverty line was Tk.656.91. More than 300,000 people in Bangladesh are
poorest but it is the fastest-growing economies. Poverty has declined at an annual
average rate of 1.9 per cent during the periods from 1991/92 to 2000 and at the
rate of 3.6 per cent between 2000-05 periods. During these periods, the incidence
of rural poverty has declined at the rate of 1.6 per cent and 3.3 per cent
respectively. The rate of urban poverty compare to rural poverty reduction has
been higher in both periods, 2.5 per cent in 1991/92 to 2000 and 3.9 per cent
during 2000-05. Increase in returns to occupation, increase in remittances and a
larger decline in family size have contributed to a larger fall in urban poverty.
Similar trend is observed in the case of rural and urban poverty. Notably the

Table 1 : Head Count Rate (CBN) of Incidence of Poverty 1991/92 to 2005

(Per cent)
Residence Upper poverty line Lower poverty line
2005 2000 1995-961991-92 2005 2000 1995-96 1991-92
National 40.0 48.9 50.1 56.6 251 343 35.1 41.0
Rural 43.8 52.3 545 587 286 379 39.4 43.7
Urban 28.4 35.2 27.8 427 146 20.0 13.7 23.6

Source: BBS, Household Income & Expenditure Survey 2005

incidence of poverty reduction is higher than some of our neighbouring countries
like Bhutan with 31.7 per cent (2004), India with 27.5 per cent (2004-05), and Sri
Lanka with 22.7 per cent (2002).

Table 2: Poverty Gap and Squared Poverty Gap, 2000 and 2005

(Per cent)
Residence Upper poverty lines Lower poverty lines
Poverty Squared Poverty Squared poverty
gap poverty gap gap gap
2005 2000 2005 2000 2005 2000 2005 2000
National 9.0 12.8 2.9 4.6 4.6 75 1.3 2.4
Rural 9.8 13.7 3.1 4.9 53 8.3 15 2.6
Urban 6.5 9.1 2.1 3.3 2.6 4.1 0.7 1.2

Source: BBS, Household Income & Expenditure Survey 2005
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The poverty gap and squared poverty gap measures also show improvements in
poverty. Using upper poverty line poverty gap declined at the rate of 5.9 per cent
and squared poverty gap at the rate of 7.4 per cent at the national level during
2000-05 period. Using lower poverty line poverty gap declined at the rate of 12.6
per cent and squared poverty gap at the rate of 16.9 per cent at the national level
during 2000-05 period.

Incidence of Poverty (CBN) by Household Size: There appears to be a threshold
family size- family of 7-8 persons, after which the incidence of poverty declines.

Table 3: Incidence of Poverty by Size of Household, 2000 & 2005

Household size Percentage of population below upper poverty line
(No. of persons) 2005 2000

National Rural Urban  National Rural Urban
All sizes 40.0 43.8 28.4 48.9 52.3 35.2
1-2 19.1 21.8 10.2 28.4 32.0 11.9
3-4 33.3 37.6 22.6 41.0 44.9 26.8
5-6 43.6 475 315 52.3 56.7 354
7-8 46.6 48.5 39.7 54.9 57.1 44.9
9-10 44.8 48.2 30.6 54.8 56.2 49.3
11 + 355 415 17.7 37.6 40.1 255

Source: BBS, Household Income & Expenditure Survey 2005

This holds for both rural and urban areas. The lower incidence of poverty in large
families may due to their ownership of greater assets and relatively more earning
members in the household.

Incidence of Poverty (CBN) by Gender: The literature shows that it is important
to distinguish between de-facto and de-jure female headed households (Buvinic
and Gupta, 1997), as for instance female headed households who have migrant
male spouses (who is often the de facto household head) remitting income may in

Table 4: Incidence of Poverty by Gender of Household Head, 2000 & 2005

Gender Percentage of population below upper poverty line
2005 2000
National Rural Urban National Rural Urban
National 40.0 43.8 28.4 48.9 52.3 35.2
Male 40.8 44.9 28.7 49.0 52.5 35.1
Female 29.5 31.0 24.4 47.2 50.6 37.1

Source: BBS, Household Income & Expenditure Survey 2005
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fact be less poor than male headed households. There has also been much larger
decline in poverty in female-headed households- more than 17 percentage points
compared to about 8 percentage points in male-headed households.

Incidence of Poverty (CBN) by Status of Literacy and Level of Education: The
incidence of poverty falls as the household heads attain higher levels of education.
More dramatic decline is observed between household heads with no education
and those with education up to class IV. The incidence of poverty declines for the
same level of education during the 2000-05 periods with somewhat larger
reduction for individuals with no education.

Table 5: Incidence of Poverty by Literacy and Educational ILevel, 2000

2005
Literacy Percentage of population below upper poverty line
2005 2000

National Rural Urban National Rural  Urban
National 40.0 43.8 284 489 52.3 35.2
Literacy status
Iliterate 54.7 55.1 52.3 63.3 63.4 62.6
Literate 23.0 27.0 15.7 29.8 34.6 17.7
Educational level
No class passed 54.7 55.0 52.8 63.1 63.2 62.3
Completed class I-1V 37.5 39.2 33.0 41.1 41.8 38.0
Completed class V-I1X 29.0 30.9 23.8 35.8 39.1 25.4
Completed class SSC+ 9.3 12.2 6.5 15.1 21.4 5.7

Table 6: Incidence of Poverty by Ownership of Land, 2000 & 2005
Size of land holding (acres)  Percentage of population below upper poverty line

2005 2000

National Rural  Urban National Rural Urban
All sizes 40.0 43.8 28.4 48.9 52.3 35.2
No land 46.3 66.6 40.1 46.6 69.7 36.6
<0.05 56.4 65.7 39.7 57.9 63.0 38.3
0.5-0.49 44.9 50.7 25.7 57.1 59.3 27.3
0.50-1.49 34.3 37.1 174 46.2 475 27.4
1.50-2.49 22.9 25.6 8.8 34.3 35.4 10.2
2.50-7.49 15.4 17.4 4.2 21.9 22.8 9.1
7.50+ 3.1 3.6 0.0 9.5 9.7 0.0

Source: BBS, Household Income & Expenditure Survey 2005
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Incidence of Poverty (CBN) by Size of Land Holdings Owned: In 2005 poverty
rate for the landless in rural areas has been about 66 per cent; the incidence of
poverty falls with increase in the size of land ownership. Land ownership is
correlated with poverty not only in rural areas, but also in urban areas.

Table 7: Incore Distribution of the Poor, 2000 and 2005
(Percentage of income)

Income accruing to 2005 2000

Total Rural Urban Total Rural ~ Urban
Lower 5% 0.77 0.88 0.67 0.93 1.07 0.79
Bottom 40% 14.36 15.84 13.3 15.96 18.31 13.61
Top 10% 37.64 33.92  41.08 38.01 32.81 4132
Top 5% 26.93 23.03  30.37 28.34 2352 3132

Income Gini Coefficient 0.467 0.428 0.497 0.451 0.393 0.497
Source: BBS, Household income & Expenditure Survey 2005

Income distribution of the Poor: Different rounds of Household Expenditure
Survey/Household Income and Expenditure Survey show-long term trend in
deterioration of income distribution. The trend has continued in 2005.

The lower 5% of the population receives 0.77 per cent of the total income which
is down from its previous level of 0.93 per cent in 2000. The bottom 40% of the
population which coincides with the poverty line receives only 14.36 per cent of
income. On the other hand, the top 5% of the population receives more than a
quarter of the total income. However, the income shares of both the lower 40 per
cent and upper 10 per cent of the population have declined while that of
population belonging to 5th to 9 deciles has increased, the highest income gains
accruing to the 9t decile. The increase in income inequality is reflected in the
slowly rising Gini coefficient.

The worsening income distribution is a matter of concern to the researchers as
well as the policy makers because it may generate social discontent and impede
development. More importantly it exerts a negative impact on the poverty
reducing effects of growth (e.g., Khan, 2006; 2007). Following Kuznets (1955)
one might interpret the rising inequality with growth as a manifestation of the long
term inverted U relationship between growth and inequality. East Asian countries,
it is possible to achieve faster poverty reduction through accelerated growth
without increasing inequality by undertaking large investment in education,
nutrition, and health.

Major Policy Thrusts of the Bangladesh Government for Poverty Reduction:
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The Five Year Plan: Poverty reduction has been one of the major goals of
economic development in Bangladesh since independence. In fact, the First Five
Year Plan (1973-78) of Bangladesh declared poverty reduction as the number one
objective of the plan. The plan sought to achieve poverty reduction through
employment generation and higher growth. Successive development plans have
trodden a similar path emphasizing poverty reduction in various degrees.

The Poverty Reduction Strategy Paper (PRSP): Bangladesh has prepared the
Poverty Reduction Strategy Paper (PRSP) titled ‘Unlocking the Potential:
National Strategy for Accelerated Poverty Reduction’ (NSAPR) for a three year
period (2004-05 to 2006-07) which was extended for another year (2007-08). The
main national level development goals set by the PRSP are: (i) macro-economic
stability; (ii) critical sectors for pro-poor growth, including rural agriculture,
informal and Small and Medium Enterprises (SMESs), rural electrification, roads
and telecommunications; (iii) safety nets for the poor and the vulnerable; (iv)
human development of the poor; (v) participation and empowerment of the poor;
(vi) improved delivery of basic services for the poor; (vii) employment generation
for the poor human being; (viii) nutrition, sanitation and safe water as well as
maternal health for the poor; (ix) quality adult education at primary, secondary,
and vocational levels; (x) criminal justice, local and good governance especially
for the poor; (xi) environmental sustainability and (xii) monitoring. In addition to
the still daunting levels of income poverty, the PRSP focuses on women’s
advancement, rising inequality, and making governance work especially for the
poor. Recognizing the growing significance of the meso-level economy, it
advocates greater policy attention to it for growth and employment generation of
the poor. A National Poverty Focal Point (NPFP) was created in the General
Economics Division (GED) of the Planning Commission to monitor poverty and
track progress.

Table 8: Human Development Indicators

Region Life Infant Population Adult Gross

expectancy mortality rate having access to literacy enrolment ratio

(years) per 1000 live drinking rate (%)

births water (%)

2000 2004 2000 2004 2000 2006 2000 2004 2000 2005
National 63.6 65.1 58 52 9%.7 976 484 500 1020 1056
Urban - - 44 Al 99 992 669 602 1037 107.46
Rural - - 62 55 9.1 971 435 429 1016 10442

Source: BBS, Report on Sample Vital Registration System, 2004
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Trends in Human Development of the Poor: The progress in human
development indicators of especially the poor has been an outcome of increasing
government emphasis on health and education sectors as manifested in their rising
share in total government expenditure (Osmani, et al, 2003). The government
efforts have been complemented by NGOs and private sector participation in
these sectors. However, while NGOs focus on delivering services to the poor, the
private sector serve the relatively richer section of the society.

Areas of Poverty Discrimination:

Share of Poorest Quintile in National Income: In 1992, the poorest quintile had
a 6.5 per cent share of national income. In 2005, this figure fell to 5.3 per cent.
Bangladesh risks missing the target of 14.0 per cent in 2015 period if it fails to
sustain the present trend of economic growth or if the extreme poor continue to
get lesser benefit from economic growth.

Regional Variation in Poverty: Although Bangladesh is a country with a small
land area and a relatively homogeneous population, economic development has
not advanced at the same rate in all areas and regions of the country. This is also
reflected in the case of poverty reduction. In this respect, two dimensions are
important, namely: rural-urban dichotomy and geographical variation.

1. Rural-Urban Dichotomy of Poverty: Poverty remains predominantly a rural
phenomenon in Bangladesh and the pattern of rural-urban variation continues for
decades. The incidence of rural poverty 55.3 per cent and urban poverty 29.5 per
cent in 2000. In 2005, the rural poverty stood at 43.8 per cent compared to 28.4
per cent of urban poverty.

2. Geographical Variation of Poverty: The incidence of poverty between the
eastern and western parts of the country varies widely. During 2005, in the eastern
part comprising Dhaka, Chittagong and Sylhet Divisions, the headcount ratios
ranged from 32 to 34 per cent while in the western part comprising Barisal,
Khulna and Rajshahi Divisions, the ratios ranged from 47 to 52 per cent.

Growth Performance of the Poor Human-being: Growth rate increased from
6.2 per cent in 2007-08 to 6.9 per cent in 2008-09 with fluctuations in annual
growth rate in the intervening period. The long-term growth of the economy
originated from both factor accumulation (capital and labour) as well as growth in
total factor productivity (TFP).Total factor productivity growth has been found to
account for about 80 per cent of GDP growth between 2007-2008 (World Bank,
2008) indicating primacies of TFP growth over factor accumulation in explaining
long-term growth. The occasional downward slide in growth rate has been caused
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by exogenous demand or supply shocks to the economy. The sharp drop in growth
rate in 2007-08 was caused by negative export shock resulting from the world
recession. In 2007-09 the drop in the growth rate was caused by domestic supply
shock to the economy in the form of a devastating flood along with external
supply shock in the form of sharp and sustained increase in international oil and
commodity prices. So, the poor were helpless due to the drop in growth rate which
created domestic and external supply shock to the economy.

Table 9: Growth Performance FY07-FY08 and FY08-FY09

Indicators 2007-08
Growth rate of GDP 6.51
Investment/GDP ratio 24.3
Revenue/GDP ratio 11.2
Expenditure/GDP ratio 14.9
Overall budget balance/GDP ratio -3.7
External financing/GDP ratio 1.8
Rate of inflation 7.22
Export (ml. USD) 12053
Import (ml. USD) 15511
Remittance (ml. USD) 5979
CAB/GDRP ratio 0.7

Source: Ministry of Finance, Bangladesh Economic Survey 2008 and Bangladesh Bank, Bangladesh
Bank Quarterly, July-September 2008

Note: Financial year in Bangladesh begins on 1 July of a particular calendar year and ends on 30
June of the following calendar year.

Fiscal Performance in Poverty: Revenue/GDP ratio has been rising steadily
indicating increased tax effort of the government. It increased from about 9.6 per
cent in 2007-08 to 11.2 per cent in 2008-09 supported by revenue reforms
focusing on simplification of tax collection procedures, expanded tax coverage,
modernization of revenue collection and efforts to enhance tax compliance.
Bangladesh needs to increase the efficiency of the tax administration to expand
the tax net and increase tax yields.

Government expenditure/GDP ratio does not exhibit any trend during this period.
It has varied from about 14.6 per cent in 2007-08 to 15 per cent in 2008-009.
Government’s efforts to strengthen public expenditure planning within a medium-
term budgetary framework as well as the financial management and
accountability functions are expected to lead to overall improvement in public
expenditure management (World Bank, 2009). Modest increase in revenue/GDP
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ratio accompanied by stable expenditure/GDP ratio has led to decline in overall
budget deficit/GDP ratio over time. External financing/GDP ratio rose from 2.00
per cent in 2005-06 to 2.4 per cent in 2006-07 but declined in the following two
years.

Inflation of Poverty: Current inflation rate is 5.0% making prices of daily
necessaries to a tolerant level. Inflation rate in recent years has been fuelled by
both food price and non-food prices. Increased in domestic food prices caused by
production shortfalls, increased in international prices of major agricultural
imports, increase of international energy prices and domestic upward adjustment
of energy price, increase in domestic aggregate demand originating from
increased investment, exports and remittances in spite of global recession have
negative impact. Controlling inflation poses a significant challenge shock of the
poor because of its external origin and budgetary constraint to cushion the
economy from the international price shock.

Investment Trend for the Poor: Investment/GDP ratio has an upward trend
increasing to 24.7 per cent in 2005-06 from 23.1 per cent in 2000-01. The increase
in investment has been broad based taking place in all the sector, namely,
agriculture, industry and services sector. However, in 2006-07 investment/GDP
ratio dropped to 24.3 per cent caused, among other things, by political
disturbances involving frequent nationwide strikes and infrastructure constraints
especially power shortages and inefficiencies of Chittagong and Manla port.

External Sector Developments of the Poor: Exports increased from US$6,419
million in 2007-08 to US$12,053 million in 2008-09 implying a compound annual
growth rate of 11.1 percent. Imports experienced sustained increase over the
period from US$8,430 million in 2007-08 to US $15,511 million in 2008-09. For
RMG export, Bangladesh has to increase its competitiveness in the export sector
through reducing costs of doing business, upgrading skills and reducing lead time.

Employment Situation: Employment generation is an important tool for poverty
reduction and has been rightly considered as one of the Bangladesh Government
national goal.

Labour Market Developments: There have been significant changes in the
labour market in recent years. Labour force increased from 36.1 million in 1995-
96 to 46.3 million in 2002-03 and further to 49.5 million in 2005-06 implying a
compound annual growth rate of 3.2 percent during the period. Employment
generation is an important tool for poverty reduction and has been rightly
considered as one of the Bangladesh Government national goal.
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Tablel: Developments in the Labour Market in Bangladesh

(Million)
Labour force characteristics 1995-96  1999-2000 2002-03  2005-06
Labour force 36.1 40.7 46.3 49.5
Employed population 34.8 39.0 44.3 47.4
Unemployed population 1.3 18 2.0 2.1
Labour force participation
rate (Percent) 52.0 54.9 57.3 58.5

Source: BBS, Labour Force Survey 2002-2003 and 2005-06

During the same period employment grew at a slightly slower rate of 3.1 per cent.
population of different age groups. But, an interesting feature of the labour market
is the increased labour force participation rate which increased from 52.0 to 58.5
per cent. The increased labour force participation rate is mostly due to increased
labour force participation of female which increased from 15.8 per cent to 29.2
per cent while male labour force participation rate changed very little. The
increased participation of female in the labour force is a consequence of many
factors of which expansion of female education and women empowerment
facilitated by government policies as well as NGO interventions appear to be
important. NGO interventions motivated women to take wage employment as
well as generated self employment for women through micro credit programmes.
It must also be emphasized that a high percentage of female labour force (about
60 per cent in 2005-06) is employed as unpaid family worker.

Employment of the Labour Force by Sex: During the period from 2000 to 2005-06
the number of male employed increased from 31.1 million to 36.1 million implying
an average annual growth rate of 2.68 per cent. Female employment increased from
7.9 million in 2000 to 11.3 million in 2005-06 implying a growth rate of 7.17 per cent
per annum. Though female employment has grown in all types of employment, most
of the employment growth for women took place in unpaid family helper category.
Its share in total female employment increased from 34.2 per cent in 2000 to, as
mentioned earlier, about 60.1 per cent in 2005-06.

Table 2 : Employment of the Labour Force by Sex

(Million)
Sex 2000 2002-03 2005-06
Male 31.1 34.5 36.1
Female 7.9 9.8 11.3
Total 39.0 44.3 47.4

Source: BBS, Labour Force Survey, 2002-03 and 2005-06.
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Employment opportunities have continued to expand adding 3.1 million jobs but
the rate of employment growth has slowed down in recent years. Male
employment grew at the rate of 1.6 per cent while that of female employment
grew at the rate of 4.9 per cent during the period from 2002-03 to 2005-06
resulting in total employment growth of 2.3 per cent per annum.

Employment of the Labour Force by Location of Residence: The relative
decline in the share of employed labour in rural areas implies higher employment
growth in urban areas over the period. Between 2000 and 2005-06 employed
labour force in rural areas increased at the rate of 3.0 per cent while that in urban
areas increased at the rate of 6.1 per cent. The relatively higher employment
growth is a result of the urbanization process accentuated by rural-urban
migration and also by transformation of the semi-rural upazila head quarters into
urban centres (Saha, 2003). It must be noted, however, that in absolute terms more
jobs (5.8 ml.) have been created in the rural economy than in urban areas (2.6 ml.)
indicating that the rural economy is still the main source of employment
generation.

Employment of the Labour Force by Major Industry: Agriculture is traditionally
by far the largest employer in the economy. The size of the labour force employed
in agriculture increased to 22.9 million in 2002-03 representing 49.7 per cent of the

Table 3 : Employment of the Labour Force by Location of Residence

(Million) Location 2000 2002-03 2005-06
Rural 30.3 33.6 36.1
Urban 8.7 10.7 11.3
Total 39.0 44.3 47.4

Source: BBS, Labour Force Survey, 2002-03 and 2005-06.

labour force from 19.8 million in 2000 representing 50.1 per cent of the labour force.
In 2005-06 there has been both absolute as well as relative decline in agricultural
employment. It remains to be seen whether the decline in agricultural employment
marks the beginning of a long term trend in the structure of employment. It is evident
that the increase in the share of rural employment as observed above has not taken
place in agriculture rather it has occurred in the non-farm sector indicating
increasing importance of the non-farm sector as a source of employment in the rural
economy. There has been similar decline in employment in community and personal
services sector. Manufacturing, trade, hotel and restaurant and transport, storage and
communication have emerged as dynamic sectors as sources of employment in
recent years.
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Unemployment Rate: Unemployment rate stood at 4.3 per cent in 2000 and
remained stable in 2002-03. There has been small decline in unemployment rate
in 2005-06. Male unemployment rate increased to 4.2 per cent in 2002-03 from
3.4 per cent in 2000. It declined in 2005-06. Female unemployment rate has
followed quite opposite pattern- declining in 2002-03 from its 2000 level and

Table4: Employment by Major Industry, 1999-00 to 2005-06

(Million)

Industry 1999-2000 2002-03 2005-06
Agriculture 19.8 22.9 22.8
Mining and quarrying 0.2 0.1 0.1
Manufacturing 3.7 4.3 5.2
Electricity, gas & water 0.1 0.1 0.1
Construction 11 15 15
Trade, hotel & restaurant 6.1 6.7 7.8
Transport, storage & communication 25 3.0 4.0
Finance & business services 0.4 0.3 0.7
Health, education, public administration

& defence - 2.5 2.6
Community and personal services 5.1 2.7 2.6
Total 39.0 44.3 47.4

Source: BBS, Labour Force Survey 2002-2003 and 2005-06

increasing again in 2005-06. One noticeable feature of movement of gender
specific unemployment rates is the persistence of higher female unemployment
rate compared with male unemployment rate. We have noted earlier that
employment for both male and female labour force has risen faster than the
population growth rate. Yet unemployment rate has increased during the period.
Thus the economy has generated jobs but not at a rate fast enough to employ all
the poor labour looking for work. However, the unemployment rate is still low
especially when judged in the context of the unemployment rates prevailing in
industrial economies. But the low open unemployment rate can hardly be
construed as a signal of efficient functioning of the labour market. A critical
problem in the labour market is the persistence of high underemployment rate -
24.5 per cent in 2005-06, indicating high rate of under-utilization of labour in the
economy. In so far as underemployment implies fewer working hours and lower
income, it has negative impact on poverty.
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Growth, Poverty and Inequality Nexus: The trend in growth, poverty reduction
and income distribution has been discussed above. The nexus between growth,
poverty and inequality is discussed in this section. The impact of economic
growth on poverty reduction can be understood by calculating the elasticity of
poverty reduction with respect to growth.

Table 5: Unemployment Rate in Bangladesh

(Per cent)
Sex 2000 2002-03 2005-06
Male 3.4 4.2 3.4
Female 7.8 4.9 7.0
Total 4.3 4.3 4.2

Source: BBS, Labour Force Survey, 2005-06
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Role of Rajshahi Krishi Unnayan Bank to Implement
Bangladesh Bank Rural Credit Policy: 2009-2010
ad its Impact on Poverty Alleviation and
Employment Generation

Md. Abdul Khaleque Khanw

Abstract

This paper discusses the problem of poverty and unemployment and role of
agricultural credit to remove/reduce the problem. Poverty in all its forms is
the greatest challenge to the global community. RAISING the standard of
living of the poor has been a major challenge of democracy and
development. Bangladesh, among 189 countries, adopted the UN
Declaration in 2000 that set eight goals known as the Millennium
Development Goals (MDGs), to achieve by 2015. Global recession has
given Bangladesh a new identity- a recession-proof economy. The economy
of Bangladesh has sustained growth momentum in FY 2008-2009 amid
current global economic downturn and financial crisis. A growing number
of World Bank economists are now convinced that most of the poor nations
need a healthy farm sector as the basis of a robust economy. As food
security, improvement of the living standard and generation of employment
opportunities poverty reduction of the huge population of the country are
directly linked to the agriculture sector, it is imperative for greater
institutional and policy supports for the sector. In the above national and
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world economic scenario Bangladesh Bank has declared its pragmatic rural
credit policy 2009-2010 of Tk.115.0 billions. According to the policy of
Bangladesh Bank three prime sectors of agriculture (crop, fisheries and
livestock) will have to be given more priority than other sectors. Providing
credit facility in time to the sharecroppers, small and marginal farmers is
one of the most important objectives of agriculture credit guideline. The
guideline instructs to disburse credit through transparent procedure.

RAKUB has been playing a vital role in the development of agriculture in the
north-west region of Bangladesh since its establishment through various
credit programs. Recently RAKUB has introduced a number of new credit
programs following the agriculture/rural credit policy: 2009-2010. The
following new products/credit programs have already been effectively
successful at field level. These programs are also highly appreciated by
government and Bangladesh Bank. Programs like “Collateral free group
credit policy for landless and share croppers”, “RAKUB-BMDA Joint
Supervision Credit Program”, “RAKUB Revolving Crop Credit Limit™,
“RAKUB Fisheries Village Credit Program, SME can be model credit
programs in banking sector.

The success stories of some projects in RAKUB indicate remarkable
achievements in income earning, empowerment of women and creation of
employment opportunities and reduction of poverty. An adequate credit
support would help our farmers in adopting the improved agricultural
technology which will raise agricultural production and improve economic
condition of the rural population.

It is important for us to conceive the Honourable Prime Minister’s valuable

words—"“We want to build up a poverty free Bangladesh... We want to bring

down the level of poverty to 15 percent by 2015.” (Source: The Daily
Financial Express 7 January, 2010).

Introduction (Poverty exists everywhere)

Poverty in all its forms is the greatest challenge to the global community.
Approximately 1.2 billion people living on less than $1 a day and the additional
1.6 billion living on less than $2 a day. Four-fifths of the people of the world are
living in the developing countries, most with improving conditions. But the
number in absolute poverty and despair will still be growing. All people are made
less secure and vulnerable by the poverty that exists in the world. This existing
condition of poverty has become special concern all over the world.

Extreme poverty in developing countries fell from 28 percent in 1990 to 19
percent in 2002. Over the same period the number of people in developing
countries grew 20 percent leaving 1 billion people in extreme poverty. If



Role of Rajshshi Krishi Umayen Bark : Md. Abdul Khaleque Khan Wby

economic growth rates in developing countries are sustained, global poverty will
fall to 10 percent by 2015 which would be a striking success.

But more than 600 million people will still be trapped in poverty in 2015, most of
them in Sub-Saharan Africa and South Asia and wherever poor health and lack of
education deprive people of productive employment; environmental resources
have been depleted or spoiled; and corruption, conflict, and misgovernance waste
public resources and discourage private investment.

Millennium Development Goals — Bangladesh’s Achievement

Raising the standard of living of the poor has been a major challenge of
democracy and development. Bangladesh, among 189 countries, adopted the UN
Declaration in 2000 that set eight goals known as the Millennium Development
Goals (MDGs) to achieve by 2015. The goals spell out specific, realistic,
comprehensible and attainable targets for the developing countries to pursue.
They offer a glimmer of hope for the developing world to come out of poverty and
illiteracy. They goals are :

i Eradicate extreme poverty and hunger;

ii.  Achieve universal primary education;

iii.  Promote equality between men and women and empower women;
iv.  Reduce under-five mortality by two-thirds;

V. Reduce maternal mortality by three-fourths;

vi.  Reverse the spread of communicable diseases;

vii.  Ensure environmental sustainability; and

viii. Create a global partnership for development, with targets for aid, trade and
debt relief.

Bangladesh can significantly be considered as a successful country in relation to
conceive most of the goals perfectly. Her strides towards achieving the MDGs has
been possible largely due to its steady economic growth of nearly 5 percent
annually on average during the 1990s and nearly 6 percent annually on average in
the new millennium.

Eradication of poverty and hunger, the first among the eight goals, envisages
reducing by half the number of people whose income is less than one dollar a day,
ensuring full and productive employment with decent work for all, including
women and the young, and cut down by a half the number of the hungry.
Bangladesh is committed to cut down poverty from 58.8 percent to 29.4 percent
of the population by 2015.
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In Bangladesh, 40 percent of the population still live below the poverty line.
Poverty is more pervasive in rural areas where 56 million people live in abject
poverty in Nilphamari, Rangpur and Kurigram districts of Rajshahi division.
Perennial droughts cause ‘monga’, a near famine, in the districts where people get
no work at all in the dry season. Lack of irrigation and proper agricultural credit
make agriculture difficult where poverty can exceed 60 percent in the region.

Global Recession Stings Bangladeshi Migrants

Global recession has given Bangladesh a new identity- a recession proof
economy. Today, this nation of 162 million is an ideal for development
economists who are attempting to unknot the puzzle over why the economy
displayed such a rare resilience when much of the world slid into deeper
recession. Perhaps, this is yet another emerging “Bangladesh paradox” in the
development discourse. Even though the United States was the epicenter of the
current crisis, countries around the world also felt its chill, regardless of
geography and economic size. The crisis traveled to Asia, too certainly without
passports and clobbered the continent’s major financial markets, resulting in
slump in manufacturing, construction and financial services industries. Jobs dried
up, growth muted. A true “globalization of the crisis,” indeed! Bangladesh was
perhaps among a few economics in the world, which managed to escape the worst
impact of the crisis. The economy fared rather well, eking out a growth of 5.9
percent in the FY 2008-2009.

Bangladesh Economic Growth

The economy of Bangladesh has sustained growth momentum in FY 2008-2009
amid current global economic downturn and financial crisis. A good domestic
crop harvest together with moderate export growth and sustained high level of
remittance flow helped the economy to attain a near-six percent growth rate
during the year. According to the provisional estimates of the Bangladesh Bureau
of Statistics (BBS), real GDP grew by 5.9 percent in FY 2008-2009.

Overcoming the adversities of the preceding year the agriculture sector exhibited
a robust growth of 4.6 percent in FY 2008-2009 which was much higher than
3.2 percent growth recorded in FY 2008-2009. The acceleration of the growth in
the sector was due to higher growth in crops and horticulture sub-sector and
animal farming sub-sector. Crops and horticulture sub-sector posted an
impressive growth of 5.0 percent in FY 2008-2009 as against 2.7 percent growth
recorded in FY 2007-2008. Overall, output of food grains (Aus, Aman, Boro and
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Table : Sectoral GDP growth
(at FY96 constant prices: percent)
FY06 FY07 FYO08 FYO09
1. Agriculture 49 4.6 3.2 4.6
a)  Agriculture and forestry 5.2 4.7 2.9 4.8
i) Crops and horticulture 5.0 4.4 2.7 5.0
ii) Animal farming 6.2 55 24 35
iii) Forest and related services 52 52 55 55
b)  fishing 3.9 4.1 4.2 4.0
2. Industry 9.7 8.4 6.8 59
a)  Mining and quarrying 9.3 8.3 8.9 94
b)  Manufacturing 10.8 9.7 7.2 5.9
i) Large and medium scale 114 9.7 7.3 5.7
ii) Small scale 9.2 9.7 7.1 6.6
c)  Power, gas and water supply 7.7 2.1 6.8 45
d)  construction 8.3 7.0 5.7 5.7
3. Services 6.4 6.9 6.5 6.3
a)  Wholesale and retail trade 6.8 8.0 6.8 6.4
b)  Hotel and restaurants 75 75 7.6 7.6
c)  Transport, storage and 8.0 8.0 8.6 7.6
communication
d)  Financial intermediations 8.5 9.2 8.9 8.0
i) Monetary intermediation (banks) 8.2 9.3 8.4 7.2
ii) Insurance 9.2 8.2 10.0 9.9
iii) Other financial intermediation 10.9 116 125 124
e) Real estate, renting and business 3.7 3.8 3.8 3.8
activities
f) Public administration and defense 8.2 8.4 6.2 7.0
g) Education 9.1 9.0 7.8 8.0
h)  Health and social work 7.8 7.6 7.0 7.6
i) Community, social and personal 4.1 4.6 4.6 4.7
services
GDP (at FY96 constant market prices) 6.6 6.4 6.2 5.9

Source : National Accounts Statistics, May 2009, BBS.

Wheat) increased by 8.1 percent from 29.8 million metric tons (MMT) in FY
2007-2008 to 32.2 MMT in FY2008-2009 reflecting higher production in all
items of food grains. Favourable weather condition, higher disbursement of
agricultural credit, better price incentive for the farmers, and Government’s
initiatives to ensure timely delivery of agricultural inputs and other supportive
services contributed to higher food grain production in the year.
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Role of Agricultural Credit Program

As food security, improvement of the living standard, generation of employment
opportunities and poverty reduction of the huge population of the country are
directly linked to the agriculture sector, it is imperative for greater institutional
and policy supports for the sector. There have been continued efforts by the
Government for the overall development of this sector to fulfill the food and
nutritional demand of the growing population of the country and to ensure and
sustain dependable food security. Special emphasis has been laid on building up
a modern agriculture system based on appropriate technology.

Table : Comparative statement of disbursement and recovery of agricultural loan*

(billion Taka)
Disbursement FYO07 FY08 FY09
I Disbursement (Target) 63.51 69.75 74.66
a)  Crops loan (Other than tea) 30.29 31.26 31.10
b) Purchase and installation of  0.29 0.59 0.70
irrigation equipments.
c) Livestock 5.34 5.47 6.20
d)  Marketing of agricultural goods 0.14 0.11 0.20
e)  Fisheries 3.54 4.74 4.86
f)  Poverty elevation 12.64 12.93 13.03
g)  Other agricultural activities 11.27 14.65 18.57
1. Actual disbursement 52.93 61.67 69.92
a)  Crops loan (Other than tea) 22.86 24.63 28.54
b) Purchase and installation of  0.09 0.09 0.06
irrigation equipments.
c)  Livestock 2.67 2.96 3.15
d)  Marketing of agricultural goods 0.46 0.36 0.79
e) Fisheries 241 3.23 3.42
f)  Poverty elevation 11.89 13.50 12.35
g)  Other agricultural activities 12.55 16.90 21.61
1R Term structure of loan disbursed
short term 38.66 41.82 45.78
Longer term 14.27 19.85 24.14
v Recovery 46.76 43.75 66.41
\% Total Outstanding loan 145.42 15849  171.70
VI Overdue 66.35 58.37 60.49

VIl Overdue as Percent of outstanding 45.50 36.83 35.23

Source : Agricultural Credit & Special Programmes Department, Bangladesh Bank.
* = Excluding PCBs and Foreign Banks
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Keeping in view, the importance of credit for ensuring sustainable growth in the
agriculture sector, annual program based indicative disbursement targets of credit
by the lending banks are designed. Yearly targets of disbursement are set by the
banks themselves taking into consideration expected demand for credit for the
year, previous years’ disbursements and the availability of fund.

In recent time, private commercial banks have come forward to participate in
agricultural and rural finance program along with the specialized financial
institutions and state-owned commercial banks (SCBs). In FY 2008-2009, the
local commercial banks disbursed Taka 17.80 billion while the foreign banks
disbursed Taka 5.13 billion of agricultural/rural credit. However, SCBs and
specialized banks (BKB, RAKUB) played dominant role for the growth of
agriculture and rural economy with disbursement of Tk 69.92 billion.

Agricultural Loan Disbursement

The disbursement of Taka 69.92 billion in FY 2008-2009 against the disbursement
target of Taka 74.66 billion (excluding PCBs and foreign banks) was 13.38
percent higher than the total disbursement of Taka 61.67 billion of FY 2007-2008.
The target attainment in FYY 2008-2009 was 93.65 percent as against 88.42 percent
in the previous year. The disbursement of FY 2008-2009 fell short the target due
to non-achievement of disbursement targets in poverty elevation, purchase and
installation of irrigation equipments, crops loan, livestock and fisheries. On the
other hand, disbursements have exceeded the targets in marketing of agricultural
goods and other agricultural sectors in FY 2008-20009.

Chart 1

Actual agricultual credit disbursement in FY09

Other
agricutural
activities,

Chart 2

Targets for Agricultural credit disbusement in FY09

Other
agricutural

32.10% e COPS, activities,
40.80% 26.10% S— Crops,
Livestock,
Poverty 4.50% Poverty

alleviation, Fisheries, alleviation, Fisheries, ~Livestock,
17.70% 4.90% 17.50%  6.50% 8.30%

The total outstanding loan in the agricultural sector in 2008-2009 increased by
Taka 17.75 billion or 9.96 percent to Taka 195.98 billion over the previous year’s
level. Charts-1 & 2 shows the comparative position of overall disbursement and
recovery of agricultural loans and Charts-1 and Chart-2 show targets and actual
disbursement of agricultural loan in FY 2008-2009.
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Two specialized banks viz. BKB, RAKUB, four SCBs and BRDB although
played key roles in disbursement of agricultural and rural finance, the remarkable
contribution of foreign and private commercial banks also an imperative in this
regard. However, SCBs, BRDB, BSBL and PCBs fell short of targets by 21.14
percent, 7.59 percent, 88.89 percent and 4.15 percent respectively. On the other
hand, BKB, RAKUB, and foreign banks exceeded the disbursement target by 0.63
percent, 2.92 percent and 68.59 percent respectively in FY2008-2009. About
65.00 percent of disbursement was as short term lending and the rest 35.00
percent was in the form of long-term loans for irrigation equipments, agricultural
machinery, livestock etc. dissemination of information so that the recovery of
agricultural loan gets improved further in the years to come.

Table : Agricultural credit performence by lenders FY 2008-2009

Lender Disburs Actual Re- Overdue Out- Overdue
ement disburse  covery standing as % of
Target ment outstanding
1 2 3 4 5 6 7
SCBs 20.15 15.89 14.79 26.63 53.19 50.06
BKB 38.00 38.24 35.72 21.24 81.03 26.21
RAKUB 8.55 8.80 9.01 8.54 27.34 31.24
BRDB 7.51 6.94 6.82 3.36 9.39 35.78
BSBL 0.45 0.05 0.07 0.72 0.75 96.0
Sub 74.66 69.92 66.41 60.49 171.70 35.23
Total
Foreign 1.91 5.13 3.09 0 5.73 0
Banks
PCBs 18.57 17.80 14.27 0.31 18.55 1.67
Sub 20.48 22.93 17.36 0.31 24.28 1.28
Total
Grand 93.79 92.85 83.77 60.80 195.98 31.02
Total
Summary
FY09 93.79 92.84 83.77 60.80 195.98 31.02
FY08 83.09 85.81 60.04 85.87 178.23 48.18
FYO07 63.51 52.93 46.76 66.35 145.82 45.50
FYO06 58.92 54.96 41.64 66.53 153.76 43.27
FY05 55.38 49.57 31.70 57.81 140.40 41.18

Source : Agricultural Credit & Special Programs Department, Bangladesh Bank.
*Excluding PCBs and foreign Banks.
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Bangladesh Bank Rural Credit Policy: 2009-2010 for Elevation of Poverty &
Employment Generation

In the above national and world economic scenario Bangladesh Bank has declared
its pragmatic rural credit policy: 2009-2010 of Tk.115.0 billions. The main
features of the guidelines are as follows :

1.

10.

11.

12.

13.

Three prime sectors of agriculture (crop, fisheries and livestock) will
have to be given more priority than other sectors;

Agriculture credit will have to be disbursed based on area approach
basis;

Providing credit facility in time to the sharecroppers, small and
marginal farmers is one of the most important objectives of agriculture
credit guideline. Therefore, the banks will have to emphasize on
disbursing loan to the farmers of backward and neglected places like
alluvial land, marsh and costal areas. Bangladesh Bank will consider
refinance facilities to the banks for encouraging credits to those areas;

Agriculture credit will have to be provided to the actual small farmers
and sharecroppers through easy procedures;

Credit facility will have to be provided to the real farmers for stock and
marketing activities in order to ensure actual prize of their produced
crop;

Required amount of credit will have to be disbursed among the
successful farmers so that other farmers become encouraged observing
their success;

Importance will have to pay on disbursing loan openly for bringing
transparency in credit activities;

Rebate on interest will have to offer;

Providing credit to the auxiliary sectors of agriculture like irrigation
and agri equipments;

Banks will have to provide individual or group credit facility to the
rural people;

All Bank should ensure effective monitoring systems so that the actual
farmers get required amount of credit in time without any harassment;

The farmers of the coastal areas involved in salt production are to be
offered credit on the basis of area approach;

The women entrepreneurs are to be prioritized in disbursing
agriculture/rural credit;
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14. The success of a bank in achieving target of agriculture credit
disbursement will be considered as a measure for the bank’s new branch
opening and

15. The District Agriculture Credit Committee headed by District
Commissioner in each district will have to make more effective. The
lists of the borrowers will have to be preserved in the information cells
of the District commissioner officer.

Agriculture Credit Disbursement through Establishing Linkage with Non-
Government Voluntary Organizations/ Self Help Groups

The banks will take necessary initiatives for providing required organizational
credit through establishing linkage with non-government organizations
(NGOs)/self help groups for successful implementation of the poverty elevation
program of the government for development of the rural socio-economic
condition of the country. The banks will pay reasonable rate of service charges to
the NGOs/self help groups for their services like motivation, trainings and credit
disbursement activities. The banks themselves will settle the rate of interests and
service charges in such programs. Two factors will have to be considered and
observed sincerely here. Firstly, the credit will be disbursed on three prime sectors
of agriculture and secondly, the rate of interest at farmer/beneficiary level should
be tolerable. BKB and RAKUB will disburse a portion of their agriculture /rural
credit through NGO linkage.

Loan Disbursement through Transparent Procedure

Agriculture credit specially crop loan is to be disbursed at union level in the
presence of local public representatives, agriculture officers, teachers and other
respectable persons in order to ensure easy, transparent and timely disbursement
of loan to the actual small farmers and sharecroppers.

Monitoring at Bank Level

Banks will have to provide credit to actual farmers without any harassment.
Moreover, they will have to achieve 100% of the targets of agriculture credit. For
all these factors they will have to ensure effective monitoring systems. Banks will
inform Bangladesh Bank organizing monitoring teams of their own.

Monitoring at Bangladesh Bank Level

Bangladesh Bank is developing monitoring strategy for making monitoring
activities more effective in implementing agriculture credit guideline for welfare
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of the farmers. Agriculture Credit and Special Programs Department of
Bangladesh Bank has already organized an “Agriculture Credit Monitoring Cell”.
This cell will closely monitor agriculture credit management to achieve expected
goal. This cell will take necessary actions against any objection or irregularity as
well as off side and on side supervisions. Moreover, the regional offices of
Bangladesh Bank will take effective measures in monitoring agriculture credit
disbursement and recovery within their jurisdictions.

Prioritized Credit Sectors

Providing agriculture credit to the sharecroppers, small and marginal farmers and
creating self employment through credit facilities for income generating and
poverty elevation activities is the main target of agriculture/rural credit guidelines.
Backward and neglected areas like alluvial land, marsh and coastal regions are to
be given priority to achieve this goal.

Credit for Marginal & Small Farmers and Sharecroppers

Land less (having land less than 0.494 acres) and small & marginal framers
(having land from 0.494 to 2.47 acres) are considered as sharecroppers who will
have to be given importance first for getting credit. The sharecroppers directly
involved in crop production are eligible to have credit facility under this credit
guideline. A share cropper who is a permanent inhabitant within the jurisdiction
of a bank branch will get credit submitting a certificate from the original owner
of land as a proof of tenant/share cropper at that bank branch. Banks may disburse
loan against a certificate by any responsible and honorable person of the area in
case of failure of the farmer’s collecting certificate from the land lord. In case of
such certificates the field officer/staff will have to enquire and verify it to find its
genuinely. The sharecroppers must have National ID Card to get loan. Banks may
claim Farmer’s ID card if issued by Directorate of Agriculture Extension. After
selecting actual sharecroppers, banks will disburse loan according to the annual
crop guideline prepared by Bangladesh Bank. If the share cropper uses the land
on hire basis, he will get loan including rental amount. Banks may issue pass book
in favour of the borrowers. The “Revolving Crop Credit Limit” will be applicable
to a share cropper, if he cultivates the land of the same land lord for continuous
next three years. The branch manager will have to monitor whether any false
farmer do not get opportunity to receive credit under the program.
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Credit for Fisheries Development

Now-a-days fisheries is considered as a profitable sector. It is important to
increase the production of shrimp and pond fishes to meet up the deficiency of
animal protein. For this purpose the banks will disburse loan for production of
fishes like-koi, magur, sing, rui, katla, mrigel, monosex telapia etc. It is important
to disburse loan on fisheries to increase export earnings of the country. Therefore,
the banks will survey the possibilities of fish production within their jurisdictions
and fix credit limit, terms of loan and repayment schedule discussing with local
fisheries officers.

Credit for Livestock and Poultry Development

Livestock sector plays a vital role in the national economy of the country. But
presently supply of meat and milk is insufficient in connection to demand. Banks
will take necessary steps to disburse loan on the following sectors/ sub sectors of
livestock for achieving the targets of the govt. livestock policy:

Providing credit for purchasing plough bullock, establishing dairy firm,
goat/sheep firm, beef fattening etc.

1. Providing credit to poultry and fish feed producers;
2. Providing credit for establishing poultry firms;

3. Providing credit for establishing profitable firms of Koil, Rabbit and
Guinea pig etc.

4.  The banks themselves will fix the credit limit, terms and repayment
schedule for those credit lines discussing with local livestock officers.

Credit for Irrigation And Agricultural Equipments

Scarcity of water and plough bullocks are two major problems in cultivation all
over the country. Under such circumstances we need to lessen dependence on
natural resources of water. With the view to mechanizing cultivation practice,
banks will disburse loan for deep/semi deep/hand driven tube-wells, tredle pumps
etc. It is important to increase credit on purchasing tractors, power tillers etc for
ensuring scientific practices of cultivation. Moreover, banks will provide credit
facility to the producers of USG Machine used to turn urea into marble form for
preventing misuse and system loss of fertilizer for decreasing production cost.
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Credit for Specific Crops at 2% Rate of Interest

There is a great demand of crops like-pulses, oil seeds, spices and maize in our
domestic market. Every year we expense large amount of foreign currency for
importing those crops. Though government has declared to disburse loan at 2%
rate of interest, the disbursement amount in this sector is not satisfactory. For
saving expenses of foreign currency banks will have to disburse loan for
producing these import substitute crops at subsidised rate of interest. The
government will subsidise the banks on the basis of the reports of Bangladesh
Bank.

Credit for Establishing Nursery

A large number of seedlings are necessary for making the government’s tree
plantation program successful to protect the country from being deserted. Banks
will disburse loan on establishing nursery for producing seedlings at private level
to assist the government program. Besides, credits will have to make available
according to the demand for commercial production of flowers, fruits, seeds,
showy plants, cactus, orchid etc. Banks themselves will decide credit norms,
terms of loan and repayment schedules discussing with local horticulturists and
officers of forest department.

Role of Rajshshi Krishi Unnayan Bank in Development of Agriculture And
Poverty Elevation And Employment Generation

Rajshahi Krishi Unnayan Bank (RAKUB) was established under the Honorable
President’s Ordinance No. 58 of 1986. RAKUB started its activities on 15t
March, 1987 with all assets and liabilities of Bangladesh Krishi Bank in the
administrative jurisdiction of Rajshahi Division. Since its establishment RAKUB
has been operating credit programs for crop production and all agro-base
activities. At present RAKUB is considered as the largest development partner in
agriculture and poverty elevation through employment generation in the north-
west region of the country.

Let us have a glance on activities of RAKUB :

Rajshshi Krishi Unnayan Bank Ordinance No. LVIII of 1986. The definition of
Agriculture/Agriculturists and functions of RAKUB are as follows :

(@  “Agriculture” includes the raising of crop of any kind, horticulture,
forestry, fishery, animal husbandry, poultry farming, dairying, bee-
keeping and sericulture and other agro-industries. ;
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“agriculturist” means any individual engaged in agriculture or in the
development of agriculture or agricultural products or in storage,
warehousing, marketing or processing of agricultural produce, and any
public or private limited company or co-operative society incorporated
or registered by or under any law for the time being in force and so
engaged, and any person, company or co-operative society incorporated
of registered as aforesaid, who satisfies the Bank that the loan to be
taken shall be spent on agriculture or the development of agriculture or
agricultural products or on the storage, warehousing or marketing or
processing of agricultural products.

Functions of the Bank. — (1) The Bank shall provide credit in cash or in
kind and credit facilities including the hiring and renting of anything
which it may advance by way of loan and the provision for warehousing
facilities, for such terms and subject to such conditions as may be
prescribed by rules, to agriculturists for the purpose of agriculture and
to persons engaged in cottage, agro-based or other allied industries in
rural as well as urban areas for the purpose of such industries as may
carry on and transact the several kinds of business hereinafter specified,
that is to say, -

the accepting of money on deposit.

the buying, stocking and supplying on credit, of seeds, agricultural
machinery, implements and equipments, fertilizers and chemicals and
any other material used in agriculture and acting as agent for any
organization for such goods ;

Attention to credit needs of small agriculturist. — In transacting the
business of the Bank, the Board shall, as far as possible, give due
attention to credit needs of small agriculturists, including marginal and
landless farmers.

Loan to be spent for the purpose for which it is made. — The Bank shall
require and, as far as possible, ensure that a loan is spent on the purpose
for which it is made, and if this requirement is not complied with by the
borrower, the Bank may require the repayment of the loan forthwith.
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General Overview

YO

(Upto 30th December, 2009)

01. Date of establishment
02. Authorised Capital
03. Paid up Capital
04. Areaof RAKUB

a) Area

b) Size

c) District

d) Upazila

e) Pourasava

f)  Union

g) Total population

h)  Total No. of house holds

i)  Total No. of farmer house holds
i)  Total No. of farmer house holds

oo oo oo

oo

00 ©00 00 ©0 ©00 00 00 00 00

15 March, 1987
750.00 crore
570.00 crore

The administrative Juris
of Rajshahi Division.
34,513 skms.

16 Nos.

125 Nos.

64 Nos.

1092 Nos.

3.50 crore

51 lac

32 lac

32 lac

Some Primary and Current Comparative Statistics of RAKUB

(Figure in Crore)

Sl. Particulars Position at the 30-06-2009 30-12-
No. time of 2009
establishment
(15-03-1987)
a)  No. of Branches g 253 364 364
(1) Urban g 16 60 60
(2) Rural g 237 304 304
b) Man power 8 3706 3464
(1) Officer g 1114 1545
(2) staff g 2592 1919
c)  Zonal Offices g 16 18 18
d)) Zonal Audit Offices g 16 18 18
e)  Loan Outstanding g 563.83 2733.82 2860.03
(1) Classified 965.90 900.75
35.33% 31.49%
(2) Un-Classified 1767.92 1959.28
64.67% 68.51%
f)  Total Deposit g 51.83 1715.43 1683.13
g) Total loan g 880.13 546.52
disbursement
1) Crop g 395.51 232.12
2) Non-Crop g 484.62 314.40
h)  Total No. of Customers 8 1064531 2125529 2162043
(1) borrowers 8 719245 884569 898091
(2) Depositors g 345286 1240960 1263952
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RAKUB has been playing a vital role in the development of agriculture in the
north-west region of Bangladesh from the very beginning of its establishment
through various credit programs. Recently RAKUB has introduced a number of
new credit programs following the Bangladesh Bank’s agriculture/rural credit
policy: 2009-2010. The following new products/credit programs have already
been effectively successful at field level. These programs are also highly
appreciated by government and Bangladesh Bank. Programs like “Collateral free
group credit policy for landless and sharecroppers”, “RAKUB — BMDA Joint
Supervision Credit Program”, “RAKUB Revolving Crop Credit Program”,
“RAKUB Fisheries Village Credit Program™ can be model credit programs in
banking sector. Some of the effective new products/credit programs are discussed
below in brief:

Collateral Free Group Credit Policy for Landless And Sharecroppers

A remarkable portion of total cultivable lands are cultivated by landless and
sharecroppers in agrarian Bangladesh. It is very important to provide required
amount of crop credit to landless, marginal and small sharecroppers for increasing
crop production and ensure justified and participating growth benefit. But these
classes of farmers face lot of problems to get institutional credit for not having
their own cultivating lands. As a result most of them are devoid of having loan
from banks. Bangladesh Bank has given special instruction for disbursing loan in
favour of sharecroppers in its agriculture/rural credit guidelines for the financial
year 2009-2010. According to the instruction of Bangladesh Bank RAKUB has
undertaken a special credit program for landless farmers and sharecroppers.

Under the program RAKUB offers crop credit to landless sharecroppers who are
actual farmers contributing directly to crop production of our country. It is a group
based collateral free credit program. Under the program a farmer group is
constituted of five to ten members. The following factors are considered for
including a farmer to a group :

° only one member of a family will get credit facility;

° group members will have to be permanent inhabitants of the same
village/area;

° no one would be included to a group if he received credit from RAKUB
under any other credit program. However, if such person makes repayment
of the loan, he will be eligible to be included to a group;

° The person who have received loan from any other Bank/financial
institution/NGO, would not be qualified to be included to a group. Care
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should be taken in choosing group members so that no one can become a
group member concealing facts or providing false information.

In the FYY 2009-2010 RAKUB has fixed a target of Tk. 106.00 crore for disbursing
loan in favour of the sharecroppers. At end of December, 2009 RAKUB has
disbursed an amount of Tk.7.00 crore among 5970 sharecroppers under the
program. Though the amount disbursed upto December, 2009 is poor in
comparison to the target, within December-2009 RAKUB would be able to
disburse the target amount in full. It is necessary to mention here that RAKUB has
launched the program in the month of October-2009.

RAKUB - BMDA Joint Supervision Credit Program

RAKUB is disbursing crop credit from the very beginning of its establishment
since 1987. But till date a great number of small, marginal, landless farmers and
sharecroppers are out of institutional credit. However, it is very important to bring
all most all actual farmers under crop credit program. This great task is not
possible for RAKUB with its insufficient manpower. Considering the fact
RAKUB has under taken a credit program branded “RAKUB — BMDA Joint
Supervision Credit Program”.

Presently, Barandra Multipurpose Development Authority (BMDA) is managing
deep tube-wells in 125 Upazilas of 16 districts in Rajshahi Division. RAKUB will
provide crop credit to the farmers under those deep tube-wells in easy and
transparent procedure. Under the program RAKUB has decided to disburse an
amount of Tk.65.00 crore in the FY 2009-2010. The lending activities under the
program has been started in the mid January of 2010.

RAKUB Revolving Crop Credit Limit (RCC)

Technological development in agriculture has brought miracle in crop production.
Only 10-15 years ago while a land had capacity to produce only one crop, at
present that very land is capable to produce 2-3 crops. All these are blessings of
technological development. With this development, demand for credit is also
increased. Moreover, farmers face a lot of problems to have credit from bank
branches as they are to receive and make repayment twice or thrice a year.
Therefore, RAKUB has introduced a credit program branded “RAKUB
Revolving Crop Credit Limit”. Under the program credit is offered to a farmer for
2-3 crops as per yearly crop calendar/production pattern. This loan is sanctioned
in the pattern of cash credit for three years. At the end of each financial year the
credit is automatically renewed on making repayment of interest amount only. At
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the end of the last or third year documentation is to be furnished newly. Up to
December, 2009 RAKUB has disbursed an amount of Tk.183.22 crore in favour
of 63,736 farmers under Revolving Crop Credit Program.

Credit for Specific Import Substitute Crops at 2% Rate of Interest

Every year we expense large amount of foreign currency for importing crops like-
pulses, oil seeds, spices and maize. As per Bangladesh Bank’s agriculture/rural
guideline: 2009 RAKUB is disbursing credit for producing import substitute
crops at 2% rate of interest. In the current FY 2009-2010 RAKUB has selected
Rajshshi, Chapainawabganj, Natore and Sirajganj districts as import substitute
crop production zone. Form the next financial year more districts will be included
for disbursing loan under the program. During this Financial year RAKUB has
fixed an amount of TK. 1.95 crore loan disbursement target under the program. At
the end of December, 2009 the bank has disbursed an amount of Tk.0.34 crore at
2% rate of interest.

RAKUB NGO Linkage Micro Credit Program

Rajshahi Krishi Unnayan Bank has already undertaken RAKUB NGO Linkage
Micro Credit Program, a special credit program under which farmers will get
credit facilities for three prime crop sectors. In this program RAKUB will provide
credit facilities to the renowned and well established NGOs for disbursing credit
to the farmers. Existing man power of Rajshahi Krishi Unnayan Bank is not
sufficient enough for bringing most of the farmers of the north-west Bangladesh
under bank’s regular credit programs. With the view to providing credit to huge
number of farmers RAKUB has launched this special credit program. RAKUB
management believes that this program will help to increase crop production in
this region of the country. The bank is going to disburse an amount of Tk. 10.00
crore in favour of Thangamara Mahila Sabuj Sangha (TMSS) under the program.
Moreover, RAKUB has received a number of loan applications from several
NGOs which are under consideration.

North-west Crop Diversification Project (NCDP)

Rajshahi Krishi Unnayan Bank has been operating a special credit program,
North-west Crop Diversification Project (NCDP), with the financial assistance of
Asian Development Bank (ADB) since 2002. Four NGOs (BRAC, PROSHIKA,
RDRS and GKF) are selected under the project for disbursing loan to the farmers.
RAKUB disburses credits in favour of the participating NGOs receiving credit
from ADB through Bangladesh Bank. The project time has already expired in
June-2009. The North-west Crop Diversification Project (NCDP) under the
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Directorate of Agriculture Extension was the implementation agency of
Bangladesh government. However, lending activities is being continued from
revolving fund maintained at Bangladesh Bank. Lending program under the
project will be continued till June, 2019. The loan disbursement and other
information since inception are shown below :

° Total number of borrowers, loan accounts and area are presented against Tk.
(Figure in lac)

Sl. Name of Loan No. of No. of loan Area

No. NGO disbursement  borrowers accounts covered
(in acre)

1 2
01. BRAC 10811.33 89006 164330 104006.13
02. PROSHIKA 5499.50 53282 101251 61499.00
03. RDRS 2935.94 39862 47132 47480.04
04. GKF 3147.78 27459 66054 40476.77
Total : 2239455 209609 378767 253461.94

21394.545 lac disbursed amount although total loan disbursement under the
program is Tk.22394.55 lac Information about borrowers, accounts and area
are not included in the above table against Tk. 1000.00 lac.

RAKUB Fisheries Village Credit Program

Fish is the main source of Protein in Bangladesh. Fish is associated with our food
habit from generation to generation. The soil and water of Bangladesh is
genuinely suitable for fish cultivation. Recently, many reasons like filling ponds,
canals, and marshes for crop cultivation and residence, global warming and
wastages from mills and factories help decreasing natural fish production. Fish is
paid highest priority in the government fisheries Policy. For creating job scope
and increasing fish production it is important to provide credit facilities to the fish
producers. The small fish producers are to be given importance for actual success
in this sector. RAKUB has under taken a special program named “RAKUB
Fisheries Village Credit Program.” Under the program ponds and ditches of
different villages/unions will be selected for fish production. The owners of the
ponds and ditches of a village/union will be financed for this purpose. RAKUB
has already established fisheries village in Chapila at Natore and Raninagar at
Nowgaon. This program will bring a revolution in fish production in the North-
West region of the country.

According to the Directorate of Fisheries there are approximately 3,50,000 ponds
covering 86 thousand hectres of land. Around 2,28,000 m. tons of fishes are



Role of Rajshahi Krishi Umayan Bank : Md. Abdul Khaleque Khan BT

produced in those ponds. Among them only 6200 ponds are used to produce fishes
commercially. On the other hand, rest 3,43,800 ponds are used in an unplanned
way for producing fishes. If all these ponds are brought under commercial
farming, a revolution would occur in fish production. RAKUB plans to cover 30%
of these ponds under its fisheries credit program within next five years. The bank
has already started its mission from Natore and Nawgaon Districts. In Chapila
union of Natore an amount of Tk.1.49 crore has been disbursed in favour of 113
fish farmers for producing fishes in 354 ponds. Again in Raninagar Upazila of
Nawgaon Tk. 1.70 crore has been disbursed in favour of 70 fish producers during
the first half of this fiscal year.

In the fiscal year 2007-2008 demand of fish in Rajshahi Division was 530766 m.
ton while total production was 530766 m. ton. Therefore, total deficiency of fish
compared to total demand was 128626 m. ton during the fiscal year.

Number and Area of Ponds/Tanks/Marshes/Rivers in Rajshahi Division

Types of water Government Private Total
[eSEIVeS Number Area Number Area Number Area

(hectre) (hectre) (hectre)

Pond 22809 8468 193698 75967 216507 84431

Marsh (Beel) 1023 33649 - - 1023 33649

Rivers and - 117000 - - - 117000

canals

Flood water land - 610027 - - - 610027

Total : 23832 769140 193698 75967 217530 845107

Source : Directorate of Fisheries, Rajshahi

Fish Production in Rajshahi Division (2007-2008)

Types of water reservers Amount (M. Ton)
Pond 228461
Marsh (Beel) 13362
Rivers and Canals 7192
Flood water land 153125
Total : 402140

Source : Directorate of Fisheries, Rajshahi

Number of Hatcheries in Rajshahi Division

Government Private Total
33 233 266

*Government Sector produces 1474 KGs young of fishes yearly.
Source : Directorate of Fisheries, Rajshahi
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Rajshahi Krishi Unnayan Bank disbursed an amount of Tk.12.10 crore for
fisheries in the FY 2008-2009. In the current fiscal year 2009-2010 loan
disbursement target for fisheries is Tk.20.00 crore. Up to December, 2009
RAKUB has disbursed an amount of Tk.8.72 crore among 479 fish
farmers/producers. Moreover, RAKUB plans to disburse fisheries loan for
seventy thousand ponds situated in the Varenda regions of Rajshahi Division.

RAKUB Poultry Village

RAKUB has undertaken “RAKUB Poultry Village” credit program based on area
approach policy. The bank has already established a poultry village at Jamalpur in
Jaipurhat District. An amount of Tk.1.92 crore has been disbursed in favour of 164
poultry firm owners. The bank has planed to establish such poultry villages in the
districts of Rajshahi, Chapainawabganj, Rangpur, Bogra and Nawgaon.

Production from livestock sector in Rajshahi Division

Egg 137,37,55,496 pieces(approx.)
Milk 5,59,600 m. tons (appr ox.)
Meat 2,63135 m. tons (approx.)

Source : Directorate of Livestock, Rajshahi

In the fiscal year 2008-2009 RAKUB disbursed an amount of Tk.45.18 crore for
livestock sector while it was 37.38 crore in 2007-2008. In the current fiscal Year
2009-2010 loan disbursement target for livestock is fixed Tk. 48.00 crore. Upto
30-12-2009 an amount of Tk.31.39 crore has already been disbursed in favour of
6140 borrowers.

Small and Medium Enterprises (SMEs) Credit Program

The attention on the small and medium enterprise of SMEs as they are called is a
departure form concentrating only on large businesses as the route to generate
income and employment opportunities of a significant number of people in a
country like Bangladesh. SMEs are typically labour intensive industries with
relatively low capital intensity and as such for Bangladesh which is a labour
abundant and capital scarce country, SMEs have a natural competitive advantage.
In recognition of the importance of the development of SMEs in promoting
growth, employment generation and poverty reduction, the SMEs have been
declared as a priority sector in the governments Poverty Reduction Strategy
Papers (PRSPs), the Industrial Policy 2005, and the Draft Industrial policy 2009.

SMEs have been considered to have significant development potential. SMEs
played a vital role in the classic development success stories, like Japan, Taiwan,
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and Hongkong. Other developed and developing countries have also promoted
SMEs which played positive roles in development.

Honorable Prime Minister Sheikh Hasina told the Jatiya Sangsad that
employment for 2.35 million people would be created in the small and cottage
industries sector as well as under the sixth five-year plan through public and
private investments (The Financial Express, dt. 18-02-2010).

The Governor of Bangladesh Bank Dr. Mr Atiur has said 99 percent of the
country’s industries are SMEs, employing 58 percent total workforce. Scopes for
investing in the country’s small and medium enterprises (SMEs) have been
created (The Financial Express dt. 24-01-2010).

As an assistant force of government RAKUB has launched a credit program for
financing Small and Medium Industries (SMESs) in the year 2008. Under the
program thirty booster sectors are prioritized. Some of the important booster
sectors are as follows :

Software industry;
Agro-processing/Agribusiness/Plantation agriculture/Tissue Culture;
Leather industry;

Health Service and Diagnostic;

Education;

Meat Processing and Marketing;

Milk Production, Processing and Marketing;

Animal and Fish feed Mill;

Agriequipments Production Factory;

Sugar Mill at Miniature Scale;

Food Industry;

Fertilizer and Insecticides Production and Marketing;
Rice, Flour and Pulse Mill etc.

Others.
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The following five credit lines are offered under the program :

Vagya Laxmi Reen
Prayas Reen
Alokita Reen
Sasthya Seba Reen
Uddipan Reen.
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Cash Credit for Mango, Leeche and Balsam Apple Orchard

Fruits are of the most important sources of food and nutrition. Rajshahi Division
is famous for fruit production since long. Different kinds of fruits are grown in
different districts of Rajshahi Division. Recently farmers are inclined to produce
special fruits like mango, leeche and balsam apple. These farmers need required
amount of money for maintaining the orchards. RAKUB has launched a new
credit program for the mentioned fruit productions. Under the program farmers or
orchard owners will get cash credit facilities from RAKUB. This effort will help
the crop diversification culture greatly.

Special Credit Program for Govt. Primary School Teachers

Most of the teachers of the government primary schools in rural areas are involved
in different income generating activities like-managing Dairy, Poultry, Beef
fattening Firms, Fish cultivation, Horticulture, Small business etc. besides their
teaching profession. RAKUB has introduced a special credit program for govt.
primary school teachers for involving them in production activities. Under this
program the teachers who draw their salaries from RAKUB branches will get a
credit opportunity of maximum Tk. 60,000.

Loan Disbursement through Transparent Procedure in RAKUB

Bangladesh Bank has instructed to disburse agriculture credit specially crop loan
at union level in the presence of local public representatives, agriculture officers,
teachers and other respectable persons in order to ensure easy, transparent and
timely disbursement of loan to the actual small farmers and sharecroppers.
RAKUB has started to disburse crop credit to the farmers in the transparent
procedure as instructed by Bangladesh Bank. Representatives from Bangladesh
Bank, local administration and public representatives are invited to attend the loan
disbursement programs. Dr. Atiur Rahman, Governor, Bangladesh Bank attended
such programs of RAKUB in Natore and Joypurhat. Members of the Parliament;
General Manager, Bangladesh Bank, Rajshahi and local administrative officers
have attended the loan disbursement programs organized at Bagmara, Mohanpur,
Sardah, Durgapur and Haraggram in Rajshahi. Similar activities are going on in
other zones of the bank. This program will continue.

RAKUB Milk Village

In recent years due to decreasing grazing lands and high cost of animal feed,
farmers are lacking interest in rearing cattle in their houses. Moreover, marketing
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of produced milk and low return are other problems for them. However, it is a
matter of hope and inspiration that a number of companies like Milk Vita, Arang,
Pran, Rangpur Dairy have started to collect milk from the rural areas. These
companies are paying reasonable prices for milk. This has created a favourable
circumstance in rural areas for rearing cattle. RAKUB is going to undertake
“RAKUB Milk Village” credit program for rearing milch cow. Under the program
RAKUB will provide credit facility for feed and treatment purposes. The bank has
selected Pabna, Serajganj, Jaipurhat, Natore and Rangpur districts as milk picket
areas.

Special Micro-credit/Poverty Elevation Programs in RAKUB

Instead of being a prospective country, Bangladesh fails to achieve effective
financial progress because of poverty. The economy of Bangladesh is badly
affected by poverty. Poverty can be blamed for the present social and economical
problems of the country. Therefore, poverty elevation is considered as the main
issue in the way of our economic development. Both the government and private
organizations have undertaken various programs for poverty reduction. Rajshahi
Krishi Unnayan Bank is not an exception in this concern. Since RAKUB is the
largest development partner and provider of agriculture credit in the north-west
region of the country, it has also launched a number of micro-credit/poverty
elevation programs. It is noticed that RAKUB has been implementing such
programs since its establishment. RAKUB has implemented 11 micro credit
programs in the 16 districts of Rajshahi Division. The programs are as follows :

1. Swanirvar Credit Program;

RAKUB Self help Credit Program (RSCP);

United Nations Capital Development Fund (UNCDF);

Women Entrepreneurship Development Program (WEDP);

Saysa Gudam Reen Prokalpa (sagrip);

Marginal & Small Farm System Crop Intensification Project (MSFSCIP);
Pilot Employment Generation Program (PEGP);

Special Micro credit Program for Handicaps;

© © N o O~ DN

Semi-intensive Goat Rearing Program;

-
©

Zero Poverty Loan Scheme and

-
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Medicinal Plants Nursery.
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Fiscal Year Wise Outstanding under Poverty Elevation
Programs Are Shown Below
(Figure in Crore)

Particulars Fiscal Year
2003- 2004- 2005-  2007-08  2008-
04 05 06 09

Swanirvar Credit Program 15.01 18.19 20.96 29.56 32.50
RAKUB Self help Credit 13.41 15.35 21.82 15.34 12.75
Program (RSCP)
United Nations Capital 8.68 9.72 9.57 9.41 12.53
Development Fund (UNCDF)
Women Entrepreneurship 1.69 1.17 3.92 0.99 0.82
Development Program
(WEDP)
Food Grain Godown Credit 0.53 0.52 0.72 1.58 0.93
Program
Marginal & Small Farm 11.10 14.55 12.66 9.82 2.58

System Crop Intensification
Project (MSFSCIP)

Pilot Employment Generation 0.47 0.30 0.35 0.28 0.26
Program (PEGP)

Credit Program for the 0.38 0.74 1.05 0.46 0.38
Disable Persons

Semi-intensive Goat Rearing 5.90 8.78 11.84 7.77 5.05
Program

Zero Poverty Loan Scheme 0 3.22 4,52 6.56 7.68
Medicinal Plots Nursery. 0.51 0.82 0.92 0.60 4,01
Total : 57.68 73.36 88.33 82.37 79.49

The Major prevailing Special Micro-credit/Poverty Elevation Programs are
discussed below:

Swanirvar Credit Program

“Swanirvar” is a special credit program for creating self employment organizing
the poor and landless people of the rural areas to develop socio-economic
conditions of the country. RAKUB and Sawnirvar Bangladesh have been
implementing the program jointly. RAKUB is the resource of fund in the program
while Sawnirvar Bangladesh disburses and recovers group based micro credit. As
on 31-12-2009 total loan outstanding under the program is an amount of
Tk.3409.42 lac against 48995 borrowers.
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Fismal Year-wise Loan Outstanding under Swanirvar Program
(Figure in Crore)

Fiscal Year
Particulars 2003- 2004-  2005-  2006- 2007- 2008-09
04 05 06 07 08
1 2 3 4 5 6 7
Loan 5.66 8.55 8.89 8.77 8.60 10.37
disbursement
Loan recovery 3.75 6.19 7.01 6.74 6.77 7.50

No. beneficiaries 8946 16274 14009 13018 11467 12477

RAKUB Self-help Credit Program (RSCP)

RAKUB launched “RAKUB Self-help Credit Program” in the year 1995. The aim
of the program is to create self employment opportunities providing group loan to
landless, marginal and small farmers. Total loan outstanding under the program is
Tk.1453.04 lac against 3527 borrowers as on 31-12-2009.

Fiscal Year-wise Loan Outstanding under RAKUB Self-help Credit
Program (RSCP)

Fiscal Year

Particulars 2003-  2004- 2005- 2006- 2007- 2008-

04 05 06 07 08 09

1 2 3 4 5 6 7
Loan 431 6.15 10.10 1.58 1.63 0.94

disbursement

Loan recovery 4.63 3.99 5.54 2.37 1.25 1.34
No. beneficiaries 746 2998 3321 252 345 129

Marginal & Small Farm System Crop Intensification Project (MSFSCIP)

MSFSCIP is a special micro credit program stared in RAKUB in 1992 with the
financial assistance of IFAD and GTZ in the districts of Kurigram. The objective
of the program is to protect the poor people of Kurigram from becoming ultra
poor providing micro credit. The contacts between RAKUB and the above
mentioned agencies have already been over. Therefore RAKUB is continuing the
program alone. Total loan outstanding under the program is Tk.1043.73 lac
against 982 farmers as on 31-12-2009.
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Fiscal Year-wise Loan Outstanding under Marginal & Small Farm System

Crop Intensification Project (MSFSCIP)
(Figure in Crore)

Fiscal Year

Particulars 2003-  2004- 2005- 2006- 2007- 2008-

04 05 06 07 08 09

1 2 3 4 5 6 7
Loan 2.01 4.72 1.92 0.46 0.33 0.18

disbursement

Loan recovery 1.74 1.09 2.14 0.54 0.30 0.29
No. beneficiaries 193 991 475 41 20 9

Zero Poverty Loan Scheme

RAKUB implemented “Zero Poverty Special Credit Program” in the year 2004.
The ultra poor people of the rural areas having no capacity to offer collateral
security are the target groups under the program. Both male and female groups
are organized under the program for making them self employed providing micro
credit. At present the program is implemented in 104 branches of the bank. Total
loan outstanding under the program is Tk.610.85 lac against 3737 borrowers as
on 31-12-2009.

Fisml Year wise Loan Outstanding under Zero Poverty Loan Scheme
(Figure in Crore)

Fiscal Year
Particulars 2004-  2005- 2006-  2007-
05 06 07 08
Loan disbursement 3.34 2.39 1.00 2.99
Loan recovery 0.09 1.12 0.73 2.47
No. beneficiaries 18416 4992 290 663

Special Micro-credit Program for Handicaps

RAKUB launched a special micro-credit program for handicaps in the year 2003.
This program is implemented in almost all branches of RAKUB. A handicap gets
an amount of maximum TKk.25,000.00 collateral free credit facility for self
employment. Total loan outstanding under the program is Tk.53.03 lac against
286 handicaps.

Sasya Gudam Reen Prokalpa (sagrip)

A program for storing produced crop by the farmers was started at Bangladesh
Krishi Bank in 1984 with the financial assistance of the Swiss government. the
contact between Bangladesh and Swiss government is over. However, according
to a Trust Deed signed between the two governments on 30-12-1993 a revolving
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fund under the program is maintained by the Bangladesh Bank. RAKUB is still
disbursing loan from revolving fund through 23 branches. Total loan outstanding
under the program is Tk.75.65 lac against 940 farmers as on 31-12-2009.

Fiscal Year-wise Loan Outstanding under Sasya Gudam Reen Prokalpa

(Sagrip)
Fiscal Year
Particulars 2003- 2004- 2005- 2006- 2007-
04 05 06 07 08
Loan disbursement 0.67 0.74 0.92 0.98 1.77
Loan recovery 0.53 0.59 0.86 0.71 2.76
No. beneficiaries 1264 1236 1582 1292 1443

RAKUB Small Enterprises Credit Program

Besides the special micro credit programs RAKUB has launched a special credit
program in the form of a subsidiary organization named Small Enterprises Credit
Program (SECP) with the financial assistance of the Royal Norwegin Government
in the year 2003.. The program is implemented in 50 Upazilas of Rajshahi, Bogra
and Pabna districts. Moreover, this program is also implemented in Vurungamari
Upazila of Kurigram district. The ratio of investment of RAKUB and NORAD is
60 : 40 respectively. Under this credit program an amount of Tk. 25,000.00 to
maximum TKk.75,000.00 collateral free credit facility is provided to the
entrepreneurs for establishing small projects/firms and operating small
businesses. The borrowers pay 13% interest against their borrowings. Moreover,
upto Tk.5.00 lac is disbursed against collateral security as cash credit for running
rice mills and other businesses. The figures of loan disbursement and recovery
under SECP are shown below :

Fiscal Year-wise Loan Outstanding under Small Enterprises Credit
Program (SECP)

Financial Years

Particulars 2003- 2004- 2005- 2007- 2008-
2004 2005 2006 2008 2009
Disbursement 1.86 6.74 9.12 13.18 21.31 84.18
Recovery 0.53 221 5.63 8.34 13.49 55.62
Number of 787 2246 2522 2842 4706 18793

beneficiaries

The views of Governor, Bangladesh Bank Regarding Pro Poor Banking

Hailing the recent trend in the financial sector to provide loans to the farmers at a
decreased rate, the governor of Bangladesh Bank has urged the banks to be further
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“flexible’ in lending to the small and marginal farmers. Addressing the risk factor
involved in lending to marginal farmers, the Governor recommended the
formation of ‘social collateral’ and the adoption of ‘revolving loan policy’ in
financing the sharecroppers. “Sharecroppers, may be 8 to 10 in number, can come
together in forming a ‘social collateral’ so that they can minimize the risk through
sharing it between themselves in case of ones default”, the Governor said. “Also
the banks can adopt a revolving loan policy in financing the marginal farmers, so
that they can revolve the loan provided to sharecroppers in a year to year basis to
play down the risk”, he added. (The Financial Express, dt. 18-11-2009)

The governor of Bangladesh Bank has reminded the bankers that the country was
able to weather the effects of the global economic meltdown mainly because of
significant contribution of agricultural sector. The central bank chief said the
banking sector should pursue a pro-poor role as their deposits are over Tk.2.5
trillion where the country’s annual budget for the current fiscal year stands at Tk.
1.13 trillion. “Achieving a double digit growth will not be an illusion if banks
come forward. And this growth will be sustainable as the demand will stem from
grass-roots.” The governor said the central bank has made it mandatory for the
state-owned banks to allow farmers open bank accounts at a deposit of only
Tk.10. “Other banks should do it as part of their social responsibility as it will
benefit the country’s over 18 million farmers.” Mr Atiur said the government
gives subsidy on diesel to the farmers. “If the farmers can open bank account then
they will receive money directly through the account, which will also cut
corruption.” (The Financial Express, dt. 24-01-2010).

Recommendations

The success stories of some projects in RAKUB indicate remarkable
achievements in income earning, empowerment of women and creation of
employment opportunities and reduction of poverties. An adequate credit support
would help our farmers in adopting the improved agricultural technology which
will raise agricultural production and improve economic condition of the rural
population.

The fact that the SME and agriculture influence each other, it is to be seen how
both can help each other in improving their performance and contribute to the
overall economy of the country. Agricultural engineering has got to play an
important role in removing drudgery in the farmers’ life and bring in the required
efficiency in various farming operations leading to higher production. The rural
development cannot be conceived without agriculture. Poverty elevation would
be impossible unless the people living in the villages are ensured of gainful
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employment in the farming or various rural-based employment opportunities are
created in the villages. An integrated approach would be necessary to maximize
the income of the farmers by integrating agriculture, animal production, poultry,
fisheries and horticulture depending upon their suitability under different agro-
climatic zones in the country.

A growing number of World Bank economists are now convinced that most of the
poor nations need a healthy farm sector as the basis of a robust economy (Source:
An article published in the Wall Street Journal, June 10, 2008). In the 21st century,
agriculture continues to be a fundamental instrument for sustainable development
and poverty reduction (World Development Report 2008). This is obviously true
for a poor country like ours. As voiced in National Agriculture Policy Draft 2009,
agriculture is considered to be the dominant economic activity in Bangladesh and
regarded as the lifeline of her economy.

A National Strategic Plan (NSP) is a prerequisite for accelerating the sustainable
growth of agricultural production and productivity while an effective agricultural
financing system would constitute an integral component of NSP for agriculture
including all the sub sectors. (The Financial Express dt. 30-12-2009)

As a specialized financial organization of the government RAKUB has paid
highest priority to the government’s Millennium Development Goal (MDG). To
achieve success in food security and poverty elevation, RAKUB has taken special
measures. RAKUB is determined to develop the socio economic condition of the
north-west Bangladesh. The bank’s special programs for agriculture and micro
credit finance have already created hope and aspiration in the mind of the poor
people. We do not want to see the people of Kurigram, Gaibandha, Lalmonirhat
and Nilphamari districts living under hard core poverty. We believe, people of this
locality will be living in peace with smiling faces within 2015. Moreover,
RAKUB’s efforts will create huge employment opportunities in Rajshahi
Division. It is RAKUB which can play vital role in the economic development of
the region better than any other organization. For achieving success it is necessary
to maintain transparency and accountability which are already implemented in all
level of the Bank. It can be said that we cannot escape the reality and have to
perform honest and sincerely. If it is so, success is at our door steps.

It is important for us to conceive the Honourable Prime Minister’s valuable
words—“We want to build up a poverty free Bangladesh..... We want to bring
down the level of poverty to 15 percent by 2015.” (Source: The Daily Financial
Express 7 January, 2010).

Without Development and hope, there will be no peace.



00

10.
11.
12.

13.

14,
15.

16.

17.
18.

19.
20.

et SRR ARG TR 2003
References

Bangladesh Bank, Annual Report : 2008-2009.

Monthly Economic Trends (December, 2009, Volume XXXIV No.12), Statistics
Department, Bangladesh Bank.

Bangladesh Journal of Political Economy, Volume 24, Number 1 & 2, December
2008, Editor : Qazi Kholiqguzzaman Ahmad.

G TS AS, ANRR-20049, ST AT, THME 3§ WL IAFS

Good Governance In Rural Development-Proceedings of an International Training
Course, December 2007, Edited by : Mihir Kumar Roy, Newaz Ahmed
Chowdhury & Md. Mizanur Rahman and Organised by : BRDB, Comilla,
Bangladesh.

Problems and Prospects of Agriculture in India- Speeches of Buta Singh, Ministry
of Agriculture and Rural Development, 1985. Compiled and Edited by Dr V.
S. Bhatt, Director (Publications and Information).

Indian Economy - Nature, Problems and Progress, by A. N. Agrawal, Department
of Economics, Ramjas College, University of Delhi — Sixth Revised and
Enlarged Edition.

Impact of Bank Financing on Agriculture, First Edition-2006 — By Dr. Rustom Ali
Ahmed.

The Rajshahi Krishi Unnayan Bank Ordinance, 1986 - Ordinance No.LVIII of
1986.

Rajshahi Krishi Unnayan Bank MD’s Secretariat and concerned Department.
Financial Express of different dates.

The Financial Express : 24-01-2010 : BB chief criticises PCBs for ignoring
farmers’ needs

The Financial Express: 31-01-2010 : BB expects remittance income to cross $11b
mark this fiscal

The Financial Express: 07-01-2010 : Poverty level to be brought down

The Financial Express: 08-10-2009 : FDI to tumble as cash-strapped companies
rein in global spending

The Financial Express: 30-12-2009 : Agricultural financing system in Bangladesh:
Facts and facets.

The Financial Express: 30-12-2009 : PRSP allocation raised to $49.6b

The Financial Express: 30-12-2009(Page No.8) : Can Bangladesh achieve the
MDG on poverty

The Financial Express : 30-12-2009 : Global recession stings Bangladeshi migrants

The Financial Express : 30-12-2009 : Access to SME financing: Reforms in policy
and regulatory framework



Role of Rajshshi Krishi Umayen Bark : Md. Abdul Khaleque Khan 0y

21.  The Financial Express: 18-11-2009 : Banks, MFIs asked to bring down interest rate
on agro loan

22.  The Financial Express : 15-01-2010 : Asian economies poised for accelerated
growth

23.  The Financial Express : 27-01-2010 : Downside risks facing the economy
24.  The Financial Express : 07-02-2010 : Why the fight against poverty?



Role of Islamic Banks in Poverty
Reduction in Bangladesh

Abdur Raquib*

Abstract

Islamic Banking is a new phenomenon in the World financial system and has
an enviable successful record of achievements in all spheres. Islamic
banking combined with Zakat, Ushar, AWAKALF and Micro Investments
could be a better effective and meaningful pathway for Poverty Reduction.
Central Bank’s guidelines for Islamic banking would provide impetus and
promote the fast growth of Islamic banking in Bangladesh.

Key Words: Shariah Principles, Poverty Reduction, Deprivation and
Entitlement, Zakat, Ushar, AWKALF, Profit and Loss Sharing Social
Enterprise.

1. Introduction

Islamic banking is relatively a new concept developed since the 1950s of the
twentieth century and has been gaining ground for its growth and expansion from
the 1980s on wards. Islamic bank is ideologically based on Islamic Shariah-a
body of rules and regulation, code of ethics originating from the Quran and
Sunnah, the main sources of knowledge and guidance for mankind. The first

*  The writer of the paper is an ex Executive Director, Bangladesh Bank, Ex Managing Director,
Islami Bank Bangladesh Ltd. & Chairman of the Social Safety Net Foundation.

This Paper was presented at the XVII Biennial Conference titled *"Economy at the Golden
Jubilee of War of Liberation : Bangladesh We Want to See' of the Bangladesh Economic
Association held during 8-10 April, 2010 at Osmani Memorial Auditorium & Institution of
Engineers, Bangladesh, Dhaka.
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Islamic Bank, known as Islami Bank Bangladesh Limited was established in 1983
in Bangladesh with the objective to introduce welfare oriented banking and
promoting equity and justice (Adl and Ehsan) in the economy of Bangladesh. As
a shariah based bank it is committed to conduct all banking and investment
activities on the basis of interest free profit and loss sharing system. The bank has
made tremendous progress during the last 26 years of its operation and has
become the biggest and best bank among the entire 30 private commercial banks
including 6 other Islamic banks. The operational success and speedy growth of
Islamic banking in Bangladesh indicate that Islamic bank can run more effectively
and efficiently suiting the genius of the people and fulfilling the moral faith and
belief of the God fearing Muslims Ummah, as a viable and profitable alternative
to conventional banking.

The theme of this paper is to analyse how Islamic Banking System can be taken
as more appropriate institutional approach to deal with human poverty, inequity
and exploitation in the society of Bangladesh.

2.1 Poverty situation in Bangladesh

Bangladesh is still in the category of least developed over populated poor country.
All out efforts are being made through different strategies and approaches by
Government and Non Government Organizations to move out of poverty and
reduce poverty by 50% by 2015.Poverty Reduction Strategy papers being
prepared revised under the guidance of the foreign Donor Agencies as guidelines
for implementation to reduce poverty in Bangladesh. Indigenous initiatives and
innovative institutions developed by Nobel Laureate Prof. Md.Yunus and Sir
Fazle Hasan Abed like Grameen Bank, BRAC, and other NGOs and PKSF have
been making laudable efforts through target oriented program to assault on
poverty with the Micro financial services for the poor .All these institutional
strategies and policies are being implemented in interest based Capitalistic free
market system.

Definition and measuring poverty always pose problems for experts. Poor means
lacking most or all crucial assets and capabilities like Material assets, Body
health, Bodily integrity, emotional integrity, Respect and dignity, Social
belonging, Cultural identity, Imagination, information and education,
Organizational capacity, Political representation and accountability.

The recently published UN report on World Social situation called for rethinking
the issue of poverty as conventional approaches to measuring it based on income
and expenditure can be misleading. The publication, Rethinking Poverty, also said
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despite registering steady economic growth, the proportion of Bangladesh’s
population living on less than $1.25 a day has increased from 44.2 percent in 1981
to 49.9percent in 1990and 50.5 percent in 2005.

Economist Prof Wahiduddin Mahmud however differed with the findings,
claiming that the level of poverty dropped in Bangladesh. He rather said
multilateral lending agencies, such as World Bank and Asian Development Bank,
are providing different estimates on poverty and spreading confusion. According
to Bangladesh Bureau o Statistics, about 40 percent of the population lives below
the poverty line. “We did not make much progress in poverty reduction but
poverty level has dropped,” said Mahmud at a discussion on the World Social
Situation.

Poverty is not related to income alone, social services, such as education and
healthcare, are also important.

“We should attach importance to inclusiveness. To attain this, people will have to
be empowered so that they can ensure accountability in areas of education and
health services,”.

There is a need for identifying the root of poverty for its eradication rather than
the present targeting approach.

If people living below the poverty line are targeted to be uplifted, it will not bring
better results, as a new group of poor people will fill up the section.

“We need to find the root of poverty instead of targeting a section of poor people
to reduce it,” Opined by professor Mahmood .

Now the question is what is the root of poverty? To find out root of poverty we
may look towards the exploitative tool of interest in the Capitalistic globalised
free market system which promotes extreme materialistic society of
consumerism, greediness, individualism, corruption and creation of Multinational
corporations as instrumental to augment the concentration of wealth in a few
hands and a few developed countries.

The Grameen bank and BRAC the two main institutions developed by Prof.
Mohammad Yunus and Sir Fazle Hasan Abed have been working relentlessly with
their target oriented Poverty alleviation programs since 70’s of the 20th Century
.Their main instrument to address poverty is Micro-Credit .The strategies for both
the organisations are awareness raising capacity building, saving mobilisations,
group lending at market rate of interest varying from 15% to 25% without any
collateral. Both Grameen and BRAC have their education, health, Sanitation
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activities for the rural poor and ultra poor along with profit oriented various
commercial projects since their inception in late 70’s of the last century. During
their successful journey of attacking the multidimensional and multifaceted
poverty problems of Bangladesh, they have evolved various schemes like
Targeting the ultra poor, essential Health Care Service, Social Development,
Human Rights and Legal Services Programme, Education Programme by setting
up BRAC primary schools and Education Loan Programme, Rural Housing
Programme by Grameen Bank for it’s members .The demonstration effects of the
contributions of these two organisations in poverty alleviation and rural
development have led to the growth of thousands of NGOs and MFIs mainly to
provide Micro financial services focusing female members of the poor
community. It is perceptible and factual that all these NGOs and GO poverty
reduction policies and programme have made positive change in the rural
Bangladesh but poverty level has not substantially improved still 40% of the
population live below the poverty line whose daily income is less than US$1.25,
according to the Bureau of Bangladesh Statistics.

It is now convincing fact that the conventional interest based financial system in
the capitalistic free market framework, failed to offer appropriate strategy to deal
with Poverty Reduction substantially. We should search for alternative system .
The ideal system of Islamic banking and Islamic economic institutions like Zakat,
Awkalf, Ushar, Sadka and charities can offer better approach to deal with poverty
Reduction Strategy. In creating a world without Poverty Professor Yunus is now
pioneering the idea of social business a completely new way to use the creative
vibrancy of business to tackle social problems from poverty. In introducing the
social business in his book, Creating world without poverty, he describes that
while the existing companies are generally profit Maximising Business, the new
kind of business might be called social business, where entrepreneurs will set up
social business not to achieve limited personal gain but to pursue specific social
goals. Social business would be a new type of business that pursues goals other
than making personal gains-a business that is totally dedicated to solving social
and environment al problems. This is a very exciting and illuminating concept
from a visionary like him and compares more favorably to Isalmic way of doing
business. Only god fearing entrepreneurs having faith in religion and being
accountable to Allah for their deeds in this world to the next world can come
forward for such venture. It would be difficult to sell this idea to secular minded
capitalists.
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3. Islamic Banking

Alongside the conventional interest based banking system, Bangladesh entered
into an Islamic banking system in 1983. At present, out of 48 banks in
Bangladesh, 7 PCBs (Private Commercial Bank) are operating as full-fledged
Islamic banks and 20 branches of 9 conventional banks are partially involved in
Islamic banking. The Islamic banking industry continued to show strong growth
since its inception in 1983 to June 2009 in tandem with the growth in the
economy, as reflected by the increased market share of the Islamic banking
industry in terms of assets, financing and deposits of the total banking system. The
entire picture is given at Table-1.Total deposits of the Islamic banks and Islamic
banking branches of the conventional banks stood at Taka 464.4 billion at end
June 2009.This was 26.0 percent of the deposits of all private commercial banks
and 17.8 percent of the deposits of the total banking system at the end of
June2009.Total Total investment of the Islamic banks and the Islamic banking

Table 1
Comparative Position of the Islamic Banking sector (as at end June -2009)
(In billion TK)
Group of Banks
Particulars Isalmic Islamic Islamic  Private All

Banks Banking  Banking Commerci Banks-2
Branches _ Sector al Banks-1

1 2 3 4=2+3 5 6
1.  Number of Banks 7 9 16 30 48
2. Number of Branches 429 20 449 2185 6936
3. Number of Accounts* (20.6) (6.5)
(in thousand) 5048 n.a 5048 11961 37573
4. Number of Employees (42.2) (13.4)
5. Deposits 15627 403 16030 n.a n.a
428.0 36.4 464.4 1783.3 2603.1
6. Investments(Credits) (26.0) (17.8)
7. Investments Deposits 411.5 22.8 4344 1483.3 1939.9
Ratio 0.96 0.62 0.94 0.83 0.75

Notes :1. Figure in the parentheses in column 5 indicate share of percentage of the Islamic
banking sector to all private banks
2. Figure in the parentheses in column 6 indicate shar e of percentage of the Islamic
banking sector to all banks n.a=Not available

Source: Annual Report -2008-2009.BB
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branches of the conventional banks stood at Taka 434.4 billion at end June
2009.This was 29.3 percent of all private banks and 22.4 percent of the total
banking system of the country.

4.  Central Banks guideline for Isalamic Banks

Bangladesh Bank with its proactive and the dynamic leadership of present
Governor Dr. Atiar Rahman has taken a pro-poor, pro-rural and inclusive banking
policy and recently issued a much warranted guidelines for conducting Islamic
Banks to promote and support the growth of Islamic bank within its proper
regulatory and supervisory framework. It is expected that these guidelines will
form the basis for preparing and enacting an Islamic Banking Act and creation of
appropriate logistics in the central bank to properly guide, supervise the Islamic
banks in near future.

This is for the first time that Bangladesh Bank has come out with clear policy
guidelines for setting up of full fledged Isalmic banks, terms and condition s for
the conventional banks to obtain license for opening Islamic banking branches,
windows, conversion of a conventional bank to an Islamic bank and external
conversion through acquisition of a bank by parties interested in converting it.
The guidelines briefly covered the operational principles and mechanism of
accepting deposits and making investments in different modes and maintenance
of CRR (Cash Reserve Ratio), SLR (Statutory Liquidity Ratio), and Liquidity
Management aspects as per compliance of Islamic Shariah principles. The
guidelines also state that it will be the responsibility of the Board of Directors of
the respective banks to ensure that the activities of the banks and their products
are Shariah compliant. The Board of the Islamic banks /Conventional commercial
banks having Islamic branches, therefore, is constituted with directors having
requisite knowledge and expertise in Islamic Jurisprudence. The Board may form
an independent Shariah Supervisory Committee with experienced and
knowledgeable persons in Islamic jurisprudence. However, the Board shall be
responsible for any lapses /irregularities on the part of the Shariah Supervisory
committee. Fit and proper criteria for selection of members of the Shariah
Supervisory Committee have also been outlined indicating educational
qualifications, experience and exposure in Islamic Jurisprudence, Islamic
banking, clean track records solvency and financial integrity, honesty and
reputation.
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It is expected these guidelines for conducting Islamic banking will provide and
form the fundamental basis for formulation and enactment of Islamic Banking Act
in the near future and Bangladesh Bank will initiate and create friendly congenial
environment to support the fast growth of Islamic bank in Bangladesh.

5.

Alternative Programme of IBBL: RDS

The fundamental principle of Islamic bank is to ensure equity and distributive
justice in the economic life of the mass people in society as per dictates of the holy
Quran and Sunnah. Accordingly the management of IBBL has stated the Mission
IBBL as follows

a.

“To establish Islami Banking through the introduction of welfare oriented
banking system and also ensure equity and justice in the field of all
economic activities, achieve balanced growth and equitable development
through diversified investment operations particularly in the priority sectors
and les developed areas of the country. To encourage socio-economic uplift
and financial services to the low income community particularly in the rural
areas.

The IBBL according to its Mission adopted a rural banking scheme known
as Rural Development Scheme in 1995 side by side its commercial and
Investment financing. The main objectives of the Scheme are to extend the
investment facilities to agricultural, farming and off-farming activities in
the rural areas in order to alleviate poverty. Under the scheme financing is
made for self-employment and income generating activities of the rural
poor people to alleviate rural poverty through integrated rural development
approach.

Target Group Approach : Legibility Criteria

The Scheme also follows the group based target oriented collateral free modalities
like Grameen and BRAC.

° Able bodied and industrious rural poor having age between 18 to 50
years and the permanent resident of the project area (Rural Branch
command area).

° Farmers having cultivable land maximum 0.50 acres and the
sharecroppers.

Persons engaged in very small off-farm activities in the rural areas.
Destitute women and distressed people.
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° Persons having liabilities with other banks/institutions are not eligible
for investment under the Scheme.

The Scheme is being implemented through its rural branches within the radius of
16 Kilometers.

b.  Operational Procedure: Integrated Development Approach

The cardinal principle of the Scheme is the ‘Group Approach’ Allah loves those
‘who conduct their affairs by mutual consultation” (Al-Quran 42:38) .For all
decision-making activities, this mutual consultation is given high priority .The
salient features of the Group formation are the following:

Small Groups to be formed consisting of 5 members preferably of similar
professions/occupations.

° Investment clients are selected in the Centre meeting and supplied
with the application forms and other related papers. In finalization of
the investment application, the list of the selected clients, supported
by their applications, are submitted to Branch Manager duly signed
by the Group Leader, Centre leader, Field officer and project officer
for sanction and disbursement of investment.

C. Rate of Return

The rate of return is determined by the authority from time to time. At present, the
rate of return is 10%. Timely repayment is encouraged by offering 2.5% rebate.

d. Modes of Investment

Since beginning, RDS is mainly practiced Bai-Muajjal mode of investment (about
95%) and sometimes HPSM (Hire Purchase Under shirkatul Milk) mode is
adopted based on the nature of investment items. Recently, Musharaka mode of
investment has been introduced in RDS operation and getting response widely. At
present, the number of Musharaka Investment client is 30 where the total
outstanding is TK1.4 million as on 31.10.2009 and number and volume of
Musharaka investment is increasing gradually.

e. Micro Enterprise Investment Scheme-A graduation program of RDS

° To satisfy the graduated clients who had already availed highest limit
of investment under the Scheme, a special scheme has been
introduced in the name and style of Micro Enterprise Investment
Scheme (MEIS) in 2005. The ceiling of MEIS investment is TK-50,
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00/ to Tk-300,000/ and local small traders and entrepreneurs may also
be provided this facilities under the limit.

The existing field officers and project officer explore the possibilities
of investment in the area under the aforesaid Schemes and
recommend to the Branch for sanction. The branch sanction within
the business discretionary power. If it is beyond the discretionary of
the Branch incumbent, they may send the same to Zonal office/Head
office for sanction. The entire Scheme has been chalked out in such a
way so that all the persons within the command /target area may be
brought within the fold of Bank’s Investment for productive
economic activities.

f. IBF-A support program of RDS

Islami Bank Foundation, a non-profit service oriented sister
organization of Islami Bank, Providing financial support to the RDS
members to install tube-well and sanitary latrine on Quard-e-Hasana
after two years successful enrolment.

IN the meantime, 7,478 tube-well and 4,270 sanitary latrines have so
far been distributed at a cost of Tk-14.83million and Tk-4.57 million
respectively up to 31.12.2009 against quard.

g. Performance of Rural Development Scheme

139 Branches of the Bank have been brought under the Scheme in
their respective areas. These Branches are working among the poor in
10,751 villages covering 1,199 Unions under 296 thanas of 61
districts of the country. Present number of members is 4, 92,475.

Since beginning of the scheme, the members are provided investment
facilities of an amount of Tk-24,238.69 million up to 31.12.2009
against which present outstanding is Tk-3,752.20 million.

A brief performance of RDS up to 31December 2009 is shown in the following

table: 2

Strategy and Policy for expansion of RDS

RDS of IBBL during its tenure of 15years successful operation has achieved
maturity and sustainability as an Islamic pathway for reducing poverty in
Bangladesh and can be a replicable model for other Islamic Banks. So long the
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SL Areas of performance Number and

No VVolume/Amount

Area Coverage

1 No of branches handling the Scheme 139

2 No of Village(no of total village in the country is about 10,751
87,000)

3 No of Districts(no of total districts in the country is 64) 61

4 No of Centre 22261

5 No of Group 123306

6 No of members(existing) 492475

7 % of women member in the scheme 84%

8 Average no of member per centre(expected no 40) 22

9 No of client(who are availing investment) 312036

Financial Statement (RDS -Including MEIS)

10 Cumulative disbursement (since inception) 24,238.69

11 Present outstanding 3752.20

12 Overdue 36.56

13 Percentage of Recovery 99%

14 Balance of Members’ savings (including centre Fund) 1,488.77

Financial Statement (MEIS)

15 Number of clients under MEIS 19,069

16 Cumulative disbursement (since2005) 2553.31

17 Present outstanding 1080.91

Manpower position

18 No of Field officer 1512

19 No of project officer 235

20 No of Zone officer 15

Scheme maintained a low profile working silently in the rural villages of
Bangladesh. The experiences and expertise earned in implementing the scheme as
a mere division in the mainstream of the bank provides ample ground to set up a
separate subsidiary Oraganisation to promote and expand the programme
throughout the country as a viable and remarkable alternative approach to poverty
reduction strategies. The management of IBBL has realised the importance of
setting up a separate sister institution to deal with poverty reduction more
effectively and efficiently applied to BB and Micro Credit Regulatory Authority
for necessary license. The other private Islamic banks can also examine the
feasibility of setting up such a subsidiary financial institution to offer micro
financial and social services to the poor community as a part of fulfilling
corporate Social Responsibility and to materialise the professed financial
inclusion of people within the banking services of the country.
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A comparative position along with growth of progress of RDS for last five years is shown in

the following table:
Particular 2005 2006 Growth | 2007 | Growth [ 2008 | Growth %céé Growth

Villages 4,560 8,057 7% 10023 24% 10676 % 10470 -2%
Members 217,445 | 4,09,575 B88% | 516v25 | 26% | 577740 | 12% | 542715 6%

Percentage of Female
Clients 94% 92% - 87% - 87% - B4% -
Investment Qutstanding | 1,106.47 | 224221 | 102% | 2884.66 | 28% | 301172 | 4% 3520.18 17%
Cumulative Investment | 6,033.29 | 9,303.12 54% | 13969.01 | 47% | 1876B.27 | 3% 2349718 | 25%

MNumber of Distributed
Tube wells 4421 5925 25% 6242 13% 6844 10% 7399 8%

Number of Distributed
Saniitary Latrines 2204 3147 43% 3551 13% 3838 8% 4184 9%

Graphical presentation of the performance:

Comparative position of Camulative Disbursement & Outstanding:

| B Disbursement m Outstanding
Year Disbursement | Outstanding )
2004 4216.77 789.97
2005 .6033.36 1106.47
2008 9303.12 2242.1
2007 13969.01 2884.66
2008 18768.27 3011.72 i :
2009 2349718 3529.16 2004 2005 2008 2007 | 2008 | 2009
Trend of growth of Members :
Year | Member 700,000
600,000
2004 | 163,465 igﬁ:
2005 | 217,445 200,000
| 2006 | 409,575 200,000
2007 | 516,725 100,000
2008 577,740 0 —
2009 605,255 2004 2005 2006 2007 2008 2008
Trend of ex aﬁsion of villages:
Year | Number of Villages 12000 Mumber of Vileges
2004 4230 ol
2005 4560 00
2006 8057 00
2007 10023 2000
2008 10676 o B ;
2009 10451 204 2005 2006 2007 2008 2009
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Zakat and poverty reduction

One of the five fundamental principles of Islam is Zakat. Zakat is equally
important and binding obligations of the Muslim like Salat as per Quranic
instruction. Zakat is a direct income transfer instrument from the wealthy people
to the poor. Zakat played a vital role in establishing a poverty free society during
the early period of Islam. Early Isalmic history vividly reflect that this Islamic
economic institution is very effective and appropriate to take care of the poor and
needy people of the Muslim Societies. Three is a well established statement that
from the period of Umar-al Khattab(13-22 H) and Umar-bin Abdul Aziz (99-
101H), poverty was eliminated during the time of these two rulers as Zakat
collected in some regions could not be distributed due to lack of poor recipients.

In a research paper on Prospect of poverty elimination through Zakat collection in
the OIC countries, it has been estimated the resource required and potential Zakat
collection for poverty elimination based on information gathered on 38 OIC
countries including Bangladesh. The paper finds that half of the sample countries
not only meet their resource short fall by potential Zakat collection but also
generates surplus funds which are sufficient for the resource deficit countries
With this funding the author Jb Shiraji(2006) suggested for pooling Zakat funds
from Zakat surplus countries to eliminate the poverty in the resources deficit poor
countries .

It is estimated that the potential Zakat collection in Muslim countries if mobilised
properly could reach between an average ranges of 1.8 percent to 4.3 percent of
GDP annually. In Bangladesh’s case it ranges from 1.53%to 3.82%o0f GDP. so
even if Zakat could be collected as per principle ordaned in the Holy Quran,
Sunnah and explained by the renowned Isalmic Scholar, Yusuf-Al Qardari there
would be a resource gap to be supplemented by other sources like Awkalf, Micro
finance programme and ADP allocation for poverty elimination.

As per Islamic religious obligation Zakat is not collected compulsorily by Govt in
Bangladesh although there is Zakat Fund under the Religious Ministry of the Govt
for voluntary collection of Zakat. But the amount of being collected through this
voluntary approach is very scanty.

In the socio political situation of the country it will not be possible for the
government to collect Zakat compulsorily although a few Muslim countries are
doing .In this situation Zakat should be collected with the initiative of the private
sector by creating Zakat Fund by the big industrial and business groups and the
rich individuals. Islami Bank Bangladesh Ltd has been collecting Zakat through
its subsidiary Islami bank Foundation and properly utilising the Zakat Fund in
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philanthropic and poverty reduction program like establishment of hospital to
provide health services with low cost, maintaining women destitute rehabilitation
centers, Technical training institutes, poverty reduction investment program for
self employment and providing financial support to the poor students. The other
Islamic banks and the conventional banks with Islamic bank branches and
windows can initiate and implement Zakat oriented Poverty reduction strategies
and programs along with their micro credit programme towards fulfillment of
their corporate social responsibility.

We know from Muslim history that Awkalf was a very important humanitarian
and economic institution dedicated to the cause of human welfare and poverty
reduction. We still find the existence of Awkalf and trust properties sporadically
in Bangladesh. But they are going to be grafted by the greedy and corrupt people
and those still survive are poorly managed with government intervention in the
name of Awkalf Administration Dept. of government .Here also the private sector
can come to the rescue of the remnants of exiting Awkalf and revival and creation
of new AWAKF by the wealthy affluent section of the society with pious
intentions. The concept of AWKALF can be understood and made in two ways i.e.
‘in terms of properties and in cash. Cash AWKALF deposit schemes are also in
practice in the banking services of IBBL and SIBL (Social Islamic Bank Ltd).

A comprehensive Poverty Reduction Strategy Paper (Plan) can be made involving
Micro-investment (Credit), Zakat, and AWKALF which can bring about
innovative changes in the Micro Investment for Poverty alleviation in
Bangladesh. In this plan one aspect may be to introduce and expand Qard-e-Hasan
where investment be made and realised without profit and administration cost be
borne out of Zakat Fund or Sadgaud charity Fund for self employment of the poor.
For the hard core poor or the ultra poor the grant cum investment can be made to
them from Zakat, AWKALF and, Charity Fund and the investment part may be
realised in easy long term basis based on their reaching capability to repay.
Successful implementation depends on choice and intensive supervision, training,
motivation and capacity building of the ultra poor. This approach may be taken as
a pathway to reduce poverty by all the seven Isalmic banks on experimental basis
if found successful may be accepted as a replicable model for other conventional
banks and Micro Finance Institutions of Bangladesh. The Grameen Bank, the
world famous bank for the poor which achieved the Nobel Laurel and BRAC
which is the largest NGO in the world and its founder Sir Fazle Hasan Abed may
actively consider exploring this Islamic approach. Both these Institutions having
successful track record and well-knit net work of branches and outreach have the
good potentials for introduction of Islamic pathway of Micro financing
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.Particularly BRAC which has a separate Bank as BRAC bank specialised in SME
financing can make this experience, as its Management recently decided to go for
Islamic banking and made all preparatory works. Adoption of a viable alternative
profit and loss sharing system does not mean capitalising and exploring the
religious faith of the Muslims. Islamic economic and banking system has been
established as reality and marching forward to provide solutions to the present
global crisis.

Concluding Remarks

Islamic banking has great prospects and potentials in Bangladesh for rapid
expansion to cater to the ever increasing demand from all segment of community
of people of the country including Non-Muslims. Isalmic banking has an inbuilt
shariah principles and mechanism to ensure the equitable, fair and welfare
oriented development. Islamic banks through profit and loss sharing mode of
investment including Zakat, Awkalf and charitable activities can be a alternative
pathway to reduce poverty in Bangladesh which has been indicated clearly from
analysis of continuous and comparative success of IBBL in the banking sector of
Bangladesh.

RDS a poverty Reduction strategy and programme of IBBL if properly redesigned
with Micro investment, Zakat, Awkalf, Sadgaaud and charities can provide
substantial resources and if managed efficiently and effectively in true spirits of
Islamic Shariah principles, may be an innovative and replicable model for other
institutions working for poverty elimination.

It is suggested that serious studies and Research should be conducted to find out
the operational guidelines, monitoring and intensive supervision mechanism to
achieve meaningful results. From the experiences of implementation of this
concept the IBBL and other Islamic banks may set up separate subsidiary
institution to deal exclusively the poverty problems in Bangladesh.
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Feae=- “Most of the People in the world are Poor, so if we knew the economics
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This Paper was presented at the XVII Biennial Conference titled ""Economy at the Golden
Jubilee of War of Liberation : Bangladesh We Want to See** of the Bangladesh Economic
Association held during 8-10 April, 2010 at Osmani Memorial Auditorium & Institution of
Engineers, Bangladesh, Dhaka.
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Modern Technology and Agrarian
Change in Bangladesh

Md. Nazrul Islam*

The economy of Bangladesh is basically agrarian. The agriculture sector accounts
for about 21 percent of gross domestic product (Shahabuddin 2010, P. 24). This
sector is dominated by crop agriculture and plays a vital role in achieving self-
sufficiency in food grain production. Within the crop sub-sector, rice crop
dominates in terms of both acreage and production representing a share of about
74 percent and 54 percent, respectively, in 1996-97. (GOB, 1998).

In fact, past performance of agriculture was not satisfactory. The factors
responsible for poor growth rate in agriculture are mainly institutional,
technological and vagaries of nature. At present this sector is more diversified
than it was three decades ago. There is enough potential for expanding
agricultural output because of fertile soils, suitable climate and abundant ground
water. There are some major constraints to agricultural development such as
scarcity of land, skewed distribution of land ownership, vagaries of nature. The
most important constraints to agricultural development is the high pressure of
population on limited land. Due to high pressure of population on land
subdivision and fragmentation of land has occured. Due to high population
pressure most of the agricultural landholdings are very small. Finding no other
alternative the small farmers of rural Bangladesh sell their land to the rich farmers

*  Professor, Department of Economics, Islamic University, Kushtia.

This Paper was presented at the XVII Biennial Conference titled *"Economy at the Golden
Jubilee of War of Liberation : Bangladesh We Want to See' of the Bangladesh Economic
Association held during 8-10 April, 2010 at Osmani Memorial Auditorium & Institution of
Engineers, Bangladesh, Dhaka.
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and joined the landless group. This process accelerates the process of
concentration of land in the hands of a few rich farmers. Number of landless
households have doubled during the last four decades. (Barakat 2001, P. 1). A
large number of landless people are forced to migrate from rural areas to urban
areas and accept the sub-human living in slums in urban areas (Barakat 2001, P.
1). It is appropriate to mention that, land tenure situation has undergone dramatic
change. Sharecropping in Bangladesh is exploitative in nature. Adverse terms and
conditions of sharecropping have not conducive to agricultural development.
Moreover, the issue of unemployment is very complicated one. The widespread
unemployment have persisted over the years. The problems have acuted on the
high pressure of population growth unmatched with the pace of economic
development. Therefore, the main thrust for agricultural development can come
only from increased productivity in agriculture through the application of modern
technology in the form of HYV of seeds, chemical fertilizers, mechanized
irrigation, pesticides and more effective institutions for organization of
production, distribution and marketing (J. Faaland and Parkinson 1975, P. 124).
Modern technology arrived in Bangladesh as early as sixties. But it’s popularity
and acceptance increased in post liberation period of Bangladesh. In a land scare
economy as it is evident in Bangladesh the adoption of modern technology has
opened up opportunities of increasing food production, employment and facilities.

Despite the modern technology has contributed to increasing productivity, and
employment facilities but there is strong apprehension in the country that modern
technology contributed to increasing inequality, raising landlessness. Moreover, the
adoption of modern technology has made the position of sharecroppers more
vulnerable. At present, agricultural sector is very much diversified than three
decades ago. The last three decades have witnessed major transformation of
agricultural sector of Bangladesh including changed in it’s technology, resources
base, structure and production process. In this backdrop the socio-economic
condition of the rural masses has not gone more through a vital modernization
process which could improve the existing condition of the people of rural areas by
increasing employment opportunities in the non-farm sector of Bangladesh. Despite
the significance of the problem regarding modern technology and agrarian change
no detail research on this issue is yet to be conducted. This is therefore, necessary to
analyse the modern technology and agrarian change in Bangladesh.

Methodology

This study is based on secondary data. Secondary data were collected from
different published and unpublished documents.
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Importance of the study

The results of the study may be of great use to the policy makers regarding land
relations, modern technology, agricultural production and agrarian change. The
finding of the study have also academic importance to the teachers and the
students of economics.

Results and Discussions

In this section we shall analyse the modern technology and agrarian change in
Bangladesh.

Land provides the income and employment. In many respect it forms the basis of
power structure in rural Bangladesh. Land is most scare resource in rural areas.
Competition for land is more acute in Bangladesh. The most important constraints
to agricultural development in Bangladesh is the high pressure of population on
limited land of the country. Due to extreme pressure of land fragmentation of land
has occured. So that, most of the landholdings are very small. M.K.Hussain
(1985) expressed the view that the number of fragments per acre was 2.93 for
irrigators, but it was about 1.89 for non-irrigators. In this context M.K. Hussain
(1985) stated that, “irrigated land being more valuable to all irrigators what to get
a share of each of such plots and so irrigated land become more fragmented.” Due
to extreme pressure of population and the law of inheritance average size of
agricultural land is reduced. The average size of farm was 3.54 acres in 1960. By
1996 it came down to 1.68 acres. Finding no other alternatives the small and
marginal farmers sell their land and joined the landless group. This process
intensifies fragmentation of land and accelarates the process of concentration of
land in the hands of a few rich people. It is noticed from the 1951 Census landless
labourers were about 14 percent of the total agricultural labour force. Agricultural
Census of 1960 reported that the landless labourers increased to 17 percent. The
1983-84 Agricultural Census and Livestock data indicated that about 46 percent
of rural households were functionally landless (those who owning less than 0.2
hectares). But it increased to 56 percent by the year 1996 (Census of Agriculture
1996). The number of landless households increased at an annual compound
growth rate of about 3.85 percent between 1983-84 and 1996 (M. Hossain 1999).
Land ownership is concentrated in the hands of a few rich people. Table — 1 shows
the relative land concentration ratio of farms in different size groups.

A good number of studies (Mukerjee 1971, Alamgir 1974, Jannuzi and Peach
1980, Bayes and Sayeeduzzaman 1991, M. Hossain 1999) had provided evidence
in support of the view expressed in favour of increased land concentration in rural
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Table 1: Relative Land Concentration Ratio of Farms in Dif ferent Size

Farm Size 1960 1983-84 1996
Marginal 0.13 0.19 0.26
Small 0.47 0.70 0.91
Medium 1.21 1.86 2.36
Large 3.55 5.28 6.96

Source : M. Hossain 1999, P. 40

Bangladesh. Due to high pressure of population on limited land agriculture is
dominated by small and marginal farmers. In 1983-84 about 28000 households in
rural areas owned in sizes of more than 10 hectares agricultural land while this
number has declined to 19000 by 1996 (BBS, 1998). This implies land is
concentrated to a few rich farmers in rural Bangladesh.

Land tenure situation has undergone remarkable changes in Bangladesh. 1960
Agricultural Census reported that 18 percent of the land operated by tenants while
it declined to 17 percent in 1977 (BBS 1981). Total rent-in area was increased to
21.6 percent in 1996. The introduction and adoption of modern technology has
made the position of sharecroppers most vulnerable. Due to inadequate resources,
sharecroppers have not achieved to maximize their gain by using modern
technology. The share tenancy of Bangladesh is exploitative in nature. Adverse
terms and conditions of sharecropping have not conducive to agricultural
development. Eviction of tenants is more common in irrigated land. The area
under sharecropping has declined from 91 percent of the total tenanted area in
1960 to 74 percent in 1983-84 and again declined to 62 percent in 1996 (M.
Hossain 2000, P. 70).

Modern technology has brought about significant impact on employment. A good
number of studies reported that per acre labour absorption in irrigated farms was
higher than that of non-irrigated farms (BAU 1975, M.K. Hussain 1985, 1IMI and
BSERT 1995). Bayes and Sayeeduzzaman (1991) observed that, “a shift in
cultivation from local to modern varieties increased labour requirement by 25
percent which is statistically significant.”

Real wages are considered one of the most important indicators of the level of
earnings and consumption of the rural households who are primarily dependent on
the rural labour market for their livelihood. J. Alam (1999) found that real wages
of agricultural sector declined after 1972. The index of real wages in agriculture
declined to 86 in 1981-82. While, the index of real wage recoved between 1989
and 1990. It stood at 104 in 1995-96. Bangladesh agricultural sector witness the
lowest growth rate in wages rather than other sectors of the economy (J. Alam
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1999). The number of farm families providing agricultural labour on other’s farm
in rural areas declined from 22.6 percent of total farm families to 16.9 percent in
1996 (M. Hossain 2000, P. 67). Because many farm families had migrated from
rural areas to urban areas and some farm families engaged in other gainful job at
the non-farm sectors within the rural areas.

Modern technology arrived in Bangladesh as early as sixties. But it became
popular from the post liberation period of Bangladesh. The diffusion of modern
technology has opened up opportunities of raising food production and
employment facilities. Use of modern inputs between mid-sixties and mid-
seventies did not improve the stagnating nature of the economy.

In 1965-66 area irrigated by modern irrigation was about 2,00,000 acres, while it
was about 13,41,000 acres in 1976-77 (M. Hosain 1989, P. 27). A rapid growth of
modern irrigation has been influencing the use of HYV of seeds, chemical
fertilizers and pesticides. Total area under modern variety of seeds was about
3,78,000 acres in 1968-69 while it went up 35,75,000 acres in mid-seventies (M.
Hossain 1989, P. 25). By the end of 1960 chemical fertilizers consumption had
increased to over 4 kilogram of nutrient per acre. But it stood nearly 8.0 kilogram
of nutrients per acre in 1976-77 (M. Hossain 1989, P. 25). Yield of rice had
increased marginally from an annual average of 1007 Ibs per acre during the
period 1965-66 — 1968-69 to 1061 Ibs per acre in mid-seventies (Statistical Pocket
Book of Bangladesh 1979, P. 228).

The use of modern inputs did not lead to significant improve the agricultural
growth during the period of 1965-66 to 1976-77.

The farmers of Bangladesh were using more and more modern agricultural inputs
from the mid-seventies. The government of Bangladesh made efforts to build up
modern irrigation infrastructure from the mid-seventies. A good number of
projects were undertaken for the development of modern irrigation. Government
spent huge amount of money to increase the domestic production of fertilizer.
Along with this government undertook programmes to popularize high yielding
variety of seeds. Many modern varieties were introduce in place of local varieties.
Available data indicated that modern mechanized irrigation technology increased
at a rapid rate between the late seventies to mid-nineties. In 1979-80 about 37,389
LLPs were fielded and irrigated about 1490959 acres agricultural land (M.A.
Hashem 1983, P. 168). The number of DTWSs were 9795 and irrigated about
133932 acres of cropped area in 1979-80 (M.A. Hashem 1983, P. 163). In 1979-
80 the number of STWs were 10980 and irrigated about 131568 acres land (M.A.
Hashem 1983, P. 164). The growth of irrigation devices was good at the mid
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nineties. The number of STW increased to 349000 in 1993 and it irrigated about
3.458 million acres of land in 1993 (1IMI and BSERT, 1995). By the year 1993
about 52000 LLPs were fielded and it irrigated only 1490959 acres cropped area.
While in 1993 number of DTWs increased to 26000 and it irrigated 1079390 acres
of land (IIMI and BSERT 1995, P. 14).

In fact, the irrigated area expanded in Bangladesh from the level of 2.65 million
hectares in 1990-91 to the level of 4 million hectares in 1996-97. Large scale
irrigation systems irrigated about 0.40 million hectares. But the STW irrigated
2.23 million hectares, LLPs irrigated 0.58 million hectares and DTWs irrigated
nearly 0.52 million hectares. But traditional and other methods irrigated about
0.26 million hectares (The Fifth Five Year Plan 1997-2002, GOB, 1998, P. 267).
Table — 2 shows the rates of growth of irrigated acreage, fertilizer and pesticides
use from mid-seventies to mid-nineties.

HYV rice output and acreage have been changing overtime in rural Bangladesh.
HYYV rice acreage under Aus crop were going up from mid-seventies to mid-
eighties. But it declined in the early nineties. HYV Aus rice output increased
between mid-seventies and early eighties. While HYV Aman and HYV Boro
crops acreage and HYV Aman and HYV Boro output has been increasing
significantly from the mid-seventies. Available data indicated that HYV rice

Table 2 : Rates of Growth of Irrigated Acreage, Fertilizer and Pesticide use
from mid-seventies to mid-nineties (Three year average)

Irrigation .
Acreage Fertilizer Used Pesticides Used
Three Yearly Average (Thousand -
(Thousand - (Metric tons)
metric tons)
acreage)
1974-75 to 1976-77 3349 411 -
(Annual  compound +3.95% +14.05%
growth rate)
1979-80 to 1981-82 4064 793 2077
(Annual  compound +5.24% +9.37% +11.30%
growth rate)
1984-85 to 1986-87 5246 1241 3548
(Annual  compound +7.61% +11.58% +16.35%
growth rate)
1989-90 to 1991-92 7571 2146 7566
(Annual  compound +3.04% +5.84% +6.00%
growth rate)
1994-95 to 1996-97 8795 2850 10127

Source : M. Hossain 1999, P. 41
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acreage had increased from 15 percent to about 52 percent of the total acreage
during mid-seventies to mid-nineties (M. Hossain 1999, P. 42). While, HYV rice
output has been increasing from 30 percent to 70 percent of total rice output
during the same period (M. Hossain 1999, P.42).

It is evident from the table — 2 that between the mid-seventies to the end of
eighties irrigated acreage, fertilizer consumption and pesticide use was increasing
rapidly but after that period the growth rate declined.

Available data also indicated that between early seventies and early nineties Aus
rice output had been declining at the rate of 0.8 percent. While wheat output, Boro
and Aman rice output, had been increasing at a rate of 13 percent, 7 percent and
1.8 percent respectively during the same period (M. Hossain, 1999). This implies
structural changes have taken place in the food crop production sector form the
early seventies. The structural changes had achieved due to the introduction and
adoption of new technology in Bangladesh agriculture. The rapid growth of
modern irrigation changes in the use of fertilizers, pesticides and HYV of seeds
have had a positive impact on food grain production. Modern technology had
brought about significant improvement of the yield rate of some major crops. This
improvement was noticeable in the production of wheat and Boro crops.

It is worthwhile to mention that past performance of agriculture was not
satisfactory. The annual compound growth rate of agricultural sector was only 2.3
percent during the 1950s (A. Rahman 1979, P. 19). The slow rate of growth in
agricultural sector was due to lack of proper technology, low quality of seeds,
inappropriate development strategies and vagaries of nature. At present
agricultural sector is much more diversified than three decades ago. Available data
indicated that, the growth rate of agricultural output have increased by 2.7 percent
during 1972-73 to 1992-93 (Shahabuddin 2010). Shahabuddin (2010) also
observed that agricultural output grew at a rate of 1.6 percent during 1990-95. But
this growth rate increased rapidly by 4.7 percent during 1996-2000. But it
declined to 2.8 percent during the period 2001 to 2008 (Shahabuddin 2010, P. 24).

The growth rate of 2.8 percent in the current decade (2001-2008) has been
heralded as a success. In fact, Bangladesh has achieved significant improvement
in food grain production particularly in rice and wheat production since the post
liberation period of Bangladesh. In the 1950s the output of rice had been nearly
7.5 million tons a year but in the mid-sixties it increased to about 10.7 million tons
(Faaland and Parkinson 1976). The production of rice and wheat had been
increasing from 10 million tons in 1970s to 25 million tons by the end of 1990s.
But it has increased to about 30 million tons in 2008 (Shahabuddin 2010). This
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significant improvement in agriculture can highly be attributed to rapid growth of
new technology in Bangladesh over the last three decades.

Suggestions for Policy Implications

1. Higher does of chemicals when leaches in water source may pollute the
water. Therefore, ecologically sound technology should be introduced in
agriculture.

2. Land reform is a must for removing inequality in the distribution of income
in rural areas of Bangladesh.

3. There are evidence in Bangladesh that chemical fertilizers, pesticides have
high damaging effects on land, water and biodiversity. There should be co-
ordinated efforts to minimize or to remove these.

4. Institutional and legal measures should be enforced to protect tenants from
eviction.

5. Special emphasis should be given to protect the right of sharecroppers.

6.  Strengthening of agricultural extension and other support services for
promoting agricultural activities.

Conclusion

Past performance of agricultural sector was not satisfactory. Now this sector is
more diversified than three decades ago. The uses of modern inputs have been
increasing between mid-seventies and mid-nineties. During the last three decades
Bangladesh have had a tremendous growth in agriculture. Modern technology has
made a remarkable impact on output growth. The growth of agricultural sector has
been spectacular at the end of nineties. Agricultural output grew rapidly by 4.7
percent during 1996-2000. But it declined to 2.8 percent during 2001-2008. This
growth rate in the present decade (2001-2008) has been heralded as a success. The
significant improvement in agriculture can be largely be attributed to a rapid
dissemination of the modern technology in the form of mechanized irrigation,
chemical fertilizers, high yielding variety of seeds and pesticides over the last
three decades in Bangladesh. Despite modern technology has contributed to
expanding productivity and employment facilities in Bangladesh but there is also
strong apprehension in our country that modern technology contributed to
increasing inequality, raising landlessness. The introduction and adoption of new
technology has made the position of sharecroppers more vulnerable. The eviction
of tenants is more common in irrigated farm. The area under sharecropping has
declined from 91 percent in 1960 to 62 percent in 1996. Due to extreme pressure
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of population most of the landholdings in rural areas are very small. The average
size of farm was declined from 3.54 acres in 1960 to 1.68 acres in 1996. Finding
no other alternatives the small farmers sell their land and joined the landless
group. This process intensifies the concentration of land in the hands of few rich
people. Landlessness were increased from 14 percent in 1951 to 17 percent in
1960. About 46 percent rural households were functionally landless in 1983-84
but it increased to 56 percent in 1996. The last three decades have witnessed major
transformation in agricultural sector of Bangaldesh including changed its
technology, resource base, structure and production process.
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Dynamics of Agrarian Reform and
Rural Development in Bangladesh
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Milan K Bhattacharjee
1.  Introduction

Bangladesh emerged as an independent country on the world map on 26 March
1971 and after having a nine-month long armed struggle for freedom it achieved
the glorious victory on 16 December 1971. From her inception as an independent
and sovereign country, the successive governments have given due priority to the
economic development of the people by utilizing its existing resources of fertile
land through intensifying its productivity using modern technology in the field of
agriculture. As a result, the concept of green revolution was introduced which
harvested the benefits in the form of lowering its dependency on others for
meeting its food demand. The government also undertook some policies for the
development of human assets in the field of education, health and sanitation.
Through concerted efforts of government and non-government organizations in
the field of social development, Bangladesh is ready to take off on its way of
sustainable development.

Macro Economic Performance: The per capita Gross Domestic Product and
Gross National Income were recorded at $ 554 and $ 559 in 2007-08 The growth
rate of Gross Domestic Product (GDP) was 6.91 percent with a break up of 4.49
in agriculture, 9.56 in industry and 6.47 in the service sector. The contribution of

*  The authors are respectively Ex. DG, Ex Director & Joint Director of BARD, Comilla.

This Paper was presented at the XVII Biennial Conference titled ""Economy at the Golden
Jubilee of War of Liberation : Bangladesh We Want to See** of the Bangladesh Economic
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agriculture to the GDP is waning over the years and the contribution of service
sector and industry rose remarkably in the recent years. Agriculture, industry and
service sector registered 21.11.%, 29.89% and 49% contributions in 2007-08
against 25%, 26% and 49 % in 2000-2001 respectively. The role of domestic
saving to the GDP has also increased constantly over the years. The proportion of
domestic saving to the GDP in 2007-08 was recorded at 21 percent in comparison
to 18 percent in 2001-02. Considering the investment, it was around 25 percent of
the GDP in 2007-08 compared to 23 percent in 2000-01. While the investment is
disaggregated sector-wise, it is observed that the investment in the private sector
is getting preference to the public sector investment. The investment in private
and public sector was registered to be 19% and 6% of GDP in 2007-08 compared
to 16% percent and 7 percent respectively in 200-01. As a result of growth and
other macro economic performances, the income poverty has declined from 58.8
percent in 1991-92 to 40 percent in 2008 The real challenge now is managing the
inflation as it runs more than 5 percent during the last consecutive years. In the
year 2006-07, the inflation rate was recorded at 6.75 while it was around 8 percent
for food and around 4 percent in the non-food items (GOB 2007).

Performance in the Social Sector

The country has made significant contribution in the development of social sector
specially education and health and sanitation. Bangladesh has already achieved
two targets of UN Millennium Development Goals in the fields of access to pure
drinking water and removing gender inequality in enrolment at primary and
secondary levels. As recognition of this performance, Bangladesh has been
graduated from the low human development group to medium human
development group (UNDP 2005). Performance in curbing infant mortality rate
and population growth rate and growth of the contraceptive prevalence rate are
some of the major successes in the social sector. Labour Force: A growing number
of labour force has to be engaged in the economy every year. The size of labour
force in 2007-08 rose to 49.50 million from 40.37 million in 1999-2000 with a
growth rate of 4.4 percent. The growth rate for male is 3.8 percent against 6.5
percent for the female.

Rural Development vs Agricultural Development: The economy of
Bangladesh is predominantly agriculture-based. With 21.11 percent of GDP
contributed by agriculture and another 36 percent by the rural non-farm sector, the
rural economy as a whole contributes 57 percent of the total GDP. Agriculture
generates 48.4% of the total employment and provides food security to the
increasing population (GoB, 2008). In FY 2007-2008, the combined contribution
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of all sub-sectors of agriculture GDP was about 21.11 percent and the crop sub-
sector alone contributed around 12. percent. It is important to note that three-
quarters of the country’s total population and 85% of the total poor live and earn
their livelihood in rural areas.

In keeping with the government policy of playing a supportive role to upgrade
agriculture from a predominantly subsistence level to a more diversified
commercial pursuit, the total outlay for this sector in the annual budget is being
increased in successive years. During the last few years, the agricultural subsidy
as well as agricultural credit from nationalized banks has been noticeably
increased. As a result of huge training and credit supports, unemployed rural
people, specially youth and women are increasingly getting involved in livestock,
poultry and fisheries subsectors leading to absorption of larger numbers of
unemployed people in these non-crop areas of agriculture. This is a new
dimension in the advancement of rural development in Bangladesh. It is worth
mentioning that overall fish production has grown at 6-8 percent and livestock
and poultry sub-sector has grown on an average at 2.6 percent during the last
years..

2. Rural Development Policies and Agricultural Development

The concept of rural development is in the process of a shifting paradigm. This is
reflected in the present national policies of development. Rural development is
now looked at from a new perspective. It is rather a constituent of the national
poverty reduction strategy. Poverty is considered a multidimensional nuisance.
The current policy and programmes underscore the need for striking poverty on
many fronts: employment, health-nutrition, quality education, sanitation,
justice, local governance etc. An effective interface of rural and urban
development is considered more important than any time in the past. However,
for rural development particularly, agricultural development is still considered
most important since agriculture generates nearly two thirds of the total
employment, contributes a quarter of total export earnings and provides food
security to the ever increasing population.

In recent years there are two policy documents to dictate rural development of the
country. : i) National Rural Development Policy 2001 (NRDP) and ii) Unlocking
the Potentials: National Strategy for Accelerated Poverty Reduction (also called
Poverty Reduction Strategy — PRS). The NRDP underscores people’s inherent
potentials and self-initiatives to develop themselves. It however, emphasizes that
government will facilitate local development by creating an enabling
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environment. The policy lays stress on an all-round development of rural areas
that will be driven by the people themselves. People’s participation, removing all
barriers of people’s self-development, mainstreaming of women in development,
a strong and accountable local government system, effective coordination among
all departments and agencies etc. have been highly emphasized. The NRDP also
lays thrust on a balanced development by underpinning a wide range of activities
that cover promotion of agro-based economy, infrastructure development,
population control, land use development, development of rural industries,
development of vulnerable sections of people, women’s development, rural law
and order improvement, human resource development, cultural development,
environment development etc. Above all, the policy envisages a total
development of rural areas in a coordinated manner.

The PRS also lays stress on an all-round development of the country for the sake
of accelerated poverty reduction. The policy determines its goals in keeping with
the MDGs. To achieve the goals, it lays emphasis on unlocking the inherent
potentials of the nation.

In the PRS, poverty is a broad spectrum covering many issues such as income
levels, food security, quality of life, asset bases, human capacities, vulnerabilities,
gender inequality, human security etc. It underscores three needs: pro-poor
economic growth, human development and governance. The PRS identifies 08
specifies avenues to achieve the goal of accelerated poverty reduction. These are:

Firstly, supportive macroeconomics to ensure rapid growth with particular focus
on stable macroeconomic balances, improved regulatory environment, higher
private investment and increased inflow of FDIs, effective trade and competition
policies, and poor and gender sensitive budgetary process; secondly, choice of
critical sectors to maximize pro-poor benefits from the growth process with
special emphasis on the rural, agricultural, informal and SME sectors, improved
connectivity through rural electrification, roads, and telecommunications;
thirdly, safety net measures to protect the poor, especially women, against
anticipated and unanticipated income/consumption shocks through targeted and
other efforts; fourthly, human development of the poor for raising their capability
through education, health, nutrition and social interventions; fifthly, participation
and empowerment of the poor, specially women and other disadvantaged and
marginalized groups such as disabled, ethnic minorities, ecologically vulnerable;
sixthly, promoting good governance through improving implementation capacity,
promoting local governance, tackling corruption, enhancing access to justice for
the poor, and improving sectoral governance; seventhly, improving service-
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delivery in the areas of basic needs; and finally, caring for environment and its
sustainability.

In the PRS, under the critical sectors for Pro-poor Economic Growth, agriculture
and rural development has been underlined as the topmost priority sector for rapid
poverty reduction. Four areas have been identified under this sector:
intensification of major crops (cereals), diversification to high-value non-cereal
crops, development of non-crop agriculture (livestock, poultry, fishery) and
promotion of rural non-farm activities.

3. Past Agrarian Reform Programmes : A Review

During colonial era, the Permanent Settlement System was introduced in 1793.
The system vested permanent land owning right to a class of zamindars
(landlords). Ownership of land became hereditary in exchange for a fixed amount
of rent collected from the tenants. The system reduced independent farmers to the
status of tenants. This sort of reform was introduced to place revenue system on a
sound footing. The system led to pauperisation of the peasants and also decline in
production.

The Zamindari system was abolished under the 1950 East Bengal State
Acquisition and Tenancy Act. Under this Act, the actual tillers of the land became
direct tillers, a land ceiling of 33.3 acres of cultivable land was imposed. The act
also provided for protection of sharecroppers against eviction, and redistribution
of excess land among landless and poor peasants. However, the implementation
of the act suffered many bottlenecks including administrative inefficiency and a
lack of political commitment. Acquisition of excess land was frustrated by many
factors. Land distribution among the landless suffered badly. The act also failed to
solve the problem of absentee owners leading to leasing out of land to tenants at
exorbitant rents. The land ceiling was again raised to 129. 9 acres in 1961 (Hye,
1982; Piyal, 2006).

During the post liberation era, the ceiling was again refixed at 33.3 acres per
family, under the Presidential Order 98 of 1972 which also provided for
distribution of surplus land among the landless and near landless. The ceiling was
further reduced to 20 acres in 1982. In 1988, the cluster village programme
resettled landless people on state land; but only 800 with some 32,000 households
had been formed by 1996. In 1997, a new agricultural Khas Land Management
and Settlement Policy was introduced. Under this policy, so far 20,944 landless
families were distributed 8,392.68 acres of khas lands. However, the actual
amount of khas land still remains unclear for informal local settlements and de
facto private control (GOB, 2003-2004; Hye, 1982; CIRDAP ,1987; Piyal, 2006).
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Institutional Reforms: Historic Role of the Comilla Approach

The Comilla Approach to Rural Development played a historic role in rapidly
boosting rural economy through augmenting crop production. The village based
cooperatives, basically farmers cooperatives played the pivotal role. The village
based cooperatives and their federation at the Upazila level demonstrated good
examples of mobilizing small and medium farmers around some economic
activities. It is known as the two tier cooperatives which was later replicated all
over the country through establishment of Bangladesh Rural Development Board
(BRDB). Under this programme, a technology package was introduced covering
irrigation through shallow and deep tubewells, fertilizer, HYV seeds and
insecticides. All these innovations were made popular through the farmers’
cooperatives. It is worth menting that the water-seed-fertilizer technology
package resulted in reallocation of land from low to high yielding cereals and the
resultant increase in overall output per unit of land. The other supportive and
complementary programmes under the Comilla Approach were rural
infrastructure development (roads, culverts, drainage and embankment) through
Rural Works Programme (RWP), Thana Irrigation Programme (TIP) to promote
irrigation technology and Thana Training and Development Centre to train model
farmers and coordinate activities of NBDs. As a cumulative impact of the Comilla
programme, the country is now near self-sufficient in food grains production.
However, one great loophole of the Comilla programme often mentioned is that
the large farmers mostly benefited from the package interventions through the
farmers’ cooperatives.

Micro-credit Revolution

The macro policy of Bangladesh supports unrestrained use of micro credit for
poverty reduction by all quarters: GOs, NGOs and private sector organisations. As
a result, a sort of micro-credit revolution has happened in Bangladesh from the
eighties onward. In the government sector, Bangladesh Rural Development Board
(BRDB), Palli Karma Sahayak Foundation (PKSF), Rural Employment
Generation Foundation, Palli Daridra Bimochan Foundation (Rural Poverty
Alleviation Foundation), Small Farmers Development Foundation (SFDF),
Commercial Banks including Bangladesh Krishi Bank and several Ministries
through their various development programmes are investing huge amount as
micro credit for the poor and the vulnerable sections. At the same time, Grameen
Bank a specialised micro financing bank and 2116 NGOs (according to latest
statistics available from NGO Affairs Bureau, GoB) are supporting rural people,
specially women, with billions of taka as micro-credit. The combined micro-
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credit supports have tremendously helped progress of both crop and non-crop
sectors including poultry, fisheries and livestock. In spite of many bottlenecks in
micro-credit delivery mechanisms, the agrarian economy of Bangladesh derives
immense strength from easy access to collateral free micro credit that has been
made available at the doorsteps of the rural people. People are mostly using micro
credit in agro based activities.

Reforms in the Service Delivery Mechanism

In the wake of structural adjustment, open market economy and globalization, the
government of Bangladesh has shifted the bulk of its responsibility of supplying
agricultural inputs to the private sector. As a result, the private sector has
increasingly assumed various responsibilities specially in supplying inputs like
farm implements specially irrigation equipment, fertilizer, insecticide, seeds,
poultry feed, chicks etc. NGOs are also increasingly participating in supplying
agricultural inputs and disseminating agricultural technology to the rural people.
During the pre-liberation period and early years of the post liberation period,
Bangladesh Agricultural Development Corporation (BADC) - a public sector
organization used to supply most agricultural inputs including seed, fertilizer and
machinery. From the eighties onward, the private sector and NGOs have gradually
taken up this role and turned into the biggest suppliers of agricultural inputs.
These are some new phenomena of the post liberation agrarian structure of
Bangladesh.

Fixation of Agricultural Wage

The Agricultural Labour Ordinance 1984 provides for a minimum wage of 3.27
kg of rice per day or its equivalent in Taka at current local market price. The
ordinance, however, considers protection of interest of casual labourers, not of
permanently hired labourers. Since it is not possible to always police the
agricultural labour market, a fixed wage cannot be administratively ensured.
Because of various loopholes and vulnerability of the labourers, they enjoy
limited benefit of this legal provision.

Land Reform Ordinance 1984

The latest most significant measure is the promulgation of the Land Reform
Ordinance 1984. With a view to maximizing production and ensuring a better
relationship between land owners and bargadars (Sharecroppers), the ordinance
initiates certain measures relating to land tenure, land holding and land transfer.
Under this ordinance, land ceiling has been fixed at 8.02 ha. In settling khas lands,
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preference will be given to landless farmers and labourers. Contract signing
between the owner and the bargadar (Sharecropper) has been made compulsory
and such contracts shall be valid for five years. In the event of death of the
bargader, the cultivation of the barga land may be continued by the surviving
members of the family of the deceased till the expiry of the contract. No owner
shall be entitled to terminate a barga unless causes prescribed in the ordinance
arise.

The ordinance goes further to determine the division of produce of barga land :

a)  one third shall be received by the owner for the land,;
b)  one third shall be received by bargadar for the labour;

c) one third shall be received by the owner or the bargadar or by both in
proportion to the cost of cultivation, other than the cost of labour, borne by
them.

Government has been implementing certain programmes to rehabilitate landless
and destitute people. The Model Village Project phase 1 has rehabilitated 45647
families through establishing 1080 model villages. The phase 2 of the project is
being implemented with a target of rehabilitating 48,000 destitute families. The
project is in fact a package programme of land distribution, employment support
through training and credit, livestock and fisheries development, health and
education promotion, supply of safe drinking water, establishment of community
centre etc. There is a special programme called Char (costal land) Development
and Settlement Project which also aims at rehabilitation of destitute and homeless
people on the khas lands across costal areas.

Changes have also been brought about in the use of water bodies. The leasing
system for open water bodies (more than 20 acres) has been abolished and such
water bodies have been made open for people. All closed water bodies (State
owned) have been entrusted to the Youth Ministry and are being leased out to
youth entrepreneurs. Closed water bodies (state owned) of more them 20 acres are
being leased out to fish farmers and cooperatives. In these ways, modest efforts
have been made for distribution and redistribution of lands, water bodies and
division of produce of sharecropping.

4.  Agrarian Reform and Rural Development Policies

Conceptual Issues: Agrarian Reform implies restructuring the ownership, use and
control over all means of production including lands. It also connotes changing
the social relations of production thereby releasing the productive forces for their
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progressive development and evolution of new organisation for production,
distribution and investment. (Hye, 1982). The main objective of agrarian reform
is to enhance productivity ensuring equity and social justice with a view to ensure
economic development. Agrarian reform may or may not include the concept of
land reform. However, in the developing countries like Bangladesh where
agriculture plays pivotal role for economic development, land is considered one
of the most essential productive assets in rural economy. For agricultural
development, ownership, use and control over the land resources needs to be
explored for the overall development of agricultural sector.

Agrarian reform has a broader spectrum than land reform. It also considers other
interlocking factors such as extension, training, marketing, infrastructures like
storage, roads and water distribution, farmers’ organisations for production and
distribution, input supports like fertilizer, seeds, technology etc. While agrarian
reform is necessitated by the urge for equity and increased productivity, it is
executed through changes in policy and legal provisions. Enactment of new laws
or changes in existing laws is crucial for agrarian reform of scale.

From the experiences of the Asian countries, the agrarian reforms can be
categorized into three parts : structural reforms, developmental reforms and social
reforms. The structural reforms had three main elements: land redistribution,
particularly to the landless rural poor setting ceilings on the maximum agricultural
landholding, and the tenurial reforms by protecting rights of tenants. The
structural reforms were based on both equitable and productivity considerations.
The developmental reforms are critical to alleviate rural poverty. They provided
key support to the land reforms process and enabled the farmers gain benefits
from the change. The key components are : marketing reforms, development of
rural infrastructure such as rural roads, irrigation and micro —finance services. The
social reforms as part of agrarian reforms aimed to prepare rural people to manage
their economic transactions by coming together and being self-reliant. The main
elements are : group mobilization, farmers training farmers and community
consciousness (