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EDITORS’ NOTE

The Third Annual Conference of the Bangladesh Bconomic Associa-
tion was held at Rajshahiin June 1977. This issue of the Political
Economy is based on the papers presented at the Conference. In
accordance with a decision of the Executive Committee of the BEA,
the Bditorial Board of the Political BEconomy selected twenty nine out of
sixty seven papers presented at the Conference for publication in this
issue of The Political Economy. The authors of the remaining
articles were requested to send abstracts of their papers for publication,
Abstracts thus received have also bzen included in this issue.

The Editors regret that due to unavoidable circumstances the publi-
cation of this issue is delayed,



IN MEMORIAM
MALIK KHUSRO CHOWDHURY

Malik Khusro Chowdhury, Professor of Economics at the University
of Dacca, died in Bangkok, Thailand, on October 1, 1978, in his forty-
seventh year. He received B. A. (Hons) degree in Economics from the
University of Dacca in 1930, B. Sc. in Economics from the London
University, U.K., in 1953 and Ph. D. from the Manchester Univers
sity, U. K., in 1967.

Professor Chowdhury joined the Department of Economics, Karachi
Unijversity, Pakistan, in 1953 as a lecturer. Ia 1969 he came to the
University of Dacca as a Reader in Economics and Director, Bureau
of Economic Research, Dacca University. Professor Chowdhury later
joined the Jahangirnagar University, Savar, as a Professor and Chair-
man of the Department of Economics, He came back to the Univer-
sity of Dacca as a Professor in the Department of Economics in
November 1976 where he served till his death. Professor Chowdhury
was also a lecturer in Economics at the Durham University U. K.,
and a visiting fellow at the Yale University, U. S. A.

Professor M. K. Chowdhury was always held in high esteem by
his collegues and students, To his credit, he published a number of
books and numerous articles in national and international journals.
‘Professor Chowdhury was always an active member of the Bangla-
desh Economic Association and served the organisation in various
capacities,

In his death the profession lost a scholar and his friends and
admirers an amiable human being,
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Mr. Vice-President, Mr. Chairman and Members of the Recep-
tion Committee, Mr. Chairman and Members of the Preparatory
Committee, Members of the Bangladesh Economic Association,
Ladies and Gentlemen,

May I at the very outset offer you my very profound apologies
for not being able to give you the text of my address. Believe me,
I have not been able to prepare a written speech, and that is the
reason why I have chosen to make my submissions in English,
contrary to what we have dome so far in this session. There is a
kind of logistic reason for this. What I will say will be taken
down verbatim as far as possible, and I hope to present before
you a text of my speech before the Conference is over. I hope
you will kindly excuse me for speaking in English.

2. On behalf of the Bangladesh Economic Association and on
my own behalf, may I offer you, Mr. Vice-President, our very deep
gratitude for your kindly coming in our midst inspite of heavy
engagements in Dacca, and for the excellent address that you have
given us indicating certain highlights of current Government economic
policies and also certain directions to which Government is looking,
in respect of planned economic development of the country. You
have, Mr. Vice-President, given us quite a few important guidelines
relating to the deliberations we will have in this Conference. We
thank you very sincerely for this. We are also deeply grateful to
the Vice-Chancellor, Rajshahi University and Chairman of the Reception
Committee for this Gonference, and the very large number of teachers
and students whose combined efforts ' have made this Conference
possible. The Association has very much been wanting to hold
this Conference at Rajshahi. The reasons are obvious. I believe
this is an indication of the present Government’s attitude towards
under-developed areas of the country, and particularly towards North
Bengal. You Mr. Vice-Chancellor, have pointed out some pressing
problems of this region. There are many other problems that you
have not mentioned. These problems are very much in the minds
of the present Government. You are seeing on the ground some
indications of this; we hope that the problems which have been
neglected in the past will now receive due attention from the
appropriate quarters. May I assure you that the problems of North
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Bengal are, and should be seen as, the problems of the whole
nation ; and therefore, they have to be approached as national
problems, they have to be tackled as national problems through
realistic national policies having flexible criteria for different areas
in the country. Otherwise, national policies will not be realistic
and effective and we will not be able to solve these problems

satisfactorily. I believe, that the present Government is quite cons-
cious of this.

3. Ladies and Gentlemen, we had our last Conference, the Second
Annual Conference of Bangladesh Economic Association, in March
1976. You are aware that the economy of Bangladesh had then
just begun to move; the situation was so bad that the primary
objective of economic policies, and economic actions was to pull
the economy out of the rot into which it had been thrown. You
must have noticed, however, that the steps which were taken and
policy decisions which were being made were proceeding in a manner
which is rather halting and hesitant and doubtful. It looked as if
we did not know enough about the ground on which we were
standing, nor could we visualise adequately the results which such
action might lead to. I believe, such was the situation itself. The
economy had gone down so much, deterioration had gone so low
that it needed a very big pull indeed to bring back the economy
from its rot to its gear and restore it on its own rails. This was
a very serious problem. Attempts were made to identify the difficulties,
defects and loopholes. Attempts were also made to plug the loopholes
and steps were being planned and taken. You must have noticed
that this work of identifying the difficulties and plugging the loop-
holes went on almost from day to day, and little time could be
given to any study of what the implications of such policy decisions
and actions might be. I believe, it was warranted by the circum-
stances of the time. There was no time to give thought to anything
other than immediate action. Thank Allah and thanks also to human
determination and efforts, the economy moved and moved to a
better position. Certain resulis were obtained which sometimes
surprised even the framers of the policies. Agriculture recorded a
very big improvement as you know, primarily due to Allah’s kind-
ness, but to some extent due also to human efforts. Fertilizer




Presidential Address 5

distribution improved, extension service improved, a beginning was
made in some form of cooperative action in the villages, some
incentive was given through some sort of a price policy.

4. 1 believe, this improvement was more remarkable in certain
other sectors. The administration improved a good deal, administra-
tors who appeared to have lost all confidence in themselves got
back their self-confidence, and became more conscious of their
responsibilities ; this was no mean achievement. Administrative
procedures were streamlined, authority to take decisions and actions
was decentralised, and a chain of command was restored—the system
has started working on the ground. There was substantial improve-
ment in the performance and the efficiency of the public sector.
We have, as you know, a big public sector in Bangladesh. I believe
we will continue to have a big public sector because of the nature
of our economy. In this, a beginning has been made; you look at
the work and performance of the Jute Industry, Cotton Textile
Industry, etc. and you will find facts justifying the statement that
a beginning in efficient operation has been made. There is still a
very long way to go, but I think a beginning is important. Export
performance has improved substantially and today we are not passing
sleepless nights as we did six or eight months back because of
lack of foreign exchange reserves of the Bangladesh Bank. The
situation in the past required us to provide a third party guarantee
for our L.Cs. We are grateful to Allah, and to exporters who have
made it possible for us to have some breathing time and space.
The private sector which had almost become non-existent is mow
gradually coming up into trade and industry. Again, there is a
long way to go. But the private sector’s resourcefulness in terms
of personnel should be allowed to play its due and defined role.
Let there be no misunderstanding on this point. Bangladesh will
always have a big public sector. But there are certain areas in
the economy earmarked for the private sector, in the Constitution
and the laws of the land. The private sector will take a very
long time to be able to fulfill these assigned responsibilities, and
there is no question of its usurping or replacing the public sector.

5. Based on some of these results, the Budget and the Annual
Development Programme of 1976/77 were formulated. There has
been substantial streamlining and improvement of the procedure for
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mobilising domestic savings in the form of Government revenues,
taxes, outstanding loans, etc. The Vice-President has been pleased
to mention about the administration and more particularly improve-
ment of Revenue Administration. This is being intensified even
further. You must have also noticed that in the country’s develop-
ment programming and activities' today, the priorities have been
sharpened, are better understood and resources are being allocated
with a better understanding of the implications of these priorities
compared to the past.

6. Rural Development is a total problem having many facets,
Government is now trying to find solutions in an integrated manner.
Rural problems are, such that there has to be multi-disciplinary
approach and multi-ministerial action programmes to tackle them
properly. This is being sought to be done, and I, therefore, believe
the chances of success are now better than before. In this rural
development strategy that Government is now trying to follow, produc-
tion oriented economic activities, employment oriented economic
activities, welfare oriented social activities and social infrastructural
activities are to be combined and integrated into one programme ;
this is being done and topmost priority is being attached to it.

7. In the field of industries, we are trying to consolidate our
position. Our industries are mostly agro-based and agro-oriented.
In the Jute Industry, so far as the traditional products are concerned,
the objective is to consolidate what we have done so far. We are
trying to expand as far the production of non-traditional items such
as carpets, carpet backing, furnishing materials, etc. as possible ; I
personally feel that the future of jute is bleak with traditional pro-
ducts, but bright with non-traditional ones. Import substituting
industries such as cotton textiles are also being expanded, and serious
determined efforts are being made to reorganise rural industries. The
rural electrification programme is being pursued vigorously. For
underdeveloped areas, special incentives are being offered through
Regional Boards and flexible economic policies relating to allocation
of foreign exchange, terms of credit, etc. On the Infrastructure side,
.certain roads are being built by the national Government supplemented
by the District, Thana and Union Councils. The one project that
enjoys a very high priority is the Bast-West Interconnector to bring



Presidential Address 7

surplus electricity generated in the Eastern Wing to the Western
Wing. Some considerable progress has been made in this. Further
work is being dome, quite a few friendly countries are coming up
to assist us in this project, and Insha-Allah, some fruitful results
will come out verysoon en the ground. This is how the economy
moved in 1976/77 ; but as you know agricultural production has
gone down; we are not yet certain about the figure, but the short-
fall is between 7 lac and 1 million tons. The other sectors of the
economy have showed progress, modest progress in some and subs-
tantial progress in others, resulting in a growth of the economy
by about 3 per cent in 1976/77. This 3 per cent increase represents
a much larger increase in the non-farm Sector. This failure of
agriculture in 1976/77 re-emphasises the supreme need for better
attention to be paid to agriculture and rural development. Agricul-
ture cannot be allowed to remain in the precarious situation in
which it finds itself today. We have to make much more determined
efforts than before under auspices of the Union Councils. This effort
is very much on, and I am quite confident that we shall get some
good results out of this effort next year.

8. Other components of the total Rural Development Programme
are also being given due consideration. Such components include
rural industries, rural employment, rural transport, rural education,
health, population and family planning. They are all being regarded
as integral parts of a whole complex of Rural Development. We
are trying to be self-reliant, and less reliant on others. We are
trying to develop a social infrastructure which will make it possible.
Please subject all these national efforts to your examination, analysis
and constructive criticism, in a free, frank and un-inhibited manner,
which has been the tradition of the Association.

9. Ladies and Gentlemen, this Conference is being held at a very
critical time. Rural Development has been given the topmost priority,
and we are meeting on the threshold of the Second Plan. Let
us, therefore, make our views known on both of them—on Rural
Development, its nature, coverage an infrastructure, and major
issues relating to the Second Plan.

May I remind you, in this connection of the past traditions of the
Economic Association. The whole country is looking to us, the
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nation is looking to us and may I assure you the Government is also
looking to us for our comments, views and suggestions. Let us formu-
late them as well as we can, and make them known as well as we can.

10. To the participants in  this Conference, I have a request
'to make. You will surely find in present economic policies and acti-
vities many areas of darkness, weakness, uncertainty, drift and
mere pragmatism. My appeal to you is this: where you discover
darkness, please throw some light; where you identify weakness,
please show your strength; where you find uncertainty, show your
firmness ; where you find drift, indicate your sense of direction
and your sense of purpose; and where you find mere pragmatism,
show us your faith and your conviction in the future of the country,
the future of its economy, the future of yourselves, and the future
of the Economic Association. If you succeed in doing this, I shall
most heartily congratulate you on an excellent job that you will
have done in this Conference. I thank you and wish you all success.

KHODA HAFEZ
BANGLADESH ZINDABAD



Rural Development : What, For
Whom and How ?

by
M. A. HaMD

RURAL DEVELOPMENT : WHAT?

It has been said too many times and also included in the 19-point
programme of Major General Ziaur Rahman that the national economic
development of Bangladesh is basically a function of rural develop-
ment : but the concept ‘rural development’ is perhaps not understood
very clearly. Very popularly, the term rural development’ is used
synonymously with agricultural development which, in turn, is expected
to be accomplished by increasing crop production, which, again, in
tarn, is expected to be achieved by adopting IRRI paddy produc-
tion, implying, thus that rural development is attainable through the
adoption of HYV technology. This is perhaps the most crucial mis-
take that of we are committing in the whole story of rural develop-
ment in Bangladesh,

In effect the domain of rural development is very wide and it
must be treated as such. It covers not only the various types of
crops but also a host of other elements including fisheries, livestock,
agricultural processing, small and medium scale rural industries,
family planning, rural electrification, education, transport and communi-
cation, energy and entertainments., Unless all the ingredients of rural
development are given the importance they deserve in the agricultural
strategy basket, the results of development efforts are bound to be
frustrating in nature. In what follows in the subsequent sections we
aim at discussing the other two issues, viz., rural development for
whom and how ?

o
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RURAL DEVELOPMENT : FOR WHOM ?

In the history of economic development of Bangladesh, the question,
‘rural development for whom’ ? has never been given due consideration,
The burning question is : do we want to have a pattern of rural
development that allows the feudal land owners to transfer their
wealths into urban properties, makes the rich farmers feudal farmers,
changes the status of small and marginal farmer into landless and
the landless farmers into beggars? In a welfare country like ours,
no policy maker would answer the question in affirmative at least
in writing. The following paragraphs wilt try to demonstrate the
nature of the rural development efforts that we are having in Bangla-
desh and their distributive effects.

One such effort which comes immediately into our mind is the
Integrated Rural Development Programme (IRDP). The Programme
is engaged in replicating the Comilla approach of modernisation of
traditional agriculture and has now covered 200 Thanas of the country.
Among other important objectives, the IRDP aims at helping the
small and medium farmers in their efforts to improve their standard
of living. The activities of the programme have been evaluated by
more than one body. The results are, however, similar. For example,
the study by Hamid, demonstrates that in Natore and Gaibandha
about 309 cooperative farmers fall under the category of big farmers
(having more than 5 acres of cultivable land of their own), almost
all the executive committee members are surplus farmers, the average
per capita loan taken by a Managing Committee member (of TCCA)
on the average is much higher (Tk. 1048) than that of an ordinary
cooperative farmer (Tk. 248), and so on. Therefore, the benefits
of the TRDP cooperatives, if there be any, have largely gone into the
pockets of the big farmers. For this some critics (e.g., Abdullah
et al. [2]) have gone even to the extent of calling the IRDP a
“closed club of Kulaks”. The biggest tragedy af the IRDP is that
with the banner of ‘integrated’ approach it has been following a
purely ‘non-integrated’ approach to rural development,

The IRDP does have, however, some specific societies for the
landless peasants. One very popular society is the Allar Darga
Krishan-Krishani Bahumukhi Samabaya Samity of Daulatpur P.S.,

Kushtia district, The society (having no Krishgni member in the
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society is a misnomer ) cultivated 12} bighas of khas land ( provided
by IRDP) and incurred a loss of Tk. 1,600 in the first year (1976).
It, however, made a profit of Tk. 3,400 from business, giving a
gross profit of Tk. 1,800. But if ome considers the salary drawn
by the personnel engaged in the business and the establishment costs,
the picture becomes Very gloomy indeed. ( Incidentally the society
was being financed out of grants and loans provided by the Bangla-
desh Jatiya Palli Unnayan Federation and the IRDP ). Although some
rules have been framed about the distribution of profits among the
member-participants, nothing has been implemented as yet. The
members were not very happy about the progress of the society as
they did not get anything out of it except wages of their labour.
The management committee opined that profit could not be distributed
because they need to build up their own capital. However, both
the managing committee members and the participating members
were of the opinion the society would mnot last longer unless they
get some substantial assistances in terms of money from external
sources for running their business.

Similar observations can be made with respect to the performance
of the Thana Irrigation Programme ( TIP) of the Government of
Bangladesh. The Programme was designed to utilise the river, channels,

TABLE I

INDICES OF PER ACRE NET INCOME AND PER HOUSEHOLD
NET AGRICULTURAL INCOME WITHIN AND OUTSIDE
IRRIGATED AREAS

]I Small | Medium| Large | Total Yearly Net
| Farm l Farm Farm Income ( Taka)
Pakereitet Tncome Within 1.00 1.21 1.02 1,592
SF=1.00
( ) Outside| 1.00 1.18 1.22 849
Per Household Net | Within 1.00 2,00 4,48 4,899
Agricuitural Income )
(SF=1.00) Qutside | 1.00 1.65 2.70 2,899

N.B.: SF = Upto 8 acres, MF =3 to 5 acres and
LF — 5 acres and above. For details see another paper,
Hamid, er al. presented in this conference.
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hill streams and ground water for irrigation purposes and mobilise
the farmers into irrigation groups. In Bangladesh, during the last
10 years, deep tubewells, shallow tubewells and power pumps have
been used for cultivating HYV crops. The evaluation results of this
sort of programme are again not very encouraging. For illustration
we cite the preliminary findings of the Impact of Irrigation Projects
on Agricultural Productivity and Income Distribution in Bangladesh
undertaken by the Department of Economics in Table-I [4].

This shows that with respect to the per acre net income, irriga-
tion had the impact of reducing the gap between the small farmers
and the large farmers from 223/ to 2%. If we, however, consider
the per household net agricultural income, we observe that the gap
between these two groups of farmer has widened from 170% to 348%.
The former result may be explained by stating that the small and
medium farmers are perhaps more efficient in respect of using irriga-
tion water and other inputs than the large farmers ; whilst the later
is explained by the area of the cultivable land they own.

The Rural Works Programme ( RWP ), another rural development
effort, was started in 1962 and included the construction of roads,
bridges, culverts, drains and embankments in the rural areas with
the objective of providing employment opportunities to the landless
peasants specially during the slack season. The programme attained
some success until 1965, but because of misappropriation of funds
and inefficient management by the political elements, it could not
make much headway during the later period. However, it gave the
experience that the RWP was an integral and a vital part of the
success of any rural development programme in Bangladesh.

The Food for Works Programme ( FWP ) has now been started in

full swing in Bangladesh. ‘It is doing tremendous service to the

| marginal farmer and day labourers by providing them with food

‘ for their work. The FWP concentrates in such activities as construc-

tion or repair of roads, construction of embankments, excavation

and rte-excavation of canals and drains, and the like. Relief goods
are a major source of finance for the programme.

FWP can play an important role but we must assure that no
elements of corruption is involved. Can it be deleted ?
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The Swanirvar Bangladesh Movement the latest and perhaps the
most popular rural development effort in the series was officially
started in 1975 with the objective of attaining self-reliance at all
levels. An evaluation result show that the Movement is essentially
a ‘Sarkari’ movement, its performance in the agricultural sector in
the first year of its operation was not unsatisfactory specially in the
district and divisional level swanirvar villages, and it has not been
able to do anything substantial for the benefit of the landless peasants
except providing them with the opportunity of working almost round
the year ( by introducing HYV crops).

In summary, it may be stated that the rural development efforts
so far carried out did not produce any perceptible results with
respect to reducing the gap between the haves and have nots, More-

over, the approach to rural development has essentially been a non-
_ integrated one,

RURAL DEVELOPMENT : HOW ?

The ‘how’ part of the story of rural development is the most
fundamental and, at the same time, the most crucial one. Unfor-
tunately there is no magic solution to the rural development problems.
Nonetheless, the picture becomes clearer if one recognises the real
constraints in attaining ‘socialism in the sense of economic justice’
pattern of economic development in Bangladesh.

Firstly, there is the land constraint. As time is passing on,
the picture is becoming more and more gloomy. Another gloomy
aspect of land problem is the alarming rate of growth of the number
of landless peasants. Whereas in 1960, 17:2% the rural households were
landless, the percentage increased to 20 in 1968 and 376 in 1973/74.
With respect to the tenurial status, it is seen that in the 1960
Agricultural Survey 61% per cent of the farmers were owner-opera-
tors, 379/ part-tenants and only 2% tenants. The 1968 Master Survey
reported that 669, farmers were owner-operators, 309 part-tenants
and 49 tenants. In recent years the percentage of tenmants seems to
have increased further (69 according to a BIDS survey, 1974).
Average size of cultivable land is also on the decline. The average
size of operational holding has come down from 3.5 acres in 1960
'to 3.2 acres in 1968 and to 2.8 acres in 1973/74 (Source : BIDS).
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All these (including fragmentation of holdings) are acting as
hindrances to the diffusion of HYV technology and hence rural

development in the couniry.

Consequently, unless some drastic changes are effected, that too
rather quickly, in the existing land management system, is possible
that all our raral development efforts for a socialistic transforma-
tion in the sense of econmomic justice may end up in frustration.
It is suggested that (a) re-distribution of agricultural land belonging to
the state, (b) acquisition of abandoned or uncultivated land, (c)
reduction in the ceiling from 100 bighas to at least 50 bighas, (d)
redemption of lands sold by small farmers, (e) security of tenure
to the share tenants and (f) introduction of producers cooperatives

be immediately taken up.

Secondly, emergence of too many rural institutions is also cons-

training agricultural development. It has been observed, in course -

of our field investigations, that inter-departmental jealously and
rivalry, superiority complex or inferiority complexis very common
among the Thana level <top’ officers of different rural institutions.
Inter-departmental ‘competition’ is good but it presupposes sincerity
on the part of the officers. Since this is very much lacking in
our country the inter-departmental competition aimed at more
production “has turned into inter-departmental rivalry causing adverse
effect on production. It is, therefore, recommended that there should
be a single ministary for rural development having different sections
for different activities.

Thirdly, there are contradictions between rural development and
urban development and between agricultural development and indus-
trial development. The suggestion for reducing the cciling from 100
bighas to 50 bighas is not in line with the policy of enhancing
private investment from Tk. 3 crore to Tk. 15 crore. These con-
tradictions will have to be resolved and more equitable distribution
of public funds will have to be effected in the form of education,
health and social welfare.

Fourthly, another constraint to rural development is high rate of
population growth, This is causing severe pressure on land in the
countryside. The problem can not simply be solved through the
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family planning method alone. Note that in the rural areas, especially
among poorer section of the people, children are considered as assets
rather than liabilities. Therefore, a well designed population planning,
not merely population control, will have to be undertaken. The
success of the population problem will largely depend upon the
extent to which the rural people are secured against risk and uncer-
tainty regarding their level of living. The recently approved ZPG
( Zero Population Growth) Project may go a long way in solving
the population problem in Bangladesh.

Fifthly, there is lack of non-farm job opportunities in rural Bangla-
desh. The present Government has rightly given immense importance to
the small and medium scale rural industries. Prospects do exist in
Bangladesh for establishing various rural industries.

Sixthly, too much attention to rice production is not advisable.
Along with rice, production of other crops including wheat, vege-
tables, fruits, food canning, soyabean, etc. should also be encouraged.

Seventhly, floods, cyclones and draughts are regular phenomena
in Bangladesh and cause severe damage to our crops, human lives
and properties. Precautionary measures in terms of diversification of
crops, irrigation works and other measures will have to be intensified.

Eighthly, the wrong choice between the input subsidy scheme and
price support scheme may also jeopardize the success of the rural
development programme. In effect the actual choice between the
input subsidy scheme and the price support scheme should depend
upon a number of factors such as: (a) the net benefit to the society,
(b) the burden on the government budget ( or tax payers), (¢) the
sectors of the society getting the benefit and (d) saving of foreign
exchange.

(i) On the ground of benefit to the society, it can be argued
that both the schemes would be beneficial to the society in the
sense that they would have favourable impact on agricultural
production. However, since there exists a large gap between actual
and recommended levels in the modern inputs, it is expected that
input subsidy, which stimulates increase in its application, may
result in a greater net welfare to the society than the support on
produce prices, as the latter is likely to induce the use of traditional
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inputs (such as land and labour) above optimum involving more
social cost than benefit.

(i) Provided that government is able to distribute foodgrains
at a price which covers purchase price plus incidental costs, the
product price support scheme may not produce any extra burden
on the government budget. However, so long a rationing system
continues, the government will have to bear some burden, the magni-
tude of which will depend upon the buying cost and selling revenue.
Since Bangladesh is mot expected to be selfsufficient in the produc-
tion of fertilizer and other basic inputs within a short period, it
is expected that the government, of necessifi?viil have to bear a
heavy burden on input subsidy seheme. -

(iii) Benefits of input subsidy scheme and product price support
schieme would go to those persons who actually buy the subsidized
inputs and can sell their surplus foodgrains. In Bangladesh, only
about 109 to 15% of the total produce is marketed and that not
more than 159 of the farmers could participate in this operation.
Consequently, the benefit of the producer price support may go
in the hands of the surplus farmers. On the other hand, if sufficient
attention is given, the benefit of input subsidy scheme may be distribu-
ted among the small and big farmers. It will be useful, if input
distribution programme and credit programme go together.

One final word'is that in Bangladesh the only plentiful resource
is the ‘people’. Therefore the success of any rural development
effort will depend upon the people and only the people ( or human
resource) can change the tradition bound stagnant economy into a
viable and prosperous economy. Would the Swanirvar Bangladesh
Movement be really able to take up this responsibility in its true
spirit ?

REFERENCES

1. Abdullah, A., Hossain, M, and Nations, R., SIDAfILO Report
on Integrated Rural Deyelopment Programme, IRDP, Bangladesh,
Appendix I, Dacca, 1974,



| e de o

Hamid : Rural Development 17

2. Hamid, M. A. Rahman, M. A. and Halim, M. A., Integrated

4,

Rural Development Programme : An Evaluation of Natore and
Gaibandha Projects. Department of Economics, Rajshahi Uni-
versity, 1975.

_________ etal, ~Irrigation Project on Agricultural Produc-
tivity and Income Distribution in Bangladesh”, A paper
presented in the conference, Department of Economics, Rajshahi
University ( forthcoming ).

___ , Swanirvar Bangladesh : Role in Village Develop-
ment”, A paper presented in the conference.

5. Rajshahi University, “Rural Development Series 1 & 3", Depart-

ment of Economics.



Impact of Irrigation Projects on
Agricultural Productivity and Income
Distribution in Bangladesh: Some
Preliminary Findings
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I. INTRODUCTION

1.01. The purpose of this study is to examine the impact of
different types of irrigation on production and distribution in some
selected areas located in the northern and western regions of Bangla-
desh. Contrary to popular belief that land and village patterns are
homogeneous in Bangladesh, it is observed that they are characterised
by different qualitative factors to distinguish one from the other.
It is not a very rare phenomenon that land on one side of a
river is blooming with crops and vegetations, while on the other
side it is relatively barren with less opportunities for production.
The slopes and textures of land make for significant differences in
outputs. The defussion areasare usually found to be totally unsuita-
ble for monsoon and autumn crops. The high plain old alluvium
varind tract and the new alluvium in the west-centre and the south
are altogether different categories. Villages are also marked by
differences in landownership patterns, production practices and the
use of production technologies. These differences are of course,
within the overall setting of the dialectics in production.



Hamid et al. : Impact of Irrigation 19

In Bangladesh, there are, broadly speaking, four groups of people
living on land : fendal landowners, rich peasants, small farmers
and landless agricultural labourers. Their incidence, is not uniform
in different areas of rural Bangladesh. In northern region, particularly
in the district of Dinajpur, very big feudal land owners are still
in existence and are of importance. Down into the central and
southern parts, outside the varind tract, land-ownership distribution
is less skewed. Feudal landowners are there on the wayout, while
enterprising rich peasants having not too big holdings are emerging.
Small farmers each with holding of not more than five acres in
size are more in number having in aggregate more than fifty per
cent of cultivable land to their names. Population growth is one
of the important factors responsible for the break up of holdings
into smaller compartments and also for the rapid increase in the
size of landless agricultural labourers in the whole of Bangladesh.
The rich enterprising peasants, on the other hand, taking advantage
of the supply of modern high yielding agricultural inputs have started
making capitalistic use of land and a part of their accumulation
is being fed back in increasing the size of their holdings and
expanding the scale of their operations.

1.02. Given the scenario as it is, it is our endeavour to see
how far an exogenous factor in the form of irrigation technology
is responsible for bringing about quantitative as well as qualitative
changes, if any, in the working of productive forces and produc-
tion relations in our rural economy. Irrigation technology, again,
is not a homogeneous unit. In recent past a number of variants
of this technology have been brought in and introduced in our
agriculture. These are: deep tubewell, power pump, shallow tubewell
and canal irrigation. In addition, traditional practices, like drywell
irrigation are still in vogue in many areas of Bangladesh. We tried
to include in our survey different situations varying in irrigation
technologies and also in socio-economic conditions.

1.03. Five villages within a radius of about thirty five miles
from Rajshahi University were selected for an in-depth study. They
are Bhusangacha, Chandpur, Ekdala, Matiapara and Chowgacha.
The sampling was purposive. Bhusangacha is located on the periphery
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of a depression belt. The cultivable area is low and remains under
water from monsoon till the end of autumn. The area is constrained
by topographical conditions to produce only one full crop between
November and April, the period when rainfall is minimal and the
supply of water is naturally scarce. Irrigation, therefore becomes
a necessity, Bhusangacha tries to face the problem by way
of availing of surface water irrigation by power pumps which are
used for withdrawing water from the river Kaliganga on the opposite
side of the depression. The water is then channelised into the
cultivable lands. This new irrigation facility has provided the villagers
with an opportunity for going in for high yielding variety crops
which for their heavy demand for water would have remained an
impracticable proposition under natural conditions. Deep tubewells
are used for irrigation in Ekdala, Matiapara and Chandpur, The
villages traditionally produce autumn crops. Irrigation has increased
the potentiality for multiple cropping. Land in all the villages
is a bit sandy. Its thirst for water is, therefore, relatively high.
Feudal landowners are not observable in any of these three villages.
Rich, enterprising peasants are, however, emerging on the scene.
Bhusangacha has only a few households of landless agricultural labour-
ers, But their percentage is fairly high in Chandpur and Ekdala.
Chowgacha is a village which does not use any artificial method
for irrigation. This was included in our survey for seeing the
contrast in land use and distribution. 'We have also used the data
on dug-well irrigation in another village complex from a different
study under preparation. This has given us an opportunity of
comparing the relative merits of new technologies against the
traditional ones.

1.04. On a different plane we made a running survey of the
ground water deep tubewell project area of Thakurgaon in the north
and the canal water irrigation scheme under the Ganga-Kapotaksha
project in the south west. Thakurgaon is still characterised by the
presence of big feudal landowners. Land distribution is more skewed
than what is observable in other areas, Thakurgaon and G. K.
are looked into for some other reasons as well. In Thakurgaon
deep tubewell irrigation has been in practice over a large area for
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about a decade. We tried to assess, as far as possible, the
effects of this venture on socio-economic life of the people in the
locality. The findings of this enquiry could then be compared with
those of newer ventures under different socio-economic conditions
with big feudal landowners virtually non-existent and the socio ins-
titutional frame qualitatively different. The irrigation technology in
the area under the G. K. project is fundamentally different from
others. This is one illustration of big irrigation technology as contrast-
ed with the intermediate and smaller ones applied in other areas,
A comparative study becomes pertinent and important,

1.05. Excepting for Thakurgaon and G. K. area, a questionnaire-
interview method has been adopted for our study. The investiga-
tors were placed in respective villages to collect data round the
crop cycle over a whole calendar year. In Bhusangacha, where
only one crop is produced, all the 103 households were interviewed
over one full crop season from the time of sowing till harvesting,
A tandom sampling of about 25 per cent of households was made
in each of the other four villages, Data were collected for all
the production activities over the year. The same questionnaire was
used for the collection of data in all the five villages,

As has been said earlier a running on the spot survey was made
in Thakurgaon and the G.K. area, The research team went and
stayed for about a week in each of those places. In the course
of intensive tours they met the project supervisors, randomly chosen
elites, members of the cooperatives, technicians and peasants and
talked to them for getting an insight into the situation. They
have also had recourse to secondary data, both published and
unpublished, for this purpose and have made use of them in their
analysis,

II. SOCIO ECONOMIC CHARACTERISTICS

2.01. Rajshahi Area : Economic life of the vast majority of people
of all the five villages rests upon land. Out of 219 households
that we have interviewed agriculture is the only occupation of 160
households ; 33 households are engaged in agricultural and other
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activities and only 26 families are engaged in non-agricultural
activities. The position is more or less the same for every village
except Chowgacha where out of 34 families that we interviewed 16
families completely depend on non-agricultural activities. Out of
these 16 families, as a matter of fact 12 here are landless families.
In Bhushangacha where total households is 103, only 13 house-
holds are landless but they are engaged in some caste-occupations.
There is no manufacturing activity in any one of these villages nor
is there any cottage industry worth mentioning. Economic activities
related to agriculture such as cattle raising, dairy-farming, pisiculture,
horticulture, poultry farming do not exist in these villages. This,
however, does not prove that people have any natural aversion to
such works, nor does it prove that people are in general non-
enterprising.

Agriculture of these villages is based on the knowledge and
methods which are not very upto date. Most agricultural opera-
tions in conmection with sowing, transplantation, harvesting and
marketing are performed by manual labour. Animal power is still
the only draft power. Age-old-implements such as wooden ploughs,
harrows, scythes, hoe-spades, bullocks, carts still constitute the equip-
ment of even the large farmers, Only two families in Bhushan-
gacha and one in Bkdala possess low-capacity power tillar, shallow
tubewells and spray machines. These power-pump irrigation sets
and three deep-tubewells are owned by the KSS of the respective
villages. That agriculture is not highly modernised and that use
of capital and power is very low is clear from the capital asset
position of farmers given below.

In Bhushangacha the value of capital-goods possessed by the
households on an average is Tk. 3331 ; for Ekdala itis Tk. 4312 ;
for Chandpur it is Tk. 4429 ; for Matiapara it is Tk. 3705 and for
Chowsgacha where there is no irrigation work at all it is Tk. 2197
only. (Capital goods include: (1) Bullock (ii) Oxen (iif) Cow (iv)
Buffallow (v) Plough (vi) Pump and other machines (vi) Others.

One important feature of agriculture of these villages is the
predominance of small and below subsistence level farms. Small farm
families having land upto 2.99 acres and landless peasants constitute



Hamid et al. . Impact of Irrigation 23

about 54% of total households but they owa only 19% of total
land in Bhushangacha, For other villages the corresponding figures
are 73.6% and 37% (Ekdala); 33.3% and 14.6% (Chandpur) ; 50%
and 15.3% ( Matiapara). For the scheme area as a whole 56.1%
small farms own 20.8% of total land. For Chowgacha the figures
are 85.2% and 39.6%. On the other hand large-farms defined as
having land above 6.00 acres constitute 20.7% of total families but
they own 54.3% of total land. For Chowgacha the figures are
8.8% and 39.8%. For the five villages as a whole the average
size of family is 7.92 persons but average size of farm is only
3.88 acres. These are sufficient indices of the fact that distribution
of land is highly skewed and land man ratio is far from being optimum.
Another disquicting feature of agriculture of these villages, parti-
cularly in Bhushangacha is that land is cultivated both within
and outside scheme by owners themselves. The owners are suddenly
becoming more interested in cultivation, perhaps because of high
prices of agricultural products and as a result it is becoming increas-
ingly difficult on the part of very small and landless peasants to
participate in the development of agriculture.

Most people of the villages under observation can realize that
agriculture is the stable and only source of their material pros-
perity and they are prepared to improve the condition of agricul-
ture by machines, systematic exploitation of the seed-irrigation techno-
logy. KSS have been formed in each of these villages and through
KSS they sincerely try to procure the critical inputs of agriculture
or ingredients of development. Power-pump project in Bhushan-
gacha, T. W. projects in Ekdala, Chandpur and Matiapara owe
their existence to the pioneering efforts of the villagers. Most
cultivators have been trying very hard to place more and more
land under HYV. IRRI cultivation means a lot of irrigation
work and a lot of irritation for traditional farmers ; but the farmers
of these villages are taking keen interest in IRRI and other HYV
rice cultivation and they are doing it cheerfully. We have noticed
they have high achievement motivation and the making of real
enireprencurs.

2.02. G. K. Project : Land distribution and land use patiern are more
or less similar to those in Rajshahi. The project activities, however,
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have created greater employment opportunities for small peasants
and landless labourers. The types of employment created are those
connected directly with irrigation work, its operation and administra-
tion (e.g., the works by beldars, mats, gazetters, etc., and necessary
earth work to be done every year ). It has also created greater
demand for education in the locality. The percentage of literacy is found
here to be relatively high,

2.03. Thakurgaon: As has already been noted feudal relations
in land are still very strong in this area. Land distribution has been
observed here to be extremely skewed. It has been reported that
between 40 and 50 per cent of the rural people in Thakurgaon are
landless or near landless. They are poor, unenterprising, backward
and submissive—a product of feudal relations existing for ages in
agriculture. Rural cooperative institutions are very much influenced

by this pattern of land relations and are biased in favour of big
landlords,

III. SOME PRELIMINARY FINDINGS

This section seeks to explain the impact of various irrigation types
on agricultural productivity and income distribution in Rajshahi area,
Thakurgaon project and G. K. project. For this purpose, as far as
possible, reference will be made to cropping pattern, intensity of
cropping, yield of crops, and income distribution. Three types of
farms are distinguished viz., small farm, having cultivable land upto
3.0 acres, medium farm, having land between 3.0 acres and 6.0 acres
and large farm, having land 6.0 acres and above, It will also be

seen if any type of irrigation method is more efficient than the
other (s).

3.01. Rajshahi Area: As stated elsewhere in the paper that an
in-depth study was made of 3 deep tubewells, 4 power pumps and
a large number of dugwells of some selected areas of Rajshahi,
For comparison, a village having no irrigation facilities, was also
selected for the study, The collected data are produced in Table I
through IV,
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We begin with the impact of irrigation on the cropping pattern.
Cropping pattern is the distribution of cultivable land under various
crops in different seasons of the year. Of all the factors, such as
topography, rainfall, soil type and farmers’ financial position, having
influence over the cropping pattern, irrigation water is perhaps the
most important one. Our study shows that prior to the inception
of the irrigation schemes ( or in the existing outside irrigation areas )
the main crops were Aus, Aman, Jute and some Rabi crops (e.g.,
pulses, oil-seeds, potato, etc.). Irrigation seems to have brought
about a significant change in the production plan of the farmers. It
facilitated growing of HYV paddy ( IR-8, IR-20, IR-176, etc.) and
other crops. It was seen that in the non-irrigated areas 48,29/ of
the land was under Kharif crops ( Aus, Aman, and jute ), 36.7% under
Rabi crops ( major crops were Wheat, Boro, Aman, Pulses, Oil Seeds,
Chili and Pumpkin ) and 15.1% was under perennial crops (Sugarcane),
whilst in the irrigated areas, the percentages were, respectively,
36.2, 588 and 5.0. It should be pointed out that during the
Rabi season in the irrigated area, 22.3% land was under HYV crops.
Thus irrigation had significant impact on the cropping pattern. The
cropping patterns were, however, found to be similar among various
irrigation schemes,

It is thought that irrigation makes it possible to irrigate land
more intensively than otherwise. The study reveals that the inten-
sity of cropping in irrigated farm was 157% and that of non-irrigated
farm (NIF ) was 1179 which confirms the stated hypothesis,

Per acre yield of the major crops within and outside irrigated
areas are produced in Table I. This shows that there are wide
variations in yield per acre between irrigated and non-irrigated areas.
Whereas the weighted average of all HYV paddy crops was 50,6 mds.
per acre in the irrigated area, the same was only 37.7 mds, in the
non-irrigated area. Although, strictly speaking, it is not possible
to compare the yield per acre between the two areas for any
crop, the contents of the table does give one the impression that
irrigation had some definite positive impact on increasing agricultural
productivity in the study area. Amnother finding is that the per acre
yield of major crops was very high in the LLP scheme area followed by

s
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indigenous dugwell and deep tubewell scheme areas. This was due
mainly to the managerial efficiency in using water and ability to
procure ‘package’ inputs.

TABLE I
PER ACRE YIELD OF MAJOR CROPS

i ( in mds. )
Name of = Within Irrigation Outside Irrigation
Crop LLP | DTW ] IDW | ‘Total NIA | ANIA
IR—8 59.8 45.5 —_ 52.2 — —
IR—176 51.3 41.0 — 46.6 — —_
Chandina 56,7 38.5 58.7 55.9 — 41.5
Saita 817 20.8 34.7 322 — 315
Taipic 57.2 57.2 —_ 57.2 — 52.0
IR—20 - — 38.6 38.6 - —
AllHYV :
( Weighted 53.2 36.7 56.5 50.6 —_ 37.7
Average)
Aus — — 14.2 142 10.4 11.4
Aman —_ 15.2 == 15.2 14.3 13.7
Boro 28,0 21.6 28.3 27.6 —_ 20.7
All Local
(Weighted 28.0 15:5 27.1 19.3 12.2 148
Average)
All Paddy
( Weighted 50,9 29.6 41.2 42.8 122 15.9
Average)
Wheat — 9.9 20.5 13-6 5.8 9.4
Jute _ — - - 75 8.8
Sugarcane — —_ — — 309 306
Pulses — - 12.0 12,0 6.6 3.9
Oilseeds - — - —_ —_ 5.3

Note : ANIA =All non-irrigated areas=NIA+ outside areas under LLP and DTW.

For the purpose of explaining the impact of irrigation on net
return, it (net return) is defined as the difference between total
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costs and total revenue. In calculating the total costs the follow-
ing items were included : labour (hired labour only, but where
family labour forms the dominant part of the total labour force,
for instance in the indigenous dugwell project, hired as well family
labour was included), water charges, equipment and tools ( including
plough ), seeds and seedlings, insecticides, interest on capital and
other incidental charges. For the sake of the present analysis capital
costs were not included. All costs were valued at their market-
prices., For calculating gross return, the market prices (in the
respective study areas) of paddy, by-products and others were
considered. The difference between the total cost and total gross
revenue, expressed in terms of acre is given in Table II. This exhibits
that per acre net income for all irrigated areas is just double
(Tk. 1, 592) than that of all non-irrigated areas ( Tk. 849). As stated
above, the highest net return was obtained for LLP scheme followed
by DTW and IDW schemes,

To examine the impact of irrigation on distribution, per acre
net income and per household net agricultural income have been
calculated for small farms, medium farms and large farms and are
produced in Table II ( in absolute number ) and Table IIT ( in terms
of indices). Table III shows that in the non-irrigated area (ANIA)
per acre net income varies directly with the size of farm, the
difference between the small and large farm being to the extent
of 22%. This gap seems to have been reduced in the irrigated areas.
One explanation of this state of affairs, may be that the small and
medium farmers are relatively more efficient than large farmers.

The lower part of Table III gives the per household net agricul-
tural income for different types of farms. It can be seen from
this section of the table that irrigation has simply widened the
gap from 1709, to 3489, between the irrigated and non-irrigated
farms. Table III (upper part) also demonstrates that whereas in
DTW areas the gap with respect to per acre net income between
the small and large farms was to the tune of 19%, the same was
119, but in the opposite direction for indigenous dugwell area,




28 Political Economy
implying that the indigenous method of irrigation is better than
In modern method of irrigation from new point of distribution.

TABLE 1I

NET RETURN PER ACRE WITHIN AND OUTSIDE IRRIGATED
SCHEMES BY TYPE OF FARM

(In Taka)
Size of ~Within Qutside
Farm LIPF | DTW | IDW | Total NIA | ANIA
SF 1,849 1,155 1.601 1,535 711 697
MF 2,198 1,241 1,528 1,856 813 825
LF 2,207 1.074 1,419 1,567 608 839
Average- 2,110 1,149 1.516 1.592 668 849

TABLE III

INDICES OF PER ACRE NET INCOME AND PER HOUSEHOLD
AGRICULTURAL INCOME WITHIN AND QUTSIDE IRRIGATION
SCHEMES BY TYPE OF FARM

Size of Within Outside
Farm LLP | DTW | IDW | Total NIA | ANIA
2T S5l PO 100 100 L00  1.00 100 1.00
fg;‘:}?m) MF L1 107 0.95 121 114 118
LF 1.19 099 089 102 086 1.22
Total Net
Tncome Per 2,110 1,140 1,516 1,592 668 849
Acre (Tk)
Per
Household | SF 100 1.00 NA 100 1.00  1.00
o e R BT 230 158 NA 200 165
8r 00y | LF 481 427 NA  ¢48 270
Total Per
Houschold 5,133 4,597  NA 4,809 2,809

{ Income (Tk.)

Note: 1. NA = Not available.
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TABLE IV

RESPONDENTS ACCORDING TO TYPE OF FARM
( Rajshahi Area)

SZcof |_LLP ] DIW | oW NIA | Grand Total
Farm | No. | % | No.] % [N NeeSREo9% i aNo=— ]
Landless 13 12,6 5 6.1 8 13.8 12 35.3 38 15.7
Small

Farm 41 398 41 500 45 77.6 17 50.0 144 52.0
Medium

Farm 27 262 19 232 & 6.9 2 5.9 52 18.8
Large
Farm 22, 24 17 207 1 157 3 8.8 43 15.5
Total 203 100 82 100 58 100 34 100 277 100
Notes: 1. Definition of size of Farm :

(i) Landless = Farmers having no cultivable land of their own

but depend upon Iland for their livelihood,
(i) Small Farm = Farmers having land between 0,00 and 2.99 acres,
(iﬁ) Medium Farm= " " " 5 3.00 and 5.99 <5
(iv) Large Farm = " ik »» 6.00 and above,

2, Abbreviations :
(i) LLP = Low lift pump. (ii) DTW = Deep tubewell,
(iiiy IDW = Indigenous dugwell and (iv) NIA = Non-
irrigated area,

3.02. Thakurgaon Project : The introduction of deep tubewell
projects at Thakurgaon has some notable impacts on the economy
of the area. The new irrigation practices have led to the
production of a number of food crops which could not be grown
before. Aus and Boro of local and high yielding varieties, and
wheat of the Mexico type are the crops to be mentioned in
this regard, Water and other new inputs have successfully brought
about a change in cropping pattern and also an increase in cropp-
ing intensity on a number of plots in this region. It has become
a frequent practice to have a combination of Boro and Aman, Aus
and Aman or Aman and jute on the same plot of land. Triple
coropping, that is, the production of Aus, Aman and Boro on the
same plot is not entirely absent, but is very rare.
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The incidence of the production of local crop varieties is still greater
than that of high yielding wvarieties. IRRI-Aus, IR-20, IRRI-Boro,
Chinese Boro and Mexi-wheat are HYV foodcrops that have so far
been practised in the project area of Thakurgaon, The area under
HYV crops as percentage of the area under all food crops is found
to be only 4.8 in 1967/68. In the subsequent years upto 1973/74
this figure took the values 10.6, 14.4, 34.4, 155, 19.1 and 23.5 in
the chronological order. It reached the highest that is, 344, in
1970/71, slumped down to 15.5 the following year and then showed
a slow upward trend. 1970/71 was the last year before independence.
It showed the maximum that could be attained till then by way
of following the so-called Green Revolution policy. The fall in
the value of the percentage figure in 1971/72 can be well explained
by the dislocations caused by the war of liberation. It started
rising again ; but still it is much below the previous best which itself
was only about one-third of the total size.

The productivity of new crops could not keep up to the promise
it showed in the initial years of their introduction. In 1967/68, yield
of IRRI-Aus per acre was 80 mds. ; that of IRRI-Boro 75 mds, ;
IR-20 was obtained at 35 mds. per acre when it was first produced
in 1970/71. Mexi-wheat reached the peak productivity of 35 mds.
per acre in 1968/69 and Chinese Boro also showed the same produc-
tivity which has more or less been maintained since 1969/70. In
addition, other local crops, viz.,, local Aus, special Aus, special
transplanted Aman and local Boro which were not produced earlier
in this region showed their maximum yields per acre during the
initial years of their introduction. By 1973/74 per acre yield of
IRRI-Aus came down to 35 mds.; of IRRI-Boro to 84 mds.; of
IR-20 to 32 mds.; of Mexi-wheat to 20 mds, Yield per acre of
local Aus, special transplanted Aman and local Boro in 197374
were estimated in maunds at 17, 19, 25 and 18 respectively. The
records of their previous best returns were obtained at 25, 30, 60
and 35 mds, respectively. Even the productivity of the traditional
crop of local transplanted Aman has been reduced from 30 mds.
per acre in 1966/67 to 21 mds. per acre in 1973/74. Broadcasting
Aman, another traditioual crop gave the yield of 15.5 mds. per acre
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in 1973/74. Its previous best performance was found to be 25 mds.
per acre in 1967/68,

Two technological propositions follow from the above information :
(1) Irrigation has brought about, although partially, rotation of crops
in the project area of Thakurgaon ; and (2) irrigation alone is not
responsible for fundamental changes in production practices and
productivities in agriculture, In addition to water it is necessary to
have fertilizer, better seeds, insecticides and appropriate technical
know-how in adequate quantities to increase productivity. In the sixties,
since the approach was to make successful localised green revolu-
tion through big enlightened farmers, there was every effort to make
new inputs available to such localities on a priority basis. Thakurgaon
was, therefore, a favoured spot for the supply of modern inputs
upto 1970/71. The impact is observable in the increase in acreage
and also in a satisfactory level of productivity. Even though produc-
tivity with respect to some of the crops could not be maintained
at the level of the attained maximum, yet on the whole it was not
too bad. The first one or two rounds of the use of fertilizer immediately
shoot up production. Then the law of diminishing returns usually
sets in. It continues for a few years before stabilising productivity
at the expected level while other necessary inputs are available in
required quantities, By 1970/71, productivity in Thakurgaon with
respect to a number of crops reached such a situation. But after
that the supply of essential inputs to this region became irregular.
On the one hand, liberation war and its aftermath caused dislocation
in their production and procurement in Bangladesh, on the other
hand, and it is equally important, cultivators in most parts of the
country had by that time learnt to use fertilizer and other inputs
for production and had started expressing their demands for them
within a highly subsidised market situation, Post liberation Bangla-
desh could not make a special treatment to a particular locality, how-
ever, much there might have been economic justification for it. The
net result was the shortage in the supply of all the essential inputs
all over Bangladesh. Thakurgaon, with its big farm complex, could
not claim to be an exception to that. This shortage in the availa-
bility of other inputs, particularly fertilizer, has resulted in an apprecia-
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ble fall in the productivity of most of the crops in that region,
Production practices also tended to show a swing in favour of local
crops which are less demanding with respect to modern inputs like
fertilizer, insecticide and water. Total area under local transplanted
Aman went down to 26490 acres in 1970/71 from the corresponding
previous year figure of 58216 acres. But over the same period there
was a transfer of 22464 acres to the HYV crop of IR-20, In 1973/74,
area under local transplanted Aman increased to 42992 acres, that
under IR-20 could reach a total of 10048 acres, It may be men-
tioned here that Aman crops are normally rainfed. Additional irrigation
measures are helpful specially in years of irregular and insufficient
rains,

The impact of irrigation project on the attitude of the farmers
deserves careful analysis. It has already been stated that irrigation
opened up the possibility of multiple cropping in this region. As a
matter of fact crops of all the different seasons have made their entry
into the annual production chart of Thakurgaon, It refiects a change of
attitude, though not complete, on the part of the agriculturists, New
production possibilities have been able to infuse a spirit of commercia-
lism among the farmers, Bigger landowners could see that in the
circumstances favouring them with adequate supply of modern
inputs, commercial farming supplemented to their traditional prac-
tices was expected to bring them greater net return. Modern
inputs could be obtained almost free of cost and new crops showed
an extraordinarily high rate of productivity. Many of the big farmers
within the scheme areas availed of this opportunity and subjected
their lands to multiple cropping. But there was very little changes
in production relations and feudal hold of the big farmers paradoxi-
cally enough was tightened. Employment requirements increased
no doubt; but they were selective in nature. Refugees from
other places were settled in scheme areas. This increased the
size of agrarian labour force and prevented a rise in employment
ratio or wages. Moreover big farms are mostly owner operated.
They find it to their advantage to depend mostly on household
labour who are maintained generally at the minimum subsistence
level. Increase in work on land, therefore, did not lead to an
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increase in demand in the labour market to that extent. On the
other hand, since land began to give more in return, commercial
interests prompted particularly the medium farms to increase
the size of land holding. This they could do usually by way of
dispossessing small peasants. They did not have the ability or
opportunity to procure modern inputs and were consequently, at
a disadvantage against their kulak brethren. Productivity on lands
owned by many of them did not increase. This implied that their
relative costs for retaining their holdings began to go up and a
large number of them being trapped in poverty and indebtedness
were forced to sell their lands. The feudal hold of the ruralrich
therefore, was not loosened. Crop lending at high rates of interest
continued as before. Those who failed to pay off their loans
with interest charges were compelled to give up all or part of
their holdings, if they had any, or were obliged to give their
labour, almost free, to the farms of their lenders. A transforma-
tion was taking place in means of production ; but production rela-
tions remained virtually of the past vintage. This became apparent
the moment modern inputs became dearer to the rich farmers
of the region. Many of them immediately shrank back to the
production of crops of local varieties. The net returns after pay-
ment of additional input costs and the application of new manage-
ment skiil did not seem to them sufficiently attractive. This seems
to add strength to the proposition that commercial motive of big
and rich land owners can be sustained only if they are given a
very high dose of incentivein the form of liberal supply of inputs
so much so that they are to bear 'little risk in the earning of
an expected surplus. But this can be done by giving them all the
facilities to keep their feudal hold over the rural society.
This is distinctly against the interest of the rural poor who are
likely to become even worse off in the process. During the
period after liberation big farmers of this region did not make
sufficient use of water for irrigation, even though it was supplied
absolutely free. Most of the small farmers were either unable or
disinterested in improving productivity and increasing output. They
were mostly poor and could not afford to invest the required sum
of money for seeds, fertilizers, insecticides, etc. As a result they
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too were unable to make proper use of irrigation water. It is,
therefore, not surprising that while the previous best performance
was the distribution of water for irrigation to about 65% of the
total command area, after liberation it went down to nearly 9%
and, by 1975, could improve only to reach up to alevel of around
18% of the actual capacity. Mechanical troubles and power failures
are, no doubt, factors responsible for under-capacity utilisation of
tubewells for irrigation ; but definite constraints on the ability and
willingness of farmers to make use of irrigation water appears to
be more important a factor than others. It would be very difficult
in such circumstances to attain and sustain capacity utilisation of
irrigation in agriculture.

The productivity of HYV crops is expected to tend to an average
of 35 mds. per acre. Given the market price of paddy in the local
market at Tk. 50 per md. the total return is likely to be around
Tk. 1750 from an acre of HYV cultivation. The market price of
paddy, however, is not an independent variable. It is, as every-
body knows, a function of demand and supply. The local demand
remaining more or less static, or varying only slowly with the
growth of population over time, the price of crops would be over-
whelmingly influenced by the supply in the market. This implies
that price in the short run may move up as a result of crop
failure or restriction in production. When we are trying to analyse
the producer’s decision in agriculture, we assume that while increa-
sing production and productivity he will take into consideration
its impact on the market price which is expected to move downwards
due to the cumulative effect of the efforts by farmers in general
to increase production. Tk. 50 per md. has been observed to be
the average market price for HYV paddy in 1975/76, a year of good
harvest. We have therefore, taken it here to measure the value
of the return while the producer decides to increase production
by way of adding his marginal acre to the area vnder HYVs. The
costs for the modern inputs are determined by forces in the inter-
national market which is little expected to react to a fall in prices
of the produced output in the domestic market.

A farmer, in practice, however, does not bear all the costs. It
has already been noted that he does not pay the full cost
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of irrigation and could obtain fertilizers at about half the cost of
its procurement and production. After making necessary deductions
on these counts the estimated total costs (without subsidy) to
be borne by a farmer comes to about Tk. 937 per acre. Conse-

quently his net return per acre is expected to approximate a
figure roughly around Tk. 813.

The cost of production of local T. Aman crops should be much
less than that of any of the HYVs. In all, therefore, total cost borne
by a farmer producing local T. Aman is expected to centre round
a figure roughly around Tk. 442 per acre. The market price for
Aman crops is higher than that of a crop of high yielding variety.
It has been observed to be about Tk. 65 per md. If, on the basis
of past experience, we take 21 mds. as average productivity per
acre of local T. Aman crops, then the money value of the total
gross return from an acre of that crop is likely to be some-
where around the calculated figure of Tk. 1365. The net retumn
to the farmer, on balance, is worked out to be approximately
around Tk. 923,

From the very rough ideas of costs and benefits it can be
safely deduced that if all the disguised costs like those on labour,
plough bullocks, etc. that are domestically supplied, are calculated
then the net gains from an employment of resources on local crops
are expected to be higher than those from a similar employment
of resources on HYVs. A farmer whose resources are small and
limited would, therefore, be rational enough to show his choice
in favour of the production of crops of local varieties. Itis only
if he is endowed with additional resources that he may go in for
a second choice in the form of the production of HYVs fed on
irrigation water specially in the Boro or Aus season.

A few important consequence, which have also been observed
and already referred to, follow from the above : (1) New produc-
tion programmes have a definite .rich farmer bias. Small farmers
can rarely afford to spend in the vicinity of Tk. 937 on an acre
for producing a second crop. (2) Big farmers will not be interested
to produce a second crop if they are to bear the full cost of
production. They will find it more profitable to continue with their
feudal practices of lending out money and crops to the rural poor
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in times of distress and extracting as much surplus as possible
in return. It has been observed that an increase in input prices
may result ina fall in the cropped area in this region. (3) Medium
farmers are more enterprising in adopting new technology. They
do not usually have the tradition of desiring feudal surplus. Moreover,
in computing costs, they generally ignore disguised costs on labour,
plough, bollocks etc. which are elements of the very household set
up. But it is doubtful if their attitude remains unchanged once
they become more affluent. A change is not expected to be funda-
mental or permanent if there occurs no significant transformation
in the mode of production involving productive forces and production
relations.

3.03. Ganga-Kapotaksha Project : The Ganga-Kapotaksha is a multi-
purpose project, comprehending irrigation, flood control and drainage
measures to a vast area in the districts of Kushtia and Jessore,
the main objective being to develop surface water canal irrigation
system. The command area of the project is 3.5 lakh acres. The
project is divided into two units namely, Kushtia Unit and Jessore
Unit. The first phase of the Kushtia Unit, having a command area
of 1,20,000 acres, has been completed in 1970 and the second phase
is only half way through.

The project applies gravity flow method of irrigation ;: water from
the Ganga is lifted mechanically and then run through a net work
of canals. In phase I, besides the 6700 ft. intake channel, there
are 45.6 miles of primary canals, 133.0 miles of secondary canals
and 317.5 miles of tertiary canals. In addition, there are 1800
field channels. The project has 3 pumps of 1300 cusec capacity
each and 12 subsidiary pumps with 125 cusec capacity each.

The extension section of the G. K. project organises the farmers
into groups and societies through which critical inputs and agronomic
advice are given to the farmers. As part of the extension work,
38 «Chashi Clubs” have been organised. Each chashi club covering
an area of approximately 3000 acres has one sectional officer (S.0)
and a large number of Beldars, Mats and Gazetters. These people
( except S. O. ) are appointed from the locality.
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The project has the impact of changing cropping pattern. Formerly,
the local agriculturists used to produce Aus, Aman, Jute and some
Rabi crops. Now, after the introduction of irrigation technique, new
crops, such as IR-8, IR-20, Nigershail, BR-3, etc. have been added
to the list. This obviously reflects the change in attitude on the
part of local farmers. The G. K. project has also brought about
multiple cropping system. Before the introduction of the irrigation
method, the intensity of cropping in the area was 1259, this rose
to, after the introduction of the irrigation project, a peak of 1969,
in 1967/68 and later it came down to roughly 1579, in recent years.
The main factors that affected the performance of the irrigation
method were the shortage and untimely supply of inputs, especially
fertiliser. It has also favourable impact on agricultural productivity.
Whereas the yield per acre for the traditional crop is around 10 mds. the
average yield per acre for HYV crops is seen to be around 30 mds.
This has given much incentive to the farmers to use irrigation
water. At the time of our visit, when there was 1009, subsidy in
the irrigation water, there was a very high demand for water. I,
however, remains to be seen, if the same tempo is sustained after
the imposition of water tax in the area.

Some comments are in order. Firstly, the chashi clubs, the centre
of extension work, are not working well. There are too many
Beldars working in the club jurisdiction than are actually needed.
They are local people mostly engaged in doing their own house work
and pay very little attention to the farm problems. The Sectional
Offiecrs (8. O.) under whose guidance the Beldars are to work, cannot
take any action against the Beldars, as he does not belong to that
locality. It has been reported that some Sectional Officers use the
Beldars for their personal work. It has also been gathered that many
S. O.s cultivate land on barga system and make use of the irrigation
water ( and sometimes other inputs ) free of cost.

Secondly, the starting of the second phase of the Kushtia Unit
has not at all been wise. While visiting the G. K. project in 1976,
we heard thousands of complaints about the inability of the project
authority to supply adequate water to them. Itis not understood
on what basis the second phase has been started. But it seems that
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the G. K. project authority is more eager to ‘show up’ their
command area than they are actually covering. Thirdly, there exists
golden opportunity of planting trees along the bank of the primary
canal. But simply because of the fear of leakage by insects,
the G. K. authority has abandoned this idea. It is suggested that
at least plantation can be made in some area on experimental
basis. Fourthly, the project has already produced some adverse
effects on the society. It has closed down at least 3 rivers, namely,
Kaliganga, Dacoa and Hanu, causing severe impact on fishing and
navigation. As the project has become able to cover only 10% of
the total cultivable area, the remaining 909, area has been deprived
of having neither the advantage of irrigation water nor the natural
fertility benefit of flood water.

Finally, the greatest danger lies with the irrigation machines.
Out of 3 big pumps, 2 are working and out of the 12 subsidiary
pumps only 4 are working. Others, it is reported could not be
repaired because of the non-availability of spare parts. Inciden-
tally, the pumps of the G.K.type are now out of production—the
authority has been informed. Consequently, when these machines
will be out of order, there will be no other alternative but to
replace them altogether. Can the country afford to paya few crores
of taka for such a huge un-economic project for the second time ?
Or should the country at all venture to take that sort of big

risk ?

IV. CONCLUDING REMARKS

This paper has made an attempt to evaluate the impact of various
irrigation methods on agricultural productivity and income distribu-
tion in some selected areas of Rajshahi, Dinajpur ( Thakurgaon
Deep Tubewell Project) and Kushtia (G. K. project). Some prelimi-
nary results, both qualitative and quantitative, have been analysed.
From the discussions so far attempted, the following points emerge :

(i) Contrary to popular belief land use and village patterns
are characterised by different gqualitative factors to distinguish
one from the other, implying that planning from below, rather
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than from top, will be the most acceptable proposition for rural
Bangladesh.

(ii) There was very little change in the production relation,
Feudal hold of the big farmers, paradoxically enough, was tightened
in most of the areas of our study.

(iii) Irrigation has brought about, although partially, rotation of
crops in all the areas under review. It reflects the change in attitude,
though not complete, on the part of the agriculturists. New crops
like, IR-8, IR-20, Chandina, BR-3, Saita Boro, etc. have been found
to be very common among the farmers using irrigation water.

(iv) Irrigation has opened up the possibility of multiple cropping.
In all areas, it has been observed that the intensity of cropping is
much higher in the irrigated farms than that of the non-irrigated
farms.

(v) Yield per acre of HYV crops was observed to be around
30 mds. and this was seen to be much higher than that of tradi-
tional crops, e.g. 10 mds. for Aus and Aman.

(vi) Irrigation has also increased the employment opportunities
for the landless labourers, as HYV technology itself is very much
labour-intensive.

(vii) Irrigation alone is not responsible for fundamental changes
in production practices and productivities in agriculture. Fertiliser,
better seeds, insecticides and appropriate technical know-how have
had a tremendous influence on the success of the irrigation projects.

(viii) A declining trend in the productivity has been noticed in
most of the irrigated farms. Mechanical troubles, power failures
(where tubewells are run by electricity), mismanagement, shortage of
inputs have been found to be the major factors causing fall in the
productivity of crops in the study areas.

(ix) Modern irrigation methods have definite rich farmer bias.
The rich peasants are taking advantages of the supply of modern
high yielding agricultural inputs and seen to have started making
capitalistic use of land. The medium farmers are enterprising in
adopting new technology.
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(x) The study shows that irrigation has helped widen the gap
between the small and large farmers when viewed in terms of total net
per household agricultural income ; but it has reduced the gap between
these two groups of farmer when viewed in terms of net per acre
income. The later finding implies that the small and medium farmers
are more efficient than large farmers in respect of using irrigation
water and other inputs.

(xi) Indigenous dugwell scheme has favourable impact on the
society from the view points of distributive justice but this is not
necessarily so for modern irrigation methods.

(xii) A change is not expected to be fundamental or permanent if
there occurs no significant transformation in the mode of production
involving productive forces and production relations.



Land Reform in Bangladesh : Some

Observations
by
Mp. ABUL QUASEM*

It is not known what the policy makers and the executives really
mean by land reform. Apparently it is understood as redistribution
of excess land to be recovered from big farmers. Redistribution is
supposed to serve varied economic and social objectives of which
the important ones are the following :

(i) Distribution of land will be equitable and it will help increase
in employment and productivity ;

(i) Present power structure based on landownership will not
exist and it will help implementation of social welfare oriented
policies ;

(iii) It will help implement specific agricultural programmes say
jute and cotton cultivation depending on the national interest irrespec-
tive of varying individual’s interest etc. But the policy of redistri-
bution of land raises many querries which are as follows :

(i) Who are the surplus farmers ?

(i) If the measure is size of farm, say 5.0 acres as often
suggested, then is the same size applicable throughout Bangladesh
or should there be regional difference in size depending on the
level of normal flooding, irrigation facility, cropping pattern ; etc ?

(iii) If the size in alluvial tract is 5.0 acres and 7.5 acres in
other areas (assumed), how much area can be recovered from the
big land owners ?

*Dr. Quasem is a Research Economist at the Bangladesh Institute of Develop-
ment Studies, The views expressed here are of the anthor,
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(iv) To whom and in what form that recovered land will be dis-
tributed ? If the recipients are landless and small farmers, do they
have the knowledge, capital and farm tools for cultivation ?

(v) If the small farmers are able to farm, will they have surplus
for further investment leaving aside for consumption ?

(vi) Are the big farmers really rich and live like urban elites
and industrialists when they have more than 7.5 acres of land ?

(vii) If excess land of above 5.0 and 7.5 acres is taken away
from the big ones what will be their economic condition ? Will they
be able to manage their living above subsistence or are they simply
being dragged down to below subsistence ?

(viii) 'Will the big farmers be compensated ? If it is, what should
be the price of those land ? How will they be paid and who will
pay for it? If the payment is done in installment over a period of
say three years will the surplus farmers be benefitted ?

(ix) If the payment is made by the government and land
is distributed to the cooperative, will it be able to organize
and manage the farm (keeping in view the present state of
cooperative) ?

(x) Is the existing administrative set-up able to collect and
distribute land to the genmine tillers (taking into account the present
level of corruption) ? and

(xi) Who will be the real beneficiaries of that land redistribu-
tion policy ?

This paper, however, side-tracts many of the above issues and
investigates the possible effect on income of both small and big
size farm after redistribution of land. It is concluded that the
sectoral land reform ‘may not help economic development rather a
complete redistribution of assets in both urban and rural area
is required.

Redistribution of Land and Income of a Farm

As the actual area under different soil tracts is not known let
us consider the maximum farm size as 7.5 acres. For the sake
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of convenience the effect of irrigation is ignored. The farm area
above 7.5 acres is 6.67 million acres occupied by about 5.4 lakh
farms i.e., 7.84 per cent of total farms. From this area excess
land of 2.63 million acres (above 7.5 acres) will be available for
redistribution. If this area is divided among the farmers having
2.5 acres and below, but not to landless omes, then total area in
that group will rise to about 6.0 million acres resulting in an
average size of 1.52 acres as compared to previous average of
1.18 acres and the present national average farm size of 3.1
acres. It may be noted that this size (1.52 acres) will further decrease
if the case of landless peasant is taken into account.

It may further be mentioned that this whole arca of recovered
land is not suitable for cultivation and will be of uneven topography,
low fertility, jungle, old ponds etc. The area will be scattered
as well. To bring this land under cultivation consolidation is therefore,
a prerequisite. Who will do this job? And how much time it will
require is difficult to imagine.

Next, most of the small farmers do not own bullock power. They
will also need working capital for seeds, fertilizers etc. So, in the
first year of plantation large amount of capital is necessary and
that has to be provided from institutional sources. Will the exis-
ting institutions be able to handle such a large amount of fund
effectively ?

If these small farmers are capable of cultivation, how much
additional income they may earn is a question to be examined,
If 1.40 acre out of 1.52 is put uader cultivation and the cropping
intensity is considered at 1509 against the national average of 1479
in 1973/74, total cropped area stands at 2.10 acres. At a rate of
net output value of Tk, 800.00 per cropped acre ananual income
accounts to Tk. 1,680.00 for a family of 5 members (assumed).
This income may be higher than previously earned amount but
it is apprehended that this increased amount will be consumed
by them because unlike the past they may not remain half-fed.
This will however, enable them to farm intensively and if the
government provides financial support for quite some time, their
position will improve. Here it may be worth-while to mention
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that the land reform in Japan stimulated a marked rise in propensity
to consume and its effect on productivity via an increase in agricul-
tural investment was rather weak.! Further, Hossain? found that in
Bangladesh productivity of land and labour is the highest in the
25 to 5.0 acre size group. So, from the productivity point of
view, redistribution would be favourable to the medium size farms.

State of Big Farmers

Let us sece how a big farmer will be affected when his farm
area is being reduced to 7.5 acres from where he will have lesser
income compared to the income of the past. His estimated income
will be about Tk.8,400.00 from 10.5 cropped acres. Per month
income is Tk.700.00. In both these estimates it has been assumed that
crop will not fail which is far from actual situation. Almost every year
crop of one season or another is damaged (partly or fully). Now
with this sum of Tk. 700.00 is it feasible to maintain his family of
seven members (considered higher because generally big farmer has
larger size of family ) particularly when one or two of his children
is/are students in a college/university ? Here it may be added that per
annum food cost alone per head (adult) has been Tk. 735.00 in 1973/74
i.e., Tk. 2.00 per day as estimated by Salimullah and Islam.® They also
show that 75 per cent of owner farmers are living below poverty level.
The remaining 25 per cent who are living above poverty level have
per capita income of Tk. 1,389.00 and their value of assets is
Tk. 3,638.00. Alamgir* has however, estimated the value of assets at

1Shigeto Kawano, “Effects of the Land Return on Consumption and Invest-
ment of Farmers" in Agriculture and Economic Growth: Japan's Experience,
edited by Kazushi Ohkawa efal. Princeton University Press, 1970, p. 397.

2Mahabub Hossain, ““Farm Size and Productivity in Bangladesh Agriculture ;
A Case Study of Phulpur Farms”, The Bangladesh Economic Review, Vol.TI,
No. 1, January 1974, p. 493.

3Salimullah and A, B. M. Shamsul Islam, “A Note on the Condition of
Rural Poor in Bangladesh’, The Bangladesh Development Studies., Vol. IV,
No. 2, April 1976, p. 268.

4Mohiuddin Alamgir, Bangladesh: A Case of Below Poverty Level Equilibrium
Trap (mimeos), December 1976.
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Tk. 13,252.00 per family (all rural families combined), but that in
the large size farm (7.5 acres and above) it is 71,963 of which
93 per cent is value of land at 1973/74 prices. Actually land as a single
source cannot help improve the economic condition appreciably as
return of land is low and also uncertain.

Farm Management studies undertaken by the Ministry of Agricul-
ture’ show that net income ( per acre ) is lower than the amount
mentioned above. These studies also indicate that variation in per
capita net income depending on the size of farm is not very high,

Another survey undertaken by the Bangladesh Institute of Develop-
ment Studies® in the year 1974 show that the economic status of
the farmer is not satisfactory even in the large size farm, where
per capita income is Tk. 876.00 about double than the small
farm and the outstanding loan amounted to Tk. 1,286.00 in the
large farm.

It is therefore, not understood how the redistribution of land
can help economic development in Bangladesh where income and
the size of farm is already low and most of the farmers are living
below subsistence.

Land Based Power Structure

Land reform is often pleaded to weaken the land based power
in the rural area with the idea that it will enable rural people’s
participation in the development programmes. Now it is argued that
whatever little facilities and opportunities made available in the
village are manipulated by the rich in their favour instead of common
people. Such a contention seems to be incorrect except in stray

SMinistry of Agriculture, Farm Management Research in Retrospect, F- M. series
No, 1, December 1978.

6Mohiuddin Alamgir, Bangladesh: A Case of Below Poverty Level Equilibrium
Trap, December 1976, pp. 29-31,
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cases. Actually most of the rich people behave in a traditional
way and never realize it as exploitation. Further, because the poor
people are shy, dis-organized and have little access to the govern-
ment officials, cannot enjoy the advantages. This is to some extent
the defect of the existing system and the government bureaucratic
approach which actually helps the rural rich to exploit. Any way if
redistribution of land is implemented, it is apprehended that almost all
rural families will be placed at the state of below poverty level.
Such a state will create a chaotic society in the village because
every one will at that stage struggle for one’s own subsistence and
there will be none to take the lead in the social interest. Produc-
tion cooperative’ as often suggested for agricultural development
will be a failure unless there is a strong hand from the state.

Why Sectoral Reform ?

It may be a pertinent question to an objective of the paper to
ask why we advocate for this sectoral land reform when we see
the strong-hold of the economic power in the towns, where the
capitalists/industrialists are functioning, resulting in more concentra-
tion of capital assets, Actually, these capital owners along with the
urban elites and bureaucrats are enjoying surplus values and lead a
decent life, Their standard of living seems far high than that of
rural rich. So, before undertaking any such policy of land reform
costs of minimum level of living needs to be ascertained and accor-
dingly ‘Reform of Assets’ should be done in both wurban amd rural
area simultaneously. If it is to be sectoral it may be initiated from
the urban rich and that will be less costly from the administrative
point of view. Number of people affected will also be few in this
sector, Moreover, the urban assets being concentrated, localised
and more productive may help rapid economic development. This
does not mean that land reform is not at all necessary, There

"Mohinddin Alamgir, “Some Aspects of Bangladesh Agriculture: Review of
Performance and Evaluation of Policies”, The Bangladesh Development Studies,
Vol. II, No. 3, July 1975, p. 295.
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are a few aspects of land reform which should be considered
immediately for rural development.

Few Aspects of Land Reform

Land reform may be undertaken where the land is kept
unutilized and not intensively cultivated. Immediate importance is
due to the adequate security ot the tenants and modification of
tenurial arrangements which vary from area to area. In some places
land owners enjoy half of the produce after sharing of half of the
costs of physical inputs, This can be easily introduced elsewhere.
Further, share of the increased amount of produce resulted from state’s
support ( deep tubewell, embankment ) may be raised in favour of
tenants. Similarly, available khas land, newly silted land, abandoned
and re-excavated area can be distributed to the small and landless
farmers instead of the big farmers as prevalent now a days, Further,
government may provide finance for purchasing of land from the neigh-
bours. That amount may be realised later in installments. Land occup-
ied by rich absentee owners may also be recovered. Sometimes small
farmers are found to rent out land because of small size and
lack of bullock power. In such cases, the government may occupy
the area and provide the displaced with suitable employment and
residential facility. This will also help consolidation of holdings.

Further, instead of considering land as the simple means for
economic development we should look into alternative enterprises
(dairy and poultry farming, pisciculture and mini fruit processing
plant). This will also enable them to organise themselves. The
government may also follow some discriminating policy in favour

of rural poor in terms of employment in the field of agriculture,
education and trade and commerce.$

——

8Please see “Land Reform and Agrarian change in India and Pakistan since

1947** by P.C. Joshi in the Jowrnal of Peasant Studies, Vol. 1, Nos, 2 and
3, 1974,
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CONCLUSION

Land reform in terms of redistribution of land may mnot yield
expected rusult, Considering the present level of technology, and
productivity of land, and present size of family and cost of
living, 7.5 acres of farm land per family is inadequate to maintain
a minimum standard of living. Further, this being a sectoral reform
it has been suggested that policy of ‘Reform of Assets’ in both
urban and rural area may be undertaken simultaneously on the
basis of some minimum standard of living,



Thoughts on Modernising Transformation
of Bangladesh Agriculture

by
KHALEDA SALAHUDDIN*

I. INTRODUCTION

Bangladesh agriculture is characterised by a large number of small
farms organised around the family unit which supplies bulk of the
labour force, management and capital (though inadequate) for these
farms, True to its characteristics, our agriculture has meagre Tesource,
very low labour productivity and low level of production (and net
income ), unexploited capital formation potential and a large number
of marginal and landless farmers. The number of surplus labourers is
quite significant,

But the fact that this sector contributes more than 559 to the
GDP and employs about 75% of the total population makes the place
of agriculture in the economy very important indeed. Its impor-
tance is also underlined by the fact that with employment-capital ratio
rather low in the non-agricultural sector and its size being too small,
agriculture has to provide the bulk of productive work opportuni-
ties to our rapidly growing population ( around 39, per annum)
for quite afew years more, The fact that agriculture still represents
a large proportion of the national economy, and demand for agri-
culture product is rising due to both demographic and income
effects and that capital for industrial deveiopment is scarce, the
inter-relationship of the development objectives and the means for
development is particularly important for that sector.

*Professor of Economics, Eden College, Dacca.
el
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The size and backwardness of this sector suggest wide scope for
raising GDP through agricultural development. The same factors
provide scope for the rural sector to combine income-distribution
objective through implementation of plans which increase production
and employment objective across a wide spectrum of the agricultural
sector. Again due to limited scope for economies of scale in
agriculture, rapid expansion of non-farm sector where such scope
exists is necessary.

Since it requires a vast amount of capital ( a large part of which
uses capital-intensive technology), we must logically turn to agricul-
ture which initially commands most of the population, income and
also capital, for raising a substantial part of additional capital required
for such expansion. As development occurs, per capita demand for
food and other agricultural productsrises with the rising level of living.
It, therefore, logically follows that the key to rapid economic develo-
pment lies in modernising traditional agriculture of Bangladesh,

II. OBJECTIVES AND STRATEGIES

Evert M. Rogers has defined modernisation as “the process by
which individuals change from a traditional way of life to a more
complex, technologically advanced and rapidly changing way of life”,
This transformation is urgently needed not only to give a minimum
possible decent living to the hardworking poor millions but to rescue
them from what Dr. M. Alamgir has termed as the ‘Below Poverty
Level Equilibrium Trap’, The objective of rapid transformation of
agriculture may be summarised as follows :

2) Raising the average level of living of our rural people. To
realise that goal, the total production of goods and services must
expand more rapidly than the population growth. Level of living
certainly includes improved health, education as well as more hours
of leisure which are the requirements for more efficient use of
labour force in production, This can be done through development
of productive forces and harnessing internal resources.

b) Reducing inequality of income by ensuring that benefits of
development go to lower income groups whose productivity and wages
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rise and who can begin to avail themselves of the lower priced
goods and services available. It may slow down the rate of output
growth a bit initially through its effects on saving due to redistribution
of income in favour of groups with lower propensity to save, but it
may also be more than counterbalanced through its effects on
incentives as well as under-utilised talents which can contribute to
an accelerated rate of economic growth.

A planned development of our physical and human resources can
realise these objectives. The planning exercise should be made taking
into consideration the following :

i) Expansion of employment,
ii) Growth of income,
iii) Promotion of self-reliance,
iv) Adequate production of consumables,
v) Expansion of exportable goods.

While making sectoral allocation of resources related issues like :

i) Choice of technique,
ii) Locational priorities, and
iii)y Ownership distribution of assets must also be considered —
(we cannot ignore this vital issue because studies have
established the fact that unequal assets distribution leads to
inequality of income ).
Another related issue is identification of growth centres both
existing and potential. This is required to reduce regional imbalances.

Macro or Micro Approach : What should be the most appropriate
planning approach in the context of Bangladesh ? For agricultural
and rural development, planners everywhere are giving greater atten-
tion to micro level planning. Because the present macro planning
approach suffers from aggregation problems. The strategies adopted
in a macro plan do not take into account the regional peculiarities.
Local and regional problems of agricultural development vary so
widely that in some cases no common solution can be prescribed.
To take a concrete example, macro planning approach may suggest
HYYV introduction in place of low-yielding local varieties as a solution
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to the low productivity of land. But whether a specific HYV is
suitable for a particular area depends on its ecological, topographical
and physio-climatic condifions. It is only through micro planning
approach that the suitability of a particular area for a specific variety
can be ascertained.

Agriculture involves a large number of different kinds of pro-
duction decisions made by millions of farmers widely scattered. A
macro plan can at best provide only broad guidelines about the
possible steps to be taken for accelerating development. But while
emphasising micro level planning, macro planning approach cannot
be totally ignored, For determination of national priorities, allocation
of resources and identification of resource constraints macro planning
exercise is also necessary. Micro and macro level planning should
not be considered mutually exclusive exercises. One should always
complement the other. A balance between the two should be struck.
Where should that balance lie is, of course, a matter of detailed
scientific analysis of the relevant data and identification of the
factors involved.

While formulating a development plan the planners must take
into consideration the following factors,

a) The existing socio-political context.

b) Need for the adoption of such strategies as will be consis-
tent with the objectives of the plan.

¢) Necessity of striking a balance between centralised and decen-
tralised planning.

III. RESOURCE BASE OF THE AGRICULTURAL SECTOR

Land : Within the construct of a traditional agriculture, land
in Bangladesh may be termed as a scarce resource. The existing
land-man ratio is an obstacle to rapid agricultural development. With
a population density around 1306 per square mile and per capita
landholding being 0'445 acre on an average, the situation is
rather grave. The ownership distribution pattern has made the situation
all the more worse,
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The following table showing the pattern of ownership distribu-
tion will throw some light on the ownership distribution situation [4].

DISTRIBUTION OF FARM BY SIZE

( According to Agricultural Census—1960 and Master
Survey of Agriculture—1968 )

| Agricultural Census Master Survey
Size of Farm 1960 1968
in Acre Percentage Percentage Percentage | Percentage
of Farm Area of Farms of Farm Are,| of Farms

Under 1.0 Gioge 24.31 4,24 24.96
1 to under 2.5 13.01 27.32 17.08 31.67
2.5 to under 5.0 26.40 26.32 29.97 26.32
5.0 to under 7.5 19.30 11.38 17.77 9.20
12.5 to under 25.0 14.11 3.06 10.95 2.16
25.0 to under 40.0 2.91 0.35 3.30 0.36
40.0 and Above 1.89 0.08 1.17 0.08

Samll farms — less than 2.5 acres

Medium farms — 2.5 to 12.5 acres

Large farms — 12.5 acres and above

( Agricultural Census, 1960 defines farm size as the total area that
includes cultivated and uncultivated land. Master Survey defines it as
cultivated area only.)

The table shows a general decline in the average farm size
leading to higher percentage of smaller farms and lower percen-
tage of medium and large farms over the 8 year period. It may
partly be explained by the increasing pressure of population and
operation of the law of inheritance and partly by the narrower
definition of farm size adopted in the Master Survey of 1968.

Inspite of the acute scarcity of land resource, it remains unused and
under-utilised. There is a great wastage due to fragmentation
situation, unsatisfactory cropping intensity and cropping pattern
and inadequate irrigation facilities. Only about 359 of the area is
cropped more than once. Rice production monopolises nearly
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809, of the cropped area. By June 1973, irrigation coverage increased
only upto 13.60 lac acres.

In a traditional agriculture like that of Bangladesh, a high degree
of complementarity exists between land and labour. Population growth
has forced down the marginal productivity of labour on the existing
stock of land to the subsistence or below subsistence level. But
agriculture remains technologically static. Under these conditions, land
has low average productivity. With the addition of other complemen-
tary inputs (i. e., fertiliser, better seeds etc.) large increases in
land productivity become possible,

Captial : In some specific forms, capital is also considered a
scarce resource, However, agricultural capital in its traditional form
is created by a production process in which labour is the primary
and in some cases the only resource. A hand-dug well is a form
of capital which can be expected to have the virtue of abundance
and hence low marginal productivity. Provision of complementary
scarce resource can raise the productivity of this forms of capital.
This, in turn, should induce additional supply of these capital
by activating the abundant labour supply which can produce them.

Labour ;: Labour in its unskilled form may be termed an abun-
dant resource in Bangladesh, It is, therefore, important to know
to what extent agricultural production can be increased within a
static technological framework through greater use of labour. Contrary
to the assumption of most of the development theories, there is
considerable evidence that increased labour input within the tradi-
tional framework can increase output in most of the low-income
countries. Again an introdaction of special kind of technique some
times requires a complementary input of labour. Attention, therefore,
is to be given to identify the factors which influence the availabi-
lity of labour in agriculture and the means by which existing labour
can be mobilised.

On Bangladesh farms, weeding is poorly done, seed-beds poorly
prepared, the number of hand-dug irrigation wells which could be
produced by greater use of labour is inadequate. Better irrigation
facilities will lead to greater possibilities of introduction of three
crops a year increasing in its turn the demand for labour. It indicates
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the possibilities of increasing production simply through the use
of more labour.

If agricultural development occurs through application of appro-
priate technique which does not require major substitution of capital
for labour, then the Ilabour input per acre can be expected to
rise very substantially. A recent study on introduction of MOSTI
(Manually Operated Shallow Tubewells for Irrigation) in Bangladesh
by Lawrence M. Hannah shows that on an average, each pumps
requires approximately the full working time of one person. Since
almost all the pumping occurs at the traditionally slack season,
absorption of idle labour is a positive aspect of MOSTI. The
existing stock of MOSTI (numbering 36,000) creates some 40,000
man-season jobs [7].

Given a tendency for population to expand, avoidance of reaching
a Malthusian equilibrium will depend on the nature of production
function. A large scale employment programme based on a employment
increasing new technology may not remove surplus labour in the
agricultural sector of the peculiarity of agricultural unemployment
is not understood. Though there exists surplus labour during slack
season, in peak seasons there are even shortages in labour supply
and the marginal product of labour is positive.

Production Facilities of Physical Inputs of New and Improved Varieties :
Modern agriculture requires new methods and materials, new seed
varieties and chemical fertilisers, improved varieties of live-stock etc.
Facilities to produce and distribute them must be provided to the
farmers. That will require trained workers as well as a tight quality
control. Failure to provide any of these complements may easily
lower the marginal productivity of many of the new inputs well
below its marginal cost, For instance, improved seed varieties require
such complements as adaptive research and testing, seed distribution,
supply of fertilizers and careful instructions to the farmers as to
how to use them.

Effective use of new inputs requires a host of servicing facilities.
They are largely of an institutional nature for which trained man-
power is the principal input. These include facilities for distribution
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of new inputs, marketing and processing of the increased output,
extension of credit and other means of marshalling capital resources
at the farm level and efficient transportation facilities. Rural
developmental bodies with adequate manpower are needed for collec-
tive action to develop such services.

Adaptive Research: Long term growth in agricultural production
needs a research programme for continually generating new produc-
tion technique suitable for this country. Adaptive research is needed
because of physical, economic and cultural variability. It is a
critical weak point in our development programmes.

Education for Farmers: Virtually all aspects of agricultural
development hinge on creation of a broad range of educational
institutions, The basic human raw material to be transformed is
abundant. The allocation problem lies largely with the use of nucleus
of trained personnel to staff a training programme. Efforts aimed
at developing local institutions for increasing literacy and instituting
rural social changes by community development and other techniques
can be started by personnel with little initial training, supplemented
by continued in-service training, The agricultural extension programmes
at the early stages can concentrate on relatively simple innovations.
In the long run such efforts will contribute much to increased
agricultural production at low opportunity cost, In the short run
they should be developed rapidly without letting them compete too
hard for those scarce administrative talents which are required for the
few programmes designed to give long-run increases in production.

Requisites for a Change in Motivation : The desire for increased
material welfare, political ferment, education and improved health
play important roles in developing a favourable personal and institu-

tional attitude towards change,

The second most important requisite for such change is the
expectation that the change will, in fact, increase wealth.

The third one is the expectation on the part of the farmer-
innovator that he himself will be the beneficiary of the net increase
in wealth which accompanies successful innovation,
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But the farmer-innovator in Bangladesh may fail to participate
in reaping the benefits for three sets of reasons.

a) He does not have sufficient control over the factors of
production to channel benefits to himself.

b) He does not have sufficient control of the marketing
process to channel benefits to himself,

¢) He does not have sufficient control of his own consump-
tion pattern to allow increased benefits to be used for
himself.

All three of these factors are likely to be closely related to
the system of land tenure.

The solution of the problems of incentive may lie in abolishing
the present sharecropping system and the feudal variant of land
owner-tenant system prevailing in our agricultural sector. Since
the bigger ownership units have a greater tendency to resort to
sharecropping, economic arguments may be put forward in favour of
cutting down the size of very big farms to a certain level to
generate more employment and achieve greater productivity.

As the bigger farmers form a part of the rural ¢Bhadraloks’
(though they are not the descendants of the ancient landed aristocracy)
they try to avoid farming both as a manual labour and entre-
preneurial activity, imposing on agriculture serious cost, through high
consumption, absenteeism and by perpetuation of the system of
sharecropping. They do not have the motivation to organise farming
on commercial lines so that agricultural output can be increased
and sufficient surplus generated,

Again large number of surveys in Bangladesh have shown that
employment per unit of land is a sharply decreasing function of
farm size [8]. As Dr. A. R, Khan has rightly pointed out since
the smaller farms are more often based on family labour having very
little alternative earning opportunities in the market (and which is
abundant in relation to farm size), there is a tendency to employ them
as long as the marginal product of labour is positive. While, for quite
a range, where there is work sharing of some sort, use of labour
may cross the point where marginal product of a man-hour is zero.

T
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The bigger farms depend more on hired labour partly because
the farm size is too large and partly due to the fact that such
farm households would not get involved in manual work. Such farm
would, therefore, keep employment at the level where the marginal
product will be equal io the market-wage.

Again, contrary to the popular belief, surveys show that in the
context of Bangladesh, output per acre is larger for the smaller
farms while profit per acre (valuing all inputs at market costs) may
be higher for larger farms. ( According to surveys conducted by
the Bureau of Economic Research, Dacca University and Bangla-
desh Institute of Development Studies.)

In a state of given technology, the weight of evidence indicates
higher agricultural productivity for smaller farms. Again in recent
years, the seed-fertilizer technology has spread more among small
and medium farms owing to its scale neutrality and divisibility.

It can be said, however, that the rate of adoption of improved
technology would be greater for the larger farms, because of the
existence of better scope for efficient use of modern inputs. But
the fact remains that the bigger farms have not been able to seize
the opportunity of dynamic growth and generate surplus due to
the existence of inefficient institutions like sharecropping and lack .
of motivation to organise farming on capitalistic lines,

Another vital issue may be raised here. If a government agri-
cultural assistance programme raises the profiitability of large farms
and no restriction is put on farm size, the larger farms may grab
smaller units creating an additional army of landless farmers. Not
only that, it will lead to greater inequality in the pattern of owner-
ship distribution of land which in its turn will lead to greater
inequality in income distribution in the rural area.

The large farmers are not big savers either. Their greater mobi-
lity and urban contact make them big consumers. According to Dr.
A. R.Khan, fixing of ceiling around 7.5 acres per family will release
2.6 million acres of surplus land which will affect only 89, of the
farmers, A redistribution of this surplus among very small farmers
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may raise the size of each farm unit which is below 1.5 acresto
this level, This is expected to create a very big impact in terms
of increased productivity and employment and reduction of income
inequality in our agricultural sector. A recent study on reduction of
rural income inequality through land redistribution by Iftekhar Ahmed
shows that at least 309, of the variation in rural income distribu-
tion can be explained by land-ownership distribution. Since no Te-
volutionary step by way of land reforms can be expected in the
near future, at least these small measures may be tried to put
our stagnant agriculture on the path of progress.

Some kind of collective action is, of course, needed to solve various
problems faced by our farmers.

Cooperative farms vary from owner-cultivator farm with collec-
tive actions taken with respect to a number of ancilliary functions
to atightly knit alliance in which farmers completely pool their
operations and centralise their decision making. Optional policy
in this regard may lie in the inter-mixture of several variants of
cooperative actions keeping in view the socio-economic conditions
prevailing at the moment. What will really be the optimal policy
in this regard will depend onits impact on :

a) Saving and investment (i. e., effects of reforms on the pro-
pensity to save and invest of the various groups and its effects
on income inequality),

b) Production increasing innovation activities,
c) Essential services (i.e., research, education, marketing, credit
etc.).

A great deal of excess demand for credit exists in sural Bangla-
desh. Only about 50%, of the farmers have access to credit. The 1967
survey report on agricultural credit in East Pakistan shows that a
small proportion of the total borrowing is used for directly produc-
tive purposes. About half of the total credit is used for consump-
tion purposes and one-tenth for non-agricultural use [13]. Reforms
should produce a favourable effect on the credit situation in the
rural area.
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Modernising a traditional agriculture requires organisational and
institutional changes by which production and income incentives may
be transferred to the farmers and away from the vested interest
groups who want to maintain a starus quo because of their highly
privileged position,

In Bangladesh, one of the main obstacles to rapid agricultural
development is the lack of proper institutional arrangement. In
the past, various types of rural institutions were tried which may
be classified into :

a) Local bodies,

b) Cooperatives,

¢) Community organisations.

The concept of local planning was built into these institutions. The
village aid, the rural works programme, the Thana Irrigation Programme
(TIP), the Thana Training and Development Centre (TTDC) and the
Integreted Rural Development Programme which is the culmination of

the Comilla experiments are some of the attempts at building rural
institutions,
Among the factors responsible for failure of these institutions

to realise the objectives include :

a) Failure to mobilise internal resources,

b) Lack of efforts to draw a comprehensive plan involving all
classes of people,

¢) Lack of attention to the class structure of the rural society
which resulted in the concentration of benefits arising out

of the development efforts in the hands of the wealthy
farmers,

d) Lack of definite attempts at piecing together individual pro-
duction plans,

€) Imposition of the institutions from the top and treating them
as extensions of government departments,

f) Lackof co-ordination and integration of activities both at
the national as well field level where multiple agencies are
providing almost similar services,

g) Finally, lack of adequate finance to keep these institutions
going.
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The local institutions of Bangladesh had never provided an effec-
tive mechanism for collective decision-making by all classes of local
people including landless farmers and women,

IV. A FEW SUGGESTIONS

In the light of the above discussion, a few suggestions may be
put forward,

) The extent to which farmers use new inputs is dependent
on their physical productivity and relative prices, If agriculture is
to pull high opportunity cost resources from other sectors, the return
on it must be substantial. The emphasis should be less on reducing
input cost by subsidisation and more on increasing productivity of
inputs through research and technical improvements. Before distri-

buting new farm inputs factors like :

a) Physical conditions of the area,

b) Economic responses (i. e., which region will respond better
to a higher level of income etc.),

¢) Cultural responses,
must be taken into consideration.

2) Secondly, the families with small farms are expected to provide
greater labour input per acre and achieve higher yield per acre, than
families with large farms, Hence a policy of redistribution of land
towards the landless and marginal farmers should provide a basis
for an increase in production, The institution of sharecropping should
also be abolished, ;

3) Thirdly, a progressive land tax on larger holdings would force
a higher level of output in order to maintain a given level of living.

4) Fourthly, a programme with the objective of familiarising
available new goods and services to increase their utility to the
farmers would force up income above the subsistence requirements
via higher level of output.

5) Fifthly, a drive to relieve the extreme scarcity situation,
fuller utilisation of land by rapid increase in irrigation coverage
along with a change in the cropping pattern, shoud be undertaken.
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6) Sixthly, a suitable policy for the extension of credit facilities,
simplification of lending procedures and effective supervision of
loans to reduce the number of defaulters must be framed.

7) Seventhly, to arrest the alarming population growth-rate
(so that further subdivivision of holdings below economic size can be
halted and significant surplus can be generated in the agricultural
sector) quick implementation of a sound population-control plan
incorporating a well-prepared family planning programme, amendment
of existing laws regarding marriage and divorce (polygamy may be
made illegal, for instance) as well as programmes for women’s
effective integration in the production process should be given
high priority.

8) Eighthly, a constant appeal to community pride through mass
media and other means for greater achievement through harder
work may decrease the utility of leisure to the farm community
relatively to work.

9) Attempt should be made to change seasonal labour demand
through the introduction of new seeds. Conventional harvesting
periods may also be changed by introducing varieties with shorter
maturation period.

10) A suitable change in the rural institutions must be effected
to make the rural community development-oriented by involving all
classes of people including marginal farmers, landless labourers and
women in the development process.

11) Finally, an appropriate policy for providing encouragement
to efforts at technological innovation which is consistent with the
factor endowment in the agricultural sector may boost production
and increase employment.

V. CONCLUSION

Transformation of a traditional agriculture is an intricate process.
All the aspects in it interacts with one another which again is a
continuous process. The present structure being unjust and rigid,
only a deliberately planned effort aimed at releasing the creative
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fmpulses and energies of all classes of people constituting the rural
community can bring about a rapid transformation of our traditional
agriculture. It involves technological, institutional and attitudinal
changes. This transformation is a necessary condition, though not
sufficient one, to initiate the desired process of growth and deve-
lopment in the Bangladesh Economy. If we fail to realise this,
our dream of reaching the takeoff stage will never come true.
‘Self-reliance’ is the slogan of the day. Only a progressive agri-
culture with selfireliant farm-households can lay the foundation of
a ‘““Swanirvar Bangladesh''.
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Mobilization of Rural Savings: Some
Innovative Approaches Towards
Tapping a Latent Resource

for Development

by
MomTtAaZ UDDIN AHMED®

1. INTRODUCTION

The bid to accelerate the process of development by most LDCs
like Bangladesh is severely handicapped by the lack of investible
resources. Of these, shortage of capital is the most important and
also the most sensitive bottleneck. Shortage of capital manifests
itself in two ways in these economies: (a) low rate of domestic
savings and (b) excessive dependence on foreign assistance for
any development effort; the latter being largely a by-product of
the former. Hence it is obvious that while formulating plans for
economic development, the LDCs attempt to mitigate their requirement
for capital from two sources : domestic capital formation and external
aid. As the magnitude of developmeént effort increases, the degree
of dependence on foreign capital also tends to increase in the same
or even in a greater proportion depending on the nature of projects
undertaken. Along with the process of development a continued
effort is thus witnessed everywhere to find ways and means for
reducing dependence on foreign assistance. Since Bangladesh too
has not lagged behind in this march towards the goal of self-
sufficiency, mobilization of savings may be considered ome of the
strategic issues of development. Indeed, the strategy of building up
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a ‘self-reliant” Bangladesh rests on the mobilization of domestic
savings (reducing thereby the dependence on foreign assistance) and
particularly that of rural savings.

The predominantly rural character of the Bangladesh economy
both at present and for many years to come can hardly be disputed.
About 85% of her population live in rural areas who are directly
or indirectly supported by the rural economy. Thus to involve
a large majority of people in the development process, their
participation in the savings programme must be ensured through
adequate measures. Further special efforts to mobilize rural savings
will also be required to finance rural credit needs if the programme
for Integrated Rural Development (IRDP) is to become a self-
sustaining operation as envisaged in the principles of the ¢Swanirvar’
(self-reliant) movement.

Given the above background, the present paper aims at describing
the experience with rural savings mobilization through the existing
savings institutions and exploring what further steps may be made
by them in this direction.

II. PROBLEMS CONFRONTING MOBILIZATION OF RURAL
! SAVINGS IN BANGLADESH

The fundamental problems confronting mobilization of rural sav-
ings in Bangladesh are poverty, illiteracy and inequality of income
among the people. Majority of the people in rural areas live at
the subsistence level and do not have surplus in their income over
their consumption needs. The problem is further aggravated by the
high rate of population growth which reduces the scope for savings.
The recent high inflation is the other deterrent which worsens income
distribution, reduces the propensity to save and discourages people
from investing in financial assests. Last but not the least, social
and cultural constraints also pose as formidable difficulties, As is
well known, income earners in this relatively less monetized sector
of the economy tend to hold their savings mainly in currency and
to some extent in gold and jewellery, in real estate and in the form
of loans given in the unorganized markets[4]. Savings held in such
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forms (partly due to the ignorance of the income earners about the
availability of appropriate savings institutions and partly due to the

absence of necessary facilities to do so) are in most cases socially
unproductive.

Given the shortage of investible resources, this situation demands
proper utilization of the resources lying idle in rural areas through
vigorous deposit mobilization efforts. The urgent need to intensify
deposit mobilization efforts in the rural sector is further indicated
by the data presented in the table which shows the magnitude of
currency outside bank volts over the period June 1972 to October 1976.

TABLE I

MAGNITUDE OF CURRENCY OUTSIDE BANKS DURING JUNE 1972 TO
OCTOBER 1976

( Figures are in Crores of Taka)

June June [ June June June June

1972 1973 1974 1975 ‘ 1976 1977

a) Demand Deposits 310.10 409.60 485.64 521.41 563.09 579.11
b) Time Deposits 213.51 293.08 399.75 473.17 536,90 614.66
c) Total 523.61 702.68 885.39 994,58 1099.99 1193.77

d) Currency Outside Banks 175.60 286.43 331.14 293.12 338.05 3574.08
¢) Money in Circulation 48570  696.03 816.78 814.53 901.14 953.19
or (a4d)

Source: See [5].

As the table shows, the money supply increased from Taka 485.70
in June 1972 to Taka 953.19 crores in October 1976 reflecting there-
by a substantial rise in currency outside banks. Due to the socio-
economic reasons mentioned earlier, income earners in the rural
areas generally tend to hold a larger amount of currency compared
to the income earners in the urban areas. Obviously, this suggests
intensification of the deposit mobilization efforts in the rural sector
to help a shift from currency holding to bank deposits.

1. ATTRACTION OF RURAL DEPOSITS THROUGH BANKS

The adverse socio-economic factors such as poverty, illiteracy
and socio-cultural backwardness make the task of institutionalizing
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rural deposits in a country like Bangladesh exceedingly difficult,
Paradoxically, however, poverty itself highlights the urgent need for
promoting savings without which economic growth and prosperity
will be impossible. Thus despite adversities we must encourage
mobilization of the whatever meagre resources we have. Needless
to mention, banks must play a dominant part in this regard through
an active participation in the savings movement rather than carrying
merely the routine banking business.

Surprisingly, however, efforts made by the commercial banks at
mobilizing rural savings in most LDCs are far from being adequate.
They have so far restricted their activities to urban and semi-urban
areas and have generally been hesitant to move into the rural
setting. Their borrowers have thus most often been commercial
enterprises or industrial firms and the capitalist agricultural producers
selling in urban markets. Their depositors have also been the same
groups. Where the urban banks have expanded into the small towns
and rural areas these have tended to be relatively minor operations.

On the lending side also, the experience appears to be similar.
A lack of interest in lending to small farmers or smali rural
enterprises is readily explainable by the high unit costs of adminis-
tering small loans required by such borrowers and by the relatively
high rates of defaults in repayment often encountered in small
lending [2]. So banks generally regard rural lending as unlikely to
be profitable. They also tend to think it unlikely that the inhabi-
tants of rural areas have much savings capacity that could be
mobilized in the form of savings deposits. The banks therefore do
not expect much from the country side. Nor their educated employees
in the rural branches feel at home and try on the contrary to
manoeuvre their way back to the city rather than trying to find solu-
tions to the local problems. Similarly rural people other than the
well-to-do group do not expect much from the banks either.

This lack of interaction between the banks and the bulk of rural
inhabitants may not be much of a problem if the banks change their
traditional outlook towards the rural environment and if there are
other institutions better suited to do what is needed. The rate at
which small farmers and landowners are becoming landless is alarming.
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The pressure of indebtedness due to high cost of credit from the
unorganized money market is bringing misery to their economic plight{1].
It is, therefore, high time for the banking institutions to come
forward to protect the rural poor against disinvestment of their land
which is the only source of their livelihood.

The economic condition of the rural poor thus demands a changed
outlook and closer participation of the banking institutions in rural
credit programmes. The traditional <Colleteral Oriented’ policy of
the banks is of little help in the rural environment. What is needed
is to create a sense of self-help among people in rural societies
by educating and motivating them. While undertaking expansion
programmes through setting up operational units at the doorsteps of
the villagers, banks must make efforts to bring every umit of idle
funds to the fold of the banking system. To reiterate, this savings
campaign through institutional participation must not merely be consi-
dered a source of business, but should be looked atfrom the point
of view of a savings programme as a national movement.

Another important reason why the banks should step up deposit
mobilization efforts is to ensure that the credit they extend be met
as far as possible, from their own resources, This will enable them
to reduce their dependence on counterfinancing or borrowing from
the Central Banks, which are inflationary. Similarly the agricultural
credit programmes of the government which have been fulfilling some
of the rural needs for production credit, act as a drain on the public
budget. They do not accumulate capital from their lending profits
nor do they make serious efforts at soliciting deposits. But if rural
financing is to escape from the welfare expenditure category and
become a self-sustaining operation, rural savings must be mobilized and
the potential savers must be persuaded to make financial deposits.

At present the commercial bank branches in Bangladesh has
spread upto the Thana Headquarters and some potential business
centres in rural areas, The ultimate coverage will, therefore, have
to be extended upto the union level, though such expansion may
apparently seem to be viable from the point of view of profit
earning capacity. However, as rural environment is the foundation
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of our economic base simple profit/loss consideration cannot over-
look the importance of serving the people. Instead the banking
system should be properly organized to associate themselves closely
with other sectors like agriculture, small and cottage industries to
play an effective role for ensuring better utilization of the available
resources. To this end, savings mobilization and credit for agriculture,
small industries and handicrafts may be planned to be operated as
package deals rather than being conducted as seperate operations.

IV. MOBILIZATION OF SAVINGS THROUGH
INTERMEDIATE INSTITUTIONS

Of the various agencies, i. e., Comercial Bank, Krishi Bank, Post
Offices and Cooperative Bank/Union/Societies, the most impressive
collection of savings deposits has been attained by the cooperative
organizations. Though data for comparison by different sources are
not available, the evidence presented below provides support to our
statement. The National Agricultural Cooperative Federation of South
Korea, for example, had accumulated $291.00 million in savings deposits
in 1971 of which $ 69.00 million originated with the small farmers in
the rural areas[3). Of no less significance are the savings mobi-
lized in the Comilla Cooperatives in Bangladesh. The total amount
accumulated in three thanas during 1960-70 was about § 450,000 which,
though inadequate to meet the capital needs, were nonetheless
impressive and also indicative of the existence of potential savings
capacity in the rural areas.

The above instances are not however typical. Instead most co-
operatives are not very ambitious in their efforts to collect savings
deposits. But the success stories do indicate that far more is
possible than most people think if the organization and management
defects inherent in the cooperative movement of the country can
be removed. A local organization like a cooperative can more readily
reach the villagers, better inspire their trust and if the leaders
of such organizations are motivated to collect savings, the results
may be surprising. Banks too can do business with the cooperatives
using them as intermediaries not only in group lending but also in
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collecting savings which can then be deposited with the banks.
This last opportunity has seldom been conceived as a serious
objective for the banking system, although it certainly merits further
exploration.

Like cooperatives, the post offices are the other local organizations
which have more easier access to the villagers than the commercial ban-
ks. The rate of interest paid on postal savings deposits are also much
more attractive as compared to the rates offered by banks on fixed depo-
sits. Hence, if organized properly the savings mobilization drive initiated
by post offices is likely to meet with greater success. But the savings
mobilization activities by post offices is still a secondary function.
Generally, the postal staff lacks in an intimate knowledge of banking
procedures and withdrawls from post office savings accounts are
also difficult and cumbersome. Further, the mode of service of the
village postmasters (who are often part-time employees) are such
that they do not take sufficient interest to boost up savings in the
form of deposits in Savings Bank Account. Thus in order to make
deposit mobilization efforts of post offices a success, it is necessary
not only to train and motivate post office staff but also to streamline
their operations so as to make savings mobilization activities an
important function of the post offices.

V. INCENTIVES FOR PROMOTION OF RURAL SAVINGS

The belief that savings capacity of the rural paopulation is often
under rated does seem to be without foundation. The rural economy
which sustains large majority of our population cannot be considered
dry of resources. Moreover the recent programmes for rural develop-
ment channalised considerable amount of resources from urban to
rural areas. For example, the supports to agriculture in the form
of modern inputs of production have increased output. Further, the
price support scheme introduced to promote procurement of crops
like rice, paddy, jute and sugar involves large cash payments to the
farmers leaving thereby substantial surpluses over consumption needs
specially to the medium and large farmers. Hence, given the right
kind of leadership and organization, various savings institutions may be
deployed to the task of eliciting saving deposits from the rural areas,
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An important variable that can be manipulated to attract rural sav-
ings is the rate of interest. The interest rates that most banks pay on
savings deposits is relatively unattractive. The rates offered by the sav-
ings institutions (usually varying between 3 to 10 per cent ) are particul-
arly low compared to the rates ( upto 309, ) at which village money-
lenders invest their surplus income. A further obstacle is the rate
of inflation which erodes the value of savings when held in finan-
cial assets. If inflation continues, the solution lies in paying interest
on deposits at a rate that will not only exceed the rate of inflation
but also provide the depositor with an attractive income. This is
seldom practiced by the banks, however, in part because the upper
limit on loan rates place a ceiling on what a bank is able to pay to
its depositors. Thus an important weapon for attaining a greater
mobilization of rural capital would be to introduce flexible and
realistic interest rates which can protect the mominal and real
values of savings.

Another suggestion is to develop incentives within the banking
system for expansion of rural activities. As regards lending this may
include preferential rediscount rates at the Central Bank, portfolio
requirements and tax concessions related to the proportion of banks’
loans to define categories of borrowers, Concievably such methods .
may be adopted to encourage increases in rural deposits thereby
giving banks a stimulous to find new and perhaps unorthodox
solutions to the unconventional problems they may have to face
in dealing with' the rural people.

A third suggestion is to charter small rural banks permitted to
lend only within a prescribed area and which must accumulate local
private capital if the bank is to come into existence. This has
been tried in Philippines where capital raised in this method has
been matched by an equal amount of interest-free public funds and
preferential rediscount rates have been applied. More recently, the
government of Vietnam has began to charter rural banks on the
Philippine model. The means these banks have used in frantic sea-
rch for attracting savings deposits may be useful for other countries
including Bangladesh. First, they pay relatively favourable interest
rates: 17 per cent for savings deposits and 17-24 per cent for
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fixed deposits. They also send their employees into nearby villages
to make door to door visits soliciting deposits. Further, a lottery
with high pay-off levels (about one in three each year) is organized.
In return for accepting a lower rate of interest, the depositor is given
a lottery ticket and the value of payment, if he wins, is proportional
to the amount of his savings deposits.

Various devices tried in other countries may also be of rele-
vance to Bangladesh for attracting rural savings. For example, in
the Philippines and Uganda, insurance on deposits eliminates
risks of bank failure. In countries with high rates of inflation such
as Brazil and Chile, the value of savings deposits is modified accor-
ding to changes in price levels. In Columbia, depositors are eligible
for educational scholarships which are drawn daily from the lists
of savers in the Agricultural Bank. Finally, some countries ( I.e.,
Taiwan and Vietnam ) also offer tax concessions on income from
savings deposits.

To conclude, while the achievement of an adequate level of
savings is an essential prerequisite for development, the efforts to
mobilize rural savings if carried on the lines suggested in the fore-
going paragraphs, can become a significant complement to the
development process. Accordingly, the strategies of mobilization
should be considered not merely from the point of view of business
of the relevant institutions but as an integral part of a national
movement involving participation by large majority of people in the
process of development.
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Some Preliminary Findings in the Study
of Deep Tubewell Operationin
Chittagong Division

by
MunamMAD Yunus*

Study on deep tubewell operation in Chittagong Division was
commissioned by Planning Commission, This paper attempts to give
some indications on the state of affairs regarding the deep tubewell
(DTW) operation in the area under study. Collection of field data
has been completed for Comilla, Noakhali and Sylhet. Itis yet to
be completed for Chittagong where all the tubewells in the district
will be included in this study. Findings presented here are on the
basis of data that are already available for processing.

We had difficult time finding lists of DTW'’s installed in the
districts under the study. BADC regional, zonal, even thana offices
did not seem to have complete list of DTW’s in their respective
areas. We had to employ our own investigators to go through their
documents to prepare these lists for each district. In some cases
we failed even to have official authentication of the lists we prepared
in the presence and cooperation of the BADC officials. There are
instances in which information obtained from BADC offices turned
out to be wrong. Our sample was drawn from the list af DTW'’s
which were claimed to have been formally commissioned by BADC.
Within our small sample of “commissioned’’ we came accross DTW’s
which were never commissioned, never worked or simply cases of
sinking failures,

Table I gives the number of DTW’s in each district in Chittagong
Division and the number of DTW’s selected from each district for
this report.

*Profgssor in the Department of Economics, Chittagong University,
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TABLE 1
NUMBER OF DTWs IN EACH DISTRICT AND NUMBER STUDIED

District Number Number Number
Installed Commissioned Covered
Comilla 906 895 85
Noakhali 87 70 14
Sylhet 6 5 9
Chittagong 49 47 28
Total 1048 9246 129

All the DTW’s included in the study have been classified into
the groups: 1) Fully Active and 2) Partially Active ( Table II).
DWT’s which were in operation every boro season ever since they
were installed were put in the category of Fully Active, while those
DTW's which were not in operation one or more boro seasons were
put into the category of TPartially Active DTW’s. Of the 129
DTW’s under study we found that only 69 DTW's fall in the Fully
Active category. In the second category, that is, Partially Active,
we found 50 DTW’s. The remaining 10 did not qualify for either of
the two categories, Five of these DTW’s were never put to use,
9 were never commissioned and 3 were reported as ‘sinking failures’.

TABLE 1I
OPERATIONAL STATUS OF DTW’s

Operational Status ‘Comiﬂa‘ Noakhali ‘ Sylhet !. Chittagong | Total
1. Fully Active 44 T 0 18 69
2. Partially Active 37 4 2 7 50
8. Never Worked 1 2 0 2 5
4, Never Commissioned 1 1 0 0 2
5. Sinking Failure 2 0 0 1 3
Total 85 14 2 28 129

An examination of the temporal pattern of Partially Active DTW
revealed that first, about 50 per cent remained idle for 3 years and
above and second, wastage ( idleness) has increased over time

(Table III).
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Thus, for example, before 1969 there was no idleness among the
tubewells under study. In eight years from 1969 to 1977, the number
of working tubewells increased from 34 to 119, while the number
of idle DTW’s increased from 2 to 33. When this is viewed against
the record of the first eight years, that is, from 1961 to 1968, when
there was not a single machine remaining idle in any year, ome
cannot but be intrigued. Explanations for this phenomenon may be
offered in terms of sharp deterioration in the maintenance and servicing
facilities of the machines in the later years, absence of careful site
selection for new deep tubewells, lack of institutional strength to
provide competent management, or as a case of too many tubewells
installed too fast.

TABLE III
TEMPORAL PATTERN OF DTW UTILISATION

)y * . Cumulative 3 i

Year E‘;wfyf Gt Somulative| Total of Unused Act iv?;f 5?@??? sl

ssioned ‘ DTW's Remaining Idle |Idle
1962 1 1
1963 0 0
1964 5 6
1965 4 10
1966 4 14
1967 7 21
1968 7 28
1969 & 34 2 2
1970 11 45 3 3 6
1971 9 54 3 8 11
1972 9 63 5 15 20
1973 20 83 6 18 2%
1974 6 89 6 18 24
1975 17 106 7 23 30
1976 9 115 8 29 37
1977 4 119 842* 34 4242

#Sinking of these two DTW’s has not been completed at the time of field
visits.

DTW users were asked to give their own reasons why their tabe-
wells remained idle in some years. Users of partially active tubewells

12—
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gave variety of reasons, some are of a general nature, and some are
specific to their particular tubewell.

One-half of the respondents pointed out that their tubewells remained
idle because of mechanical failure. Next in order was the high cost
of diesel which makes it uneconomic to undertake tubewell farming.
Since so many other tubewells have survived, high cost of diesel connot
be the sole cause of idleness. It is perhaps the absence of good
leadership that causes idleness in these tubewells rather than high
cost of diesel which may, at best, be a discouraging factor.

Causes of idleness of DTW’s as given by the respondents in
partially active tubewells, are given in order of frequency of
respondent :

1. Mechanical failure,
High cost of diesel which makes tubewell farming uneconomic.

=]

Motor and/or parts were stolen.
Machine does not work properly.

B

Management failure.

o o

Absence of cooperation among farmers. Bitter experience of
the previous years in coliecting water dues.

7. Machine produces saline water
(see Appendix A.1&2).

Electrical connection was cut off.

9, Machine foundation collapsed
( see Appendix A 3).

10. Non-cooperation of BADC.

11. Tubewell farming needs large initial expenditure which is
beyond ihe capacity of the farmers.

Age Distribution

Age distribution of the sampled DTW'’s gives out the history of
DTW programme in Chittagong Division ( Table IV ). This programme
particularly favoured Comilla, both in terms of an early start aad
the number of tubewells installed in the district. Noakhali comes
in next as a poor cousin, It got 3 start slightly ahead of other
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districts but the intensity of the programme in no way compares
with that of Comilla. Sylhet is an apology. Chittagong has a pro-
gramme of rather recent origin, but in terms of intensity it is closed
to that of Comilla,

TABLE IV
AGE DISTRIBUTION OF DTW*

Age (years) | Comilla Noakhali Sylhet ]r Chittagong l Total
1 4 — — - -~
2 4 1 — 4 9
3 s 3 — 10 17
4 4 1 - 1 6
5 10 — 2 8 20
6 6 1 —_ 2 9
7 5 4 ol = 9
8 11 — =3 = 11
9 6 —_ - e 5
10 6 1 -_— — 7
11 7 i — e 7
12 4 — — - 4
13 4 = — — 4
14 5 — e = 5
15 — P = al e
16 1 — = = 1

Total 81 11 2 25 119**

*Age has been calculated from the date of commissioning,
**Ten tubewells which were never used have been excluded.

Sample data from Comilla show a steady addition to the existing
number of DTW’s every year, That way Comilla offers a string of
DTW's of every age. In case of Noakhali DTW-age varies from 2
to 7 years ; for Chittagong it varies from 2 to 6 years; for Sylhet
both DTW's included in the sample happen to have the same age, i. e.,
5 years.

It may be noticed that half of the total number of tubewells
fall in the range of 2 to 6 years.

While mean age of tubewells in Comilla is 7-7 years, it is 5-4 years
in Noakhali, 5 years in Sylhet and 3-8 years in Chittagong.



| e

92 Political Economy

Energy Source

Energy used for operating the DTW’s comes primarily from
diesel. In Noakhali, Sylhet and Chittagong all the sampled tube-
wells run on diesel. In Comilla just about half of the tubewells run
on electricity.

TABLE V
ENERGY SOURCE OF DTW’s

| |
usey Comilla | Noakhali | Sylhet | Chittagong | Total

) | | |
Diesel 45 11 2 27 85
Electricity 364-2% — — -— 3642
Machine*
Not Supplied®* 2 3 — 1 6
Total 85 14 Z 28 129

*These two tubewells have diesel engines; but the users run their machines
with privately hired electrical motors.

#3These tubewells were never supplied with any machine.

Most of the tubewells which are running with electricity were
originally installed with diesel engines. Later they were converted
from diesel to electricity. Only seven DTW’s, among the tubewells
included in the sample, were installed with electric motor. The remai-
ning 29, out of 36 electrically powered DTW'’s, were converted from
diesel to electricity.

Conversion of these DTW’s from diesel to electricity began
as early as 1964. But the rate at which this conversion was pro-
ceeding was very slow. Between 196%and 1969 only 11 were conver-
ted from diesel to electricity. From 1970 to 1973 only one machine
was converted. The process picked up speed from 1974 and reached
its peak in 1376 in which year 13 DTW’s (nearly one half of the
total converted to date ) were converted.

Acreage

Acreage under DTW’s varied over the years, In some cases fluc-
tuation are erratic, while in others there is a clear shrinking of coverage.
Some DTW'’s simply never got going.
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a) Over the years the machine is delivering less water because
of poor maintenance of several DTW’s,

b) Farmers are quitting the tubewell because of unreliability of its
water supply.

¢) Increasing number of privately owned shallow tubewells is
attracting the DTW-farmers away.

d) During the first year, machine came at the late stage of the
season. During the following year acreage increased but the machine
started giving trouble.

e) The DTW islocated in the sandy area, People reported that
it is hard even to irrigate 10 acres. It isalleged that the location
was selected to benefit one influential person.

f) The trouble with the tubewell comes primarily from the clash
between two influential factions in the village. Leaders of both factions
sought to locate the tubewell in front of their own bari. Finally
BADC chose a location which happen to favour one leader
against the other. But, by all accounts, the location was correctly
chosen from the irrigation point of view.

The sdefeated’ leader never accepted this as final. His supporters
refused to cultivate their land with water coming from a DTW which is
located in front of somebody they do not like. As a result acreage could
not be increased in any year, and cost per acre could not be reduced.

Table VI gives yearly total acreage covered by all the deep
tube:;wells combined. 1n two years, once in *72 and again in *77, total
acreage within sample area declined from the preceding year’s total.

So far as average acreage in a particular year is concerned 1967 seem
to have been the best year, yielding an average of 44 acres per DTW.
Since 1971, average acreage fluctuated around 35 acres for all districts,

But when all the idle tubewells are included ( including the unused
tubewells ) average acreage per DTW for all districts demonstrates
declining tendency. This average fluctuates around 25 acres.

It is not possible to present detailed analysis of fluctuations in
acreage under DTW. However, some reasons for poor performance
g iven by respondents from a number af areas and outlined below.
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Acreage During 1977 Season

Data relating to acreage during the current (1977) boro season
have the best chance of being reliable. Field visits were delibera-
tely timed to coincide with the advanced stage of boro season.
Visual checks along with checking with villagers were made to verify
the acreage statements made by respondents.

Because of the higher reliability of these acreage data we seperately
analyzed the 1977 data to get a better picture of the acreage situation.

Out of the total of 129 DTW’s in the sample we found 85 tube-
wells in operation this year. This means one in every three tubewells
is not doing its job this year. When one conisders the fact that
10 per cent of the DTW’s installed have not yet been commissioned
and among the “commissioned” tubewells every third tubewell remains
idle, one cannot but feel alarmed at the waste.

TABLE VII
DTWs IN OPERATION (1977)

o T Total Number Idle in Percentage
District DTW’ 1977 Idle
Comilla 85 28 33
Noakhali 14 7 50
Sylhet 2 2 100
Chittagong 28 8 29
Total 129 44 34

Even with a large percentage of electrically operatad DTW's
(almost half of the total) Comilla still has every third tubewell idle.

Those machines which are in operation in this boro season are
not doing a good job either. Modal value of the acreage covered in
this year is only 28 acres for all districts. Districtwise modal values
for Comilla, Noakhali and Chittagong are 42, 25 and 26 acres res-
pectively. Total acreage covered by all 85 tubewells comes to
2947 acres, which gives a mean acreage of 34:67 acres per working
tubewells,
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TABLE VII

DISTRIBUTION OF DTW ACREAGE DURING 1977 BORO SEASON
( No. of DTW's)

Acres Comilla | Noakhali | Sylhet Chittagong | Total
Less than 10 3 — = — 3
10-20 7 2 — 2 11
20-30 8 4 — 9 21
30-40 i1 2 - 5 18
40-50 11 — — 3 14
50-60 9 = —_ — 9
60-70 6 — — = 6
70-80 =5 2 — 1 1
80-90 1 — - —_ 1

90-100 =2 — = = =
100-110 1 — e — 1
Total 57 8 —_ 20 85

Comilla having the largest number of working tubewells presents
a wider variety of performance. Acreage in this district ranges from
below 10 acres to around 100 acres. In other two districts the per-

formance range is narrower.
Following table gives the comparative figures of acreage for all
the districts.

TABLE IX
1977 ACREAGE

Total DTW No. of DTWs Mean

District Acreage in Operation I Acreage
e T 2156 57 37.82
Noakhali 197 8 24,62
Sylhet s =5 =
Chittagong 504 20 29,70
Total 2947 85 54.67
Noakhali

Comilla has the highest average per working tubewell,
has the smallest average,
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Water-Rate During 1977

Rate charged per acre for tubewell irrigation during 1977 boro
season varied widely. For diesel tubewells it varied from Tk. 64.00
plus diesel cost to Tk. 500.00. For -electricity operated tubewells
the rate was Tk. 44.00 plus share of electricity bill to Tk. 400-00.

In many places in Comilla there are dual rate system—one for
the members of DTW cooperative society, another for non-members.
The rate for non-member is fixed at a higher amount. There are cases
where 3 rates prevail, one for members, one for non-members but
from the same village, a third one for non-members from other villages.

Table below present these rates.

TABLE X
WATER RATES PER ACRE DURING 1977 BORO SEASON

Comilla

Rate S o Noakhali Sylhet Chittagong
Member | Member
Diesel :
A. Highest Tk. 500.00. 500-00  400.00 — 400.00
B. Lowest 150,00 170.00 200.00 — 250.00
64,00%
Electric:
A. Highest 375.00 400.00 - — -
B. Lowest 44.00** 4400 — -_ -

*Plus cost of diesel.
*® Plus sharing electricity bill,

13—




Some Aspects of Past, Present and Future
~ Strategies of Rural Development
in Bangladesh

by
Mp. Kaysar HUSSAIN*

INTRODUCTION AND BACKGROUND

The term ‘Rural Development’ whether properly understood or not is,
perhaps, very conspicuously used by all and sundry all over the world.
Rural Development is almost synonymous with overall economic
development in many developing countries including Bangladesh
where rural sector is either the major or only sector of the economy.
Economic development is a continuous process and the present stage
of development is the result and continuation of the past. Every
country which is now advanced was initially rural ; but some countries
developed more speedily than others and the acceleration in the
pace of their development might be attributed to the existence
of some favourable factors which were missing in some countries
with the result that they lagged behind in respect of economic
development,

BRITISH PERIOD

Unfortunately during the colonial rule of Indian sub-continent
for about 200 years, sincere efforts were never made by the colonial
government for the development of our rural economy. More spe-
cifically the area now included in Bangladesh has always been exploited
as hinterland of Calcutta, the erstwhile capital of undivided Bengal

*The author is the Professor and Chairman of the Department of Economics,
Jahangirnagar University, Savar, Dacca,
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for supplying raw materials to the industries owned mostly by the
Britishers.

The foreign rulers not only isolated themselves from the masses
and remained indifferent to the economic development of the country,
but they also exploited our resources to their own interest. They did
everything possible to destroy our economy and keep it crippled
in order to perpetuate their rule through social, political, economic
and cultural subjugation. For instance, the Muslin Industry of Dacca
once renowned all over the world and local handloom industry of
Bengal were deliberately destroyed to create a good market for machine-
made textiles from England. The thumbs and hands of the skilled
weavers of Muslin were chopped off so that they would not be able
to weave Muslin.

Jute, the main cash crop of our farmers, was also utilized to
build jute industries in Dundee in England and jute trade was the
monopoly of the Britishers who exploited the farmers in different
ways and made huge profit out of jute trade while the poor
farmers were not given the fair price. There was not a single jute
mill in Bangladesh area at the time of Division of India while
809 of the total jute production of the world came from the area
now included in Bangladesh, The land tenure system introduced in
Bengal was aimed at creating a highly privileged class in this country
and the landlords, locally called zaminders, were used to strengthen
the political and financial grip of the British Rulers and exploi-
tation of the common poeple through them, These absentee landlords
used to collect in Bengal about 140 million Taka per year; but they
would pay only around 12 million Taka to the government and the
balance of around 108 million Taka was spent in luxurious and
wasteful expenditures by these zamindars. This potential source of
rural capital was being wasted for about 200 years of British rule
which might otherwise have been utilized for rural capital formation.
The age-long cottage and small scale industries too could not flourish
for absence of any encouragement from the government. The rural
people and their economy thus remained in total deprivation, and

eventually the erstwhile ‘grannery’ of British Empire was turned into
7 a horrible famine stricken area with abject poverty and unspeakable
economic sufferings.

B
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Towards the latter part of the British rule some patriotic local
administrators become conscious about the sufferings of the teeming
millions and tried to give some relief to them in various ways.
Inspired by one such person called Mr. Gurushodoy Dutta, there
emerged the ‘Bratachari’ movement to bring about change in the rural
sector through motivating the rural youth. Inspite of some initial
success, this movement, however, could not sustain itself for very
long. It was thrust upon the people from above and only the
government officials were involved with the result that it died its
natural death very early as there has always been a wide gap between
the government officials and the rural masses, and a lack of
participation and involvement by the latter in the process of change.

PAKISTAN PERIOD

During the Pakistan Rule V-AID programme and ultimately ‘Works
Programme’ were also adopted for rural development through inject-
ing more money to the rural sector, for creation of more job
opportunities and changing rural infrastructures with the help of
government officials. This did not also produce any lasting benefit
to the rural people and their deteriorating economy.

Towards the latter part of Pakistan period a former civil servant
Mr. Akhter Hamid Khan made a successful break-through by coming
down to the people not as a high ranking government official but
as a common man. He started mixing with the people, trying to
organize the rural poor through cooperatives. He selected Comilla
Kotwali Thana as his first place of experiments and set up the
Bangladesh Academy for Rural Development ( BARD ). Rural people
were mobilized and were involved in both initiation, and execution of
plans. This made a tremendous impact on the rural economy in
Comilla Kotwali Thana area and the people prospered very quickly.
The theme of rural development in Comilla is now known as ‘Comilla
Approach’ and the BARD is now an internationally recognized
Institution for rural development. The clue to its success lies in
the realization that development plans should be both initiated
and executed at the grass root level instead of being imposed
from above.
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THE ‘SWANIRVAR’ MOVEMENT

Inspired by the success of Comilla Approach, the Government
initiated the scheme of Intergrated Rural Development Programme
(IRDP). It is a ‘package deal’ for rural development based on
Comilla Model. Though it has created some impact on the rural
economy, it has failed to realize the results as much as were expe-
rienced in Comilla. In the mean time Mahabub Alam Chashi,* a
former bureaucrat came up with a new idea of rural development.
He relinquished his rank and status as a Civil Servant and started
farming himself in a village named Rangunia, in the District of Chitta-
gong. He is the pioneer of <Self-Reliance’ or ‘Swanirvar’ movement

in Bangladesh. Chashi® motivated the farmers to organize themselves
to stand on their own feet.

In Swanirvar movement better results have been achieved than
any other approaches. It might be attributed again to the organiza-
tion of the movement by the people themselves at the grassroot level
without direct or active participation by the Government initially.
People have started organizing village Governments themselves drawing

up plans and programmes and executing them for achieving self
reliance.

SOME PRESENT AND FUTURE STRATEGIES

Economic development is a process of change—changes in methods
of production, pattern of consumption, saving, investment and capital
formation, distribution and exchange of goods and services. It also
involves changes in the conduct and character of the people and
their social, political and cultural values.

But our rural society is mostly characterized by traditionalism.
To be more specific, our rural people produce, consume, eat, behave,
think, dream, aspire and live a life as our forefathers did long
long ago.

Whether our strategy for rural development is ‘self-reliance’
(Swanirvar) or any other former ones, all of them are inadequate in

1He assumed the title *Chashi’ to change the attitude of the people towards
farmers and to give emphasis on farming for rural development.
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as much as they constitute a piece meal approach aimed at touching
only a few of the above-mentioned variables. One of the characteristics
of our present strategy of rural development is that it is maostly
‘rice-oriented’, that is, rural development is aimed at increasing food-
grains only, more particularly rice. This change in one or few varai-
bles will be incapable of bringing about any significant, results in
the rural economy as a whole. Government also has been encouraging
and chalking out development plans and programmes which again
are by and large ‘rice-oriented’. But rural development involves many
things other than increasing food production only.

In the following, we shall consider a multipronged strategy designed
to affect all the variables that need to be tackled for overall develop-
ment.

We may conveniently divide our future strategies into two broad
categories : (2) short-run strategies which may be taken up imme-
diately or within a short period and (b) long-run strategies which
may be undertaken later or in due course of time.

(a) Short-Run Strategies
(1) Education and Training

Some sort of basic education is an essential pre-requisite for
rural development, The failure of all our development plansin the
past may be safely attributed to widespread illiteracy and many other
evils connected with it. With a view to eradicating illiteracy, com-
pulsory free primary education should be introduced immediately, All
possible resources should be mobilized to fight out the monster of
illiteracy in the country. I would even suggest imposition of ‘illi-
teracy-tax’ on people found illiterate between the age 16 and 60 after
allowing, of course, ‘tax-holiday’ for one year. Every educational
institution from primary to college levels should be utilized more
intensively in more than one shifts to carry out this illiteracy
eradication campaign.

The rural young educated unemployed people may be mobilized
for offering their services for teaching the local adult people. Provi-
sion for small remuneration may be made to give incentive to them.
Doctors, engineers or graduates or literate people after matriculation
should not be given any opportunity of employment in government,
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semi government or autonomous bodies until one has shown evidence
that one has worked in a village for certain stipulated period for
teaching adult illiterates. Students after their examinations get normally
2-3 months time before they enter next classes and this idle period
may be utilized for teaching purposes if the educational institutions
draw vp their plans accordingly.

In addition to educational institutions even the village mosques
may be utilized as centres for education and training. The curricula
for primary education should be development-oriented and include
both formal and non-formal aspects., Boys and girls should learn at
least one vocation so that they may earn their bread through self
employment according to their ability.

(2) Land Reform

Though land reform is a very delicate issue, it should attract imme-
diate attention of the government. Sufficient development in agricul-
ture cannot take place under the present tenurial conditions. It is
reported that around 15to 359, of the people is landless and land
is the scarcest resource in Bangladesh with very little scope for
increasing the cultivable land. So there should be more equitable
distribution of land. Ceiling of land holding of 100 standard bighas
should be drastically reduced for distribution of land among landless.
It is to be noted that small farms have been found to be more
efficient with higher yield per acre. On the other hand big land-
owners do not properly use or utilize their land. Endless divisions
and sub-divisions of farms together with their very odd shapes stand
in the way of modernization of agriculture. In order to do away
with this problem even compulsory consolidation of holdings must
be introduced if voluntary measures or cooperatives fail to do it.
Elimination of innumerable border lines after consolidation will
result in the gaining of good cultivable land.

(3) Rural Electrification

It is an accepted fact that use of electricity is the life blood for any
development activity. Our government has undertaken a policy of rural
electrification, But indiscriminate rural electrification may result in
misuse and wastage of scarce resources, Electricity should be taken
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ultimately to every door step of the rural people no doubt, but

since we cannot do it immediately we have to select the recipients
according to some priority rules.

Sufficient supply of electricity should be ensured in the existing
urban and industrial areas. Secondly, electricity should be carried
to the railway stations, ports, market places, hats & bazars, Thana
and union head quarters, schools, colleges, mosques, rural hospitals,
family welfare centres, community development centres, places of
irrigation, centres of cottage and small scale industries etc.

(4) Rural Infrastructure

It has been observed that village roads are constructed indiscri-
minately in zig-zag and serpentine manner consuming much cultivable
land. Roads should be constructed straight as far as possible keeping
in mind that they help the areas and centres of trade and commerce
at the very first instance. Thanas and unions should be conver-
ted into urban centres. Hats, bazars, market places and new centres
here and there should be developed as urban areas for the promotion
of small scale and cottage industries. These areas should be provided
with banks, insurance companies, telegraph and telephone facilities,
post offices, medical facilities, centres for vocational training,
community development centres, water and gas supply where possible,
cinema houses, etc., so that trade, commerce and industries develop
and farmers get off-farm job opportunities to increase their meagre
income.

(b) Long Term Strategies

It will be a very fat book if one tries to enumerate all the
strategies of rural development. The concept of a village in Bangla-
desh is different from that of West European and North American
villages. A village of Bangladesh consists of homesteads indiscriminately
scattered and separated from the others by a village road or *foot
path’. The spirit of individualism, social custom and attitude have
intensified their isolated living and ways of life. This peculiar
layout of our villages with dispersed homesteads stand in the way
of development of the rural economy into a cohesive organized
community, Water supply, measures of adult education, training,
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supply of electricity or even gas in future to these scattered house-
holds are very complicated, and costly affair. Sustained development
activities is be handicapped under this condition. Gradually the
layout of the village has to be changed and clustered and centralized
homesteads be encouraged for speedy development.

Food, cloth and shelter in suitable quantity and quality are basic
necessities of human life. We talk a great deal about food, but
very little about cloth and shelter. Rural people have inadequate
clothes to protect their bodies against heat and cold, A homestead is
both a place of business activities for farming and a home for
shelter for the members of the farm family. A homestead consists
of a few huts or tin-sheds haphazardly constructed here and there
consuming much space but serving little purpose both as business
house and home for good and suitable shelter. Good sanitation,
ventilation and lighting facilities are either inadequate or absent.
On many occasions the sleeping shed is also used for storage of
cereals, jute, and other farm commodities, poultry birds, goats, etc.

This sort of shelter is injurious to health and stands in the way
" of better health, mental and physical development of children.

In order that the villagers can construct their brick built houses
themselves they should get adequate training in producing bricks,
masonry, carpentry etc. so that idle time may be utilized for
house building. Government may construct multistoried buildings
to let them out to farmers on hire-purchase basis located in suitable
places. These multistoried buildings may provide accommodation
during floods in flood affected areas and save land. For single
unit homesteads Government may construct demonstration houses well
designed to resist floods, storms, tornadoes and cyclones and sell
them out to the farmers, Demand for brick built houses will result
in the establishment of many connected industries and promotion of
trade and commerce and open new vista for rural development
through creation of non-farm job opportunities.

14—




Some Thoughts on the Problems of
Developing Rural Bangladesh

by

Soria HasNA JAHAN ALr®

A current preoccupation of development economics seems to be
how to organize the villages for economic development in the deve-
loping countries of Asia, Africa and Latin America. This thinking
seems at least partly to be the result of the realization that the
top-down planning process is not only of very limited effectiveness
in the field of development of the low income countries, but also to
a considerable extent self-defeating as it increases economic inequality
between the urban and the rural sectors and aggravates the depen-
dence of these countries on the developed countries. Sooner or later,
this pattern of growth becomes difficult to maintain. Where this
planning process also fails to ensure reasonable rise in per capita
income, as has been the case in most developing economies, the
increase in unemployment and poverty reinforces the disillusionment
with this process itself. Invariably, the question arises: if we are
unable to develop the economies of the developing countries of Asia,
Africa and Latin America through the top-down planning process and
if we also reject the Marxist prescriptions then what alternative should
we choose ?

In the 1950s, it was generally believed that there was nothing
wrong with the capitalistic growth models. What the underdeveloped
countries needed was inflow of capital and modern technology. These
two inputs were supposed to increase the productivity of the economy
in both agricultural and industrial sectors. Growth of income, savings,

* The author is an Assistant Professor, Department of Economics, University
of Dacca,
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investment were to follow geometric progression. This however did
not happen. Most developing countries remained poor or became
poorer. In the 1960s, it was thought that there must have been some-
thing wrong with the administration of the programme. Hence the
attention shifted to training in the process of project formulation,
project evaluation and implementation. At the end of 1960, however,
the dilemma seemed to have been increased in most of the developing
countries, the gap between their expectation and the actual achieve-
ment widened. Increased poverty and unemployment, inequality of
income, urban slums, and frustration with the inefficiency in indus-
trialization made the people agitate against the system in many deve-
loping economies,

It is heartening to observe that the present Government has con-
centrated its focus on rural development. However, it is necessary
to find out the right framework for macro-plan for Bangladesh in the
present context,

Here a few questions are of vital importance. In discussing village
planning for development, we would be basically considering micro-
plans. What should be its relation with the macre-plan ?  Should
the macro-plan follow from the lateral summation of all these micro-
plans or do we still believe that the macro framework has to be
made at the centre by a small group of politicians, bureaucrats and
technocrats and then, the micro-plans will have to be fitted in?

Professionally, we are better equipped to put the macro-plan at

the centre and micro-plan at the periphery. If we start with a modified
Harrod-Domar type of planning model, our' attention invariably focuses
on such strategic questions as the saving and capital-output ratios
and the desirable growth rates. We may even use some comprehen-
sive input-output tables to find out the relevant coeficients of produc-
tion or even a linear programming model to find out the feasible
sets of solutions under the various constraints. All these indicate that
we usually start with the macro framework and work out the sectoral
plans at the same time or can offer the requisite framework for
their mutual adjustment. In Bangladesh again, we have considerable
experience in this type of exercises, We know how to formulate and
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implement projects and how to integrate these in the sectoral and
macro-planning framework.

The above is one way of the looking at problem and if this is
actually the case then our discussion on village development in Bangla-
desh has to be projected within this framework. There might not be
anything basically wrong with this. There are countries like India
which has been using this analytical framework. It has adopted a
growth model that emphasized industrialization primarily on the basis
of import substitutions in its macro-economic context. The Indian
community development programme was then adjusted to this growth
model. India has also attained some success in both the industrial and
agricultural fields, although there are serious criticisms about the distri-
bution aspect of the developmental process. There are some other
countries which have attained far more spectacular successes. There
is, for example, South Korea where the country borrows heavily from
foreign sources, but is also successful in increasing export to pheno-
menal heights and then ¢reorganizes’ its bureaucracy and motivates
its people to have spectacular growth in the agricultural sector
as well,

Alternatively, we can admit that such a capitalistic process of
growth would not work in Bangladesh because of various historical
and ideological constraints and we better find out an alternative
framework and strategy for development. In this case, my observations
are as follows :

1. In the developed countries, the entire economy is monetized.
There is hardly any distinction between the rural and the wurban
sectors in the developed countries. The developing countries like
Bangladesh are characterized by an agricultural economic base which
is largely isolated from a few large urban centres.

2, The effort to convert the traditional sector of our economy
into the modern sector through the capitalistic process has one great
difficulty. Bangladesh aspires for a more egalitarian society as part
of its historical struggle. Moreover, the capitalistic process of economic
growth requires the national income cake to grow in size before
it can be equitably distributed. In Bangladesh we are anxious that
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the cake should be distributed as its size grows, Therefore, if there
has to be capitalistic growth in Bangladesh, it has to be a very
special kind of capitalism indeed,

3. We are basically individualistic and freedom loving and there-
fore, a socialistic economic system that do not guarantee these would
also fall in disrepute in this country. It may be interesting to look
at the experience of Vietnam, Like the other Marxists, the Viet-
namese viewed the economy of small family farms as an obstacle
to achieving the country’s full agricultural potential. A movement
to mobilize the peasants to struggle against the landlords was quickly
organised in conjuction with the land redistribution campaign. However,
the strategy they are following in the south is different. In the North,
there was too little land per peasant and the government feared a recon-
centration of ownership and the development of a new class division,
if they did not collectivize quickly, So the lands were quickly
collectivised. But in the more fertile and less densely populated
Mekong delta region of the South, the organization of communist
type cooperatives has been very slow. The aim here is to form
cooperatives only when water conservancy projects, mechanization
and the other ‘material and technical’ base for socialism are available.
In the meantime, cadres are urged to persuade the farmers to form
labour exchange teams in which each family is paid according to
an agreed formula for human labour, or for the use of a buffalo,
while retaining ownership of its land and other capital.

4. In Bangladesh, human resources are very rich in quality like
our land, and therefore, our development should aim at maximizing
utilization of our human potential.

On the basis of the above observations, the strategy for village
development in Bangladesh should be reoriented.

First, «the village has to be divided into self contained economic
units which may be termed a ward. These basic units should be
such that the people here are able to organise themselves on the
basis of their demand, mobilize local resources to meet part of
these demands and identify the areas where support from higher units
may be needed.
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Second, the various basic units may be coordinated at a higher,
viz., village and union level. There should also be horizontal coordina-
tion between the different basic units.

Third, the organisations at the ward, village and union level
may also be organised in terms of interest groups—landless labourers,
small and medium farmers etc. as well as functional groups such
as the agricultural production teams, health and sanitation team,
family planning team. These various interest, functional and area
group organisations should be further integrated vertically at the Thana
level in a bigger representative organisation. The main function of
the Thana level organisation is to integrate and supply the inputs
demanded by the various organisations and provide for the training
of the union, village and ward workers and develop managerial services,
storage, transport and marketing facilities.

Fourth, the scope of these rural organisations should be comprehen-
sive enough so as to cover most aspects of village life—social,
economic, cultural, recreational and political.

The socio-political aspect of the organisational structure outlined
above, needs to be explicitly worked out. For this purpose attention
has to be focused on the following strategic areas :

i) The nature of social stratification and power structure in the
village.

ii) The potential role that the younger generation in the village
can play in weakening the hold of the traditional leaders.

iii) Every village will have to work out its own social welfare
function within the constraints on the basis of (i) and (ii) above,
Where the traditional leaders in the village are also relatively open
minded, they may be persuaded to join some form of cooperatives
that keeps their ownership of land intact but allows large scale
farming at the sametime and provides for a distribution of the
output of these farms to the relative advantage of the ,workers
and makes increased provisions for introduction of modern farming
practices.

iv) The nature of social and political pressure for 2 more rational
distribution of assets and income through legislation at the national

level.
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If it is possible to organise the villages in these ways, and to
have a comprehensive socio-economic survey in each area then efforts
may be made to prepare comprehensive area plans which may be
vertically and horizontally coordinated. This process may be helped
by organising planning cells at appropriate levels and providing the
required technological and financial support to these planning cells
from the national level,

Various efforts have already been made in this direction in
Bangladesh. There have been for example, the credit and then the
multipurpose cooperatives that aimed at organising people in com-
prehensive cooperatives from the grassroot to the national level. These
have largely failed. Similarly, the big effort to develop the villages
through village agricultural and industrial development ( V-Aid )
programme also failed. Then there was the Comilla approach that
eventually reduced itself into a government controlled works
programme. In Bangladesh we now have the integrated rural
development programme and the Swanirvar programme and of course
a reformed cooperative movement—all aiming at building rural
institutions—vertical and horizontal—from the grassroot to the national
levels with varying degree of successes but mostly failures. Why ?

To my mind the reasons are two fold : First, these have failed
to take into consideration explicitly the village social stratification
and the power structure, We may find that in certain villages, the
well-to-do farmers would resist any attempt to bring the idle lands
under cooperative, while in others it may be relatively easy to experi-
ment with some form of collectives. Again, in some area it may
be relatively easier to apportion a percentage of the total produce
for the welfare of the needy, the poor and the unemployed.

Second, we need substantial as against superficial decentralization
of power. The past effort in this field has been rather dismal. The
decentralization that was conceded by the government was more
thetoric than real. So long as this is the case, the attempt to village
development is likely to fail. Therefore, there has to be a very
real and substantial decentralization of power in favour of the
rural areas,
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Here we might consider the crucial question of regional planning.
Without comprehensive regional planning our current effort to promote
rural development might fail, With this aim regional planning
councils can be set up. There is currently an effort to set up
Regional Planning Boards in Bangladesh at the district level but
I am thinking of Regional Planning Councils, based on ecological
and resource endowment consideration and not administrative consi-
deration alone. The regional variation and the ecological considerations
seem to be largely absent from our current planning. We are building
roads that stops the natural flow of water. We have built industries
where there is no adequate supply of raw materials. The primary
task of the Regional Council would be to correct this imbalance. It
seems that in our situation it is not possible to ensure this in our
current macro-plan framework. So macro planning effort may be
divided into several regional planning efforts. The number of regional
planning areas may be fixed by a body of experts.

These Regional Planning Councils should . be given substantial
autonomy. Without this autonomy the regional concept of planning
would be meaningless. However, just as the centre will give substan-
tial autonomy to the regional councils so also these Regional Planning
Councils should give substantial autonomy to the subsequent lower
tiers of planning, Without this built-in autonomy, the rural organisa-
tions cannot plan on the basis of what is best for the area,

This, however, does not mean that the macro-planners at the centre
will have no role to play. On the contrary, the task of macro-planners
will actually increase many fold. First, they have to find out what
the social welfare functions are in each region and sub-region and to
what extent the regional and sub-regional plans need the support of the
centre. Further they should also identify the areas of conflict between
the regions and see what can be done to reduce the conflicts to
the minimum. The representatives of the centre and the regions
can sit together to sort these difficulties out.

Once there is broad consensus among the central and the regional
planners then resources will have to be committed in advance, in
favour of the regions and the sub-regions. Under the present system
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the rural areas do not know in advance the quantity and the quality
of the inputs to be made available to them and therefore, it is
not possible for them to plan in advance. The regions and the
sub-regions should know with some degree of certainty the various
inputs that would be actually available and the policies that would
be persued so that thev can plan.

Who will run the regional and sub-regional councils ? If we are
committed to democracy then eventually they will be run by the
people’s representatives. However, in the case of the planning cells
it is desirable that the various interest and functional groups and
some experts are duely represented, while administrators of that
region may be the chief executive for plan implementation.

The policy options available to the autonomous regional councils
for planning would be wide. No longer it would be possible for
the central government to impose arbitrary policy decision on the
regions made on ad-hoc basis. On the other hand, the first task
of the central government would be to initiate a comprehensive
regional study and divide the country on a rational basis. Next, the
central government has to initiate a study on water resources develop-
ment in cooperation with the regional councils. The development of
transport and communication network has to follow and not proceed
the development of water resources. Simultaneously the primary village
organisations may be asked to fix priorities of their local plan objectives.
In all likelihood the priority areas will be increased food produc-
tion, provisions for clothing, shelter, health facilities and population
control. But there can be regional variations. At the second stage,
the centre and the regional council would discuss and provide the
policy support and the required inputs to make regional planning
successful. As has been pointed out earlier there is now hardly any
coordination among various input flows to the local level,

All these things would be possible if only sufficient resources
are placed at the command of the regions concerned. At present,
the investment allocation programme is highly centralised and resources
are released only in bits and pieces. Also, the policy instruments
are highly biased in favour of the urban areas. In our scheme,

15—
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there has to be real decentralisation in this field. A beginning can
be made as follows :

First, it may be assessed how much the central government is
likely to spend in a region through the various central Ministries
and through local government institutions.

Second, it may be explored what the revenue sources are that
can be completely handed over to the regions and what can be
kept exclusively under the centre and what could be shared between
the centre and the region.

This system is likely to promote greater competition among the
regions to utilise the resources better. This competitiveness could
be increased by compelling regions which are insufficient in fund
atilisation to surrender the unutilised fund in favour of the region
that would utilise the fund better. However, in every country there
would be the problem of differential growth of regional income and
this is where the centre should come in. The national macro-plan
should concentrate on such questions as how to pull the backward
regions up and reduce difference in regional as well as personal
income from property and work. As has been pointed out earlier
Bangladesh prefers an egalitarian society with individual freedom.
Further we have said that the local planning would have to follow
the local social welfare function. At the national level the national
social welfare function will have to be worked out taking into
account these vexed questions of assets and income distribution and
compensetory fiscal, monetary and commercial policies.

For Bangladesh it is imperative that for stability and to avoid
stagnation food production should rise, deficit financing should drop
to the minimum and domestic resources should be mobilised to the
maximum. As fiscal policy at this level of our development has
not been very successful in producing desirable results we have
to pay more attention to the potential of fiscal policy in mobilising
savings and redistributing resources on regional basis.

In our scheme, the Regional Planning Councils will have sufficient

control over some area of fiscal policy and it should be possible
for them to use it to their advantage. More important, there are
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many hidden and potential sources of resources in the rural areas
and if fiscal weapons are properly used, the revenue resources of
the local units can be sufficiently augmented. For this purpose, it
is also necessary to strengthen the institutional framework for
channelling private and collective savings into productive utilisation
and also to strengthen and reorganise institutions for supplying funds
to the right persons at right time and at right prices.

This is a new area for our planners to look into.

CONCLUSIONS

The main conclusions of my paper may be summerized as follows :

(i) Village development cannot be conceived in isolation. It has
to be a part of comprehensive macro-economic plan. However,
under the conventional macro-plan industrialization is frequently
inefficient, agricultural production stagnates while poverty, unemploy-
ment and inequality of income increases.

(ii) The problems of rural development in developed and deve-
loping countries differ significantly. In the former, rural areas are
an integral part of the monetized economy. In the developing countries
rural areas exist in significant isolation with different socio-economic
cultural matrix compared to the urban areas and so development
policies should be specially devised to bridge this dual character
of the economy.

(iii) In Bangladesh people are Historical!y inclined towards
egalitarianism but they are also individualistic. Bangladesh, therefore,
has to evolve its own politico-economic system which might be
one in between capitalism and socialism. In addition, the most
precious resources in Bangladesh is its human resources. So the
system has to provide for the best possible development of its
human resources,

(iv) Rural development in Bangladesh has to be promoted through
organisational structures in ascending order—ward, village, thana
and regions,
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To be viable planning units, these organisations have to represent
the various group interests in the locality, have to be sufficiently
autonomous in character and be integrated both horizontally and
vertically with each other.

(v) Such integration and independence are passible only if there is
sufficient decentralisation of power in favour of the regions. Itis
necessary for the regional councils to be able to prepare the required
regional plan, leaving the coordination function and other policy
matters to the centre in the hands of the macro-planners.

(vi) One way to develop this pattern of growth is to allow the
centre to share the revenue raised in these regions in accordance
with an agreed formula as is usually the case in a federal state,
However, there could be problems of differential regional growth,
which the macro-planners will have to tackle through a policy of
taxation and subsidies and such other relavant policy instruments
including direct investment where necessary.

(vii) The policy instruments would have to be specifically devi-
sed to ensure that the system works. This would imply that the
various regions will have significant say over some policy instruments
while the centre will have the strategic role to coordinate the
development policy of the different regions. In these, both the regions
and the subregions, as well as the central government, must give
primary importance to the social welfare functions at the appropriate
levels,
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An Approach to Rural Development

by
M. RATHAN SHARIF*

I. RURAL DEVELOPMENT : WHY AND WHAT

In the recent years, there has been a significant change in the
understanding of the problems of rural development of Bangladesh,
Researches have exposed the multi-dimensional effects of modernisa-
tion such as the creation of major problems like accentuation of
‘dualism’ and cleavages between urban and rural economy, increased
dependence on foreign aid and imports of capital-intensive techno-
logy, accentuation of inequality of income, increasing unemployment
and heightening of social tensions and instabilities. Such major
problems, with their intricate but pronounced interactions with the
socio-economic scenario, threaten to become highly ‘explosive’ in an
economy that is handicapped by seriously adverse man-land ratio
and high rate of population growth, Previously, rural development
was an adjunct to urban development. The ¢adjunct’ ireatment to
the 909 -population-based rural sector continued to create the world
of topsyturvydom which has distorted all priorities.

Apart from the issue of conceptual inadequacies of investment
priorities, even from the financial investment point of view, the
First Plan of Bangladesh (1973-78) provided for only 24 per cent
of total investment in the rural sector ( composed of agriculture,
rural development and water development). Such a provision was
awkward in confrast with a comparable 43 per cent provision in the

*The author is a Professor, Department of Economics, University of Dacca,
17—
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Pakistan Fourth Plan (1970-75) for this Region. Even the marginal
improvement in the Bangladesh Annual Development Plan for 1975-76
with 31.5 per cent investment allocation looks quite embarassing.
It is now necessary to change the planning priorities in such a way
that the epicentre of development impulses will be shifted from
the urban to the rural sector. A mere increased emphasis in invest-
ment alone will not be enough for such a remodelled strategy. The
emphasis and thrust must be reflected in the allocations of invest-
ment pattern which will contribute towards the corrections of the
distortions and deteriorations in terms of unemployment and poverty
in the rural economy,

The emphasis on rural development is needed, not only to correct
past neglect and the investment-imbalances but also to take advan-
tage of the development potential of the economy. A massive study
by IBRD in 1971 examined the future of the application of the
HYV-based modern input technology in agriculture and found out,
as reported by Faaland and Parkinson : «“While current rice produc-
tion runs at a level of 10 to 11 million tons annually, known
technologies coupled with the gradual development of irrigation and
drainage facilities and of course adequate institutional support, could
quadruple output by the end of the century. But even with the
impressive potentialities of agricultural development, employment
opportunities in the agriculture sector are likely to increase from
15 million man-years to only 20 million man-years. This implies
that unemployment, despite optimum exploitation of the potential
in agriculture, is likely to soar to a level of 23 times the present
level? Thus it appears that because of the concentration of un-
employment and under-employment in agriculture, rural development
programmes of the future have not only to face the challenge of
full exploitation of the development potential in crop production
but also to confront the bigger challenge of much greater employ-
ment creation through broad-based comprehensive rural development.

1Faaland, J. and Parkinson, J.R., “Bangladesh: The Test Case for Develop-
ment”, C, Hurst Co,, London, 1976, p. 85,
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On the employment-generation issue, it is often suggested that
planning can be started from the employment rather than from
the investment end. With given employable labour, we may plan
to allocate all such labour to available capital and aim at *full
employment’.? This is nothing but a hollow gimmick. Even the most
advanced economies like USA, France, UK and others are suffering
from more than normal unemployment and are unable to employ
all labour on available capital. In an underdeveloped economy
characterised by acute shortage of capital and narrow limits of
technological choice, spreading labour thinly on capital is neither
feasible nor problem solving. Deliberate expansion of employment
on the basis of available resources is to be limited only to the
productive ones, if runaway inflation is to be avoided. That is the
reason why too much of distributive justice which leads to a big
push in consumption can hardly be resorted to before actually
increasing production to a satisfactory level.

Thus we are left with only one option: to push ahead with
expansion of production of mass consumption that involves application
of relatively labour-intensive technology. And this option can be
planned and executed with multi-sectoral Rural Development Pro-
gramme, This is not a mere extension of the old structure of the
rural development within the conventional investment planning
approach. Rural Works, Food for Work, Water Development will only
be a few integral parts of the envisaged comprehensive multi-sectoral
programme. First, commitments on allocation of resources for the
urban sector have to be re-examined in view of the new criteria
and new priorities so that within the limits of flexibility of techno-
logical choice, it becomes possible to promote employment creation.
Second, regional planning of the production of agricultural inputs
( fertilisers, pumps, tubewells, ploughs, tillers and other implements )
has to be formulated in view of the need for rural oriented develop-
ment strategy. Third, domestic engineering industries will need to be

2Vide Mahbubul Haq, “Employment in the 1970’s : A New Perspective”,
International Develop ment Review, Vol. XM, No, 4, 1971-74. Dr. Hans Singer of
the Sussex School also hinted an approach like this in a lecture seminar in
Bapgkok ( at the UN Asian Institute for Economic Develoment ) in 1972
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developed and supported for the production of small tools and spare
parts and components, both for import substitution and for employment
generation, Fourth, location of new projects on power, water and
transportation will need to be determined with a view to providing
the facilities to the rural development projects. Fifth, investment
allocations in the Annual and Five Year Plans must reflect the emphasis
on rural development: the ranking procedure based on benefit-cost
analysis has to be modified accordingly,

. INSTITUTIONAL PREPAREDNESS

Rural institutions fell into neglect and disorganisation in the past.
The application of centralised approach to planning has tended to
worsen the situation. While the emphasis on all-sided rural deve-
lopment draws attention to the need for decentralisation, a hard
look at the existing institutional framework becomes indispensable.
Any review will accordingly point to the gaps in the institutional
preparedness for undertaking the responsibilities of planning and
executing the programmes of rural development, The problem of
filling in the gaps with new institution-building and necessary adjust-
ments as well as improvements in the existing institutions is really
one of providing the pre-requisites to successfull implementation of rural
development planning. Even the task of identification of priorities
in planning and implementation will be a matter of fulfilment of
the pre-requisites,

A. Political

Institution building at the political level is vital for reflecting the
aspirations of the people in the process of planning activities as
well as for ensuring participation of the people in decision-making
for development, be it for planning or for implementation at various
levels. Local government institutions are to be designed to meet
this objective, Ideally, local government institutions with represen-
tation of people could be effectively organised at district, thana,
union and village levels to undertake the responsibilities in a co-
ordinated network approach.
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B. Administrative

We have to develop a viable decentralised system of decision-
making and control in a manner that suits the country’s present
situation of resources and skills, It would be feasible and desira-
ble to make the districts the centre of all activities of administrative
decision-making, control and coordination for the programmes of rural
development. Such institutions could be entrusted with the work of
preparation of District Plans of Rural Development, of coordination
with the national Planning Commission and of ensuring the imple-
mentation of the District Plans. The district institutions will, with
proper changes, provide conditions of effectiveness because of these
advantages : (i) nearness to the people and nearness to regional
and local physical resources; (ii) determination of priorities based
on the identification and use of physical resources : (ili) reliance
on local technology as practicable ; (iv) planning of available man-
power for the reduction of the educated unemployed with necessary
training ; (v) preparation of districtwise surplus labour mobilisation
programmes on a coordination basis; (vi) continuous surveys and
reviews on the identification of problems, identification of real resources
and establishment of criteria for the determination of priorities in
project preparation in consultation with the Thana/Union Planning
Agencies ; (vii) creation of an environment of development partner-
ship ; and (viii) guidance and assistance to the unions and villages
for creating the same conditions.

C. Technical

The work of formulation of the Rural Development Plan, by
districts, will be feasible when enough technical skill of the required
disciplines and professions are placed at the disposal of the district,
thana and union institutions. Although we may start with a very
modest beginning at the union level substantially large supply of
technical skills will be required at the district level. To a large
extent, this problem of supply of skills can be met by sizable
transfers from metropolis as logically demanded by decentralisation
of the decision-making process. The trained personnel dealing with
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development in Ministries/Departments and in the various Divisions
of the Planning Commission at the middle and jumior levels should
be made available to the district and thana level.

D, Financial

Financially, the districtwise Rural Development Programme is
likely to be more viable and productive. The districts, thanas and
unions are not only to establish development partnership in terms
of participation in the process of identification of regional and local
physical resources and the investment priorities but are also to mo-
bilise financial resources partially towards execution of the programme.
The financial partnership of course is vital for consolidating the
significance of development partnership so that the district planning
and other local institutions can also share financial responsibility
to a certain extent.

But financial partnership will be an institutional innovation. With
the organisation of the District Development Board/Commission it
will be necessary to create district authorities with statutory taxation
and financial powers. The Taxation Commission which now considers
the taxation issues of the nation, should include this vital issue of
decentralisation of financial powers in support of decentralisation of
planning the development process. If a permanent arrangement on the
basis of constitutional amendment and ordinance/decree is not feasible
at this stage, an interim arrangement has to be designed.

E. Social

Socially, big challenges are involved in making the social system
of the country (outside the urban areas) forward looking and
development-motivated. Both man and social institutions including
the traditional stagnation-prompting practices of land and other assets
management must be suitably changed in feasible phases. To meet
the social challenges, the role of education and training will be
crucial ; but quick results cannot be expected because of the
complexities involved and also because of the resource constraints.
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A phased approach will be socially desirable. In this, evenin the
first phase, efforts must be concentrated on two vital institutional
changes : (2) primary and secondary education must be made func-
tional and development-oriented, and (b) emergency training pro-
gramme are to be undertaken to orient all personnel involved in
the functioning of the local government institutions to the under-
standing of the problems of socio-economic development and the
procedures of planning and coordination.

On the whole, the institutional preparedness, however phased has
to be geared to the need for effecting a viable decentralisation
mechanism for planning and development administration centering
round the 17 districts. Such a mechanism will provide the golden
mean between the top-down and bottom-up approaches and will be
sustained by available administrative skills and mobilisable other
resources.

The formulation of a well-designed Rural Development Programme
can hardly be easy. First, the preparedness of the Planning Institu-
tions has to be so matched and coordinated that wastage of scarce
manpower resources can be avoided. How far planning techniques
are to be applied adequately at the district level will depend on
the decision of the NEC and the distribution of the planning func-
tions along with the distribution of experienced trained personnel
between the central institution and the district institutions. Second,
to seek the application of flexibility in technological choices in
the interest of employment-creation in the industrial sector is also
not quite easy, even if planning is restricted to small industries.
The study of the handloom industry and the hand-pounding versus
machine-milling of rice in India® has shown that the lower capital
labour ratios do not necessarily mean lower capital-output ratios. How
to strike at a sustainable balance between efficiency criteria and

3Vide “Choosing Techniques : Hand-Pounding vs. Machine-milling of Rice ;
An Indian Case”, Oxford Economic Papers, Maexh, 1965, Also P.N. Dhar
and H. F. Lydall -The Role of Small Enterprises in Indian Economic Develop-
ment” (memeo.) discussed by Dr. N. A, Khan in a Special Course paper,
UN Asian Institute, Bangkok : 69/Spl.
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value criteria in this regard represents a challenge to planning
technicians, Thus skilled planning is also called for at the district
level. Third, the quality of national planning ultimately depend on
effective and socially desirable coordination of the levels of planning.
And such coordination will be technically feasible when the technical
quality of planning work is substantially maintained in the linked
chain of the planning institutions.

In the unified aggregative approach also, it is possible to apply
the top-down and bottom-up methods for checking consistency and
for adjustments and readjustments in the structure of a Plan
Programme. Here we have to think of one system being composed
of two main subsystems ; these two subsystems have to be developed
as the Urban Programme and Rural Programme. In the formula-
tion of these two subsystems, the old methods of top-down and
bottom-up procedures will be required for separate application,
And subsequently, coordination and integration of the two will result
in the production of the master system. The Planning Commission
of the metropolis will have to undertake the dual responsibility of
formulating the Urban Programme and integrating the two pro-
grammes—urban and rural, into the master system.

When the framework of institutional and procedural preparedness
will be completed, the formulation of the Rural Development pro-
gramme should proceed substantively at the district level within
the guidelines, criteria and constraints of the planning process.
Guidelines may emerge from the relevant NEC decision. And among
constraints, the investment constraint will play a critical role.

If we initiate work with some rules of thumb developed on the
basis of current experience in the area of urban and rural invest-
ment, there is no harm, provided the rules are eventually replaced
by criteria resulting from the needed studies,
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Development Planning for Mobilization
of Womanpower : Some Thoughts

by
JapanArRA Huo*

The avowed objective of development planning is to ““bring about
a sustained improvement in the well-being of the individual of a society
and to bestow benefits on all”. This interpretation of development
planning refers both to the growth and the distribution of benefits
covering a wide range of economic and social change which to a
large extent depends on the human resource mobilization and its
effective usage. It is the human component that acts as an instru-
mental in harnessing national resources, meobilizing capital, developing
technology and producing goods.

It is undeniable that human capital may either be a vital resource
for development or can be a constraint depending on economic factors
and level of technological achievement.

In a more developed country the problem of human resources
can be identified with shortage of marnpower trained to suit a parti-
cular technic of production or inadequécy of manpower appropriate
to a newly discovered technology. But in the L. D. Cs there is the
abundance of manpower than what the economy can absorb., In
these countries there is the existence of surplus human labour, under-
employment and disguised unemployment. These facts pose serious
challenge to planners and policy makers.

The planning authorities in Bangladesh has not been able to reflect
any substantial departure from the traditional planning codes. The

*The author is a Professor and Chairman, Department of Economics, Eden
Girl’s College, Dacca.
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planning authorities with their experienced staff and sophisticated
planning machinery had in the past set impressive and often ambitious
physical targets but hardly anything has ever been said about the
development and utilization of vast unemployed manpower and virtually
nothing about harnessing the vast reservoir of womanpower—a vital
part of the manpower in the country.

In the contemporary world particularly in this decade (incidentally
this is the international women’s decade) people have demonstrated
new enthusiasm and interest in women’s domain. It seems that some-
where in the history of human race man assumed power, authority,
acquired knowledge, experience, became the proprietor and the master
of the world and all over the world women were relegated to a
lower status and position than men. Fortunately a new dialogue
has been initiated for the rectification of the existing economic
and social inequalities between men and women. At least a social
consciousness is awakened that women can play a vital role in
economic development and social progress. Realization has also
dawned upon many thinkers regarding the high social costs of women's
total exclusion from a planned change.

Why Development Planning for Women ?

Development Planning to-day necessitates a shift and careful refixa-
tion in its strategies and priorities if the integration of women in
development is to take place.

There is a controversy whether the gamut of women’s development
should be separately dealt with. It has also been argued by some
that women asking for a separate identity distracts attention from
the main struggle for the amelioration of poverty and against exploi-
tation. Historically, women have unequal accessto the social power.
In the legal, political and economic systems women are rated to be
of secondary importance.

It would, therefore, be best for women to consolidate their identity
as a separate group, identify common interest, work for a just
adjustment and then join with men for social uplift. For a social
transformation concerted efforts on the partof men and women are
vital and essential,
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1

Before any attempt at rationalization of development planning for
making any adjustment for fuller utilization and integration of woman-
power is to be considered, before any formulation of development
strategy for women can be made, it is imperative that certain concep-
tual inadequacies, ambiguities are to be removed for greater clarity
of thought and action.

Meaning and Implication of Integration

(a) “Integration of women in the development process as equal
partners with men”, is the declaration of U. N. Charter for the
International Women’s Year! The question of integration follows
from the perception that women are ‘“‘marginal” if at all and not
“central” agents of the productive process. This is not certainly
true in case of many African and Asian counfries including Bangla-
desh. Agriculture in such countries is family based and subsistence
oriented. In the studies of eminent scholars we find thatin many
Asian countries women have to undertake husking, winnowing, trans-
planting, seed processing and preservation, poultry farming, cattle
tending, even irrigadon, over and above their domestic responsibilities
like cooking, cleaning and looking after children. In fact the entire
post-harvest agricultural and para-agricultural work is done by women.

What needs to be emphasized is that the question of integration
must be conceptualized in such a way that one clearly understands,
recognizes and appreciates the role of women in national production.
Integration in the functional sense must ensure that the non-mone-
tized and non-marketed part of women’s work is enumerated and
remunerated.

(b) Development planning must aim at benefitting women as part
and parcels of the entire development process. Setting up a ministry
or a division, creating a women’s cell in the Planning Commission,
fixing job quotas for women are a few palliatives which do not
touch even a fringe of the total problem. Planning economic deve-
lopment for women must necessarily resolve these inadequacies.

1Hanna Papanek, ““Goals and Premises of Development Planning for Women™,
Paper read at the Regional South and South East Seminar on “Women and
Development’’—Dacca, March—April 1977.
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¢) Before making any substantial headway for development planning
with specific goals set for women certain conceptual issues must be
scttled such as the problem of identifying the nature of <¢gainful
work™ in the total range of women’s activities. Recent surveys on
households in India have identified women’s time allocation for the
following purposes.

These are ;
i) Income earning market production.

ii) Income earning work at home.
iii) Consumption and enjoyment of the goods produced.?

It has been found in such studies that individual members of the
family allocate time in a manner that maximizes utility. It has also
been found that there is higher participation of women in the sphere
of domestic production and higher participation of men in market
production.

Similar studies can be undertaken in Bangladesh for a better under-
standing of the problem,

It may be suggested here that all work done by women are not
gainful. All gainful work are not economic activities, in the con-
ventional sense. At least her domestic work must be imputed for
market values. This recognition in addition to providing income to
women who do not make their productive contribution felt in the market,
will bestow upon them the status of an economic producers.

mI

Before the planners get set for chalking out appropriate programmes
for better participation and integration of women certain truths regar-
ding existing socio-economic conditions of women must be fully known.

i) That women are subject to class exploitation and also exploi-
tation by men. Even in a given class, women are exploited by men
because society is patriarchal and ownership of property is patrili-
neal. As such, a woman whichever class she may belong to, is sub-

2Devaki Jain and Nalini Singh, *Women’s Work : Methodological Issues™, p. 9.
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ject to lower status and power because sheis not the owner of the
means of production, and can never be equal to a man.

ii) A woman bears the burnt of the poverty more than a
man does. It may be said without much exaggeration that under
normal circumstances the women appears to be the residual claimant
of food and other minimum necessities. Conventionally a woman is
responsible for the welfare of the husband and numerous children
even at the cost of her own starvation.

iii) Apart from exploitation of women in the society, women
have to bear certain burdens in a traditional society such as
Bangladesh. Ashish Bose of the Delhi Institute of Economic Growth,
has very thoughtfully classified these burdens into three categories.
These are ;

(i) The Demographic Burden. Because of traditional values, reli-
gious prescriptions and social bias, there is high fertility among
women. The women have to undergo the burden of bearing, feeding
and rearing children even at the cost of their health,

(ii) Gastronomic Burden. Because of the traditional and typical
style in cooking and eating and the lack of gadgets and also other
constraints of poverty women are under the burden of excessive
work for preparing food, grinding spices, gathering fuelwood, drawing
water from wells, or fetching water from ponds/rivers

iii) The Gerontological Burden. Because of extended families and
a close knit kinship network a woman has additional burden of work
to perform in her in-laws’ house. Under the existing social and cul-
tural norms the daughter-in-law in the in-laws house has obligation
to please everybody which in many cases she cannot.

iv) A further burden may be identified which a widowed mother
or a divorced women is in, the burden of being a non-entity and
social non-acceptance. Under the Islamic law of inheritance, if a
woman’s husband dies before her father in-law she is deprived of
the property and other belongings. Moreover, if she is left behind
by the husband she is neither accepted in her fathers’ house nor
does she belong to the in-laws’ house.
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Certain steps may now be prescribed to serve as a pre-condition
for launching any programme for women,

(a) Detailed investigations arc necessary both at micro and
macro level. Investigations must cover questions regarding female
participation in the Ilabour force and also how women spend
time. A significant proportion of females do not qualify to be in
the employment statistics, regardless of the reasons for non-participa-
tion. These causes of non-participation should be investigated and
identified.

(b) Proper evaluation of women’s work is necessary. The issue
of productive and gainful work is to be conceptualized before any
programme is chalked out.

() Enumeration of female labour force is necessary with refe-
rence to the socioseconomic setting.

Vv

There is the need to document the content and quality of women’s
participation in the development process because the degree and
level of participation determines the extent to which she is the
beneficiary of the process. Undoubtedly women’s participation covers
a wide range of social and economic activities. In order to measure
the participation there is the need for comstructing indicators by which
we can measure involvement of women in the development process,
These indicators are necessary to judge and justify a programme in
action.

The primary responsibility of planning machinery is to (i) identify
areas of economic and social activities relevant to women’s involve-
ment in development and (ii) suggest variables or indicators to monitor
the economic and social impact of women’s participation on develop-
ment process.

These indicators may direct attention to :

1. The degree of consciousness among women ; how conscious-
ness is being raised and the attitude is changed from virtual depen-
dences to self-reliance.
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2. Proportion of time allocated and type of activity in house-
hold production.

From such data, programmes specifically suitable for women may
be formulated.

(a) Technological improvements which release women from
unnecessary drudgery. Simple gadgets for grinding spices or supply-
ing drinking water and other services at home, gas connections for
cooking in rural areas could have released time for income earning
activities or health care, children etc.

(b) Designing small and manageable employment programmes
which offer employment to women depending on available time and
skill.

(c) Designing training and education programmes matched to
the needs of the locality or area, Training should be work oriented
and given only on those vocations the markets of which can be
ensured.

(d) Health and service schemes designed to suit habits, needs,
resources and existing knowledge.

(¢) Initiating local women’s institutions for mobilizing woman-
power based on the spirit of self-reliance.

(f) Measure for ensuring participation of women in local commi-
ttees upto the highest national decision making level.

Existing Agencies for Mobilization

A sketch of the existing institutions are given below which can
act as mobilizers of womanpower. These institutions may be utilized
with added power, funds and autonomy for effective existence.

(1) Political Mobilization. History of women’s movements have
shown that mobilization is mainly based on political consideration.
It has been seen that women’s movements in many countries have
mobilized women over specific issues, This is the result of a prolonged
political process,
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(2) Mobilization of women by various pressure groups such
as trade unions, unions of co-operative workers, domestic helpers,
baby-minders, part time domestic servants and so on, can take place.

(3) Mobilization can be effected by voluntary associations.

(4) Female members of more than 4000 Union Parishad can
form an effective group and can be programme initiators suiting to
the needs of the locality.

(5) IRDP Women’s Programme. This programme teaches members
the habit of forced savings, tries to disseminate ideas on family
planning and give vocational training to selected representatives at
thana levels, These trained women can in turn impart these ideas
and training to the fellow co-operators at the village level.

(6) The Swanirvar Local Committees can create an atmosphere of
motivation of self-reliance amongst women.,

(7) Government Family Planning Social Welfare Departments with
its programmes can organize and mobilize women efficiently. The Gov-
ernment through its programme on primary education can employ more
female primary school teachers. The Government with its team of
Thana Family Planning Officers and Lady Family Planning Visitors
is the largest employee and mobilizer of womanpower.

(8) Food for work. Food for work is a programme where many
women can find employment instead of looking forward for relief
and doles.

(9) Ganashaystha Kendra. A Brigade of Paramedics and Bare foot
lady doctors have been trained. The project has already gained world
reputation and can be cited as an example of success and achieve-
ment in village development.

(10) National Women’s Welfare Foundation has initiated specific
projects offering employment opportunities to women in specific areas.

For effective mobilization certain existing misconceptions about
Bangladeshi women must be dispelled from our minds.

(i) That Bangladeshi women are ignorant, helpless, traditional
and resistent to new values. On the contrary they are more recep-
tive to new ideas,
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(i) That Bangladeshi women do not perform any productive work
when she is a housewife,

(iii) That they have no leisure time and are too busy to take
additional responsibility.

(iv) That the women’s role in Bangladesh is predetermined and
static.

(v) That if women are encouraged to work this will add to male
unemployment.

(vi) That women necessarily benefit from development programmes
initiated for men.

(vii) That women are not motivated by economic incentives.

In the game of civilization a woman is a loser. She has lost in
terms of knowledge, insight and acumen. Legend, tradition and litera-
ture depict women as being weak, passive and without intellectual
curiosity to grasp any change. It will not be surprising if the 20th
century experiences a radical change in many of its set values.
The women all over the world are moving ahead for a take over.

19—



Few Implications of Public Financing of
Education and Work-Oriented Self-
Financing of Educational
Institutions

by
TAHERUL IsLam*

The aim of this paper is to discuss (i) the equity implications of
public financing of education, (ii) the problems of ‘external balance’
of the education system and (iii) the nature and implications of
work-oriented self-financing programmes of educational institutions.
It should be noted that though the discussion is undertaken in the
context of Bangladesh, the issues involved are also relevant to most
of the developing countries of the third world.

EQUITY IMPLICATIONS OF PUBLIC FINANCING
OF EDUCATION

One important argument for public financing of education is that
it ensures greater opportunity for all able students. Since equality of
opportunity for all social classes permits able individuals of whatever
social background to rise in the social status it tends to corroborate
the view that education is an equalizing institution in society.

Recently, however, doubts are being raised about the supposed
implications of public subsidy on equity. Studies made in this connection

*The author is a Professor of Economics and Director, Bureau of Economijc
Research, University of Dacca,
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have cast serious doubts regarding equalization of educational opportu~
nities through public subsidies. A study! made by the author on the
education system of Bangladesh shows that publicly supported educa-
tional facilities even at the primary level are enjoyed, by and large,
by the relatively better off families. Even if education is tuition
free (as is the case with primary education) the poorer families
cannot participate in the education system, as they cannot bear
private costs of education (maintenance, travel and stationary, etc.).
Therefore, only the rich families which are capable of meeting private
costs can enjoy public subsidy through effective participation in the
subsidized education system.

Public subsidy comes from the general budget and as such is
tax payer’s money. It is well known that more than 807, of the
tax revenue in Bangladesh comes from indirect taxes which are
known to be regressive in nature, So in matters of sharing the cost
of education to the extent it is subsidized through tax payers’ money,
the poorer section probably bears the main burden. Therefore,
financing of the education sector out of tax revenue works as a
vehicle for redistributing income from the poor to the rich. If the
objective of public financing of education is on the grounds of equity,
it seems, the purpose is not served, rather the reverse of what is
intended is realised.

EXTERNAL BALANCE AND EFFICIENCY IN THE ALLOCATION
OF PUBLIC FUNDS

Musgrave rightly observed that “perhaps the most important aspect
of the external benefits of education lies in the change in the social
and cultural climate incident to the widening of horizons, which
education entails””. He further observes that <at the same time, this
benefit result is not an auntomatic consequence of education at large,
but only of the proper type, quality and quantity of education. Supply
of professional people who cannot be absorbed into appropriate
positions may readily become an external dis-economy and source
of instability.”

1T. Islam, Social Justice and Education System of Bangladesh, Burcau of
Economic Research, Dacca University, 1975.
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It may be mentioned here in passing that ‘external benefit’ comprises
some non-economic aspect—for example, education may improve
functioning of the democratic government (a social improvement )
by educating the electorate. There is, however, a problem in this
regard as there may not be any agreement about the nature of the
‘good society’. “For example, totalitarian regimes have commonly
used the education system to indoctrinate the young with a parti-
cular view of the society. Those who introduce such policies must
clearly believe that they bring social benefits. Others need not
accept this evaluation of them.’2

External benefit in the pure economic sense will arise from what
is called ‘external balance’ of the education system, External balance
is attained when there is match of the manpower needs of the
economy with the education given to students coming out of the
education system. External efficiency of education is dependant upon
the extent of this match or mis-match, The existence of rather huge
mass of educated unemployed youths in Bangladesh testifies to the
mis-match between the education system and the manpower needs
of the economy.

A system can be externally balanced in quantitative terms (quanti-
tative matching) but qualitatively may be in imbalance in the sense
that though there is match in terms of quantity, there is mis-match
in quality of graduates who may not fit well into their respective
occupations. Like quantitative mis-match there is ample evidence
of qualitative mis-match in Bangladesh.®

POLICY IMPLICATIONS

The public sudsidies to the educational institutions can be meaning-
fully divided into two components. One component is meant for
meeting general expenditure of the institutions and other component

2Alan Peacock and Jack Wiseman, Economic ‘Growth and the Principles
of Educational Finance in Developed Countries’ in Financing of Education for
Economic Growth, OECD, Paris, p. 96.

3T. Islam, An Analysis of Public Recurring Expenditure of Higher Education

in Bangladesh, University Grants Commission, Government of the People’s
Republic of Bangladesh, 1975 (mimeo.).
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is direct transfers to some of the students in the form of stipends/
scholarship distributed as per certain criteria. The distinguishing
feature of the first component is that all enrolled students equally
enjoy this (implicit) subsidy irrespective of their socio-economic
standing. The second componment can be distributed if so desired,
taking into account the socio-economic circumstances of the indivi-
dual students. If instead of outright grant to the institutions, more
of public funds is directed towards payment of scholarships/stipends,
poorer students can be discriminated favourably to compensate for the
socio-economic disadvantages of their family. Keeping total public
subsidy the same, such change in the method of payment of subsidy
can vastly improve equity aspect of public funds devoted to the
education sector.

In addition, if the amount of scholarships/stipends can be made
dependant on the field of their study the suggested change in the
method of payment of public grant can also improve external balance
of the education system. The differential subsidy will make socially
desirable fields of study less costly and the less desirables ones more
costly.

For the achievement of universal primary education, construction
of school building, training of teachers and making education
tuition free are not of much significance to those students who are
unable to enrol due to their poverty. To enable them to meet private
costs of education economic help in the form of mid-day meals,
free books and stationery etc. would be required.

Once such a method of financing is accepted, the present scolar-
ship/stipend system has to be drastically changed and also the funds
allocated for award of scholarships have to be increased. Correspon-
dingly, tuition fees charged will have to be increased and also have
to be different for different fields. Talented students will get scholarships
when they enter into the desired fields of study and the amount
will vary depending upon priority of the field in the context of man-
power needs. Public examination result will mot automatically make
one eligible to a specific amount of scholarships irrespective of the
ficld of study that the scholar may prefer to pursue.



%0 Political Economy

WORK-ORIENTED SELF-FINANCING OF EDUCATIONAL
INSTITUTIONS

It is well known that the education system of Bangladesh is a
mixed one in the sense that it comprises both public sector and private
sector. The university education and most of primary education fall
in the public sector while private sector is over whelming at the
secondary, higher secondary and graduate ( pass course ) level. Public
institutions are almost entirely financed ( both capital expenditure and
revenue expenditure ) by public exchequer while private institutions
receive public grants of varying amounts both for capital expendi-
ture and revenue expenditure. But these grants are too inadequate
in relation to the requirement of these institutions. The deficit in
the current budget of these private institutions is so large that often
even teachers cannot be regularly paid. It will involve a very big
amount of public subsidy if the deficit in the current budget of the
private educational institution is to be met by public grant. Given
the present socio-economic realities of Bangladesh it is reasonable to
assume, that public grants to the private educational institutions can-
not be raised to the extent sufficient to meet the deficit of current
budget. The need of work-oriented self-financing of educational insti-
tutions have to be examined in the above context.

Financing of education through work by students in the primary
level of education can, at best, be of marginal value in that boys
and girls may not generally be physically fit for any productive ( in
the sense of earning income ) work. However, for formation of work
habit and for exposing them to the environment of work this may
be necessary. But there are, it seems, good possibilities of finan-
cing through work at the institutions of general education and technical
education from secondary to college level. While determining the
nature of work for the students for self-financing of educational
institutions the following points should be taken into account:

a) The majority of the private educational institutions are
situated in the rural areas. Most of the students in these institutions
hail from agriculturists’ family. The Government for obvious reasons
is emphasizing rural development through modernization as well as
diversification of agriculture.
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b) Itisalleged that ‘social dualism’ is created by the education
system. ‘Dualism’ in the economic field has captured development
economists’ attention, but the above kind of dualism which is uncon-
sciously created by the process of education has not yet received
due attention. Itis a pity that youths after graduation from different
levels of institutions think themselves alienated from mass of people
and their education almost useless unless they get any ‘white colour” job.

¢) There is a general complaint that technical education in Bangla-
desh is more theoretically oriented. So practical training at work
during their course of education will improve their quality.

Keeping the above points in mind, we may now consider the
nature of the work. The type and nature of work should vary
depending on whether they are technical institutions or general
education institutions and also whether they are located in the rural
areas or urban or semi-urban areas.

For the institution of general education in the rural areas, public
grant for capital expenditure may be given not for the purpose of
construction of building but for establishing what may be called
‘demonstration farms’ adjacent to the school or college as the case
may be. The farm may.either be agricultural farm, poultry farm
or livestock farm, It should be noted that in rural areas at least
at the thana level there are technical personnel appointed for the
purpose of helping people in different activities. So in cooperation
with these officials it is possible to operate these farms. It is
puzzling that most dynamic and energetic section of rural popula-
tion ( enrolled students in the rural areas ) is not taken within the
institutional ambit of rural development. It may be considered
whether with necessery modifications for the purpose, the concept
of IRDP can be extended to include these types of educational
institutions. Apart from earning for the school, these farms will
inculcate work habit among students and also train them in modern
farming.

Technical and vocational institutions are situated mostly in the
urban and semi-urban areas, Factories and work-shops relevant for
the trades may be established near these institutes, so that students
can work and earn, Alternatively the techmical institutions should
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be located near the activities for which they will train technical
persons. For these things cooperation between educational authorities
and the authorities of industries etc, is required. It may be argued
that there is no logic of establishing costly technical institutes, if
there is no effective demand for them in the economy. If the
trainees are meant for foreign employment there should be some
scheme of loan to the trainees, which in turn can be recovered
if and when they can get foreign employment.

The general aversion of the educated people to do physical work
will go and the feeling of alienation of the educated people from
the general mass will tend to be removed if the above approach
to education is accepted. Moreover, demonstration effect of these
farms in modernising agriculture will be tremendous. Love for white
colour job may be substituted by effort to do something in the
rural areas. Irrelevance of the education system to the needs of
society at large will be removed. The external imbalance of the
education system will be lessened and externalities of the system
will increase through demonstration effect in the rural societies. To
the extent institutions are financed through students’ earning equity
aspect will improve as those who enjoy the service will also pay

for it.



Human Resource, Its Uses As
A Development Strategy :
Educational Implication

by
Mp. MUSTAFA®
I. EDUCATION IN MANPOWER PLANNING

Manpower is a fundamental factor in economic development in
any economic system. To a significant extent the successof a country’s
development effort depends on the mobilisation and utilisation of its
human resource. No country can achieve the goal of social and
economic development without proper mobilisation and direction of
human resource to the need of the society. Therefore, human resource
development through proper planning occupies a key position in the
overall development of a country.

Education system of a country isan instrument for fulfilling the
national desire and thereby building the society and nation. Educa-
tion can play a vital role in manpov{'rer planning by helping the
people to acquire knowledge and skill. It enlightens the people in
a conservative and traditional society.

II. IMBALANCE IN MANPOWER AND
EDUCATIONAL DEVELOPMENT

Since Pakistani days 4 different education commissions were appoin-

ted. These commissions produced four learned documents dealing with
the problems related to education in our country. These documents

*The author is an Assistant Professor, Department of Economics, University
of Chittagong.

20—
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discussed in details some of the problems relating to educational
processes, but unfortunately they failed to come up with a unified
strategy for the restructuring of education as a source of skilled
manpower. Different reports gave emphasis on different types of edu-
cation without any reference to the ultimate need of the economy
over time, For example, the education commission report of 1959
put greater emphasis on secondary and higher secondary education
at the cosi of elementary education. The Report of 1969 criticised
the above report for such an unbalanced emphasis on one aspect
of education and pointed out that priority should be attached to
elementary education on the one hand, and technical and vocational
education on the other.

It has been rightly pointed out by many that disequilibrium between
demand for and supply of education and inconsistency between
different types of education has been a source of crisis and tension
in the developing countries. The crisis and tension arising from the
disequilibrium in the educational system becomes clear if one
should distinguish between two markets—the education market
and the labour market. It should be pointed out that the demand
for education is partly a derived demand and partly a direct demand
while the demand for various types of labour is entirely a derived
demand., Again one can distinguish between two types of demand
for education—the ‘social demand’ and the ‘economic demand’. Social
demand concerns the education market, while the concept of economic
demand is relevant only in the labour market. Supply in both the
markets is a function of a large number of factors, e. g., labour
force participation rate, age distribution of the population, supply
of different types of (educational) graduates and dropout, availability
of the job training facilities etc. Supply in the educational market
is determined by the availability of seats in educational institutions,
scope for non-formal education, cost of education, amounts of subsidy
and finally the rate of return on education. A situation of crisis
and tension develops from three sources :

a) imbalance between demand and supply in the labour market ;

b) imbalance between social demand and the market demand
for education, and
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¢) imbalance between social demand for education and supply of
education.

For a developing country like Bangladcsh]- (a) is the most important
source of crisis and tensions. This suggests that the main emphasis
should be on the manpower planning and educational development -
of under developed countries.

The population of Bangladesh has been growing at the rate of
3%. Bangladesh has one of the highest population density and depen=
dency ratio in the Asian region. This represents a potential in terms
of human resource but it also poses a great challenge for both
the country’s economy and education. Moreover, it brings growing
pressure on the agricultural and rural sectors and great burden on
both economy and education of the country. Even if population
control policy succeeds in reducing the birth rate it will not have any
effect on size of the active labour force during the next 15 years.

TABLE I

STRUCTURE OF POPULATION IN BANGLADESH IN 1961 & 1974

Over 25
Year ] 0-4 [ 5-9 l 10-14 { 15-19 , 20-24 IYears

1961 9,264,236 9,529,436 4,646,884 3,815,180 3,8-13.180 19,681,028

(18.3%) (18.7%) (9.0%) (7-7%) (7.5%) (88.7%0)
1974 11,946,382 18,685,550 6,570,000 5,860,000 5,718,000 27,700,000

(167%)  (19.1%) (2%  (82%) (8.0%) (38.8%)

Source : Census Reports, 1961 and 1974.
A comparison of the structure of population in 1961 and 1974
in Table I points out :
i) An increase in the population of 15 years and above from
97.4 million in 1961 to 39.8 in 1974, i.e., by 449 and

if) an increase in the population between 5 and 14 years from
14.18 million in 1961 to 20.66 in 1974, i.e., by 669 indicating the
magnitude of the task of employment generation and education,
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TABLE IT
Level of Education Enrolment | A%¢ Group| p, . ins. | Qut of School

Year JEE Population | ;. P Population

(age group) | (in million) (in million) tion Rate (in million)
“Primary (6-10) 1950/51  2.449 6.017 41.0 3,568
1960/61 3.330 7.630 44.0 4.300
1972)73 6.000 10.260 58.0 4.260
Secondary (11-15) 1950/51 0.514 4,610 11.0 4,006
1960/61 0.533 5,990 9.0 5.457
1972/75 1.700 9.890 17.0 8.190
College Intermediate 1950/51 0.013 1.804 0.69 1.827
(16-1T) 1960/61 0.037 2.220 1.67 2.183
1972/73 0.280 3.550 6.48 3.320
College Degree 1950/51 0.005 1.480 0.34 1.475
(18-19) 1960/61 0.014 1.660 0.84 1.646
1972/73 0.098 3.431 2.86 3.329

Sources; Census Reports 1961 and 1974,
First Five Year Plan of Bangladesh, p.445.

The above table shows the estimated population of the various age
groups, the number enrolled and the number outside the educational
system. It will be apparent that the present system of education
is utterly inadequate even quantitatively to meet the basic educa-
tional needs of the vast population of school age and the active
labour force.

TABLE IIT

WASTAGE IN PRIMARY STAGE INDICATED BY DROPOUT
RATE IN BANGLADESH

Dropout rate

Cohort Year (in percentage )

1947/48 91.2
1952/53 81.7
1957/58 81.7
1962/63 722
1967/68 64.67

Source : Annual Reports, Directorate of Public Instruction.
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The most damaging aspect of imbalance in manpower and educa-
tional development is the wastage in education due to (i) dropouts,
(i) repeaters. (iii) retardation in intellectual and educational deve-
lopment due to unfavourable environment, and (iv) non-utilization
of knowledge acquired earlier, The following table shows the wastage
at all levels both in terms of human and financial resources. This
continues to be very high ranging from 659 at primary level and
429, to 669, at the second and third levels of education.

TABLE IV

WASTAGE IN SECONDARY AND HIGHER STAGES AS INDICATED
BY EXAMINATION IN BANGLADESH

|
Stages I| Number Appeared | Number Passed , g;;sc:gl g::é%ﬁ'f}
§8.C 141,767 82,111 ~ 57.90 42,10
H,. 8.C. 66,870 35,166 52.58 47,42
Degree (Pass) 30,342 10,391 34.24 65.76

Source: Annual Reports, Directorate of Public Instruction.

The present education system in Bangladesh is characterised by
investment rates rising while the participation rates declining as the
level of education goes up (Table V).

TABLE V

PER CAPITA COST OF EDUCATION
(Year 1973/74)

Level/and Total Recurring | Total Per Capita
Types of Education Expenditure | Enrolment Cost
Primary 254,537,000 (56.6%,) 7,879,400 32.30
Secondary 87,454,000 (19.2%) 1,691,017 51.71
Intermediate and

Degree Colleges 41,042,000 ( 9.2%) 398.184 103.07
University 66,771,000 (14.9%) 27,902 2,393.01

Source : Directorate of Public Instruction and University Grants Commission.
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Another striking characteristic of our educational system in its
present form is that instead of a social equalizer as it is generally
believed to be it is actually operating to widen the existing social
and economic inequalities. The high dropout rates from the econo-
mically and socially disadvantaged groups at the primary stage has been
estimated at 70% in ome study. The very low participation rate of
the same group in higher education also accentuates the inequalities.
A large number of manifestations of inequality in the distribution
of educational facilities have been pointed out: (a) in secondary and
higher education the participation rate from higher social strata is
much greater than that from lower social strata, (b) dropout rate is
higher among students from economically disadvantaged class, (c)
selective schooling system seems to favour upper income group as
compared with lower income group, (d) for all comparable age groups
and educational levels, dropout rate is higher and student partici-
pation rate lower in rural areas as compared with urban areas, ()
facilities per student (teachers, building space, equipment and other
resources ) are better in urban areas as compared with rural areas.

IIi. THE EDUCATIONAL FUNCTION IN
A DEVELOPING SOCIETY

It follows from the foregoing analysis that if education is to perform
its function of an effective change-agent in converting the vast human
resource into human capital then education must change its concept,
structure, content, technology and institutional arrangements. The
suggested educational transformation has many aspects some of which
are outlined below :

a) Bducation must transmit to the new generation the wisdom of

human heritage which has evolved in the specific culture.

b) RBducation must fulfill the skill needs of the various occupa-
tional groups. Programmes of training will have to be job-
specific, based on the identification of various groups and their
occupational needs,

As for the population in dependency age groups, an importait
planning strategy reducing the incidence of educational courses seems
to warrant relatively shorter programmes of specialised training accor-
ding to needs.
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c¢) Education must be easily available to the vast mass of popu-
lation, It must include the uneducated labour force, out of
school youths, school youths and school dropouts.

d) Education must provide seeds for new understanding, new
capacities to adapt, and new sources of leadership. This may
spread through the educational system : introduction to scientific
outlook, an emphasis on achievement, the highlighting of
new roles in social action and the ideas of progress together
with spritual and moral values. In first stage of development,
this role of education may be limited to a small fraction
of the population, but at later stages it may be spread to
all population having access to the educational institutions.

e) Education must provide a general education content for personal
development. An important function of education derived from
man’s central role asan agent of development is to stimulate
and sustain his impulses of intellectual curiosity and creati-
vity. One of the recent studies shows the existence of a high
degree of correlation between general education and production
norms due to the effect of general education on learning new
skills, management ability, attitude to work and general alertness
and self reliance.

IV. SPECIFIC MEASURES
a) Integrated Planning

One of the most important strategies relevant for Bangladesh is
an integrated approach to planning, i.e, the development of educa-
tion, manpower and economy as complementary and interacting com-
ponents of development. The new strategy should be based on the
recognition of the complementarity of education and economy. This
implies that education and economy must sustain their growth in
mutually supportive roles through the development of human resource
and its productive utilisation.

b) Introduction of Compulsory Primary Education

Attempts should be made to introduce compulsory primary educa-
tion immediately. This will make modernization of agriculture,
implementation of family planning and increasing labour productivity
much easier,
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To avoid unemployment and frustration among the educated youth
higher education need to be restricted only to the deserving by
making the admission criteria more stringent.

¢) Need-oriented Technical-Vocational Education

Technical-vocational education should be introduced as a part of
both formal and informal education. This strategy is desired on
the one hand by the resource constraint and on the other by the
necessity of making the education system more responsive to develop-
mental needs, Technical-vocational education must aim at turning
out more technically trained people at the intermediate level than
at the higher level. The bulk of this type of trained manpower
should be made available to agricultural and rural sector,

d) Work and Education Centres

As improved production techniques are gradually adopted in the
agricultural sector a process of change in the use of technology is
expected to be set into motion creating the demand for new skill,
new types of farm implements, power pumps, chemicals, fertilizers,
insecticides, etc. thereby also creating the demand for such ancillary
services as management of farms, manufacturing and maintaining
farm machinery, supplying seeds, fertilizers, insecticides etc. Special
programmes of formal and non-formal education involving the youths
may be designed to provide additional impetus to the process of
development and generation of additional employment not only in
the agricultural sector but also in the related industries and ancillary
services, To meet these types of demand, “Works and Education
Centre” may be set up at selected places where practical training
will be imparted to our youths.

A relatively less sophisticated and less costly training, and various
types of non-formal education, including adult education and part-
time course may provide our umemployed people with suitable jobs
opportunities in numerous small scale industries.

To keep down expenses of training and non-formal education the
existing educational institutions may be used. The facilities in these
institutions and the services of the teachers, now very much under-
utilised, should be made available at little or no cost. Moreover,
the programmes in the existing technical and professional schools can
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also be adapted to meet the needs of various occupational groups.
Training in repairing of radio, TV, freeze, airconditioning etc, will
also be helpful for getting jobs. People with these training and
skill are getting employment in Middle East countries. The export
of unskilled and semiskilled labour to the labour-scarce countries of
the Middle East is one of the most important sources of foreign
exchange earning in Bangladesh.

e) Rural Bias in Education

The task of converting the available human stock into viable
human capital cannot be performed without community participation
and without mobilising local resources—both human and national.
Local planning, in addition to integrated planning, is a necessity.
Along with measures for boosting farm production Bangladesh will
have to take steps to create enough skilled man-power in the rural
areas to attend to the problems arising out of agricultural moder-
nization. Education in Bangladesh has created a privileged class
which has only contempt for manual work and field practices. In
fact education is a passport to get away from the villages. This
simply cannot be allowed to continue any longer. Rural bias in
education, emphasis on basic education, manual labour in villages
as a prerequisite for entering higher educational institutions like
colleges and universities should be some of the component of a
re-structured educational system.

21—



Rural Employment in Bangladesh
by

M. HaBBULLAR®

1. Government’s Employment Policy

Providing gainful employment to the people is one of the stated
goals of the Government’s economic development strategy. This
means creation of primary, secondary and tertiary activities both in
the urban and rural areas.

2. Inadequate Town-oriented Industrial Growth

Traditionally industry, trade and service activities have been
town-oriented. They have also been instrumental in drawing work-
ers from the rural areas particularly from the agricultural sector. In
Bangladesh, the expansion of industrial activities has failed to absorb
the year to year addition to the labour force resulting from population
increase. For instance, the target of employment generation for industry
both in the public and private sectors was set at 611,300 persons
only between 1972/73 and 1977/78 (First Five Year Plan, page 223).

3. Size of Agricultural Labour Force

A population and labour force survey showed that in 1972/73 the
labour force consituted 35.1 per cent of the total population and
of the labour force, some 76.3 per cent was agricultural. The
number of agricultural labourers was 198.2 lakhs while the requi-
rement of agriculture was estimated at 125.2 lakhs. Apparently
agricultural unemployment was 36.8 per cent.

* The author is a Professor of Accounting Department, and Dean of the
Faculty of Commerce, University of Dacca,
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4. Non-shiftability of Farm Labour

As agricultural operations are seasonal in nature, the unempl-
oyed labour force is not always capable of being transferred from
the village economy without making any organisational change in
agriculture. As long as farmers operate within the present institu-
tional framework, most of the unemployed and underemployed
workers cannot be shifted out of agriculture without affecting
agricultural production.

5. Wasteful Use of Farm Land

It may be noted that wasteful use of land is one of the major
characteristics of our land system, It is time to see how we can
develop a land policy for promoting more productive utilisation of
our scarce land resource.

6. Land Re-distribution

There is evidence that the sharecropping system under which
more than one-fifth of the farm land is cultivated encourages most
ineffectual use of land through disincentives for the optimum use
of capital and labour, Small farms do not offer full employment
to farm families though they give higher per acre yield by the
application of extra doses of labour. Big farms do not follow
the pattern of land use necessary to permit intensive use of labour.
A sound policy of land re-distribution can probably promote better
utilisation of both the farm land and the farm labour leading to
increased agricultural production.

7. Nature and Pattern of Rural Manpower Utilisation

As agriculture constiutes the major segment of the rural economy,
it may be useful to have a review of the nature and pattern of
agricultural employment. For this purpose, we shall refer to our stu-
dy of village Sabilpur in which we stayed for one complete year
and made intensive investigation of 129 families by taking 52 weekly
readings of available farm labour, and its use in farm and non-farm
activities as well as the farm output and wages of paid labour.!

1Ror details vide Habibullah, M., “The Pattern of Agricultural Unemploy-
ment*”, Bureau of Economic Research, Dacca University, 1962,
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The following data show average of man-days spent in different
ways during the year.

Agricultural work 41.55%, of man-days
Work in garden 6.98 e
Total of farm work 43.53 Ss
Non-farm work 19.80 -
Days not available for work

due to rain socials etc. 6.24 b
Not employed 25.43 =
Total supply 100.00 -

8. Ups and Downs in Manpower Utilisation

It appeared that the volume of gainful economic activity on the
farm is not uniform throughout the vear. The variations have a rythmic
movement of rise and fall. There are peaks and troughs of employ-
ment—March to May is the season of maximum employment while
in October employment is reduced tc the lowest. Compared to this,
non-farm activity has the least variation from week to week,

9. Net Unemployment

When the labour use was examined by allowing one day as break
and 8 hour daily workload as is true of factory work, it appeared
that from March to early June, there is a significant volume of negative
unemployment i.e., over employment. This meant over-work during
busy season. Even if this overtime work in busy season are allowed to be
compensated at other times, there is still a net period of unemployment
in the village during the slack season.

10. Farm-based Use of Rural Manpower

In the context of growing volume of unemployment, employment
generation has come to be regarded as a separate goal of development
of the government. One of the objectives of planning in Bangladesh is
to increase employment in agriculture. Since the population is overwhel-
mingly dependent on agriculture and since it is not possible to
bring about a major structural change in the economy within a
short period, agriculture will have to continue to provide the bulk
of the employment. The authors of the First Five Year Plan con-
sidered such employment generation as quite feasible (FFYP, p. 185),
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It is felt that through the development of irrigation, increased appli-
cation of fertiliser and raising of multiple crops, particularly the
high yielding variety rice, there is scope of employment generation
through labour intensive techniques.

11. Prospects of Increasing Use of Labour in the Farm

The Planning Commission estimated that the action programmes
suggested by it will increase the volume of farm employment, par-
ticularly because new varieties of rice and wheat are found to increase
yields as well as employment. But it felt that the key to increasing
output and employment lies in rapidly enlarging the acreage under
irrigation which will lead to the replacement of local variety by
the HYV. It was planned to raise HYV acreage from 26.0 lakhs in
1972/73 to 94.4 lakhs in 1977/78, Additional employment in crop
sector was estimated at 18.60 lakh man-years. For this emphasis
was to be placed on labour intensive techniques rather than mechanisa-
tion and application of weedicides which is rather less labour intensive,
In order to discourage mechnisation fiscal measures were suggested
for preventing their negative impact on employment. Extension
workers were asked to imstruct villagers of such production and
labour use techniques as change over from broadcasting to transplant-
ing etc.

In the non-crop sector of agriculture, livestock and fisheries, works
programmes, and execution of agricultural projects have been identi-
fied as important sources of employment generation. The Planning
Commission hoped that 12 lakh man-years of extra employment would
be created in the non-crop sector during the Plan period.

12. Result of First Five Year Plan Activities

The Commission expected that agricultural unemployment will fall
from 73.7 lakhs in 1972/73 to 72.2 lakhs in 1977/78. This meant fall
of unemployment from 36.8 per cent to 31.6 per cent (FFYP, p. 187).

The result of the first three years of the First Five Year Plan
shows that employment in crop sector rose from 79.3 lakh man-
years to 89.1 lakh man-years and in the non-crop sector it fell from
45.9 lakh man-years to 39.3 lakh man-years ( UNDP report April
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1977). As a result net position remained almost unchanged. The total
agricultural employment in 1975/76 was 127.4 lakh man-years com-
pared to 125.2 man-years in 1972/73.

13. Position of Agricultural Unemployment in 1975/76

The extent of unemployment in 1975/76 was estimated (by UNDP)
at 70 lakh man-years which constituted 36 per cent of agricultural
labour force in those years. The number of unemployed persons in
the agricultural sector is likely to increase by 2 lakhs every year
which amounts to an annual increase of 3 per cent. By 1985, we
are likely to have 90 lakhs unemployed in the agricultural sector.

14. The Problem of Landless Labourers

Thirty three per ceat of all families in the rural area are now
landless. About 90 per cent of agricultural population is now below
the poverty line and 80 per centis said to be undernourished (UNDP
estimate).

Despite considerable increase in production in 1975/76 the extent
of landlessness and inequality has increased. There has been little
impact on poverty and landlessness despite increase in investment
in the agricultural sector or higher level of adoption of high yielding
varieties.

15. Farm Size and Employment Generation

As already stated, studies in Bangladesh have shown that higher
yields are obtained on holding of less than 2.5 acres. Farm manage-
ment studies confirm the fact that smaller holdings absorb a greater
aumber of man-days on a given unit of land, producing higher yields.
But this is dependent on at least four things : (a) ready availability
of inputs, such as better seeds, irrigation water, fertilizer, insecticides
etc., (b) prompt supply of adequate capital and credit, (c) reduction
of risks, and (d) availability of right kind of extension service.

16. Policy Implication
The policy implications are as follows :
a) Ensuring the supply of adequate and timely credit to the farmers.
b) Ensuring the supply of inputs in time and in adequate quantity.
¢) Ensuring proper re-distribution of land.
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d) Ensuring proper guidance and extension service on time.
¢) Ensuring institutional arrangement for crop insurance.
f) Undertaking RWP on a large scale.

17. Limits of Employment Generation in Agriculture

Despite the use of most labour intensive methods of farming,
Bangladesh will have agricultural unemployment to the extent of
about 90 lakh man-years and landless families of 50 lakhs ( UNDP
estimate ) in 1985. This will mean that over 37 per cent of our
agricultural labour force will be without employment in that year.
The conclusion is that even an optimum broad-based agricultural
production strategy will reduce neither the absolute numbers of
unemployed nor the landless in the agricultural sector.
18. Development of Non-farm Activities

Obviously the problem of landlessness, unemployment and under-
employment and poverty cannot be tackled in the agricultural sector
alone. It will call for a much broader rural development strategy
which will include development of rural industries and rural public
works on a massive scale as well as development of tertiary acti-
vities such as rural trade, transport and storage. The emphasis on
the promotion of rural non-farm activities emanates from the recog-
nition of the limitations of employment generating ability of the
HYYV. It is found that substitution of HYV package of inputs and
practices has an employment elasticity of 0.5, but cross sectional
studies indicate that variations in productivity within a established
technology imply a much lower employment elasticity of 0.20 ( UNDP
report ). The implication is that after an initial high rate of increase
in employment by the transition to HYV technology, the rate of
increase will full sharply once this mew technology is well adopted.
This points out to the need for planning and organising rural non-farm
activities on sound lines.

19. Rehabilitation of Rural Unemployed in Rural Setting

There is little sense in encouraging rural uprooted destitutes to
migrate to towns and cities, This will merely swell the already high
volume of disguised unemployment in retailing, pedling and hawking
activities, Concentration of too many people in too little urban
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space has a social cost of its own. It is, of course, true that rural
people are pushed into urban centres rather than pulled. If inte-
grated efforts are made it may be several times cheaper to settle
a rural worker in his rural setting. Hence stress should be laid on
promoting intensive and extensive development of rural industries and
rural trade with the objective of enlargement of employment oppor-
tunities, diversifications of rural occupations and development of
agro-based industries to support agriculturul production.

20. Aid to Rural Industrial Development

The Planning Commission suggested a programme 10 provide
technical assistance and consultancy services to the rural industrial
enterprises to be implemented by Rural TIndustrial Service (RIS)

under the Cottage Industries Corporation ( FFYP, p. 277 ). The pro-
gramme aims at :

a) Providing extension services by giving in-plant counselling
to the existing units and investment counselling to the potential
entrepreneurs from the primary stage of the selection of units to
the final stage of production.

b) Organising and imparting traininig courses in different trades
both for existing artisans to improve and update their skill and
also for the new entrants.

¢) Making available institutional credit and marketing services.
Implementation of this programme will sure serve an useful purpose.

21. Facilitating Growth of Rural Entrepreneurship

The Government and the specialised agencies have played a
big role in the promotion and development of urban-based industrial
entreprencurs. The Investment Advisory Centre and the Investment
Counselling Cell of the Shilpa Bank made significant contribution
in the past towards this task of entrepreneur development, The
Commercial Banks have now launched rural banking. We expect
them to play a similar role in rural entrepreneur development,
Whatever fund is mobilised from the rural sectors should be inve-
sted there. Also Commercial Banks should aim at providing advi-
sory services in respect of project preparation for new investment.
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99. Use of Rural Saving for Rural Development

Deposit and loan data for 1975 indicate that commercial banks
invested in rural areas some 29 per cent of the rural peoples’ saving
mobilised by them. This meant transfer of rural capital out of the
villages. This should not happen in future. For the sake of balanced
development of rural and urban segments of the economy, it is
necessary to deemphasize on urban based development. Rural industrial
expansion should be nurtured even by the grant of subsidy and other
assistance. Social profitability of investment in the rural sector is
likely to be greater compared to commercial profitability.

23. Rural Development and Population Control

The very big size of surplus manpower seeking employment in
the rural and urban areas and its unhindered growth from year to
year suggests that people particularly those in the rural areas should
be encouraged to adopt family planning so that around 1990 the
number of entrants per year to the labour market start falling.

24. Compulsory Primary Education and Rural Development

Empirical investigations elsewhere have shown that literacy and
economic development are closely related. Unless a war is waged
against illiteracy and the curse of ignorance is removed, neither
modernisation of farming nor development of rural industries, neither
promotion of rural trade nor adoption of family planning to regulate
the growth of labour force can be done properly and -effectively.
‘Unfortunately in this country we have been assigning priority to
higher education enjoyed largely by those who are able to pay
compared to primary education enjoyed by those who are least
able to pay.

22—



Labour Absorption in Bangladesh
Manufacturing : Performance
and Potentials

by
RizwaNUL IsLAmM®

I. INTRODUCTION

Judged by the standard of the growth rate of GNP, the perfor-
mance of the less developed countries (LDCs) over the last two
or three decades has been quite impressive.! Despite this achieve-
ment, the general atmosphere in these countries is, however, more
of disappointment than of satisfaction. This may partly be due to
the fact that the process of development in these countries has not
been able to bring forth its expected fruits. If the purpose of eco-
nomic development is to raise the standard of living of the low
income earners, to alleviate the masses of the population from
hunger, malnutrition, diseases, illiteracy, squalid housing, and to
move towards greater equality of oppertunities, then the LDCs
cannot be said to have achieved anything spectacular.

A recent study? in India shows that nearly half the total popu-
lation has a per capita income below the official poverty line where
malnutrition begins. And what is more pertinent, the per capita
income of this group has declined over the last two decades while

*Dr. Rizwanul Islam is an Associate Professor, Department of Eéonomics,
University of Dacca. !
1For evidence, see Mouly and Costa (1974).

2Sec the paper prepared by the Perspective Planning Division, Planning Commi-
ssion, in Bardhan and Srinivasan (1974).
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the average per capita income went up, In Pakistan, which experienced
high growth rate during the 1960s, unemployment increased, real
wages in the industrial sector declined substantially, per capita income
disparity between its two regions increased, and concentration of
industrial wealth became an explosive economic and political issue.
And towards the late sixties, while the industrial world was still
applauding Pakistan as a model of development, the system exploded—
not only for political reasons but also because of economic unrest.
Brazil has recently achieved a growth rate close to 7 per cent but
persisting maldistribution of income continues to threaten the fabric
of its society.

‘Without multiplying these examples, it can be emphasized that
a high growth rate has been and is, no guarantee against worsening
poverty and economic explosions. The neglect of poverty and
inequality has been the result of a single-minded pursuit of growth in
the narrow sense of maximizing the GNP. Till mid-sixties, the con-
cern among most of the development economists has been with the
growth in aggregate output. The poor would be better off, they
argued, if they continued to receive a constant share of a rapidly
growing cake than if they received a larger share of a slower growing
one. Measures to actively redistribute income in favour of the
poor were to be postponed until the GNP was larger. Employment
often assumed a place of secondary importance in the national
economy. In fact, most of the developments which affected the
employment situation favourably, such as the rural works programme
or the green revolution, were planned primarily for higher output,
and their employment-generating potential was accidental and not
planned. The result has been the increase in unemployment, mass
povety, income inequality, hunger, malnutrition, and apalling living
conditions for a large segment of the population.

Fortunately, however, the recent years have noticed a shift in
attitude towards development. The priorities have also been reversed
to some extent. Disillusioned with the inequitable results of fast
growth of GNP in countries like Brazil and Pakistan, development
economists have begun to look for a new perspective on development.?

3Compare, for example, between Haq (1963) and Haq (1970).
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And here, employment is beginning to assume a place of significant
importance.t

Apart from distributional considerations, the policy of employment-
creation may be justified on other grounds as well. Work may be
taken to be intrinsically valued ; and giving an unemployed person
a job has value to the individual beyond the income it provides.®
Overcoming the despair, demoralization, the loss of buman dignity
and self-respect that accompanies unemployment may be of sufficiently
large value to compensate for any output sacrifice that may result.
Even if humanitarian considerations are ignored, it seems possible to
argue rather convincingly that measures enhancing the inequality of
income distribution are likely to be inefficient instruments for promoting
growth ; what might be gained for growth through larger savings
and investment (if any) by people at the top end of the income
scale may belost or more than lost through inpaired productivity
of ill-fed, ill-housed, malnourished workers at the low end of the scale.

It is, therefore, important to know the magnitude of the lag bet-
ween the growth of output and employment, and to see how much
scope there is for the creation of employment and the absorption
of the unemployed labour force. The purpose of the present paper is
precisely this, although attention is mostly concentrated on a single
sector, viz., the manufacturing industry. This sector is singled out
for analysis because of the fact that despite rapid growth of output
in this sector, it is said to have failed to absorb labour at a rate
comparable to that of the growth of output; and the poten-
tial of this sector for labour absorption is suspected. Although
we do not expect that the manufacturing sector in an LDC can
absorb the entire increase in its labour force, it is possible that
some of the ways in which labour-capital substitution could work
and more labour could be absorbed are being neglected. The main
purpose of the present study is to provide a brief review of the
potentials of the various means of factor substitution (more specifically,
substitution between capital and labour) with special reference to 2

Sce, for example, Lefeber (1969), Chomchai (1969).

sFor an excellent treatment of the various aspects of employment, see Sen
(1975), Chapter 1.
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typical LDC, viz., Bangladesh, We start, however, with an examination
of the performance of the manufacturing sector in this country in
absorbing labour. This is done in Section IL. In Section III we discuss
the various ways in which capital-labour substitution can work. Section
IV reviews the potentials of these means for absorbing labour in
the manufacturing industries of Bangladesh.,

TABLE I

PERCENTAGE COMPOSITION OF GDP IN BANGLADESH,
1949/50 to 1969/70

Sectors [ 1949/50 | 1954/55 | 1959}607 1964/65 | 1969/70
Agriculture 65.43 63.43 60.35 55.80 53.33
Manufacturing 3.00 4.21 5.99 7.45 7.78
(a) Large-scale 0.61 1.54 2,84 3.87 3.64
(b) Small-scale 2.39 2.66 312 . 3.59 413
All others 28.57 28.16 27.67 29.29 31.12

Source: Alamgir and Berlage (1974)., Appendix C., Table V.

II. GROWTH OF OUTPUT AND EMPLOYMENT IN THE
MANUF#CTURING INDUSTRIES OF BANGLADESH

Although Bangladesh is one of the least industrially developed
nations in the world manufacturing industry has been in the forefront
of whatever economic development she achieved over the two decades
of her parinership with Pakistan. In 1949/50, the manufacturing sector
accounted for about 3 per cent of GDP in Bangladesh. The largest
share by fa: was that of 200,000 or so cottage industry establish-
ments (units employing mainly household labour) producing handloom
textiles, salt, processed food and beverages, wood products, etc,
Second in importance came some three thousand small-scale industry
units ( employing less than 10 workers )- Less than 1 per cent of
GDP was accounted for by the handful of large-scale industrial
units., These mainly produced cotton textiles,
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Although no significant struct aral change took place in the economy
during the next two decades, and although the agricultural sector
continued to contribute more than half of the GDP, the share of
value added originating in manufacturing in total GDP more than
if we concentrate on the large-scale sector, its share

doubled. And
increased nearly six times (see Table).
TABLE II
ANNUAL COMPOUND RATE OF GROWTIH OF GDP IN BANGLADESH,
1949/50 to 1969/70
1949/50 | 1954/55 | 1958/60 1964/65 | 1949/50
Sectors to to to to to
1954/55 | 1939/60 | 1964/65 1969/70 | 1969/70
Agriculture 2.2 0.8 3.4 26 2.2
Manufacturing 10.0 9.3 9.7 4.4 8.3
(a) Large-scale 23.5 15.3 1L.5 2.3 12.9
(b) Small-scale 5.0 5.1 7.9 6.5 6.1
Total GDP 2.8 1.8 5.0 3.5 33

Source :
Looking at growth T

Alamgir and Berlage (1974), Tables I and IL

ates, we see that between 1949/50 and 1969/70,

the large-scale manufacturing sector grew at mearly 13 per cent per

annum. During the same period,
compound rate of 3.3 per cent

large-scale manufacturing has boosted growt
be seen from these estimates. Bven if the concept of the
be an elusive one, the estimates shown in

which has come from the large-

sector’ 1is considered to
Tables I and II record the stimulus

scale manufacturing sector.

TABLE III
QF GROWTH OF LABOUR FORCE IN

ANNUAL COMPOUND RATE

total GDP grew at an annual
(see Table I). The extentto which |
h in the economy can

<leading

BANGLADESH, 1960/61 to 1969/70 (in percentage)

| 1960/61 [ 1964/65 1960/61
Category to ! 10 to
\ 196465 |  1969/70 196970
- emeh
Total labour force 42 2.4 3.2
12.4 7.9 10.2

Urban labour force

Source °
Table Vil

Calculated from data in Alamgir and Berlage (1974), Appendix C,
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The performance of the manufacturing sector with respect to labour
absorption has, however, been poor. Even towards the late sixties,
the large-scale manufacturing employed a mere 1 per cent of the
labour force. The growth of employment in this sector has also
been disappointing. Between 1949/50 and 1969/70, employment in
factories under the Payment of Wages Act, 1936, grew at a rate
of 6.6 per cent,® while the output in large-scale manufacturing sector
grew at nearly double that rate. When compared with the growth
of urban labour force (see Table IIl), it is seen that the large-scale
manufacturing sector has not been able to generate sufficient employ-
ment so asto be able to absorb the increase in this labour force.
This has meant rising urban unemployment and underemployment.

Now, it remains to be seen which are the industries characterized
by this lag between the growth of output and the growth of employ-
ment, Is this phenomenon noticeable only in the more sophistica-
ted industries like chemicals, metal products, machinery, etc., or also
in the traditional industries like food processing, textiles, etc. ? This
can be seen from Tables IV (A) and IV (B), where we compare the
growth rates of output in various industries with that of employment.”
It is obvious that between 1935 and 1965/66 the growth of employ-
ment lagged behind that of output in all the sectors, irrespective of
what they produce. The extent of the employment lag may also
be interesting, In many industries the rate of growth of employment
was substantially less than half the rate of growth of output. In
two seclors employment even declined when output increased subs-
tantially. The comparison for the years between 1965/66 and 1968/69
reveals broadly the same results, except in two cases where employ-
ment grew more rapidly than output. The broad conclusion which
emerges from these comparisons is this : The employment lag is notic=-
able not only in the relatively more sophisticated industries but
also in industries like food processing, textiles, leather, etc. No

6Calculated from data provided by the Central Statistical Office, Government
of Pakistan, Twenty five Years of Pakistan in Statistics, Karachi, 1972,

7In order to make the comparison meaningful, we have deflated the valve
of output by the price index,
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particular industry or group of industries can be singled out as$
being responsible for the slow growth of employment compared to
that of output.

TABLE IV (A)

GROWTH OF OUTPUT AND EMPLOYMENT IN THE MANUFAC['UR]NG
INDUSTRIES* OF BANGLADESH, 1955 to 1965/66

Annoual Compound Annual Compound
Sectors Rate of Growth Rate of Growth

] of Output of Employment
Food manufacturing 26.00 9.91
Beverages 23.00 3.68
Tobacco manufactures 35.87% 33.86%
Textiles 12.76 9.10
Footwear, wearing apparel, etc, 18.65 10.59
Wood and cork 19.18 11.33
Furniture and fixtures 21.76° 22.48°
Paper and paper board 20.98 4.79
Printing and publishing 6.07 0.67
Leather and leather products 11.70 8.50
Rubber and rubber products —1.91 —4.63
Chemicals 19.43 10.53
Non-metallic minerals 9.70 6.13
Basic metal 4355 29.84
Metal products 13.74 7.74
Machinery, except electrical 13.19 10.29
Electrical machinery 29.36 1291
Transport equipment 10.46 —0.76
Miscellancous manufacturing 2.51 —13.06

Notes: * ... 2(j) category
a ... between 1959/60 and 1965/66.
Sources : Calcolated from the Census of Manufacturing Industries, 19553, and
1965/66,
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TABLE IV (B)

GROWTH OF OUTPUT AND EMPLOYMENT IN THE MANUFACTURING
INDUSTRIES* OF BANGLADESH, 1965/66 to 1968/69

Annual Compound Rate of Growth
Sectors
Output Employment

Food manufacturing 7.97 423
Beverages 1,46 —0.26
Tobacco manufactures 16.95 13.85
Textiles 14.85 j 10.11
Footwear, wearing apparel, etc, -65.98 -—11.98
Wood and cork —-5.42 10.55
Furnitures and fixtures 0.25 —4.26
Paper and paper board —29,29 —15.90
Printing and publishing 19.82 —5.73
Leather and leather products 20.81 . —6.64
Rubber and rubber products 5.10 3.32
Chemicals —3.42 —3.42
Coal and petroleum products 6.17 48.87
Non-metallic minerals 3.56 —3.71
Basic metals 40,95 7.40
Metal products 7,25 —10.92
Machinery, except electrical 5.95 0.77
Electrical machinery 16.96 4.44
Transport equipment —5.14 —2.86
Miscellaneous manufactoring —11.98 —1.01

Note: *...2(j) and 5(1) categories combined.

Sources: Calculated from the Census of Manufacturing Industries, 1965/66
and 1968/69.

II. CAPITAL-LABOUR SUBSTITUTION

Now we come to the more important question of how capital-
labour subsititution can work during the process of industrialization.
Once we identify the various means of capital-labour substitution,
it will become easier for us to see what has gone wrong in the case
of Bangladesh and to find out the potentials of the manufacturing
sector in absorbing unemployed labour,

23—
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One can discover at least three important ways in which capital
can be substituted for labour in the process of industrialization. These
three mechanisms are: (1) ex ante choice of a product-mix (inclu-
ding the choice between products within a particular industry ) to
achieve the desired factor proportions ; (2) ex ante choice of the type
of the blueprint which can be used to make any particular product
and (3) ex post decision about the period of time over which the
plant will be operated.

Let us now discuss the g priori arguments in support of these
ways of factor substitution,
The Choice of Product-mix. If different products are typically made
with processes that have different capital-labour relationships, the
question of what things an economy make should be a matter
of choice, the choice being determined, among other things, by the
relative requirement of capital and labour. The problem, of choosing
an optimum product-mix is, however, closely related to the social
framework withln which the economy is operating, the income distri-
bution and effective demand generated by it, the opportunity for
changing the product-mix via international trade, and such other factors.
In countries pursuing import substitution industrialization programme,
government policies (e. g., tariffs, subsidies, trade restrictions, etc.)
may lead to serious price distortions in the product market, favour-
ing the production of capital-intensive industries, although they may
be socially inefficient.® It is obvious that although the question of
any change in the product-mix involves some fundamental problems,
this can be an important source of substitution between capital and
labour once right policies are pursued in the economy.

The source of substitution discussed above is concerned exclusively
with a choice between different products at the two-digit level. But
products are very interchangeable—for example, there are many more
ways of travelling than in an automobile. And technological alter-
natives are associated with variations in the product itself. If one
single need can be fulfilled by a variety of products, the ‘appro-
priateness’ of any one of them for a country should be considered

gPakistan provides a typical example of such phenomenon. For a discussion
of this problem, see Khan (1972),
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in the light of her facter endowments. Itis often said that beiter
quality products possessing a larger variety of characteristics are
produced by more capital-intensive techniques than products of a lower
quality. If thisis so, and an industry produces entirely for domestic
consumption, then a removal of ‘excess’ characteristics ( that is, a

reduction in quality ) can be an important source of substitution of
labour for capital.?

The Choice of Blueprint. After the decision to produce a commodity
is taken one may find that there are different ways of producing
it. In other words, a choice may be made from among the available
blueprints which can produce the same commodity. It is true that
in the case of some commodities, specially in the chemical process
continuous flow-type of industries (e.g., cement, fertilizers, paper,
etc. ), the number of alternative blueprints available may not be very
iarge. There are, however, a number of technically flexible indus-
tries which allow for considerable substitution between capital and
labour, and which are, therefore, amenable to the use of labour-
intensive techniques in the manufacturing phase.

In weaving cloth, for example, thereis a spectrum of techniques
involving different combinations of labour and capital ranging from
primitive throwshuttle hand-looms through flyshuttle hand-looms,
semi-automatic hand-looms, cottage power looms to automatic power
looms. Cotton spinning, clothing, foodstuffs, leather, rubber products,
bricks, roofing tiles, certain chemicals, brass utensils, etc. are some
other examples of technologically: flexible industries. Manufacture
of a number of goods such as radios, television sets, bicycles,
agricultural equipments, etc., involves the production and assembly
of components. They also provide examples of tecenologically
flexible industries because it is possible to organise production of
their components in accordance with the specifications of the asse-
mbly plants by means of labour-intensive techniques under sub-
contracting arrangements., This method of wusing labour-intensive
techniques has been extensively employed in Japan,

Capital Utilization and Capital-labour Substitution. Even after a blueprint
is selected from among the available alternatives the opportunities

9Examples can be found in Baron (1975) and Hewavitharana (1970).
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for capital-labour substitution are not exhausted ; there is still at
least one important way in which capital-labour ratio can be varied.
There is always the opportunity for substitution by changing the daily
duration of production, i. e, by changing the rate of capital utili-
zation. The greater the time a plant is put into operation, the more
will it produce (the lower will be the capital-output ratio ) and the
more man-hours it will use (the lower will be the capital-labour
ratio ). In order to have a clear understanding of the relationship
between the level of capital utilization and capital-labour ratios, one
must have a precise knowledge of the various ways in which the
terms labour and capital are often used.’® Let us start with labour.

(1) ‘Crew size’ (I): It describes the number of workers who provide
labour services to the production process at any single moment of time,

(2) Daily man-hours (L): It measures the total accumulated
flow of man-hours of labour services used in production in a day.
This is related to the crew size (I) by the simple relationship where
‘u* is the

L =ul sy

rate of utilization expressed in hours.

We are, however, often concerned with the total number of wor-
kers employed during a day which is quite different from (1)or
(2). The crew members get tired during the production period
and they are replaced by others. So, two or more workers may
be used to fill the same position if production is extended over
a sufficiently long period, i. €., if u is large. This is what is normally
called shiftworking. So, we must defined a third concept :

(3) Employment (L): It describes the whole set of individuals
who provide a labour service to the production process at any
time during the day.

If we assume that each of the L workers work ‘b’ hours a day,
we have the following relationship between the three concepts.

hL = nl = —I-I .. ( 2)
s L= uh=0Lh coe (8)
For capital, we shall define two concepts.

" 10This clarification is originally due to Winston (1978).
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( 1) Stock of capital (K) : This is the number of machines used in
the production during a period of production. This can be thought to
be analogous to the crew size of labour. There is, however, one
important difference. In the case of labourers, one labourer to be
replaced by another if the production process has to be extended
over a long period. In the case of capital the machines do not
need replacement during a day. A machine can work continuously
throughout a day, thus providing a flow of capital services.

(2) Accumulated flow of capital services (K’): This is the daily
flow of machine-hours of capital services, and is related to the
capital stock (K) by the relationship

K =K (4
Clearly, the accumulated flow of capital services (K’ ) can be varied by
changing either the size of the capital stock or the rate of its utilization.

The impact of increased utilization of capital on the relationship
between capital stock and employment should now be clear. From (3)
it is obvious that if we assume that each worker works a fixed number
of hours per day, an increase in the rate of utilization will lead to
an increase in the number of labourers used to provide the accu-
mulated flow of labour services in a day. On the other hand, an
increase in utilization will increase K’, the accumulated flow of capital
services, even if K is fixed. Thus we see that a larger number of
workers can now work on a given capital stock. Thus the ratio of
the capital stock to the number of workers (K/L) decrease with an
increase in the utilization of capital.

The above result can be shown more clearly in the following
manner. Assuming a fixed relationship (z) between the number of
machines in the capital stocks (K) and the crew that must be used
to operate it at any time (I), we can write :

z = K)I = K/L(h/u)
[ From (2), I = bhL/u]

or, K/L= zhfu
KL
R =— zh / 0.

Thus we see that the trade-off between capital stock and employ-
ment can work through variations in the level of capital utilization.
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IV. A SUMMARY OF SOME FINDINGS

The purpose of this section is to provide a brief review of the
potentials of the various means discussed in the last section for absor-
bing labour in the manufacturing sector of Bangladesh. We start with
the choice of product-mix.

The composition of output is determined to a large extent by
the structure of aggregate demand, thatis, by the demands of private
domestic consumers, foreigners, the government, and private investors.
Here we shall concentrate our attention only on the first factor.!
Since the pattern of consumption in a society is governed, among
other factors, by the pattern of income distribution, we tried to examine
the impact of a redistribution of income on factor requirements via
a change in the consumption pattern. This was done through the
use of a simple model'® constructed for the purpose.

The basic procedure is this. First, we have a given pattern of
income distribution prevailing in the economy, the resulting pattern
of private consumption demand and the gross outputs of various sectors
that are produced. We calculated the amounts of labour and capital
required for producing this output vector.

Then we introduced a hypothetical redistribution of income and
got anew pattern of income distribution. We assumed that 10 per
cent of total personal income is redistributed from the top decile
to the lowest four deciles. This would increase the income of the
lowest 40 per cent of the population by about 50 per cent. By
using this new pattern of distribution and consumption functions for
a large number of commodities (or groups of commodities) we worked
out a new structure of consumers’ demand that could be generated
by the new distribution of income. We also found out the vector
of outputs corresponding to the new demand structure and the factor
requirements for this new vector of output,’® A comparison of these

11For a justification of doing this, see Islam (1976).

12An outline of the model is given in Islam (1977).

13t should be mentioned that while calculating the amounts of iabour and
capital required for producing any output vector, we took into account both

direct and indirect requirer.ents, The input-output technique was used for this
purpose.
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requirements with the original amounts required yiclded the change
in employment and the savings in investment funds that could be
obtained from a redisribution of income.

The results, however, are not very encouraging, It is seen that
our hypothetical redistribution of income increases the labour require-
ments by only 1.7 per cent. This increase is mostly contributed by
the agricultural sector where labour requirements increase by 2.4 per
cent. If we concentrate on the industrial sector only, we find that
there would not be any appreciable change in labour requirements
following the redistribution we considered. In this case, however,
some savings in capital requirements ( nearly 2 per cent) could be
achieved.

Although the usual expectation is that a redistribution of income
in favour of the poorer psople will increase the demand for labour-
intensive goods and hence labour requirements, our results for
Bangladesh come as a corrective of that expectation. It is seen
that the redistribution of income may not be able to generate
the demand for a product-mix whose labour requirement is substan-
tially higher,"* There may be one further difficulty. A redistribution
of income to the poorer section increases the demand for food-
grains. Andin a food-deficit country like Bangladesh, this may mean
an increased pressure on the country’s scarce foreign exchange.

The results are more promising in the second case, viz., the
choice of blueprints. Using cross-country data made available by
the UNIDO (1967), we constructed unit isoquants for producing seven
commodities (sugar, cotton textiles, papér, cement, leather, chemi-
cal fertilizers, and matches).?® In six out of the seven commodi-
ties we considered, we have been able to identify more than one
efficient technique ; and in all such cases, there is at least one
technique at the labour-intensive end of the spectrum. Only in the

141t should be mentioned that this type of result is not entirely new in
the literature. While Weisskoff comes to the same type of conclusion for
Puerto Rico, the resalts obtained by Soligo for Pakistan and by Jimenez for
Colombia are not copnclusive, For a summary of all these results, see
Morawetz ( 1974).

15The details of the procedure and the results can be found in Islam

(1976),
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case of cotton textiles, our sample has failed to demonstrate the
scope of using efficient labour-intensive techniques. Others,'® how-
ever, have produced evidences which show that such techmiques for
the cotton textile industry are not non-existent.

The interesting point is that despite the existence of labour-
intensive techniques for producing many commodities, the techno-
logy adopted by most of the industries in Bangladesh are seen
to be highly capital-intensive. Hence, the scope for increasing employ-
ment through the choice of appropriate blueprint seems bright.

The prospect for increasing labour absorption by increasing the
rate of capital utilization also seems bright in view of the fact
that most of the industries are operating at much below full capa-

- city. On an average, the manufacturing capital of Bangladesh was

untilized only 40 per cent of the available time in 1968/69.7 The
sitnation is even worse in the post liberation period.’s

In Table V, we assemble information on the level of capital
utilization, observed capital-labour ratios and capital-labour ratios
at full utilization for 15 manufacturing industries.®® It is obvious
from the table that some industries, where actual utilization is
considerably lower than full capacity, can reduce their capital-
labour ratios substantially if they operate at full capacity. This can
be seen from column (4) of Table V. The highest reduction (nearly
36 per cent) can be achieved by three industries, viz., iron and
steel, matches, and printing and publishing. These figures can also
be said to reflect the loss of employment caused by the imability
of the entrepreneurs to utilize their capital stock fully.

Although these facts are quite disturbing in view of the scarcity
of capital in this country, they point to the considerable scope of
capital-labour substitution through increased utilization. Hence, our
analysis of the employment implications of increased capital utili-
zation is not merely of academic interest. Since the level of uti-

16See for example, Bhalla (1964).

17See Islam (1976).

18Planning Commission. Government of Bangladesh, The First Five Year Plan.
19The methods of calculating these variables are described in Islam (1976).
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lization is in fact very low, a substantial amount of employment

can be generated and output can be increased by utilizing the
existing capital stock which has remained idle for most of the time.®

TABLE V

CAPITAL UTILIZATION AND FULL-CAPACITY CAPITAL-LABOUR
RATIOS IN SELECTED MANUFACTURING INDUSTRIES
OF BANGLADESH, 1968/69

Rate of Observed l

Capital Capital-labour | Full-capacity | (3) as
Sectors Utilization | Ratios ( <000’ | Capital-labour| % of (2)

(percent- taka per Ratios

ages) worker )

(¢)) @) 3 “)

Sugar 31.33 52.90 39.20 74.10
Edible oils 45,55 18.04 9.23 70.78
Tea 34.44 18.77 12.45 66.55
Cigarettes 60.00 22.71 17.78 78.29
Cotton textiles 98.44 15.48 15.31 98.90
Jute textiles 71.88 15.12 12.05 79.70
Rayon 100.00 100.70 100.70 ~ 100.00
Paper 74.44 177.67 152.77 85.99
Printing & publishing 84.66 8.28 5.46 64.02
Leather 31.55 10.84 6.94 64.02
Fertilizers 47.55 199,58 154.12 77.32
Matches 39.00 474 3.03 63.92
Cement 100.00 $0.06 80.06 100.00
Tron and steel 28.33 42.36 27.36 64.59
Shipbuilding $7.89 19.83 133,33 67.22

Source : Islam (1976).

201t should be pointed out that the full potential for employment expansion
induced by better utilization cannot be captured by the type of results we have
presented here. For, the employment-creating effect of multiple shifting in a
particular industry may not remain confined to that industry alone. For exam-
ple, a round-the-clock operation in metal working industry may result in a
higher demand for iron and steel and thus induce the basic metal industry to
atilize its idle capacity and thereby produce more and expand employment.
Hence, it seems that the employment implications of multiple shift-work can
be better shown in a more general input-output type framework,

p. .
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V. SUMMARY AND CONCLUSIONS

The Paper started by cxamining the performance of the manu-
facturing sector of Bangladesh in absorbing labour. A substantial
lag between the growth of output and that of employment was dis-
covered. Moreover, this lag is not confined to any particular industry
or group of industries. We discussed three possible means of capital-
labour substitution : (1) choice of the product-mix, (2) choice of
blueprint, and (3) variation in the rate of capital utilization. Of
these, the last two showed considerable potential for absorbing un-
employed labour in Bangladesh. The possibility of increasing employ-
ment through a change in product-mix, however, seems limited,
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Comments And Observations On
Some Aspects Of Manpower
Situation In Bangladesh

by
M. M. R. CHOWDHURY®

1. Development

The emerging concepts of need-oriented manpower development
and basic-needs oriented growth are exerting increasing influence on
and providing changing complexion to the strategies of development
of human resources and economic development within the framework
of over all socio-economic development. Manpower development
instead of being a pursuit for the free development of man according
to his natural inclination, implies that such development will produce
the quality and quantity’ of human resources required for the
economy’s growth. The emerging concept of growth has brought
the issue of human rasources development from the periphéry to the
centre of development planning, Skilled manpower are no more mere
“products™ of development, they are essential «factors” of develop-
ment activities.

II. Manpower for Development

The usual expectation from the human resources development
system is that it will produce the right quality and quantity of
human resources required for the growth of the economy and that
the economy will in fact make good use of these resources. But

*The author is the Chief of Manpower Section, Planning Commission,
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it may very well happen that the human resources development
system turns out the wrong-mix of manpower. This is exactly what
seems to be happening today in many countries, more commonly
in the developing ones. On the one hand, there is serious lack
of activities towards precise determination of manpower requirements
by skills and categories, while on the other, the human resources
development system is falling far short of turning out the right
numbers and combinations of manpower needed for optimum deve-
lopment. As a result, while their economies suffer shortage of skills,
the employment market is burdened with too many generalists
looking for white collar employment. For correcting such imba-
lances, it is necessary to identify, at least approximately, the major
areas where the match between the manpower and the economy
is conspicuously poor, or is likely to be so in the future both in
terms of quantity and quality. What is thus identified can then
serve as a basis for planning the course of human resources deve-
lopment in order to enhance the future contribution of manpower to
national development.

III. Manpower Development in Bangladesh

In the light of the above observations, we will now examine the
process of human rasources development in Bangladesh., Manpower
development in Bangladesh has clearly moved along wrong paths.
No conscious attempts have been made so far to co-ordinate the
activities of haman resources development with manpower requirement
of the economy., The result has been a number of anomalies and
serious disjunction beiween the country’s manpower development
system and employment opportunities provided by the economy. This
can be discerned from the fact that while the economy is suffering
from the shortage of strategic skills, we have a vast cohort of
unemployed educated youngmen mainly looking for white collar
employment.

IV. The Problem of Educated Unemployment

In order to further elaborate this phenomenon of educated unemploy=
ment, we shall now use certain indicative estimates arrived at by
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a recent Planning Commission study in this regard. According to
this study about 449 of the educated job-seekers (defined as
matriculates and above) were unemployed at the eve of the First
Five Year Plan. O/ the total number of 1088 lakhs educated job
seekers, 4.21 lakhs were absorbed in occupations appropriate to
their educational background, 1.89 lakhs were inappropriately placed
and 4,78 lakhs were clearly unemployed. Out of this study entitled—
“Employment Market for the Educated in Bangladesh’” the following
detailed picture of surplus and deficit of various categories of
educated manpower emerge as bench-mark estimates as in June, 1973,
(Tables I and II)

TABLE I
SURPLUS CATEGORIES OF EDUCATED MANPOWER*
( As on 30th June 1973)

T The Balance
Number of Job- [ Number of Posts
Type l, seeking Degree | demanding this E’;;gﬂgﬂ;’émf
'I Holders Qualifications Placement
Generalists 9,60,330 3,04,608 6,55,722
2. Master’s degree holders ,
in Humanities 6,441 3,919 2,522
8. Master’s desree holders
in Social Sciences 7,703 3,145 4,558
4. Master’s degree holders
in Economic Sciences 6,360 4,459 1,901
5. Miscellaneous other
professionals 6,275 3,801 2,474
Total 9,87,109 3,19,932 6,67,177

*The actual volume of unemployment is, however, not that big as shown in
the above table because, as under-qualified and imperfect substitutes, they are
absorbed in occupations for which persons with the requisite qualifications
are short of the demanded number.
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TABLE U

DEFICIT CATEGORIES OF EDUCATED MANPOWER*
( As on 30th Junme, 1973) '

‘Number of Job- | Number of Posts The Balance
Type seeking Degree| demanding this Unemployment/
| Holders Qualification - - g;:ggropnate
| ment
1. Masters’ degree holders
in Natural Sciences 6,492 6,096 + 396
9. PBaogineering Graduates 4,456 4 887 — 431
3. Engineering
Technicians 11,182 11,416 - 234
4. Post-Graduate Medical
Specialists 263 304 — 41
5, Mid-level Doctors 4,640 4,881 — 241
. Medical Technicians 5,655 70,617 — 4,962
7. Agricultural
Professional 8,569 4,897 — 1,828
8. Trained Teaching
Professionals 3,897 243,214 —1,79,317
9. Fibre Technologists 871 4,134 — 3,263
Total 1,01,025 2,90,446 — 1,890,421

#Master’'s Degree holders in Natural Sciences, inspite of a positive balance
were listed in the deficit table, This is because much more than 896 Natural
Scientists are employedin (2) bureaucracy where Master’s Degree in Natural
Science is not the prescribed qualification and in (b) Defence Science Organi-
sations and other military establishment.

V. Unemployment of the Educated

Some recent investigations have also brought out certain indications
regarding the employment market for the educated in the country
during the initial years of the First Five Year Plan. It appears
that although imbalance in the employment market for the educated
was widely talked about, educational expansion took place during
the period somewhat on the same traditional pattern and pace with
the result that interaction of demand for and supply of additional
educated manpower during the period created further imbalance
in the employment market and overall manpower situation appears
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to have registered deterioration as against the position in Jume,
1973. Expansions took place during the initial years of the Plan
without virtually any reference to their employment market in certain
types of education for which substantial surplus already existed upto
June, 1973. Since the number of additional jobs created for them
during the early years of the Plan was less than the number of
their outturn during the period overall surplus farther increased.
Indications regarding a second phenomenon is that, in certain
categories, in which deficit existed in June, 1973 the number of
additional outturn fell short of the number additionally demanded
during the initial years of the Plan and as 2 result the absolute
deficit further widened. Indications are there regarding yet a third
type of situation in respect of certain categories of educated
manpower where the deficit existing in June, 1973 were more than
offset during the early years of the Plan and the deficit turned into
an overall surplus. In respect of employment performance of the
economy during the initial years of the Plan, available indications
suggest that recovery of the post-war economy was initially slow due
to the combination of a number of economic factors and the various
sectors did not get sufficiently activised to generate sizeable additional
employment.

VI. Activities on the Education Front

On the education front, although specific indications were available
as to the imbalance of the education system in the context of the
employment market for the educated, no :worthwhile planned efforts
were made to bring about desirable structural changes in the educational
system in line with the economic requirements for education.
Towards correcting the imbalance, while no comprehensive attempts
were made to identify the nature and the major areas of the mis~
match, both in terms of quantity and quality, the available findings
of the actual studies ( Manpower Section’s Bench Mark Study on
the Employment Market for the Educated in Bangladesh as in June
1973, for exapmle) although supplies us with pieces of information can-
not serve as the basis for efforts for bringing about gradual changes in
the pattern of education. Such findings were neither debated and deli-
berated upon effectively in the concerned quarters mor amy positive

26—
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remedial action programmes are known to have emerged out of
them. The problems of educated unemployment, need for more
Vocational/Technical education as against general education for
solving the problems etc. were discussed in many a learned forums
but the question of the modus operandi as to exactly how itis fo
be solved with actual reference to the supply and demand
for various types of skills within the economy was never raised
with any degree of clarity with the result that the education system
expanded in an adhoc pattern and pace and the imbalnce persisted
and increased.

VIL. The Issue of Quality of Manpower

Planning an action programme oOn human resources development
is never complete without reference to the issue of quality. In Bangla-
desh, as in most countries of the Third World, the propsr balance
between quantity and quality of manpower of all categories and levels
posed a serious problems as both could not be increased at the same
time. Qualitative deficiencies of the educated manpower created serious
dificulties in the employment market in our case as well. This
takes us to various aspects of organised human resources development
efforts such as the questions of curriculum development, analysis
of course contents in relation to the job requirments, quality of
teaching/training, standard of teaching/training materials and perhaps
many other related ones, where there have been least systematic
efforts for methodical improvements. The issues are, however, all
dovetailed to the question of our capability of resource deployment,

It is becoming more and more evident that the use of means as
adopted in the past and practised at present would not meet the
needs of our human resources development. Clearly manpower develop-
ment system of the country must be remodelled so that its clientele
5ts well into the country’s socio-economic complex.

VIII. The Issue of Finance for Human Resources Development

As regards finance for human resources development, bringing about
improvement and changes in the system presupposes increasing expen-
diture as a basic premise. However, judicious distribution of funds

— e —
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on different components of human resources development is as
important as the size of total investment. This is probably more
important in countries like ours where resources are scarce in relation to
the needs and many alternative demands are competing with each other
for this resource stock. Undoubtedly, the human resources develop-
ment programmes, in the face of pressing problems such as food
deficits, needs for agricultural and industrial development, physical
infra-structural development, etc., could not be provided with adequate
funds. Attempts have, nevertheless been made to provide increasingly
larger funds in successive development plans and successive years
within the plans. I would venture to say that in respect of expenditure,
the managers of our human resources development system did not try
to achieve the best bargain. This had serious adverse effects on the
quality of our manpower, Financial constraints may not permit us to
expand allocations for human resources development to a very large
extent in the immediate future. As such our prime consideration for
quite sometime to come, will have to be how well the fund is spent.
The impact of prudent outlays may not show up immediately but if
adequate doses of resource flow to pre-set priority is assured in the
human resource development sector, the eventual cumulative effects
are bound to have far reaching impact on the quality of our
national life.

IX. Development Planning and Manpower Planning

Development is the outcome of effective usage of two types of
resources—man and material. In order to render material investments
worthwhile, it is necessary to synchronize human resources deve-
lopment planning with overall economic planning. And again, it
is necessary to do this on a regular and continuous basis to deal with
such important issues as manpower requirements for the implementa-
tion of planned investment programmes, output of the existing and
vlanned educational/training facilities, identification of gap between
supply of and demand for skills of various categories and levels, methods
of meeting the gaps and of avoiding bottlenecks and finally, organisa-
tion of a system of manpower budgeting in the context of the national
development committments.
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X. Manpower Development Planning and Research

Bangladesh at the moment does not have a proper manpower
planning machinery to objectly look into the various manpower issues.
Before the problems get further complicated it is time that serious
thoughts are given towards formation of a permanent manpower
planning machinery, There is need for a broad-based organisational
arrangement with the task of co-ordination of efforts by various organi-
sations and agencies, through assessment of the existing situation,
effective co-ordination with the national planning agency for formulation
of policies/strategies, functional co-ordination with various organisa-
tions/agencies inrespect of preparation of action programmes and finally,
co-ordination and liaison with various executing organisations/agencies
towards effective monitoring of implementation of various programmes.
Manpower planning is not a matter of one short assessment and policy
suggestions of ad-hoc nature ; it presupposes a fair amount of research
activities with an accent on continuity. It may be worthwhile to
consider whether a permanent Manpower Research Institute could
carry out continuous research on various , aspects of human resources
development to provide necessary information to the proposed National
Manpower Organisation and also the National Planning Agency.
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Capital Formation and Employment

Promotion : Some Observations
by
Mp. AsHrRAF UDDIN CHOWDHURY®

I. INTRODUCTION

Capital formation plays a vital role in the process of growth
and development, It performs the dual role of generating income and
providing employment. However, for many years, the role of capital
formation has been stressed for the growth objective without paying
much heed to the employment objective. Explicit consideration of
the employment objective has not been stressed because it was thought
that sufficient jobs would be created in the course of capital
formation and economic growth and in the final analysis the production
process would absorb all people willing to work so that there would
not be any unemployment [4]. This theory could not pass the test
of reality in a number of underdeveloped countries. Despite high
rate of growth of ouput, employment in many underdeveloped coun-
tries have grown slowly aggravating unemployment problem. Data
shows that in the developing countries the number of unemployed
rose from 166 million to 248 million and their share in the total
labour force went up from 24,7 to 29.5 per cent during the decade
from 1960 to 1970 [4].

In this paper we have tried to confront the above theory with
the facts of the manufacturing sector of Bangladesh. Numerous
issues of employment/unemployment are involved but we have limited
our study to the employment generating aspect of capital formation.
This question is of increasing interest because the nature of capital

* The author is an Associate Professor. Department of Economics, University
of Dacca.
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formation determines some basic parameters of the economy and
as such answers the important question of whether we are pursuing
a policy consistent with the resource endowment of the country.

II. THE DATA AND MEHODOLOGY

Three variables—output, capital and labour have been examined
in this study. Value-added concept has been used to represent
output. The unit is in thousand Takas. Man-years represent employ-
ment, This data contains some error because by definition the
labour force in assumed homogeneous which is hardly the case. Also
the data does not take into account the quality of the input. ¢Gross-
fixed capital-in-place” concept has been used to measure capital input.
It includes value of land and buildings, plants and machinary, furni-
ture and fixtures, transport equipments and other fixed assets. This
data also contsins some error because improvement of land, and
not value of land, is a part of capital. Also, the value of capital
used is the book value which underestimates the replacement cost.

We have calculated growth rates of these variables—output,
capital and employment. Growth rates have been calculated on
the basis of sample arithmetic mean of the annual growth rates.

III. EMPRICAL RESULTS AND THEIR INTERPRETATION

Results of our calculations are placed in Table I. This Table shows

that (a) Output is growing at a rate faster than the growth of capital
and labour and (b) Capital is growing at a fasier rate than labour.

TABLE I
GROWTH RATES OF OUTPUT, CAPITAL AND EMPLOYMENT, 1954-1965.

Growth Rates of

Industries Output Capital Labour
Food 41.07 28.05 14.93
Textile 17.31 14.81 13.37
Leather 31.54 26.24 22.65
Printing 8.61 —2.73 3.58
Chemical 31.33 2.37 28.44
Non-metallic minerals 26.09 16.95 15.27
Transport 39.20 69.64 19.55
Miscellaneous 26.16 5.51 —2.45
Total Manufacturing 19,60 1352 9.92

Source ; Calculated from the data of the Census of Manufacturing Industries,
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Our problem nowis to explain these results. The faster rate of
growth of output may be due to (i) economies of scale or (ii)
the combined effect of these two factors. It has been demonstrated
elsewhere [3 ] that the manufacturing production function is linear
and homogeneous. Therefore, the higher rate of growth of output
may be attributed to the technological progress. The question arises
as to the type of technological progress that may have taken place,
The Cobb-Douglas production function was estimated [ 2 ] introduciung a
trend coefficient. The value of the trend coefficient indicates that
there has been some shift of the production function in the Bangladesh
manufacturing. The value of the coefficient ranges from .08 to .22
in the different industries. If the shift of the production function
had been only neutral, then capital and labour would have grown
at the same rate. A relatively faster rate of growth of capital means
that, either there exists excess capacity in the industries, or there
has taken place technological change of capital intensive type or both.
Coming to the first item, there is considerable under utilisation of
various industries of Bangladesh [1 ], Underutilization of capacity
in industries is, therefore, a source of the slower growth rate of
employment. On the second question of non-neutral technological
change, a study with cross-section data indicates that capital intensive
techniques are being used in the Bangladesh manufacturing industries
[5]. But this does not imply that capital-intensity would be increasing.
If the level of excess capacity remains the same over time then building
up of identical capital-intensive machines would lead to the same
capital intensity. We need further investigation. Table II will throw
some light on this.

Growth rates of capital in relation to the growth rates of labour
show a rising trend imploying increase in capital-intensity. From
this observation alone we can not conclusively infer that capital
biased type of technological change is taking place unless we know
whether the degree of excess capacity is changing over time. But we
have no information on this. We did not pursue 2 rigorous inves-
tigation on this point because it is possible to form some intuitive
idea about the cause of increasing capital intensity. About ninety
per cent of the machinery and transport equipment of the Bangla-
desh manufacturing industries is imported from highly developed
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TABLE II
GROWTH RATES OF CAPITAL AND LABOUR
( Total Manufacturing Sector )
Viesr Growth Rates of Growth Rates of
Capital over time Labour over time
1956 10.5 9.84
1957 9.56 8.96
1958 37.69 18.53
1959 0.49 15.49
1960 18.77 8.81
1961 31.19 3.87
1962 35.51 —0.34
1963 25.88 0.13
1964 2.91 145
1965 0.80 —0.83
Average growth rate 18.52 9,92

Source : Calenlated from the data of the Census of Manufacturing Industries.

industrialised countries where capital-biased technological change
is taking place significantly [ 6 ]. This would lead one to suggest
that similar things are happening in Bangladesh too.

There is some illusion in the statistical findings of the techno-
logical change in the Bangladesh manufacturing. These technologies
do not represent the technical frontier of the economy. These are
a set of foreign techniques possessed by the economy through the
importation of machinery and equipment.

To sum up the analysis, there exists considerable excess capa-
city due to which employment is growing at a slower rate; capi-
tal intensive technology is being used and there has been techno-
logical change of both types—the net effect of which is also con-
tributing to the slow growth rate of employment,

IV. CONCLUSION

The findings we have are necessary for suggesting policy measures.
But these findings, as they are, are not sufficient to enmable us to
do so. Further investigation is required to bring out the forces

27—
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behind these factors. However, some general suggestions can be made
and this is briefly done in this section.

The possibility of stretching the existing capacities through greater
capacity utilization has to be explored. It is found that paucity of
foreign exchange, limited market, imbalance of machinery, failure
of power supply etc, are the general causes of underutilization of
capacity and these have to be removed [1]. The possibility of
multiple shift-work has also to be explored, Regarding the techno-
logical aspect, there should be a shift of preference in favour of
labour intensive technique. This is easier said than done. As domes-
tic saving is meagre and technological colonialism is at work,
for some time to come Bangladesh has to depend on imported capi-
tal through tied aid and loan. What we stress is that we must have
to have our own alternatives, To achieve this, it is required to
review, adjust and supplement the indigeneous methods. In this
respect there is a tremendous task ahead for applied research.
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Approaches to The Problem of Rural
Unemployment

RusBIDAN IsLaM*

I. INTRODUCTION

A shift in the attitude towards the problem of rural employ-
ment and unemployment has already occurred. It is no longer
viewed as a part of the problem underlying the process of labour
supply to the modern industrial sector. [6, 9]. Attention is directed to
the fact that in the rural sector of an underdeveloped country there
exists a large and growing section of people who are unable to
maintain an adequate level of living on the basis of the available
employment opportunities [ 14, 15]. This favourable shift in attitude
has led to the redefining of concepts of unemployment and refor-
mulating the methods of measuring the phenomenon [ 10, 11, 12,15 ].
But now it is time to change the attitude once again and to
become aware of the problems and inadequacies associated with such
measures and to try to locate the real problem of a heterogenous
group.

In this paper attempts will be made to investigate the inade-
quacies of the existing methods of measuring rural unemploy-
ment. Also, the point will be made that the structure of the labour
market should be taken into account before the measures of
unemployment are applied. In this paper, the information and data
obtained from the study of a village in Barisal, namely Char Shamraj,
will be extensively used to illustrate the nature of the problems,

*The author is a Lecturer, Department of Economics, Jahangirnagar University
and a Research Associate, Village Study Group.
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[l. THE MEASURES OF UNEMPLOYMENT

To measure rural unemployment, census methods are rejected due
to their extreme simplistic approach to the issue, Just the fact whether
one seeks a job ( Willingness criterion ) or whether he is gainfully
employed for so many days a year (time criterion ) is not enough
to ensure listing of all unemployed when the presence of disguised
unemployment or under-employment is recognised. In view of the
existence of such problems, different measures have been suggested to
estimate rural unemployment. The following measures are examined
here :

Surplus labour approach
. Productivity approach
Recognition approach
Income approach
Income—time combination.

o oo oo

Surplus Labour!

This is measured as the difference between the total labour supply
and the total labour that is required or can be utilized at the given
level of technology and efficiency.

Problems arise in the estimation of each side. To estimate
the supply what participation rate and intensity of work is to be
assumed for a given labour force? At the demand side what are
the sectors to be included ? What level of efficiency is to be
assumed ? Usually the surplus is estimated for agricultural sector
only at the existing level of efficiency. Such measure can help to
show the amount of surplus labour that can be drawn from agri-
culture and not the absolute level of rural unemployment that has
to be removed. Also, this approach can be used to estimate the
increase in labour absorption resulting from any change in tech-
nology by calculating the surplus labour at the two levels of effi-

ciency [ 13 1.

iActually this term is a bit misleading, since all the measures aim at esti-
mating the surplus labour. Conventional literature uses this term. So it
is kept unaltered here. A more appropriate term would be demand-supply

approach.
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Productivity Approach

Disguised unemployment is looked at as a situation where labou-
Ters are working with a marginal product of zero, or in other ver-
sion some of the workers can be withdrawn without affecting the
total output [5,7,10]. But it has been pointed out recently [10]
that zero marginal product is neither necessary nor sufficient for
the existence of surplus labour. In view of the disutility associa-

ted with work, what is necessary is the constancy of MRS? between
income and work.

Direct estimation of disguised unemployment by observing the
effect of withdrawal of some labour is almost impossible. So it is
tested with the help of a suitable model, whether workers are enga-
ged even after their marginal product is equated to zero ( Sen has
cast doubts on this approach ). The problem of choosing the appro-
priate production function and the harsh criticism against such neo-
classical frame remains, Also, such measures may not help in policy
formulations, since unless the reasons for the works haring is known,
(this may be done by applying some other criterion as will be
discussed ) it is not possiple to ascertain how or whether they can
be removed. Moreover the factr emains that, to measure the extent
of unemployment, in addition to the disguised unemployment, the
amount of open unemployment has to be added.

Recognition Criterion

This may help to identify the cases when a disguised unemployed
person needs to be provided with job.' ‘Unemployment is a state
of being without fruitful work and the perception of fruitfulness of
work is, to a large extent, a result of social conditioning’. So, as
regards policy formulation, Sen’s [ 10] criterion regarding whether a

person recognises himself as unemployed or not is useful, in addition
to the marginal productivity criterion,

Income Approach

To some people unemployment is not a problem in itself, but
is viewed as a problem, when it results in poverty and low incomes

3Marginal Rate of Substitution.
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So a measure of unemployment is suggested in terms of income.
Persons unable to earn an income above the proverty line are cate-
gorised as unemployed [3]. (Of course, the problem of identifying
poverty level which depends not only on income but also on size
of family remains). Poverty, obviously being a problem of great con-
cern, should not be identified with unemployment. Unemployment,
as one of the causes of poverty deserves duc attention but poverty
is a function of other factors like technology, productivity, owner-
ship of means of production etc. as well. But this approach may
be a good first approximation of the area where the unemployed
persons abound. But as we can easily conceive, the persons above
this poverty line may also seek more work and recognize himself as
unemployed. It may not be possible to overlook these unemployed
above poverty line, since there may be a threat of social unrest.
Measurement of unemployment by below poverty level income has
obvious policy implication. It suggests how the present income
distribution may be changed through the provision of more jobs to
the unemployed. Evenin this aim this measure falls short, if the
below poverty level persons do not view themselves as unemployed,
and work for the whole year in a low productivity job yielding a
a low income, Counting them as unemployed and providing them with
job will not help.

Combination Criterion

Sometimes a combination of a time criterion and income criterion
is used to suggest a measure of unemployment [3]. Accordingly, one
is unemployed if he either works less than so many days or works
more than the days thus suggested but earns an income below poverty
level, But this definition is useless even to suggest employment provi-
sion as a redistributing mechanism, since there is no room to increase
their working days.

Thus nome of these approaches are adequate to measure the
extent of rural unemployment, though each may help in a specific
situation.
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III. MEASURES OF UNEMPLOYMENT AND STRUCTURE
OF THE LABOUR FORCE

So far we have criticized the different measurements on gro-
unds of consistency, usefulness and practicability. Here, we pro-
pose to bring out certain structural characteristics of our labour
market which render the application of the above methods more
unsatisfactory and indicates that viewing problems like unemploy-
ment in this given structure and in aggregate terms which assume a
homogenous labour force, should be looked at with suspicion. The
real issue is not onme of magnitude, but of the nature or character
of the problem.

Two basic structural factor that we want to consider here
are seasonality and modes of Iabour employment. The data of village
Char Shamraj will be used to illustrate them.

Seasonality

Seasonality in demand for labour is a prominent characteristic
of agricultural employment in Bangladesh. This is also revealed by
village Char Shamraj data.

In the surplus labour method a simple co-efficient of total
labour required per acre is used. But it is obvious that one man-
day applied in the slack season isnot a substitute for one man-day
in peak season. This fact is responsible for the two answers to
the same problem, 34.49 rural unemployment on the aggregate but
—19% at the peak season [8]. Therefore to retain the useful-
ness of the surplus measurement approach, it has to be extended
using the labour requirement index for each month and calculating the
surplus seperately.

In Char Shamraj the number of working persons is 272. If
we assume a 25 day man-month, then 6590 mandays can be
worked in a month. From a look at Table I we find that, during
‘Ashar® maximum days are worked—6692 ( more than 25 days per
worker ). It may be pointed out that, the possibility of work-sha-
ring or low intensity of work is unlikely in this month, since on
the average 10 hours are worked daily, Otherwise a shorter day
would have been chosen. Taking this 6692 days to be the total
supply, unemployment over other months are calculated,
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Table T has taken all occupations into consideration. The situation
of seasonality will be much more worse if we consider agriculture
alone, Table II gives this picture,

TABLE 1
SEASONAL EMPLOYMENT PATTERN IN CHAR SHAMRAJ

Total Days not Worked !( Ashar davs
being maximum days that could be

Months T‘%‘?éﬂaaa’s worked )
| Days l 9% ( of 6692 days )

Baisakh* 5462 T 18.38
e o -
Sraban 6611 81 1.21
Bhadra 4785 1907 2849
Agrahyan 6256 1433 6.54
Poush 5769 923 13.79
Magh 5799 8938 13 34
Falgun 4774 2018 43,60
Chaitra 4200 2492 37.23

* Baisakh = 16th April to 15th May approximately
Jaistha = 16th May to 15th Junme approximately etc.

TABLE II
SEASONALITY OF EMPLOYMENT OF AGRICULTURE
IN CHAR SHAMRAJ

Days not worked as a
percentage of total

Days worked (X Days not supply of a month
Months in Agriculture D Worked* i %
21 x 100
| -3
Baishak 1872 4701 71.52
Jaistha 2496 4077 62.03
Ashar 4804 1769 26.99
Sraban 4786 1787 27.19
Bhadra 2665 9908 59.45
Ashwin 526 6047 91.99
Kartik 3181 3392 5160
Agrahyan 4667 1906 28.99
Poush 3239 3334 50 72
Magh 2811 3762 57.23
Falgun 1791 4782 72.75
Chaitra 1243 5330 81.00

* Assuming a supply of 272 workers and 290 working days in a year, i.e.,
assuming total supply of 78830 mandays in 3 year, or 6573 mandays in
a month,

Source: Fieldwork by Village Study Group in Char shamraj in 1974,
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Thus if only agriculture is considered there is 269, unemployment
even at the peak season. Seasonality will be more pronounced if
we consider the fact that off-season mandays are not full-days, when
only small hours are worked. At this micro level, it has been possible
to collect monthly data on days worked : but this is not possible
at the aggregative level. At that level surplus measuring method can
be employed, for each month, once the exact nature of seasonality
is suggested by such micro studies.

These measurements suggest a need to overcome the seasonality
aspect of unemployment. The necessity of providing complementary
alternative occupation in the slack seasons emerges as a logical strategy.
Table III shows how alternative occupations work to offset the
seasonality in agriculture. Construction® and fishing are next in
importance to agriculture in terms of employment. Also, as seen
from the table the peaks of working days in these two activities
coincide with the two slack periods of agriculture, This suggests
the suitability of these, as alternative sources of employment. Indeed,
suitably selected construction or irrigation projects through works
programme may help a lot,

Types of employment arrangements

The arrangements under which a person works, influence much
of his motivation, attitude to employment, income and occupation.
We may broadly classify the workers into three types on the basis
of arrangements in which they work :

(a) Self employed : this group includes the family members work-
ing in the family farm, sharing the family income and receiving no
wages.

(b) Purely wage labour : They work only for wage, given by the
employer.

(c) The third group consists of persons who are self employed
for a part of the year and work for wages during other times.

3Construction : Large number of people from this village work inthe cons-
truction of the coastal embankment,

28—
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Employment problem of these groups should be treated seperately.
We shall take up one by one.

Wage workers : They are employed on a daily basis at wages fixed
for the day. Such wages do vary with seasonal peaks and slacks
and with the hours worked. In the village we found a number of
workers employed as ‘permanent kamla’' employed for the whole year
or a season. But their number is small, and they are free to choose
a new contract (of course, unwritten) after the year or season.

For these daily labourers, we can compute the number of days
worked and the number of days unemployed from direct query. These
unemployed days may be viewed as available for alternative employ-
ment, Table IV shows the number of days worked by 62 wage labour-
ers of this village.

TABLE IV
DAYS WORKED BY WORKERS UNDER DIFFERENT ARRANGEMENTS

| Number o i
Days Worked Nuu;t::;l O‘;fe dse“ N“mlgﬁ‘;lf; Wage | both s elf{ éfcgi “?:gsedv?grl]%
01-50 2 2 1
51-100 3 2 2
101-150 9 4 10
151-200 19 11 18
201-250 22 11 30
251-300 12 17 29
301-360 30 15 23

Source : Fieldwork by Village Study Group in Char Shamraj in 1974.

It is seen that only 15 persons work more than 300 days. Accept-
ing the time criterion (of 290 days a year) as many as 44 out
of 62 (70.96%) persons have some labour time unutilized. 28.27%
of their total days are idle. If we take the whole labour force,
they work 238 days on the average and 77.95% of their time are
unutilized. In absolute terms, to employ the workers of this village
fully, 3324 mandays of more work needs to be provided. This deals
with wage wrorkers as a whole on the basis of time criterion.
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TABLE V
INCOME RECEIVED BY TYPES OF WORKERS

Tncome group | Number of self | Number of wage | Number of worker

4; employed labour | doing both type
1-699 2 1 2
700-1499 2 15 13
1500-2499 18 24 26
2500-3499 22 9 40
3500-4999 11 8 12
5000-6499 12 S 12
6500-9499 17 2 7
9500-12999 6 X 1
120004 7 X X

Source : Fieldwork by Village Studv Group in Char Shamraj in 1974.

TABLE VI
INCOME AND EMPLOYMENT POSITION OF TYPES OF WORRERS
S W S+W
Average Income 5125 2469 3249
Average days
worked 236 238 241

Source : Fieldwork by Village Study Group in Char Shamraj in 1974.

Now let us look at their income position. Table VI gives the
comparative income position of the three types of wokers. Table
VIII summarises the income and working days position of these
groups, and provides an easy basis of comparison. One striking
feature that comes out is the fact that even though the average
days worked are almost same, the average income received by the
self employed is more than twice that of wage workers. Table VI
shows that 18 workers who work 250-360 days, earn less than TK. 2500
per year. This shows that the problem of low income is not only
one of unemployment, but also of other factors, may be wage, etc.
Wage labouters however hard they work, even 360 days of the year,
are not able to pass the level of yearly income of 5000 Taka. The
three cases of wage labourers above this level arise due to our
methodology of combining the income of earners of a household
together. They are members of families which, have other sources
of income and other earning members. It should also be mentioned
that no wage labour, working less than 150 days (except one case
mentioned just now) get income above Tk. 2500 per year.
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This analysis may be summarized by saying that the wage
workers fall into two groups—one facing the problem of both low
income and less work, other facing the problem of income alone.
These problems cannot be subsumed within a single measure of
unemployed.

Self Employed

The concept of disguised unemployment was developed for this
group. The productivity measure gives a percentage which can be
shifted from agriculture, without affecting total output. But the fact
that they are self-employed, has the institutional implication, that
it may not be possible to attract them to other sector.

Among the self-employed persons, a survey conducted to apply
the recognition approach may identify the section which requires
attention in the sense of requiring employment.

Also, we can apply the income approach to identify the problem
group among the self employed, Then we have to investigate the
causes underlying the poverty of the below poverty level population.
This may be due to low productivity, in which case, large volume
of work will produce small output.

We shall do this exercise for our village. Number of self-employed
is 113, They enjoy varying levels of income and work for varying ranges
of the year. The distressed group is composed of two types of people.
The first type is found to work for most of the days in a year,
but since they are engaged in low productivity jobs, the income
generated is inadequate. They are engaged in occupations like petty
trading, processing activities like paddy processing, net weaving etc.
What is required for them is to increase their productivity in
present activities or to provide them with alternative high produc-
tivity jobs.

The other distressed group is characterized by low incomes result-
ing from non-involvement in any work., They are the group of invalid,
old and widows. They are unable to participate in any economic
activities. Widows at best work a few days, collecting abondoned
paddy or nara in the field. Others may be engaged in begging. Thus,
their problem, though identified by the income approach to rural
unemployment as one of unemployment, is not exactly so. It is a
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problem of low or zero participation rate. So this group should be
helped through employment policy. Some other measure have to be
found. Table VIII shows that three persons in this group receive
less than 700 taka per year.

The third group works, on the average, greater number of days than
the other two groups and enjoys an average income less than the
self-employed group, but more than wage-labour group (Tables V & VI ).
This group should have been sub-divided to two groups—those whose
major part of employment is supplied by other employers and those
whose major work is self-supplied. This may make a lot of difference
about the causes of their unemployment and/or low income. At this
moment, lack of information on these aspects, does not allow us to
carry on our analysis further.

IV. SUMMARY AND CONCLUSIONS

Each method of measuring unemployment has its inadequacies.
We should be alert in recognizing them while using any of such
measures. Each method is suitable under special circumstances and
for special purposes and the measures should be properly selected
to serve the purpose.

The methods of measuring unemployment are not mutually exclu-
sive and absolute—they are rather complementary to one another—
more than one can be used simultaneously to give an appropriate
measure.

The measures of unemployment are not independent of the structure
of the labour market. The methods should not be applied as aggre-
gative numerical measures of unemployment which is a resultant of
different type of reasons among different groups. These measures
should be applied to different groups seperately, so that they throw
light on the causes of the problem. The structure of the labour
market has great significance and the numerical measures of unemploy-
ment should not overshadow this importance.

We did not give any policy recommendations, but the discussion,
in appropriate places has thrown light on the policy implication,
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Effects of Devaluation on Bangladesh
Trade Balance: An Empirical Study
by

A. R. BHUYAN
M. K. CBOowDHURY

1. INTRODUCTION

Exchange rate adjustment has traditionally been looked upon as
a last resort to remedy a country’s adverse balance of payments.
It has been fashionable to regard a country’s currency as overvalued
in the foreign exchange market whenever it experiences chronic balance
of payments difficulties. Devaluation is then regarded as the quickest
way to improve trade balance by making exports cheaper and imports

.more expensive. The textbook example that a 209, devaluation of

a country’s currency is equivalent to a 209, duty on its imports
and an equivalent rate of subsidy on its exports [8] is the main consi-
deration that guides the policy-makers. Ignoring the conditions under
which alone devaluation of a country’s currency is justified (e. g.,
(i) export and import price elasticities should roughly add up to
unity 3 (ii) the import and export volumes should, to start with, be
of the same magnitude; (iii) export supply should be reasonably
elastic) [7], the principle is almost mechanically applied to all under-
developed countries. Whether there are better alternatives to devalua-
tion available to remove balance of payments deficits or whether deva -

luation will. neoessanly be beneficial to the overall economy receives
scant attenti

Bangladesh was suffering from acute balance of payments difficulties
since 1972. "This was read as an indication that her currency was
seriously over-valued, The situation demanded an urgent adjustment

*Dr. Bhuyan is_an Associate Professor, Department of Economics, University

- of Dacca. Dr. Chowdhury is a Professor, Department of Economics, and

Chairman, Bureau of Economic Research, University of Dacca.
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of the exchange rate downward. In particular, the devaluation of
the Taka was vigorously urged upon by the World Bank and the
IMF which considered the overvaluation of the Taka as the main factor
responsible for Bangladesh’s economic ills,) Consequently on May 17,
1975, the Government devalued the Taka by about 379, from Faka 18.9

to Taka 30.0 to the pourd. In this paper it is intended to examine the
impact of this devaluation primarily on the country’s trade balance.

The plan of the paper is as follows : Section I outlines the problem
of balance of trade deficits experienced by Bangladesh since her
inception. In Section II import trends are discussed and by using
empirical evidence we examine if devaluation would be effective in
reducing the volume of imports, Section IIT analyses the possible
effects of devaluation on the country’s exports. Some other effects
of devaluation such as those on domestic price structure and res-
ource allocation are presented in Section IV. This is followed by
a summary and main conclusions of the study. Itis worth mentioning
however, that it takes time before the full effects on exchange rate
adjustment work their way through the economy, for while import
payments are immediately recorded at the new higher price, exports
take time to flow out. In fact, the time that elapsed after the
devaluation of the Taka is too short for its effects to have been
fully reflected in the post-devaluation export and import figures. Our
analysis may therefore be considered as only a rough indication of

the direction of changes rather than the exact magnitude of the
effects of the devaluation.

II. BALANCE OF TRADE
As seen in Table I, Bangladesh’s performance in the foreign sector
presents a distressingly gloomy picture. While exports since 1072/73
remained more or less stagnant around 3 billion taka, her imports
increased from 5.41 billion taka in 1972/73 to 9.63 billion taka-in
1974/75. The balance of trade deficit rose from Taka 2.6 billion in
1972/73 to Taka 6.2 billion in 1974/75. This deficit accounts for about

a fifth of the country’s GDP. Nearly 80% of the trade deficit of
1973/74 and the whole of the deficit of 1974/75 was met by foreign
loans and grants. The nation’s imports rose by about 200 per cent
in course of the two years between 1972/73 and 1974/75 while its
exports fared no better than the pre-1971 level.

1See International Currency Review, Sept.-Oct., 1974,
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TABLE I

BANGLADESH'S TRADE BALANCE
(in millions of Takas )

Period l Imports under

erio Total Exports Cash and |Loans and Trade Balance
Barter Grants

1972/73 2856.03 3468.14 1949.11 —2561.22

1973/74 2521.45 3674.63 3712.56 —4865.74

1974/75 3423.31 3022.51 6610.46 —6209.66

1975/76 4806-30 - 6939.62 11785.44 —13918.66

Source : Bangladesh Bank, Import Payments, Annual 1975/76 ; Idem, Exporr
Receipts, Annual 1974/75 ; Monthly Bulletin, September 1976,

In order to evaluate the effectiveness of devaluation in reducing
the volume of imports it is necessary to understand the nature of
the major items of imports and then examine the responsiveness of
these imports to a rise in prices that devaluation leads to. The
break-down of imports into Bangladesh according to various commodity
categories in the pre and post-devaluation years is given in Table II.
Only imports under cash and barter are shown in the table. Imports
financed by loans and grants can be treated to be virtually independent
of prices and have therefore been excluded from our analysis,

TABLE II
IMPORTS INTO BANGLADESH UNDER SITC
CATEGORIES (% of total )*

Categories l 1972/73 , 1973/74 ’ 1974/75 | 1975/76
0+1. Food, Beverages 215 19.7 30.9 20,0
and Tobacco
2, Crude materials. 6.5 8.8 5.1 9.1
8. Fuel and Lubricants 4.7 18.8 25.3 31.5
4. Animal & Veg. oils 13 1.8 2.6 7.6
5. Chemicals 16.1 9.0 10.5 9.4
648. Manufactures 22.5 273 16.0 12.8
7. Machinery & Tr. Eq. 13.0 10.8 9.4 T
9. Commoditics 3.9 3.6 0.2 0.5
nnclassified. 150.0 100.0 100.0 To0.0°

* Totals may not agree due to rounding. Imports under cash and barter
only are taken into comsideration.
Source : Computed from Bangladesh Bank, Import Payments, Annual 1975/76,
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Table II shows that imports of basic necessities like food, fuel
and capital equipments constitute over three-fourths of Bangladesh's
total imports. The relative share of the different categories in
total import changed somewhat between 1973/74 and 1974/75 when
payments for the increased imports of food and the rise in fuel
costs had to be met by cutting down mainly the imports of consumption
manufactures and to some extent those of raw materials and capital
goods. This suggests that there is a preponderence of basic necessities
like food and develolopment imports in the total imports to

Bangladesh as has always been the case with most of the developing
countries.

III. EFFECT OF DEVALUATION ON IMPORTS

Having outlined the structure of imports of Bangladesh it is
worthwhile to present some empirical evidence on the behaviour of
its imports under various categories. As mentioned earlier, imports
into most of the less developed countries like Bangladesh are chara-
cterised by a heavy concentration on raw materials, semi-finished
products and capital goods (and of course on food if the country
has a shortage in its food supply). A priori considerations suggest
that demand for these types of imports is not very sensitive to
relative price change[5] Empirical evidence also strongly demons-
trates that import price elasticities for most under-developed countries
are well below unity [3;4]. In separate studies these authors have
found imports into Bangladesh generally insensitive to prices and
highly sensitive to income.

As for the important import categories of Bangladesh one of these
studies [3]has found price elasticities well below unity for all types
except manufactures as shown below :

Price

Categories Elasticities
SITC O+1. Food. Beverages and Tobacco —0.59
e 3. Fuels — 0.80

s W Capital Goods —0.75

L -

it

|
|
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All this suggest that devaluation may have very little or no effect
on the volume of Bangladesh’s imports. It is easy to realise that
not having any significant domestic production of capital goods, the
country cannot lower its imports without jeopardizing her development
efforts, Raw materials imports cannot be reduced either without aggras=
vating the problem of idle capacity in the domestic industries that are

TABLE III

IMPORTS INTO BANGLADESH ( Under Cash and Barter )
( in Million Takas )

~  SITC Categories | 1972/73 ] 197374 | 1974/75 | 1975/76
0. Food & Live Animals 981.84 671.13 904,29 1412.68
Cereals 883.29 609.90 806.79 1288.13
1. Beverages & Tobacco 112,28 50.56 19.54 41.61
2. Crude Materials 227.26 323.72 151.98 633.35
3. Mineral Fuels & Lubricants 163.76 684.11 758.29 2187.61
4. Animal & Vegetable Fats and oils  44.64 66.99 81.90 530.02
5. Chemicals 559.80 337.66 314.57 654.39
6. Manufactures classified by
materials 611.74 835.22 433,10 711.50
7. Machinery & Transport Bquipment 451,68 398.63 281.58 550.20
Mach. non-electrical 196.07 177.01 157.06 225.48
& electrical 80.20 63.33 68.61 70,85
Tr. Equipment 175.33 119.11 58.83 25392
8. Misc, Manufactures 178.24 123.09 52,63 183,45
8. Commodities & Transactions not
classified 136.90 193.54 24,69 34,88
Sub-Total : 8468.14 3674.63 3022.51 6939.62
Imports under Loans, Grants
and Credits : 1949.11 871255 6610.46 1178544
Grand Total : 5417.28  7387.19 9632.97 18725.06

Source: Bangladesh Bank, Import Payments, Annual 1975/76,

dependent upon imported inputs. Likewise, the import of foodgrains
is unlikely to be curtailed as long as the country continues to be
dependent on foodgrain supplies from outside. In fact, import
figures of the pre and post-devaluation period show a large increase

30—
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in Bangladesh’s imports after devaluation. As seen in Table III, 1975/76
i, e., the year immediately after devaluation, registers a 100 per
cent increase in imports over 1974/73, i.e., the year immediately
preceding the devaluation. This may lead one to conclude that
devaluation of Bangladesh Taka has definitely not been successfal
in improving the payments situation of the country.

Effects on Exports

Bangladesh’s exports are characterised by a heavy concentration
on afew items, As shown in Table IV, jute goods, raw jute, tea,
hides and skin, fish, shrimps and prawn, and leather account for
over 90% of the country’s total exports. Of these, jute goods and

TABLE IV

EXPORTS OF BANGLADESH BY MAJOR ITEMS
( Figures in parentheses indicate percentage of total )
( in Million Takas)

Ttems omse | 1e7ams | 19576 | TNone™

Jute Goods 1268.6 1884.8 2569.0 1424.7
(30.3) {55.0) (53.5)

Raw Jute 837.6 985.4 1242,0 719.7
(33.2) (28.8) {25.8)

Tea 98.2 204.0 2134 243.1
(3.8) (5.9 (4.4)

Leather 72.4 448 726 59.2
(2.9) (1.8) (1.5)

Fish 52.5 85.1 75.1 54,9
(2.1 (1.0) (1.6)

Shrimps & Prawn 89.4 31.6 100.0 1293
(1.6) 09 2.1

Petroleum Products — — — 112.2

All others 152.8 237.6 534.2 8975
(6.0) (6.9) (11.1)

Grand Total : 2521.5 34223 480€.3 31408
(100.0) (100.9) (100.9)

Sources : Bangladesh Bank, Export Receipts, Annual 1974/75; Bangladesh
Bank, Bn!!gﬂn, September 1976,
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raw jute alone account for three-fourths of the country’s total
export earnings. The stimulus provided by devaluation on exports
will vary from commodity to commodity depending upon a number
of factors, viz.. (i) the share of the country in world export of the
pariicular commodity, (ii) elasticity of foreign demand for the
exportables, (iii) elasticity of domestic supply of exportables, and also
(iv) the elasticity of export supply in rival exporting countries
when such export faces competition from the latter,

In order to examine the impact of devaluation, exports of Bangla-
desh may be classified into two broad groups., The first includes
those items in which Bangldesh is a major exporter. Included in
this category are raw jute and jute goods. The second includes all
other commodities in which Bangladesh is only a marginal exporter,
such astea, hides and skin, leather, fish, prawns and shrimps, news-
print and spices. In the first category, since bulk of the domsstic
production is meant for export, -elasticity of foreign demand for
these products will be the all-important factor in influencing export
earnings. The consideration of the elasticity of export supply becomes
important only when demand abroad is buoyant and calls for an
expanded supply of exportables. Based on this criterion, some
conclusions can be arrived at about the effects of devaluation 01 our
exports. In the case of raw jute, devaluation is unlikely to increase
Bangladesh’s exports to any appreciable degree. All available evidence
points to a very law price elasticity of demand for raw jute [3;6;11]
and hence devaluation is likely to reduce rather than increase
the export earnings from raw jute. Devaluation may however be
warranted as a defensive measure against the threats provided by
synthetic substitutes,

Jute goods, however, present a different picture in a number of
ways. Unlike raw jute, empirical findings point towards an apprecia-
bly higher price-elasticity of demand for jute goods, and in some
studies the magnitude of price elasticity was found to be considera bly
larger than unity [ 3; 6 ]. A cheapening of her export in terms of foreign
currency by devaluation is therefore expected to lead to a large
increase in export earnings. The main determinant of export earn-
ings in this case is then the elasticity of export supply. At present
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substantial excess capacity in the jute manufacturing industry is
known to exist? and subject to the larger domestic availabillity of raw
jute, supply of jute goods may be increased without much difficulty.

Devaluation is likely to influence Bangladesh’s export earnings
in another way. India has traditionally been a dominant supplier
of jute goods in world market and Bangladesh is only a new-comer
in this field. India has decidedly a cost advantage over Bangladesh
in view of her earlier start even though the latter has cheaper
supply of raw jute than India. Devaluation in such a situation will
certainly neutralise the cost disadvantage of Bangladesh vis-a-vis India,
and as long as her export prices are no higher than India’s she may
hope to capture as much of the world market as her production
capacity permits, As a rival producer and exporter, however, it is
possible that India may resort to a price-cut of her own to neutralize
the post-devaluation price-advantage enjoyed by Bangladesh. Such
an event is however unliksly in view of the fact that jute goods
conmsitutes the largest single source of India’s export earnings and
that because of the short-run inelasticity of demand for India’s jute
goods a price-cut will lead to a fall in her export earnings. It is
thus unlikely that Bangladesh’s attempt to increase her exports will
be frustrated by retaliatory action by India.

In respect of commodities under the second group in which Bangla-
desh is only a marginal exporter, she is not in a position to
affect world prices. Export prices in terms of foreiga currency are
beyond her control and in such cases the main determinant of the
export of a certain product is the availability of the export surplus,
provided of course that the domestic prices do not exceed the
world price. In view of Bangladesh’s small role in the world trade
foreign elasticity of demand is likely to be very high for all these
goods. Evenin respect of tea which is known to be a notoriously
low elasticity commodity Bangladesh has little to worry about
because in view of her insignificant position as a world supplier
she can sell as much as she wants provided that her export price as
well as the quality offered is competitive relative to India’s and Sri
Lanka’s.

2Sec Bangladesh Burean of Siatistics, Ecomomic Indicators of Bangladesh,
Vol, IV (2), February 1977.
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The main impediment to an expansion of this kind of exports is
nowever the relative inelasticity of domestic supply. In such a situation,
for devaluation to succeed in increasing export earnings it must
accompany a certain amount of reduction in domestic absorption of
exportables [ 1; 9]. Bangladesh’s supplies of this types of exportables
are supposedly inelastic and in the short run their exports may be
increased only if domestic consumption can be restrained. The
desirability of imposing such deliberate restraints may however be
questioned in view of the social implications that such action may
inyolve. In the long run, this type of availability constraint may
be removed depending upon the success of the agricultural develop-
ment programmes when production may respond favourably to price
incentive provided by devaluation.

As for the effects that devaluation of taka might have actually
had on Bangladesh’s exports it is very difficult to reach many
definitive conclusion. Export figures show that between 1974/75 and
1975/76 there was a 409, increase in export earnings. In terms of
foreign currency, however, export earnings have in fact gone down.
Information on export volume is not available, but available
statistics on domestic production in both agricultural and industrial
sectors suggest that theére has been little or no increase in domestic
production of major exportables?, Devaluation has thereforc not
been effective in generating the desired export surplus. The increase
in export earnings in home currency immediately after the devaluation
may be ascribed to a sudden rise in prices of these exportables rather
than by the inducement offered by devaluation.

Effect on Trade Balance

From the preceding discussion the total effect of devaluation on
the country’s trade balance from the side of both exports and
imports may be derived. As already shown in Table I, imports in
the post-devaluation year rose by about 1009 over the pre-devalu-
ation year, while exports rose by only 409 in the same period.
The value of imports having been much larger than thevalue of exports
at the time of devaluation, the deficit in the trade balance widened

3See Bangladesh Bureau of Statistics, ibid.
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considerably after the devaluation. Table I shows that trade deficit
in 1975/76 increased by more than 125 per cent in the year imme-
diately after the devaluation,

This worsening of the trade balance is also reflected in the move-
ment of the terms of trade accompanying the devaluation, Table V
presents the unit value indices of the country's imports aand exports
and the terms of trade between 1973/74 and 1975/76. It demon-
strates that export price indices registered a sharp aad uniform fall
in respect of all major items. Import price indices on the other
hand did not fall as much as the export price indices. Consequently,
the terms of trade moved against the country. This is not anything

TABLE V

UNIT VALUE INDICES OF IMPORTS AND EXPORTS AND TERMS
OF TRADE ( 1972/73=100)

l 1973/74 \ 1974/75 I 1975/76

A. Unit Value Indiczs of Imports :
Foodgrains 160.9 207.0 216.5
Edible oil 149.1 157.8 139.83
Petrolenm Products 2159 286.4 286.4
Ciude Petroleum 358.3 504.2 370.8
Raw Cotton 76.0 189.1 139.4
Cotton Yarn 178.6 258.9 3236
Fertilizer 161.5 $19.7 2108
Cement 204.5 340.9 213.6
Capital Goods 115.0 180.0 146.8
Others 197.5 23238 193.2
Weighted Average 156.9 2184 195.8

B. Unit Value Indices of Exports :
Raw Jute 104.7 124.7 1169
Jute Goods 101.0 128.4 95.%
Tea 1286 200.0 171.4
Others 122.2 158.9 132.1
Welghted Average 104.6 1329 108.7
C. Terms of Trade 66.7 61.7 555

Notes: The weights used are respective years®’ value in 1972/73 prices. The
data has been supplied by the Planning Commission and the IBRD,
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beyond expectation either4 But what is important is that for trade
balance to improve while the terms of trade deteriorates, the ratio
of export to import volume indices must improve. But in the case
of Bangladesh there is not even a scant evidence to substantiate this.

Devaluation and the Domestic Price Level

In examining the implications of devaluation for the domestic
price structure in Bangladesh we are confronted with some sort of
a paradox that is rather an uncommon phenomenon in the analysis
of all devaluations. The success of devaluation may be evaluated
by relating the changes in the domestic purchasing power of the
devalued currency to the rate of the currency depreciation. The
device is a very crude one and involves a comparison between the
actual change in the domestic price level and the rate of change
implied by the currency depreciation. An arithmetic illustration will
make the point clear. Before the devaluation the taka-sterling exchange
rate was 189 taka to the pound. Devaluation brought this rate
down to 30.0 taka to the pound. The devaluation, to use the Ploak-
Chang formula [10], implies a 59 per cent rise in the domestic price
of traded goods. Now, according to the Ploak-Chang criterion, if
after devaluation the domsstic price level rises by around 59 per
cent, the chances of success of the devaluationis nil, If the price
level does not rise at all, the chances of success of devaluation ig
absolute. A rise in price level to 30 per cent will imply an approxi-
mately 50 per cent chance of success of the devaluation.

Let us now see what comes up when this critertion is applied
to the case of Bangladesh. The consumer price index for the middle
class in Dacca and for industrial workers in Narayangonj, Chittagong
and Khulnais presented in Table VI. It shows half-yearly variations
in the cost-of-living indices between some pre and post-devaluation
periods. The table unambiguously demonstrates a declining trend in
the consumer price indices in all periods subsequent to the devaluation,

4Bconomists do generally agree that devaluation leads to a deterioration of
terms of trade. See Joan Robinson [12], Thomas Balogh [2], Sydney Alexander (1],
James Made [8].
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Information on wholesale price indices (obtained from the same source
as in Table VI) also evidences the same trend.

To what extent the declining trend of the prices have been related
to devaluation of the currency is difficult to say, however. The
most likely causes have undoubtedly been (1) a greater availability
of those goods which claim a disproportionatety large share of the
consumer total outlay (e, g., rice, wheat and other foodgrains) and (2)
a reduction in the level of aggregate excess demand. The first resulted
from better harvests and a greatly improved distribution and control
including an effective check on smuggling activities on the border.
The second was the effzct of the return to monetary and financial
discipline in the public sector following the imposition of Martial
Law in August 1975. The effect of devaluation on these indices can
therefore be said to be at best uncertain.

TABLE VI
CONSUMER PRICE INDEX (GENERAL): BASE 1969-70=100

Perfod Viddle Class i Industrial Worker

p Dacca | N.Ganj | Chittagong | Khulna

1974 : Jan-June 273.7 309.8 290.8 276.7
Jul-Dec 387.8 457.1 436.3 399.1

1975: Jan-June 428.1 480.9 4879 4233
Jul-Nec 893.9 402.9 393.8 870.7

1976 : Jan-June 866.3 $36.7 8414 3248
Jul-Dec 376.9 360.6 848.8 935.3

1977 ; January 873.1 850.0 333.7 831.6

Source : Bangzladesh Bureau of Statistics, Ecomomic Indicators of Bangladesh,
IV (2), Febroary 1977.

Effect on Resource Allocation

Before summarising the main findings of the study, a brief note
on the implications of devaluation for resource allocation will not
be out of context. In fact, thisis the most important potential benefit
that devaluation may bring to the economy. Our analysis has
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crystallised the fact that Bangladesh devaluation has not succeeded in
diminishing the internal demand for foreign curreney of which it has
almost an inelastic supply. Nor has devaluatioa succeeded in adding
to this supply by stimutating exports. But one clear advatage that can
be claimed for devaluation is its potential salutary effect on resource
allocation, The cheapening of the takain terms of foreign currency
may lead to a fuller utilization of usemployed resources—especially
of the imported machinery. Imported capital being more expensive,
existing equipment can now be expected to be more intensively worked
upon, It may also induce a reshuffling of productive factors between
import replacement and export industries io a manner that will increase
the size of the real national product.

IV. SUMMARY AND CONCLUSION

Bangladesh’s devaluation is thus seen to have not achieved the
degree of desired objective of improving the trade balaace that might
have been anticipated. Visibly, imports have increased because of a
very inelastic demand at home. Exports did not increase either,
partly because of inelastic foreign demand for our major exportables
and partly because of their inelastic export supply. Terms of trade
deteriorated for the country while there has been no evidence of impro-
vement in the ratio of the volume of exports to the volums of imports.

Devaluation has however potential advantages relating to resource
allocation. We however find it difficult to make a through eaquiry
in the matter in view of the very short time period that has passed
after devaluation.

One thing that emerges from our study is that the objective of achie-
ying a quick improvement in balance of payments does not seem to have
much applicability in the case of the primary producing countries like
Bangladesh, especially those whose (1) import demand is elastic with
respect to income, and inelastic with respect to price and (2) whose
export demand and supply are both inelastic with respect to price.
These particular features of our export and import sectors are the
resultant of structural rigidities in our economy which can bs loosened
only through developmsnt aloag th= route of large scale import substi-
tution on the basis of comparative cost advantage. This calls for

3l—
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an early development of maunufacturing industry in the country along
desirable lines alter the fundamental determinants of supply and demand
conditions at home.

]-o
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Capacity for Absorption of Foreign
Capital in Bangladesh
by

SHAMSUDDIN AHMAD®

The inflow of foreign capital plays a great role in financing
the investment [3, p. 38] and for that matter the ecolomic dzvslop-
ment of Bangladesh. Even after liberation in 1971 its importance
has not diminished. One of the important decisions whether Bangladesh
should borrow foreign capital depends upon her ability to absorb
foreign capital in productive .and efficient manner. In this paper

.we will show that the economy of Bangladesh has got very high

capacity for absorption of foreign capital due to supply of cooperant
factors associated with it,

In sectionI, the definition of absorption capacity and the method
of its measurement are discussed, Then in section II the capacity

for absorption of foreign capital by the economy of Bangladesh is
analyzed.

I. DEFINITION AND MEASUREMENT OF
ABSORPTION CAPACITY
The term ‘Absorption Capacity’ (AC) appears frequently in
current discussion on allocation of resources in different sectors of
a developing economy and on allocation of foreign aid to different
developing countries. It may refer to the total amount of capital
or the amount of foreign capital or the amount of foreign aid
(capital plus tachnical assistance) that a developing country can use

*The author isan Assistant Professor, Department of Economics, University
of Dacca.
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productively. The works of Leibenst=in [ 12, p. 178 ], Meier [ 15 p. 93 ],
Rodenstein Rodan [ 18, pp. 107-09 ], Meier [ 16, pp. 90-92 ], Benham
{5 pp. 115-17] on economic development and foreign aid are full
of reference to AC. They defined AC as the limit to the amount
of investment that can be made efficiently in the short-run. But
their definition does not clear up the concept, because they did not
say anything about ‘what should be the limit’, i. e., how one can
determine the limit corresponding to which AC is determined.

Although the literature on AC pertains to the view that there
is an absolute limit to the amount of capital that can bz used
efficiently, most of the economists explicitly or imp'icitly agree
that the measurement of AC should be related to the ‘productivity’
of capital. As Adler [ 1, p. 2 ]says “at the first glance this (i. e., AC)
is nothing other than Keynes's marginal efficiency of capital”. Thus
AC becomes a schedule relating an amount of capital to be inves-
ted to the expacted rate of return. But the expected rate of return
on capital for productive purposes will be low, as Meier [ 16, p.90]
pointed out, whea there are inadequate public overhead facilities,
administrative and organisational bottlenccks, deficient qualities of
entrepreneurship, shortages of complementary mnatural resources, scar-
cities of trainsd manpower, low gzozraphic aad occupational mobility
of labour and narrow localised markets. So Adler [ 1, p. 5] defined
«absorptive capacity as that amount of investment or that rate of
gross domestic investment expressed as proportioa of GNP, that can
be made at an acceptable rate of return with the supply of coopzrant
factors considered as given”. This acceptable rate of return is called
‘socially acceptable discount rate’ by Mason [ 17 ].

This definition of AC does not specify the acceptable rate of
return and does not distinguish between the rate of return on
domestic capital and foreign capital. There may exist two rates of
return—one for domestic capital and thes othsr for forsiga capital,
For the domestic capital the investment will be carried up to the
level at which the expected rate of return equals the cost of
borrowing i.e., the domestic rate of intersst. For ths inflow of
foreign capital it is necessary that the expected rate of return in
the capital-receiving country should be higher than the expzacted
rate of return in the capital-lending country. So the acceptable rate
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of return for foreign capital may be less than the acceptable rate
of return for the domestic capital. It should be noted that the
possibilities for increasing the supply of the cooperant factors which
will eventually increase the expected rate of return on foreign capital
in the capital receiving country may be an adequate reason for
accepting a lower rate of return initially.

How can one measurs the expscted rate of return on domestic
capital and on foreign capital ? Since the purpose of this note is
to measure the AC of the economy for foreign capital, we will

concentrate on measuring the expected rate of recturn on foreign
capital,

Ideally AC can be read off as a schedule relating the scale of
investment to the marginal rate of return [ 8, p. 250 |. But there are

some difficulties in measuring the marginal rate of return on foreign
capital :

i) The marginal unit of investment of foreign capital is difficult
to define without restoring to arbitrary conventions. Projects have
certain minimum size beyond which thess cannot bz dividsd and this
indivisibility appears at different timss in various parts of the economy.

il ) Many projects financed by foreign capital may be closely inter-
related through forward and backward linkagss and so it is not possible
to measure accurately the externalities of thz projects aad heace
the marginal rate of return may bs overestimated or underestimated.

iii ) If foreign capital finances education, health, etc. one cannot
have a direct and accurate estimate of the marginal rate of return
on foreign capital.

Therefore, one should use an alternative method of measuring
the marginal rate of return which avoids these difficulties, This
alternative method suggested is called Incremental Capital Income
Ratio (ICIR). ICIR as the measure of the marginal rate of return on
foreign capital may be defined as:

Amount of foreign capital received
G = Change in GNP between two successive periods

In defining ICIR in the context of foreign capital the full amouat
of foreign capital received in a particular time period is considered
as the marginal unit of investment. If foreign capital and foreign
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aid are considered in strict national accounting terms as supplemen-
ting domestic resources available for investment the limit of AC is
determined by infiow of foreign capital since it represents the marginal
amount of total capital [ I, pp. 24-25] in the economy. Thus ICOR
relates the marginal unit of investment (the full amount of foreign
capital ) to the change in Gross National Product (G. N. P. ) between
two successive periods.

ICIR thus calculated for the economy is not simply a measure of pro-
ductivity of foreign capital, it also expresses the relationship between
total foreign investment and total output, taking into account of
changes in the supply of other factors of production—labour skills,
technology, management, etc. associated with foreign capital. Thus
ICIR may be low for the projects with long gestation period and
long serviceable life but this does not necessarily imply that foreign
capital is less productive. A bias in either direction in ICIR may exist
depending on the short or long gestation period and serviceable
life of the projects but this implicit bias will tend to cancell out
at the aggregative level of analysis because the economy usually
has various projects with short as well as long gestation periods and
short as well as long productive lives.

II. CAPACITY FOR ABSORPTION OF FOREIGN CAPITAL
BY THE ECONOMY OF BANGLADESH

ICIR may be used to measure the rate of return on foreign
capital, and also the AC of the economy for foreign capital. Assuming
one year lag between the amount of foreign capital inflow and income,
the Incremental Capital Income Ratios (ICIR) are estimated for two
periods, 1960/61 to 1968/69 and 1973/74 to 1975/76. ICIR for the
period 1969/70 to 1972/73 are not available due to lack of data
regarding the amount of foreign capital disbursed and income. ICIR
are shown in Table I. As expected, ICIR reflect a high degree of
instability when annual data are used. Fluctuations in ICIR are reduced
when one uses three yearly moving averages [ Table II ] and their move-
ment appears more reasonable if five yearly moving averages [Table III ]
are used.
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TABLE I

BANGLADESH : INCREMENTAL CAPITAL INCOME RATIO

AND AVERAGE CAPITAL INCOME RATIO

247

ACIR

Period ICIR
1960/61 0.055 0.066
1961/62 0.439 0.069
1962/63 8.547 0.090
1963/64 1.987 0.083
1864/65 0,516 0.102
1965/66 0.632 0.114
1966/67 0.481 0.086
1967/68 0.260 0.096
1968/69 0.927 0.108
1973/74 1.636
1974/75 2.427
1975/76 8.727

Sources: 1) Net Capital-inflow (1959/60 — 1968/69) obtained from Alamgir

and Berlage, [ 3, Appendix. p. A-11, Table-4]

2) Capital Inflow (1371/72 —1973/74) obtained from Sratistical

$ 1 = Tk. 13.00 in 1972/73.

Year Book of Bangladesh 1975 [10, p.291] assuming US

8) G.N.P. (1959/60 — 1968/69 ) at constant market prices of 1959/60
obtained from Alamgir and Berlage [8, Appendix p. A-7,

Table-2 ]

4) G.N.P. (1972/73 — 1975/76 ) at constant market price of 1972/73
obtained from Sratistical Year Book of Bangladesh 1975 [10,

p. 292, Table 14.2].

5) Gross Fixed Investment

figures (1959/60 — 1968/69) at constant

market price of 1939/60 obtained from Alamgir and Berlage

[3, p. 27, Table-3].
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TAELE U

BANGLADESH : INCREMENTAL CAPITAL INCOME RATIO
( Three Yearly Moving Averages )

Period l ICIR
1960/61 — 1962/63 1.347
1061/62 — 1963/64 1.974
1962/63 — 1964/63 2.000
1963/64 — 1963/66 1.028
1964/65 — 1966/67 0.543
165/66 — 1967/68 0.458
1966/67 — 1968/69 0.556
1978/74 — 1975/76 2,597

TABLE III

BANGLADESH : INCREMENTAL CAPITAL INCOME RATIO
( Five Yearly Moving Averages)

Period ICIR
1960/61 — 1964/65 . 1.299
166162 — 1965/66 1.414
1962/63 — 1966/67 1.423
1963/64 — 1967/68 0.765
1964/65 — 1978/69 0.553

The five yearly moving average indicate that ICIR for foreign
capital is 1,299 for Second Five Year Plan ( 1950/61-1964/65 ) and 0.563
for Third Five Year Plan ( 1954/63-1958/69 ) whereas the Incremen-
tal Fixed Investment Income Ratio during the same plan periods
is 1,93 and 245 [3,p.29].

This comparison shows that ICIR for foreign capital is much lower
than incremental fixed investment income ratio i. e.. the foreign capital
is more productive in Bangladesh than the domestic capital and
hence AC of the economy for foreign capital is higher.

The high productivity of foreign capital may be due to the
cooperant factors such as skilled manpower from abroad, foreign
technology and management, imports of industrial raw materials, etc,
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associated with foreign capital. This high productivity may also be
due to the fact that Bangladesh supplements her domestic capital for-
mation through foreign capital and foreign assistance [ 1, p. 241,

In the agricultural sector usually the labour-intensive technique of
production is used ; foreign assistance is used to finance agricultural
inputs such as low-lift-pumps, tube wells, fertilizer, pesticides, etc.
- Thus foreign assistance in agricultural sector increases the agricultural
productivity which may contribute to the lower value for ICIR. More-
over, in the industrial sector growth was very rapid in the consump-
_ tion goods industries, which have short gestation - period. Although
*' investment and related goods industries have used capital-intensive
technology, the average capital output ratio for these industries is not
very high as expected. Akhlakur Rahman [ 4] found that average
capital output ratio for Metal Based Industries in East Pakistan was
0.85 and the average productivity of capital was 1.18[4, p. 10 ]. So
due to low capital-intensity of industrial sector and short-gestation
period of consumer goods industries, ICIR for foreign capital is
found to be below.

Let us now look into the trend of ICIR over time. From 1960/61,
ICIR has been increasing gradually, the peak being reached with
the start of the Third Five Year Plan period. After that there is
a decline in ICIR. This may be explained by the fact that after
initial period of large investment in infrastructure was OVer,
investment in other sectors become relatively more profitable implying
that a unit increase in G.N.P. could now be obtained through
significantly less investment than before. However, since the figures
of foreign capital disbursed and GNP for years 1969/70, 1970/71, are
not available, it is not possible to say whether this trend in ICIR
was maintained or not upto the occupation period of Pakistan Army
in Bangladesh. .

In Table I, Average Capital Income Ratios (ACIR) are shown.
These are estimates using gross fixed investment at constant prices of
1959/60 assuming one year lag. These ACIR show expected pattern
i. e,, ACIR are less than ICIR.

After liberation ICIR has been showing increasing trend and on
average, ICIR for foreign capital is 2,597 which is higher than that

32—
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of the Second Five Year Plan and much more than that of the Third
Five Year Plan, This high value for ICIR may be due to damage
of the infrastructure during the liberation struggle, low Ievel of
production in the industrial sector, low level of production in the
agricultural sector caused by floods, draughts and other natural
calamities. Due to low level of agricultural production, in 1972/73,
1973/74, 1974/75 about 299, 40%, and 349, respectively [10, pp. 289-91 ]
of the total foreign capital received in Bangladesh was food aid which
is unlikely to increase the productive capacity of the economy.

If the food aid is deducted from the total foreign capital disbur-
sed, the resulting ICIR (Table IV) are found to be lower than the ICIR
for the corresponding years when food aid isincluded. On average
such ICIR (excluding food aid) is 1.174.

TABLE IV

BANGLADESH : INCREMENTAL CAPITAL INCOME RATIO
( Excluding food aid from total foreign capital )

Period [ ICIR
1973-74 : 0.707
1974-75 1,022
1975-76 1.792

It is seen that ICIR after liberation period is greater than that
of the previous periods. Is the difference between the two ICIR
statistically significant ? Using Chow-test it is found that ICIR for
the period 1973/74-1975/76 is not significantly different from ICIR
for the period 1960/61-1968/69. Hence the productivity of foreign
capital is more or less the same for the two periods.

CONCLUSION

Although ICIR has upward trend from 1972/73 onward, it is
expected that ICIR will come down shortly. But this increasing
trend of ICIR leaves some warning for the policy makers. There is
divergence between the market price and shadow price of capital,
The market rate of interest does not reflect the scarcity value of
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foreign capital. Consequently the economy may embark on capital-
intensive technique of production in certain sectors. Moreover,
since capital is subsidised in the industrial sector, the investment
and other related goods industries are discouraged in comparison
with the production of consumer goods due to distortions created
by such subsidisation of capital [ 6, p. 303 ]. As a result, industrialization

of the country for self-sustained growth may not be successful in the
future.
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Some Aspects of the Tax Structure
in Bangladesh
by
Sapie ABMED®

I. INTRODUCTION

The design and implementation of an equitable and revenue
maximising system of taxation remains a serious problem in many
less-developed countries of the world. The problem seems to be more
acute in Bangladesh compared with a number of other less-developed
countries. While the need for accelerating development has resulted
in ever increasing government expenditure, the command over resources
through the taxation machinery has hardly been sufficient to meet
this requirement. Massive inflow of foreign loans, supplemented by
frequent resort to the printing press, have become the more impor-
tant sources of financing governments development expenditure.
Insufficiency of funds apart, there is much to be desired of our tax
structure in terms of equity and flexibility. In Bangladesh where the
extent of income inequality is quite serious, excessive dependence on
indirect taxes gives a feeling that the tax structure is inequitable,
Reduction of this dependence on indirect taxes and greater reliance
on taxes of personal income and wealth with a progressive rate structure
would cause marked improvement in the existing tax structure in
terms of revenue yield as well as equity.

The present paper secks to throw some light on the nature and
magnitude of the problem of taxation in Bangladesh. In Section IT

*The author is a staff Economist at the Bangladesh Institute of Development
Studies (BIDS), Dacca.
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a brief comparison of some features of our tax-structure with a
selected number of ‘developed’ and less-developed countrics will be
undertaken,” Section IIT will present some data on composition of
tax revenue in Bangladesh. In the last section 2 number of suggestion
pertaining to fiscal policy in Bangldesh will be made.

II. SOME ASPECTS OF TAX STRUCTURE OF
A NUMBER OF COUNTRIES'

Table I presents two aspects of the tax-structure of a few selected
countries including Bangladesh. These featurs are (i) direct taxes (Td)
as a proportion of total tax revenue (T), (i) total tax revenue as a
proportion of gross domestic product (GDP). These two features are
important indicators of the soundness of a tax system,

TABLE 1

SOME FEATURES OF THE TAX-STRUCTURE OF A
NUMBER OF SELECTED COUNTRIES

Country | i l Yea_rr]g Jr1i"uf'-:rage.- I Yaa_li}% ‘;\F;rage
Bangladesh 1973-76 0.1256 0.0485
(1975-77) 0.1391 0.0534
Brazil 1968-72 0.2567 0.1078
Burma 1967-71 0,4950 0.1311
India 1969-73 0.2208 0.0585
Indonesia 1970-74 0.4585 0.0851
Kenya 1968-73 0.4280 0.1365
Pakistan 1972-75 0.1628 0.0980
Canada 1969-73 0.6652 0.1508
Sweden 197075 0.4450 0.2185
US.A. 1970-75 0.6394 0.1839

iBangladesh data on revenue budget is obtained from (i) Demand for Grants and
Appropriations, Ministry of Finance, Bangladesh Government, various years, (ii)
Detailed Estimates of Revenue and Receipts, Ministry of Finance, Bangladesh
Government, various years. Data on GDP is obtained from Staristical Year
Book 1975, Bangladesh Bureau of Statistics. Data for other countries is colleeted
from Statistical Year Book 1974, United Nations.
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A highratio of direct taxes to total tax revenue is considered to
be a desirable property of the tax system because, (a) direct taxes
tend to be more progressive compared with indirect taxes and hence
are likely to be more eéquitable than indirect taxes, particularly in
countries with glaring income inequality, and (b) direct taxes tend
to have greater flexibility than indirect taxes in terms of revenue
yield. The ratio of tax revenue to GDP is an indicator of the
government’s performance in generating resources at its disposal
through the taxation machinery. The higher this ratio, the higher
the effectiveness of the tax-system in terms of revenue yield,

The most striking thing, as can be seen from Table I, is the fact
that in terms of both the indicators Bangladesh is at the most disad-
vantageous position. The ratio of direct taxes to total tax revenue
is about 13 per cent only in Bangladesh as compared with 67 per
cent in Canada, 50 per cent in Burma and 46 per cent in Indonesia.
The closest to Bangladesh situation is in Pakistan where the ratio
is 0.16. In terms of revenue yield, Sweden is at the top of the
table with an yield of about 29 per cent of GDP. Amongst the
less-developed countries Kenya shows the highest ratio of about 0.14,
compared with Bangladesh’s 5 per cent which is an important
achjevement,.

[I. CHARACTERISTICS OF THE BANGLADESH
TAXATION PROBLEM

Direct tax in Bangladesh is comprised of three types ; (i) personal
income and corporation income tax?, (ii) agricultural income tax
and (iii) land revenue. In Table II we have brought out the com-
position of total direct-tax revenue in terms of its three components.
Income and Corporation income tax on an average account for 85,78
per cent of the total direct-tax revenue in Bangladesh. Land revenue

2Though reported together corporation income tax is an insignificant component
of the total,
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TABLE 0
COMPOSITION OF DIRECT-TAX REVENUE IN BANGLADESH*
( Figures in Million Taka/current price)

Components 1972/73 1 lo78/74 | 197475 | 1975176 l Atf"‘
1. Income and 138.93 330.84 675,76 700.00 -

Corporation tax  (88.56) (85.44) (88.46) (86.67) (85.78)
2. Agricultural 1.93 1.88 097 1.50

Income tax (1.16) (0.34) (0.13) (0.18) (0.45)
3, Land Revenue 25,40 55.04 87.19 115.60

(15.28) (14.22) 14y (415 U870

# Bracketed terms represent percentage contribution.

accounts for an average of 13.77 per cent of total direct-tax revenue.
Agricultural income tax is clearly negligible (only 0.45 per cent).
direct taxes classified as (D

Table III presents composition of in
Custom’s duty, (if) Excise tax, (iii) Sales tax and (iv) Others. Customs
indirect taxes

duty occupies the most important position amongst
in respect of revenue yield. Oan an average it accounts for 42.9 per

cent of the total revenue from indirect - taxes. Excise tax comes next,

TABLE 1

COMPOSITION OF INDIRECT-TAX REVENUE IN BAN
( Figures in Million Taka/current price)

GLADESH*

| 107874 | 1974175 1975/76 [ A"’,‘?ﬁ“

Components l 1972/73
1. Customs 697.45 1186.97 1516.83  2602.50
(44.46) (46.12) (34.62) (46.38) (42.9)
2. Excise 549.60 817.16 150853 178000 —
(35.03) (81.76) (34.32) (81.72) (33.21)
3. Sales 213.86 434.00 618.79 1105.00 —
(13.63) 16.86) (14.12) (19.69) {16.08)
4, Others 107.87 135.22 742.33 124.00 —
(6.88) (5.26) (16.94) (2.21) (7.82)

» Bracketed terms represent percentage contribution,
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accounting for an average of 33.21 per ceant of total indirect-tax
revenue. The average yield from sales tax is 16.08 per cent of the
total.

The preponderance of indirect taxes can be brought out more
clearly by considering a number of select taxes (both direct and
indirect ) in terms of their percentage contribution to total tax
revenue. This is done in Table IV. Customs duty is the most important
source of tax reveaue in Bangladesh with an average contribution
of 37.56 per cent of the total tax revenue. Excise tax stands second
in respect of revenue yield accounting, on an average, for 29.05 per
cent of the total tax revenus of the country. The average revenue
yield of sales tax is 14.05 per cent, while income tax accounts for

TABLE 1V
SELECT TAXES AS A PERCENTAGE OF TOTAL TAX REVENUE
Components 1972/73 l 1973/74 1974/75 1975/76 ’ Average
1. Customs 40.20 40.09 i 29.48 40.48 37.56
2. Excise 31,68 27.60 29.22 27.69 29.05
8, BSales 12.32 14.66 12.03 17.19 14.05
4. Income 8.01 11.17 14.85 12.71 11.68
5. Land Revenue 1.46 1.86 1,69 1.79 1.70

only 11.68 per cent of the total. Contribution of land revenue to the
total is only 1.7 per cent,

The results presented above are rather disturbing. In Bangladesh
while the average contribution of agriculture to GDP is 62.62 per
cent, its direct contibution to total tax revenue is about 2 per cent
only. The reason for this state of affair is admirably summed up
by Nicholas Kaldor®. “The general tendency in most under developed
countries is to throw a disproportionate share of the burden of
taxation on the market sector, and an insufficient amount on subsistence
agriculture, The reasons for this are partly administrative and partly
political : taxes levied on the agricultural community are far more

3#Taxation for Economic Development” in Ecomomic Development in Africa,
edited by E.F. Jacksen, Basil Blackwed, Oxford, 1962, p. 139,

33—
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difficult to assess and collect, and are socially and politically unpopular
" because they appear unjust; the people in the subsistence sector
are, individually, so much poorer than the people in the market
sector, Yet ......... it is the taxation of the agricultural sector that
has a vital role to play in accelerating economic development™.

Additional insights on the problem of taxation in Bangladesh can
be obtained if we give some attention to the expenditure side of
the government’s budget, In Table V government expenditure on
the revenue account is placed against revenue earnings. The table
shows that there is a surplus in the revenue budget for all the

TABLE V

BANGLADESH GOVERNMENT REVENUE BUDGET (SUMMARY)
( in Million Taka/current price )

Account l 1972/73 1973/74 1974(75 1975/76 (R*)
Income 22%5.29 3920.28 6840.66 8626.49
Expenditure 2067.89 3462.05 5655.10 6835.99
Surplus 167.40 © 458.23 1185.56 1790.50

*R = Revised estimate.

years. This is also reflected by the income elasticity of government
revenue (1.12) which is greater than the income elasticity of
government expenditure on the current account (1.01). A surplus
on the revenue account, though very much desirable, is not, however, a

TABLE VI

DEFICIT FINANCE IN BANGLADESH
( Million Taka)

Ttem 1972-73 [ 1973-74 1974-75 1975-76
Net Borrowings 3327.8 3372.5 42767 4915.9
Deficit Finance 447 904.2 639.2

conclusive evidence that government’s fiscal problem is solved,
What is more important is whether this surplus mitigates the need
for deficit financing. Given our dependence on foreign loans and
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aids for financing economic development, it is at least essential that
enough surplus be generated in the government’s revenue account
so that resort to money printing ( govt. borrowing from Bangladesh
Bank ) is not necessary. Unfortunately, as Table VI shows, extent of
deficit financing, defined as net government borrowing from Bangla-
desh Bank, is not negligiblet.

IV. OBSERVATIONS PERTAINING TO FISCAL POLICY

The main defects of the taxation structure in Bangladesh, as
discussed above, are the following :

(1) Insufficient revenue yield.
(2) Excessive dependence on indirect taxes.

(3) Negligible direct contribution of the agricultural
sector to tax revenue,

(4) Poor performance of income tax.

Solution of these problems, admittedly, is not an easy task. The
direction in which fiscal policy has to be geared up, though, is clear.
Note also that, the features being interrelated, the basic task is
to increase the dependence on direct taxes with progressive rate
structure.

Direct taxation of agricultural sector normally takes two forms :
land tax and tax on agricultural income. Land tax has a number
of important advantages over agricultural income tax. First, being
assessed on land it has no disincentive effect in terms of produc-
tion. Second, it is less easy to evade since land holding is a directly
observable phenomenon. Third, it discourages speculative investment
in agricultural land. And lastly, it would discourage concentration
of land ownership particularly if the rate structure is highly pro-
gressive, The problems with land revenue are (a) it may be regressive

4Figures reported inthis table are taken from the author’s, “A Note on the
Proximate Determinants of Money Supply in Bangladesh”, Bangladesh Develop-
ment Studies, Number 1, January 1977. Note also that the amount of deficit
financing would be considerably higher if we include government loans from
nationalised banks.
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and (b) since it is not related to actual output it would turn out to be
harsh in periods of crop failure or bad harvests. Of course, these
disadvantages can be overcome by (i) making land tax progressive,
providipg exemption to poor farmers and (ii) introducing 2 system of

deferred payments or tax relief in periods of agricultural crisis.

A number of suggestions for increasing the land revenue was made
by 1. M. D. Little® in the context of India’s Third Five Year Plan.
Those include :

(i) Introduction of a system of surcharges based on the existing
amount of land revenue collected.

(i) From the long term point of view, land revenue should be
made progressive according to the value of family holdings.

(iii) All holdings over which the *family’ ( carefully defined ) has
hereditary right be included in family holdings. Appropriate
legislative measures be undertaken so that persons involved
in bogus transactions run the risk of losing ownership rights.

(iv) The poorest farmers be exempt from the tax.

(v) The marginal tax rate be devised in such a way that large
holdings of land is discouraged but it is nevertheless possible
to make some profit even on the marginal holding.

There is a strong case for introducing an ‘urban tax’. Such a tax
would be levied on propertics which appreciate in value owing to the
process of urbanisation. The tax has the following merits (i) it would
bring into the jurisdiction of taxation system small and medium traders
and discriminating monopolistic professionals like doctors and lawyers,
who have accumulated properties but more often than not, are free
from payment of income taxes due to tax evasion practices aided by
administrative and legislative loopholes in the taxation system and (ii)
it would discourage speculative investments in real estates which is
a wide spread practice in many less developed countries including
Bangladesh. The rate structure should be progressive and exemptions
should be minimal,

sTax Policy and the Third Plan”, in Pricing and Fiscal Policies edited by
P. N. Rodenstein-Rodan, George Allen and Unwin Ltd.
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Contribution of income tax, depends in a large way upon reduction
of malpractices and other administrative flaws associated with the
taxation machinery. Corruption is a deep-rooted long term problem
and is a function of not only the social structure, of the law enforcing
authorities, but also of the incentive structure. Suggested remedies
include (i) simplification of tax laws, (ii) ensuring a minimum standard
of living to those responsible for tax assessment and collection, (iii)
severe penal measures for both parties involved in any illegal deals,
(iv) strict policing over the activities of tax assessors and collectors,
(v) a system of rechecking of tax assessment by another officer
different from the initial assessor and (vi) close observation over
asset accumulation (financial or real) of the tax officials.

The great merit of indirect taxes is that they are sasy to collect
and almost impossible to evade on the whole. The defect is that
they are generally regressive, This need not necessarily be so.
Progressive rate structure is also possible for indirect taxes. Pro-
gressivity in indirect taxes can be introduced through classification
of items as ‘luxuries’ and ¢necessities’ depending upon the income
elasticity of consumption of the items. Since luxuries count mostly
in the consumption bundle of the rich there is almostan univer-
sally accepted case for severely taxing luxury items. On the other
hand there is an equally strong case for eliminating taxes on
necessities such as kerosenme, coarse clothings, washing soaps etc.,
which matter more significantly in the consumption buadle of the
poor.

Inflation tax (deficit financing) is easy to collect, but apart
from the defects that it ‘has welfare costs’ and it is regressive,
it is also dangerous. The relative painlessness with which the
government can command resoureces at its disposal may make her
prone to fall back upon this convenient device at every opportune
instance. Miseries of hyper-infiation in numerous countries of
the world in the past should be a sufficient deterent in this regard.

Let us now recapitulate the discussion made in this concluding
section. We have suggested the following measures for solving the
problem of taxation in Bangladesh.
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(1) Generating more revenue from land tax.

(2) Introducing an ‘urban-tax’ with progressive rate structure.

(3) Improving the income tax administering machinery.

(4) Making indirect taxes progressive with exemption of necessity
items of consumption from taxation.

(5) Minimum reliance (if possible no reliance at all) on government
borrowing from the Bangladesh Bank.




Economic Cooperation Among
Third World Countries

by
M. S, MANDAL*

INTRODUCTION

Many developing countries have been experiencing unprecedented
economic problems since 1974. The most important of these problems
has been the balance of payment deficit, The year 1973 had been
a good one for the non-oil developing countries when their current
deficit declined to around $ 9 billion. The situation changed dramati-
cally in 1975 when the current account deficit of the non-oil develo-
ping countries amounted to the vicinity of § 39 billion. Approximately
one-third of this increase ($ 29.8 billion) has been attributed directly to
the increased cost of cil imports and roughly one-half of it to world-
wide recession and inflation owing largely to the effect of high
energy prices (E. R. Fried and C. L. Schultze, Higher Oil Prices
and the World Ecomomy, Brooking Institution, 1975). The $ 39 billion
current account deficit, however, understates the deterioration in the
trade accounts of developing countries, This is because these coun-
ries had to allow nearly 15 to 30 per cent reduction in development
imports leading to a 1.7 per cent decrease in the average growth
rate. An additional § 6-16 billion imports would have been necessary
in 1975 in order to attain the level of imports required to maintain
the growth rate of the early 1970’s. The trade deficit of oil-
importing countries amounted to about 3 per cent of their GNP in
1974 compared with 1.5 per cent in the late 1960,

*The author is a Professor and Chairman, Department of Economics, University
of Rajshahi,
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While industrial countries are sympathetic to "the needs of the
less developed countries, they are also concerned with recessionary
difficulties of their slack economics and dangers of renewed inflation.
Traditional donors feel that oil exporters were not sufficiently offsett-
ing the increased burden on developing countries ; and that many
developing nations, while demanding transfer of resources from
traditional donors are vocal in their support 10 oil consortium
policies.

Recently, there has been some resistance to the expansion of aid
from traditional sources on the ground that Governments of aid
receiving countries are not doing enough to promote their own
internal development, particularly for their poorer citizens. The
persistent issues are : increasing food production, reducing population
growth, increasing savings, promoting economic efficiency and removing
barriers to advancement of the poorer classes in the society. Future
aid thus incorporate more conditions for self-help such as land
reform and equitable distribution of income soO that aid can benefit
primarily poor people, not just poor nations.

It would appear from the foregoing discussion that the flow of
resources from developed countries is likely to be more conditional
and that cooperation and self-help must constitute the main force
behind the tremendous push required to keep stagnating economies
of the Third World moving towards progress.

Areas of Economic Cooperation

Now the question is: In what ways and to what extent can the
Third World Countries engage in economic cooperation for balanced
development of their economies. The question is closely related to
(i) terms-of-trade and earning stabilization, (ii) trade creation between
developed and developing countries, (iii) trade creation among deve-
loping countries of the Third World and (iv) flow of resources among
developing countries.

1. COOPERATIVE ACTION FOR TERMS-OF-TRADE AND
EXCHANGE-EARNING STABILIZATION
As regards the terms-of-trade and export-earning stabilization, the
issue is closely related to concentration of exports and fluctuation
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in export prices. Third World countries export mainly primary commo-
dities. On the other hand, most manufactured goods, especially capital
goods, have to be imported. This legacy of the colonial era has given
rise to excessive concentration of exports of the Third World countries
in a small number of primary products. Primary commodities account
for nearly 70%of the value of total exports of developing countries com-
pared with the corresponding figure of 259, for developed countries.
Half of the developing countries earn more than 509 of their total
earnings from a single commodity and three-quarters of them earn more
than 609 from one to three primary products. Given such concentra-
tion of exports and dependence upon primary products as principal
sources of exchange earning, the terms-of-trade and exchange earning
instability have imposed serious limitations upon economic progress in
Third World countries.

The problem of instability has already grown serions enough to
draw attention of several national and international agencies. The
Third World countries would do well to ensure that raw materials
are given the same importance as energy has managed to command.
It would be impossible to attain this objective without active
cooperation among the Third World countries.

II. COOPERATIVE ACTION FOR TRADE CREATION BETWEEN
DEVELOPED AND DEVELOPING COUNTRIES

Turning now to the problem of trade creation, one can hardly
lose sight of a declining share of the developing countries in the
volume of world trade. The share of these countries in the volume
of world trade declined over the decades between 1930 and 1970.
The developing countries accounted for about 32% of the world
exports in 1950 but only 17¢% in 1969, (IBRD-IDA-IFC, Trends in
Developing countries, Washington D. C. 1970). True, export earnings
of the developing countries increased by almost 1009, during the
period, but those of the industrial countries expanded to the extent
of 420% (ibid).

A wide variety of factors account for the declining share of the
developing countries in the volume of world trade. These factors
operate on the supply side as well as on the demand side. On the

34—
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supply side, most developing countries have a rather rigid and
inelastic production structure. As a result, the traditional instruments
of monetary-fiscal policy fail to bring about any significant supply
response to market incentives, On the other hand, the supply of most
commodities can be readily increased in the industrial countries.
For some commodities the supply response reflects basic resource
endowment — climate, land, water, forests and minerals, More generally,
however, the state of economic and technological development has
been the dominant force working for favourable supply elasticities in
the industrial countries, where high rates of investment in farms
and mines have resulted in a remarkable rise in productivity. As regards
exports of manufacture, the developing countries face immense diffi-
culties resulting from lack of knowledge of foreign markets, lack of
contact with foreign businessmen and lack of familiarity with quick-
changing tastes of foreign consumers. Inability to finance places
exporters of developing countries at serious disadvantage in competition
with exporters of developed countries. Banking institutions in European
and North American countries provide medium and long term credit
to exporters for periods extending from 3 to 5 years and covering 70
to 85 per cent of the value of exports. Governments also provide
guarantees to exporters against certain types of losses ( Inter-American
Development Bank, ‘“Financing of Exportsin Latin America” U. N.
document DED/62/70, Rev. 17 July 1962).

Economic and commercial policies also played a role in holding
down the commodity trade of the primary exporting regions. Notwith-
standing their high productivity, many of the primary producing acti-
vities in the industrial countries have been sustained behind protective
walls and by price support policies designed to keep incomes in the
agricultural and mining sectors more or less in lines with those in
other sectors. The resulting accumulation of surplus products was inst-
rumental in expanding the primary exports of the industrial countries.

On the demand side of the picture, three factors—income, taste and
technology—have tended to keep down the income elasticity of demand
for primary commodities, The per capita consumption of food in
some high income countries has been reacting negatively to increases
in income. The per capita consumption of cereals has already gone
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down in several industrial countries. Technological progress continued
to increase the efficiency of material use hence decrease the input-
output ratio for a number of commodities like wood, metals and
fuels. The chemical industry, which has been the most dominant since
the post-war period, continued to produce synthetic raw materials
that tended to replace many traditional commodities (shellac, leather,
tinseed oil, wood, metal fibre, etc.).

As regards the demand for manufactures, the major obstacles that
the exports of the developing countries have to face in the markets
of the developed countries are tariffs (including overvaluation of
imports for tariff purposes), quota restrictions, internal duties. etc.
The most striking disincentives to exports of manufactures from
developing to developed countries is to be found in the tariff structure
of the latter countries. All industrial countries maintain a clear
progression in their tariff rates according to the degree of processing.
The tariffi policy is thus detrimental to industrialization of the
developing countries.

It would appear from the foregoing discussion that trade creation
between developed and developing countries calls for national and
interantional measures. Such measures need to be broad enough to
cover the supply side as well as the demand side of the problem.
They are indistinguishable from those necessary to bring about changes
in the production and trade structures of developing couatries,
adjustment of supply to the demand, creation of national and multi-
national institutions dealing with market research and information and
export credit and credit insurance. It is also necessary for the
Third World countries to enter into effective negotiation with the
developed ones on issues relating to reduction of tariffs and removal
of restrictions on processed and semiprocessed exports from the former
to the latter,

III. COOPERATIVE ACTION FOR TRADE CREATION
AMONG DEVELOPING COUNTRIES

The foreign trade of developing countries in primary commodities
exhibits one paradoxical feature. On the one hand, their imports of
many important primary commodities ( cereals, sugar, cotton, rubber,
-aluminium, lead, zinc, etc. ) have increased more rapidly than those
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of the rest of the world, On the other, their imports of primary
commodities from one another have increased much less rapidly
than any other major trade flows. ( See United Nations, Commodity
Survey, and World Economic Survey). The significance of this fact is
heightened by the fact that the developing countries are important
suppliers of these important commeodities and they depend heavily upon
them for vital foreign exchange earnings.

The important question that naturally arises is : Why have not
developing countries drawn more of their primary commodity
requirements from among themselves ? The answer to this question
calls examination of forces that vary from country to country and
from commodity to commodity. All that can be done here is to
make a brief survey of the major factors that work through economic
and commercial policies of the developing countries.

The rapid rise in the demand for primary imports has been
more or less an outcome of the development process in the Third
World couniries, The development process has been associated with
population explosion and diversification of the production structure.
While population explosion increased the demand for food, the rise in
per capita income diversified the structure of demand. The programme
for diversification of the production structure involving expansion
and extension of manufacturing processes and application of industrial
techniques to the agricultural sector considerably raised the intake
of fuels and raw materials, And, with clectrification of towns and
villages and factories, the demand for energy increased more rapidly
than the demand for raw materials. The precarious balance of pay-
ments position of most Third World countries induced them to resort
to tariff, quantitative restriction and autarkic economic policy towards
agriculture as well as industry. Intensive efforts have been made to
maximize domestic production of fuel, food and raw materials and
to conserve scarce foreign exchange for development purposes. As
domestic supply failed to keep pace with the rise in demand, deve-
loping countries fell back on external supplies on the most favourable
possible terms. While these couatries sought to maximize their
convertible currency earnings from trade with developed countries,
they sought to conserve their precious foreign exchange through trade
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with centrally-planned economies on barter terms and through trade
with the developed countries. Thus there was an induced diversion of
trade from the developing countries to the developed and centrally-
planned economies,

The process of industrialization in the developing countries caused
a similar diversion of trade. Industrial development has generally
been related closely to the indigeneous resources base. However,
choices in many cases have been difficult and sometimes projects have
been selected without due consideration of overall import-content of
investment. Thus, especially in the early stages of industrialization,
cstablishment of almost every new factory automatically generated
demand for imported raw materials. The intake of new industries in
many instances has been available in the most convenient form—
standardized in some way —in industrial countries rather than in
developing ones. There is sometimes even a cost advantage in drawing
materials from industrial countries.

The commercial policies of developing countries have also been
responsible for reduced volume of trade among these countries. The
average tariff level of these countries far exceed those of developzd
ones, They also enforce quota, licensing, embargo, etc., much
more than the developed countries.

It follows from the foregoing discussion that trade creation among
developing countries will call for economic cooperation ina number
of areas ranging from development planning to commercial policies.
They should slow down development activities that is not consistent
with their resource endowments. Moreover, they must be prepared
to implement gradual dismantling of tariffs and removal of non-tariff
barriers for easy flow of trade among them. Formation of regional
trade groupings has been suggested as a means of enlarging the
markets for the industrial goods produced by the developing countries.
While such groupings would encourage flow of goods among develop-
ing countries, they would not directly and immediately affect the
demand for manufacture emanating from developed countries., However,
lov.:ering of costs and diversification of production made possible
through access to larger regional markets may in the long run create
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situations that will give rise to expanded trade among developing coun-
tries as well as between them and developed countries.

IV. FLOW OF RESOURCES AMONG
DEVELOPING COUNTRIES

Prior to 1973, the developing world was receiving a net transfer
of resources of about $10-12 billion per year. The financing of these
flows took place through (i) concessional aid flows (40%), non-
concessional borrowing (35%) and (iii) foreign investment and other
sources (25%). The World Bank estimated that some $ 12 billion
would be required annually to provide incremental finance for the
reduced target of 2.7 per cent per capita income growth in the Third
World countries.

As a group, the OPEC countries transferred resources equal to about
3 per cent of their GNP to the non-oil developing nations in 1974.
The amounts contributed to 13% of the total flows to these countries,
Capital flows from OPEC countries totalled about $ 30 billion in 1974
of which only $ 4.7 billion went to developing countries. The remainder
went mainly to investment in liquid and non-liquid assets in industrial
countries and to international institutious. OPEC countries committed
§ 8.6 billion (excluding IMF oil facility) for bilateral and multila-
teral assistance in 1974. A large part of the OPEC bilateral assisance
was received by Muslim countries and less than 10% by non-Muslim

ones.

CONCLUDING REMARKS

Although the developing nations as a whole grew atan average
rate of 5.6% per annum over the period 1971-74 the growth was un-
evenly distributed. The per capita GDP of countries with per capita
income below $ 200 (accouanting for two-thirds of the total developing
country population) declined at an average rate of 0.89, over the
period. On the other hand, the per capita GDP growth rate of
non-oil exporting countries with higher per capita incomes increased
at an average rate of 43 per cent per annum. A third group of
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of developing countries, namely the oil-exporting countries, experi-
enced a high (6.9 per cent) rate of growth over the period 1971-74.
The great disparity in per capita income and development perfor-
mance of the different groups of the Third World countries need
to be reduced through national efforts and international cooperation.
Regional groupings and multinational cooperation of developing coun-
tries can remove some of the barriers to industrial progress in the
Third World. The Third World is presently a political concept and the
combined power of this Third World should be judiciously used to
bear upon the economic objectives of the countries concerned.



An Overview of the Performance

of Nationalised Industries
1972/73 —1974/75

by
MuUZAFFER AHMAD*

In this paper we will limit ourselves to the performance of the
nationalised industries in order to place its performance in some pers-
pective and for our discussion of the problems faced by the nationa-
lised sector, The review looks at value added, capacity utilization,
sales and profitability of the nationalised industries in the post
nationalisation period and attempts a comparison of production
trends in this period to the pre-liberation position.

Value Added

It has been found that in 1973/74 all sectors except tanneries and
oil and gas recorded significant increase in value added. The downturn
in tanneries owed to serious organizational and operating problems.
The trend decidedly reflect the improved organization in most cases
following the problems of transition during 1972/73. Performance
trends were, however, constrained by shortage of external resources
in the first half of 1974 so that ambitious production targets set at
the beginning of the year could not in most cases be realised.

The trend for 1974/75 should have marked a continuous inprove-
ment over 1973/74. Setbacks in jute and fertilizer was, however,
there. In the case of jute the world recession severely cut into
sales leading to inventory accumulation and production cut. Financial

*professor, Institute of Business Administration, Dacca University,
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constraints further inhibited production and this was due to reduced
cash flow from the downturn in sales, a consequential increase in bank
liability and credit restriction by the banks.

In the case af BFCPC the critical variable constraining its perfor-
mance was the explosion in the Ghorasal Fertilizer Factery,

Even though tanneries improved its pecformance, it continued to
lag behind compared to 1972/73. All other sectors maintained the
upward trend in value added which manifested itself in 1973/74.

The relevant data about value added yearwise are available in
Table I,
TABLE 1

VALUE ADDED AT CONSTANT FACTOR COST AT 1972/73
PRICES FOR NATIONALISED INDUSTRIES

72/73 j 73/74 74/75

BJIC 6442 8140 7334

(120) (126) (114)

BTIC 3410 4067 5792

(100) (119) (170)

RSGMC 397 1818 2025

(100) (458) (510)

BSTMC 628 689 769

(100) (111) (123)

BESC 623 688 768

(100) (111 (123)

BMEDC 48 32 124

(100) (171) (253)

[ BPBRC 548 615 649
(100) (112) (118)

BFIDC 21 163 206

(100) (776) (931)

BFCPC 1288 1762 1048
(100) (137) (8D

| BFAIC 771 987 1135
f (100) (128) (147
BTC - 2 3

(100) (50) (75)

35—
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Capacity Utilisation

Relevant data on this topic are available in Table II, While most
of the listed industries showed an upward trend in capacity utili-
sation, over-all levels of capacity utilisation remained below their

TABLE 11

CAPACITY UTILISATION OF TARGET REALISATION OF SELECTED
PUBLIC ENTERPRISES IN MANUFACTURING

| | Capacity Utilisa- { Target Realisa-

Sector Unit Capacity | tion (%) tion (%)
| I'72/78 78]7% 7475 | 72]73 73]14 73]75

Jute mill.tons 7.2 61 68 61 82 82 1
Cotton

Yarn mill.Ibs 1342 59 68 74 74 95 91

Cloth mill.yds 1185 49 67 72 79 95 86
Sugar th, tons 169 11.4 522 58.8 &8 75 75
Steel
Ingot th. tons 250 27 30 30 65 59 58
Paper th, tons 98 49 51 58 63 8 8]
Cement th. tons 90/90/390 35 72 36 39 72 55
Edible oil ton 41.8/438/548 38 25 27 69 51 54
Fish mill.Ibs 125 23 25 40 113 79 148
Urea th, tons 446 61 62 15 96 98 20
Matches mill. gross 162 25 381 29 64 46 46
Hides & Skins  th. pieces 20592 11 16 10 46 o4 61
Shipbuilding ton steel 8000 50 57 81 58 100 118
Heavy Transport no 3000 4] 63 43 102 69 59
Wood Processing mill. sft. 1050 24 46 56 31 48 60

Source : Annual Reports, Annual Plans and Economic Surveys.

poteﬁtial. However, the record of improvement should not distract
our attention from the considerable scope for improved performance.

In jute and matches which recorded a downturn in capacity uti-
lisation and paper which recorded an increase, demand and ope-

rational constraints leave considerable scope for improvement. In
contreat, in steel, edible oil and heavy transport foreign exchange
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constraints led to under-utilisation and/or decline in capacity utili-
sation, In case of sugar while utilisation rose it could have risen
more but for problems constraining the delivery of canes to mills.
Cotton textiles, shipbuilding remained the only sectors where neither
demand nor supply remained a constraint in production, so that
improvements in capacity use remained impressive and continuous. In
case of cotton textile, however, both marketing and demand constra-
ints had began to have its impact by the beginning of 1975 when
inventories began to pile up.

Target realisation in capacity utilisation more accurately refiect
the performance record because targets presumably take demand,
supply, and other relevant constraints into account though we should
be cautious that this does not allow for under-fixation of targets
in order to conceal failure in operational performance. Shortfalls in
target realisation remain except for shipbuilding and textiles and
with one exceptional year, fish, which exceeded or approximated their
performance target. Urea could be added to this list but for the
explosion in the Ghorasal Plant which led to big shortfall in 1974/75.

Sugar, steel, cement, edible oil and heavy transport facing input
contraints consistently fell short of their targets implying perhaps
a degree of optimism at the year’s outset about the capacity of govern-
ment resources and for policies to meet their supply expectations.
Inspite of consistent improvement in the backdrop of heroic target
fixation in the case of wood processing, achievement of targets
always remained unrealised. For jute and paper, the level of shortage
appears to reflect their operational failure as their targets were,
considering everything, modest. Hides and skins had a misleadingly
good record in 1973/74 due to a pathetically low target but a more
appropriate target of 1974/75 remained unrealised for poor operational
record. The match sector’s problems appear to reflect gratuitious
optimism both about its demand and import environment rather than
any serious reflection on its operational capability.

Sales

Sales trends are available in Table III. All figures presented are
in terms of current price (hence concealing advantage of price change)
show that all sectors recorded consistent and in some case, such
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as for BFIDC and sugar, spectacular improvements in their revenue,
The increase in sales revenue, however, conceals the real trend in
sales of the product of accumulated inventories.

TABLE Il
INDEX OF PROFIT AND SALES VALUE OF NATIONALISED
INDUSTRIES
Profit Sales
72/78  73/74 7475 7218 73/74  74]75
BJIC (100) (117) (88) 100 108 156
BTIC 100 162.7 150.7 100 163 183
BSGMC (100) 104 124 100 178 555
BSTMC (100) 75 162 100 176 833
BPBC (100)  (98) (142) 100 147 203
BESC 100 546 594 100 181 198
BPCPC 100 422 (394) 100 230 243
BFAIC 100 462 198 100 170 227
BFIDC 100 564 927 100 744 1090
BTC (100)  (68) (22) 100 67 128

Profits

Figures related to profits are also presented in Table III. Here
we see that threc sectors, jute, paper and tanneries made consistent
losses, Their losses reflect their poor record of production and capacity
utilisation. However, again, apart from tanneries whose performance
was really poor the losses incurred by jute owe to the impact of
exogenous policy constraints : jute, because of the rising cost of raw
jute after liberation and paper because of the rise of cost of imported
inputs. Also artificially low external exchange rate prevented the
jute industry from deriving a market price for its exports while
domestic price controls on newsprint imposed similar constraints for
paper.

For the other sectors the improvement is more impressive; all
sectors showed a high and rising profitability. The ome exception
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to this trend is BFCPC which incurred considerable losses during
1974/75 for the explosion in the Ghorasal Plant. Textiles while
continuing to earn impressive profits in 1974/75, suffered an absolute
and relative decline in profits in that year compared to the last year
due to mounting inventories.

Sectors such as steel and sugar which had been chronic
losers, now moved into a much more profitable situation as did all
other sectors. However, in such corporations as Sugar, Textiles,
BFCPC, BESC and BFAIC much higher profits could have been
carned but for imposed price control for textiles, sugar, fertilisers,
soap, consumer durables, edible oils and flour products.

Production Performance in Perspective

We may conclude this section by looking at Table IV where we
present the real value of production in the nationalised sector in
relation to the pre-liberation performance. Such an exrercise is not
very meaningful because it is premised on the spurious notion that
any relevant conclusion can be drawn by comparing figures for

TABLE 1V
INDUSTRIAL PRODUCTION INDEX
Agency i 69/70 72/73 73/74 74/75
BJIC 125.4 100 112.1 99.5
BTIC 128.9 100 123.1 180.6
BPBC 189.8 100 106.0 106.0
BSTMC 79.4 100 108.8 111.7
BESC 89.9 110 187.7 200.9
BPCPC 62.3 100 123.3 76.0
BSGMC 489.3 100 462.9 515.7
BFAIC 125.9 100 105.5 550.0
BTC 1982.9 100 581.4 7843
BFIDC 82.3 100 294 370.5
Weighted Index 152.4 100 153.6 177.7

1969/70 with those for the post-liberation period. However, such
a measure is attempted largely because 1969/70 has been projected
as some sort of a golden period for ‘Bangladesh industry. The
figures in Table IV are derived from World Bank production trends
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which have been refined by us by use of more reliable and up-to-date
data from the balance sheets of the corporations. Even after the
refinement the indices in the Table give us no more than crude order
of magnitudes.

If we look at the weighted average for the whole sector we sce
that by 1973/74 production had in fact surpassed figures for 1969/70
and has gone well beyond 1969/70 benchmark in 1974/75. This trend
had manifested itself inspite of the explosion at Ghorasal. Indeed
if we could assume an equivalent figure for 1973/74 for BFPC
then the growth over 1969/70 might have been even greater. In
global terms thus the golden age of 1969/70 have been passed.

Sectorally speaking we again see that but for jute, paper and
tanneries, all the sectors had by 1974/75 moved beyond produc-
tion levels of 1969/70. Indeed in steel, engineering, BFCPC, BFIDC
this had been achieved by 1972/73. While in most sectors this reflec-
ted capacity utilisation, for BFCPC, this was also contributed by
additional capacity.

We may conclude this section with a cautionary note that the
performance record of the public sector was achieved inspite of
numerous environmental and policy constraints confronting the natio-
nalised sector. This is obviously a courageous proposition but we
can stick to it if jute industries performance is not to become
everyone’s yardstick. Actually we should look to specific problems
unique to any particular branch of industry rather than make loose
generalisations about the impact of liberation and nationalisation,
When we examine this more fully in the remainder of this paper,
~ one will see that real issue relating to the sector was of lost oppor-
tunities rather than any conspicuous deterioration of performance.

I
There are public enterprises and public enterprises. And there
are different genre of public enterprises. The discussion on public
enterprises often is oblivious to this fact.
In the classical economics individuals are at the centre of the
stage. They are either producer or consumer ; even though they may
play both roles. The influence of any single individual is negligible
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and they are assumed notto have the urge to combine to make their
influence felt. The clearing house is the market which acts perfectly
and automatically through a highly responsive price sysiem to cause
a ‘ust’ distribution of product and income. In this illusory classical
system there cannot be any specific pressure group except that of the
aggregative group of all individuals and a strong state in itself is a
threat to the system. Hence, there is no possibility of germination
of public enterprises under the pure atomistic and competitive economic
system. However, one should hasten to add that such a system only
existed in the text books and thus deserve no consideration.

There is another system where the state withers away and people
live in an equitable system of collective responsibility for an exploitation
free society. In this system also there are no pressure groups as
enlightened individuals always act together to maximize the collective
production and consumption. This again has remained in the
utopian realm of socialistic dreams and thus this also deserves no
consideration.

The reality lies somewhere else and it is necessary to grow
out of the heritage of economics which was formed when technology
was primitive, organization was almost absent, business firms small
and production process simple and production relation not complex
at all. And it is also necessary to remember that in its persuit
of positive economics, economists’ neglected consideration of the
exereise of economic power and thereby neglecting the sociological
basis of economic system and the political manifestation of the
exercise of economic power. Thus the economics of the classical
genre failed to provide basic understanding of the growth and use
of the economic institutions.

The economic institutions are ideally a continuum and so are the
public enterprises. With the explosion of the myth of atomistic
production and consumption units and the recognition of the inequa-
lity of power as well as growth of organization and development of
technology, it has been recognized that the invisible hand of the
market need be guided and regulated by the visible hand of the
government. This control and regulation initially were all market-
oriented but the power base in the market soon demonstrated that
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the goals of the control may not be served through such partial
intervention.

The character and quality of the public intervention, its structure
and scale, its methods and results are determined by the politically and
socially powerful forces that shape the socio-economic policy of the
country, These social and political forces not only determine the
character and composition of the public enterprises but influence their
efficiency and operation as well. The state does remain subservient
to the economic interest group which also dominate social and
political arena. It is the dialectics of their operation that leads to the
evolution or sudden charges in the character of public enterprises.
It is always the interest of the economic pressure group to weild

the power to the state to further and consolidate the group interest
of that class.

It is in this context that one can judge the growth of public enterprises
in the field of utilities. Such goods, consumed at large, could not
for long be produced and distributed in a manner that prejudices the
interest of the consumer at large. On the other hand, its expansion
and control more than equally served the interest of the economically
dominant groups. Even the competition protecting programmes or the
employment and/or income protecting programmes of the government
are also basic in the role of protecting the social fibre that is
dominated by the economic power group who are eager to avoid social
convulsions.

The automatic process to an optimum equilibrium in any private
ownership economy is not to be expected as the production set for each
producer is not necessarily closed and convex. When the time period is
widened, a free enterprise economy cannot always work to attain
the best possible composition of targets nor can it minimize the
social cost due to distortions in the form of inequality of income,
concentration of economic power and variability in the population.
Public investment is justified to offset these distortions. But the
experience of pre and post-liberation Bangladesh has shown that public
investment without a policy package to institutionally offset the distor-
tions do not help the situation much; in fact, it may intensify the
distortions further,
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In the context of Bangladesh, we have experienced how the party,
labour, bureaucracy, rising bourgeois and trading group worked to
take advantages of the public enterprises and thus worked against the
efficiency of public sector. Itis thus suggested that study in the garb
of positive economics directed towards public enterprise serves only
limited purpose. We need to study the politics of public enterprise,
the sociology of public enterprise along with economics of it and
finally endeavour to develop a general theory of public enterprise.
Only such a general approach supported by the historical experience
of the differing politico-economic systems can provide us with an
understanding of the socially productive environment for the growth
and efficient operation of public enterprise.

However, even in this limited survey we have seen that money,
machine and material are neutral as between private and public sector. Of
men, labour has fared better in public units compared to Bengali owned
units in terms of real wages. It is the management that matters. The
real problem of public enterprise is bureaucratic intervention and
bureaucrats interest in conspicuous successes while commsrcial manags-
ment calls for continuous and steady success. Thus we may con-
clude : Public Enterprise, Yes; Bureaucratic Management, No.

36—



Problems of Nationalised Industries
in Bangladesh

by
M. HaBIBULLAH*

The nationalised industries in Bangladesh are now beset with
various types of problems which stand in the way of the achievement

of their goals. These problems may be discussed under the following
heads :

Lack of Clearly Defined Goals

The nationalised industries are being blamed on wvarious grounds
such as failure to reach the production level of 1968/69 which is
used as the bench-mark year for the purpose of comparison. Reference
is also made to their inability to productively use their installed
capacity, failure to generate cash for the purpose of financing day
to day operation and failure to show profit. Very often losses incurred
by the nationalised enterprises are emphasised as indicator of the
incompetence of the managers running these enterprises. Public
discussions and press comments seem to judge the performance of
nationalised enterprises on the basis of commercial profitability. Some
of the planners and policy makers seem to be inclined to use the
concept of social profitability as a criterion for measuring the
performance of nationalised enterprises. There are both merits and
demerits in using the criterion of commercial profitability and social
profitability. However, for the guidance of management of the individual
enterprises and their corporations it is necessary to lay down the
weights assigned to social profitability and commercial profitability.
This is because the employment policy and the fixation of selling

*The author is a Professor of Accounting Department, University of Dacca,
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price of the products produced by nationalised units are largely
determined by these performance criterion. For instance, if an industry
is developed in order to promote over all social interest such as
improvement of public health, lauaching green revolution in the agri-
culture sector, the fact may be reflected in the pricing policy. Industries
which are desired to be run on the basis of commercial profitability
should have the necessary power with respect to both the persoanel
policy and the sales policy. As the long range goals and objectives
of industries have not been clearly defined the corporations as well
as the enterprises under their management cannot understand what
is expected of them. They are subjected to criticism for their employ-
ment policy; they are also criticised for not being able to show
profit, [nthe absence of clear-cut objectives, some of the managsrs
appear to think that they are operating under the principle of social
profitability and therefore do not have to undertake comprehsisive
plan and unified efforts for the purpase of reducing all kinds of costs.
This lack of consciousness is responsible for the high overhead expen-
diture both in the factory and in the office.

Lack of Clear-cut Demarcation of Responsibility

One reason for this is lack of clear-cut assignment of responsibility
and accountability. Decentralisation of authority and responsibility
with reasonable degree of checks and balances rather than cen-
tralisation and witch hunting can promote more effective management.
For this redoctrination of the top-most industrial management strata
of the country is necessary so that they get fully committed to attain
the set goals,

Lack of Unified Efforts

The result of not clearly defining objectives, not laying down
clear business rules for guiding the day to day operations, and not
framing rules for clear-cut accountability for the task assigned, is
to be found in the lack of unified efforts by all the tiers involved in
the management of nationalised enterprises. We have today in the
nationalised sector disjoined and uncoordinated efforts of enterprises,
sector corporations, controlling ministry, and the cabinet. It is
absolutely essential that functions of each of these tiers are effectively
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and harmoniously coordinated. Unless this is done, it is not possible
to obtain serious involvement and commitment of the people
working in these tiers. At the moment there is much confusion of
policies which create inefficiency in all the tiers. For instance, one
Ministry lays emphasis on return on investment and generation of
surplus, while another Ministry exercises authority to fix prices of
products havingin view the interest of the consumers; one Ministry
sets production target to enmsure better utilisation of capacity, while
another Ministry allocates foreign exchange to meet the imported
input regiurement.

Lack of Mutual Trust

Unified efforts depend on mutual trust and confidence among
the different tiers. Trust cannot be bought, it has to be developed
and earned through mutual understanding and collaboration. Unfortu-
nately a sense of mistrust seems to permeate the whole environment
because of conflicting objectives. The Mininstry and the Corporations
do not see eye to eye on many issues. One reason for this is the
undesirable atmosphere of clash of interest for which mutual distrust
between top and middle management, between middle and junior
management and between management and union could be seen in
many enterprises, At times, chain of management is broken with no
apparent disciplinary action. There is also the inter-departmental
rivalry and the cold war between the technocrats and the bureaucrats

in the bigger fields.

Lack of Dynamic Approach to Decisions

Management is defined as decision-making for getting things done
with the help of other. It is a social as well as an economic
process. Hence, it is essential that effort is made to integrate the
social objectives and economic objectives of the individuals with
the social and economic objectives of the organisation. Neither
individual objectives nor organisational objectives have been clearly
demarcated, Sense of cooperation and semse of identification have
not developed and as a result there is the tendency on the part of
almost everybody to shift the burden of making decisions to somebody
else. Often managers are invited to conferences or sent to training
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institutes for the purpose of sharpening their decision-making capability
but the participants try to pick up tools and techniques as to how
the decision-making can be avoided. Often shelter is taken thro-
ugh the appointment of committees which are neither guided nor follo-
wed up, nor the reports, if submitted, are ever implemented serio-
usly. As a result, the nationalised industries have failed to present
a unified and comprehensive approach which can produce Synergy
needed to create a situation where one can obtain more than 4 by
adding 2 with 2. The General Manager of a giant enterprise recently
stated that the mode of decision-making in nationalised industries
creates a situation of ‘passing the buck’’. This is because his decision
can be challenged from many quarters including the persons affected
by the decision. Hence bold and imaginative decisions are shelved
and avoided. The safest way is to take a slow, cautious and
shared decision, satisfactory to many but ineffective for the firm. Hence,
instead of being dynamic, decision-making is reduced to a safe, ster-
eotyped and static process which is fundamentally designed for safety,
general satisfaction and harmony.

Problems of Motivation and Commitment

In planning for the establishment of industries in Bangladesh,
more attention has been given to physical planning and financial
planning and less attention to the development of human -capital.
Training should start from top to bottom and not from bottom which
unfortunately is the prevalent practice. As 2 result, modern machines
have been installed by spending valuable foreign exchange, foreign
loans and aids and magnificent factory buildings and offices have been
erected, but availability of manpower was taken for granted. There
has been no systematic and sustained effort to develop human resources
for husbanding the scarce corporate resources. Inadequate supply
of competent manpower to plan, direct, control and coordinate is
seriously affecting the functional areas of management such as
production, sales, finance and procurement. This is partly due to
the inducting of nonprofessional managers having little experience.
Indiscriminate appointment of administrators for political reosons
was responsible for this. According to a manager, they are sandwitched
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between non-professional administrator on the top and hostile labour
force at the bottom. Labour unions influence and interfere in manage-
ment affairs. There are instances when management discharged certain
employees on very justified ground but thsy had to reinstate them
on union pressure.

Unable Organisation

The duties and responsibilities associated with a particular manage-
ment position also have not been appropriately described and written
down. Absence of proper job description does not allow the
development of appropriate specification of qualification for various
category of employees, As a result, selection and training of the
right man for the right job is hampered though this is needed for
effective performance. Lack of job description also hampers appraisal
of performance which is needed for implementing judicious employee
promotion policies. The result is apathy, indifference and even some-
times callousness as to the performance of assigned duties. This
reflected in the go-slow policy and delayism, perhaps best illustrated
by an event—a man was suspended in 1972 but his fate remains undeci-
ded even today in June 1977. There are instances of factories remaining
closed for lack of raw materials and spare parts which could have
been procured in time by careful planning. There is evidence that
machines are worked to the point of break down without preventive
maintenance ; insurance coverage is not taken on a judicious basis ;
proper effort is not made for settling insurance claims to the best
advantage of the enterprise ; budgets of the enterprises are not appro-
ved quickly; budgets are not drawn properly, budget manual for
guiding the technical managers and the accountants are not being pre-
pared and printed ; budgets are not reviewed oa a regular basis in order
to identify the variations and the weak points; there is no serious
effort for integrating functional budgets into the master budget in a
coordinated manner ; lack of marketing effort; inventory of finished
goods pile up while the firm goes on paying interest charges on
bank overdraft and rent on the godown hired for keeping the
unsold goods; managers are judged for their performance on the
basis of how much they have produced rather than on how much
they have sold and how much cash they have generated for the firm,
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Another reason for the lack of dynamism in actively pursuing the
assigned duties is noticed in the lack of parallel planning. One
waits for a sales plan before he starts production. This practice
does not allow all the plansto move forward simultaneously. This
point may be clear if one refers to the position of the planning
department to the planning cell in the corporations and in the enter-
prises. These are neglected and are staffed by people not appropriately
and adequately dzvelop:d for the purpose.

An important reason for this relative apathy and indifference is
to be found in the philosophical orientation of the people. Industries
were nationalised with socialism as the guiding principle. It aimed
at removal of capitalist system of ownership and feudal form of
production relation. When the industries were taken over in 1972
under the Nationalization Order an impression was given that a
cadre of socialist workers, committed to the political and ideological
orientation of the government will be created. But this did not
happen. People engaged in nationalised industries started thinking
of themselves as government employees and developed attitudes and
norms of government departments. Even the Nationalisation Order
did not specifically mention that they will have to work in business-
like fashion. As a result, incentive to reach the production target,
to generate cash through effective sales planning and to generate
surplus through effective cost control and wastage minimisation is
lacking. Recent decision to promote a vigorous private sector and
the talk of disinvestment has created a feeling of indecision in the
miads of some managers about their fate. This tells upon the
organisational health of nationalised industries.



Performance of the Jute Manufacturing
Industry of Bangladesh—
Some Comments

by

Qazi KHOLIQUZZAMAN AHMAD
1

Ever since Liberation the jute manufacturing industry of Bangladesh
has been making heavy losses. Table I shows estimates of losses
incurred by the industry in the years 1972/73 to 1975/76 and projec-
ted loss for the year 1976/77. The losses have been incurred after
Liberation, inspite of much higher Taka values received for exports
than before (see Table II), because of the enormous increase in costs.
Hence, in seeking the reasons for the difficulties of the industry
after Liberation, supply conditions should be the main focus.

In this paper an attempt is made to measure the decline, if
any, in the efficiency of the industry in July-December 1976 1 relative
to 1969/70. Decline in efficiency between the two periods has been
measured a) by estimating the effect of changes between the two
periods in factors within the control of the industry (Section II),
and b) by estimating changes in factor productivities between the
two periods (Section III). Section IV will propose some research
projects which may help improve the performance of the industry.
Certain issues in the management of the industry will be raised
in Section V : and concluding remarks will be made in Section VI,

*The author is a Senior Research Economist at the Bangladesh Institute of
Development Studies.

1Relevant information is available for the period July-December 1976 (of
the year 1976}77).
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TABLE 1

LOSSES INCURRED BY THE JUTE MANUFACTURING
INDUSTRY, 1972-77

Loss

Year (in Million Taka)
1972/73 387.6
1978/74 357.9
1974/75 742.8
1975/76 298.1
1976/77 446.3

( projected )

Source : BIMC

1

Factors responsible for the increase in costs in the period after
Liberation may be grouped into two categories in so far as they are
beyond or within the control of the industry. Increases in input
prices and the loss of protection to the industry from the withdrawal
of the export bonus scheme and the devaluations of Taka are inthe

TABLE II

VALUE RECEIVED PER TON FOR EXPORTS, 1969/70, 1972/78—1975/76,
AND JULY-DECEMBER 1976 ( in Taka)

| 196970 | 197278 | 107874 | 1974/75 | 1975/76 [T

Hessian 2,877 3,886 4,178 5,372 6,640 6,736
Sacking 1,579 2,610 2,757 4,163 5,005 4 601
Carpet

= 4,136 5,121 4 887 5,268 8,192 7,785

Source : [2] and BIMC,
37—
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category of factors beyond the control of the industry®. Factors
within the control of the industry are those which relate to changes
in its efficiency in the use of resources.

On the assumption that the industry had remained as efficient in
July-December 1976 as it had been in 1969/70, the impact on the
cost (per ton) of the changesin factors outside the control of the
industry, or external factors, between 1969/70 and July-December
1976 can be determined either by recalculating the costs for 1969/70
in terms of July-December 1976 input prices, OT, by recalculating
the costs for July-December 1976 on the basis that the same quantities
of inputs per ton of jute manufactures have been used in July-
December 1976 as in 1969/70 — both requiring that costs be
calculated in terms of 1969/70 input quantities per ton of jute
manufactures and July-December 1976 input prices. The underlying
assumption is that the changes in input prices between 1969/70
and July-December 1976 reflect the effect of changes in external
factors. The calculations involved may be shown symbolically as
follows :

2As exports of raw jute were not entitled to any bonus until July 1970 and
were allowed only a 10% bonus thereafter, exporis of jute manufactures enjoyed
a higher exchange rate ( relative to exports of raw jute) om account of bonus
earnings—the bonus rate allowed to exports of jute manufactures was 20% from
January 1959 ( when the scheme was introduced ) to 19 March 1967, 307 from
90 March 1967 to 19 July 1970, and 35 from 20 July 1970 to 15 December
197]. The abolition of the bonus scheme after Liberation meant that the
exchange rate available to both forms of jute export, raw and manufactured,
became the same. This meant that the jute manufacturing industry lost the
protection it had enjoyed bofore Liberation from the exchange rate differential in
its favour, to the extent that it had applied to the raw jute component of
jute manufactures, which accounted for about 40 per cent of their value, Further-
more, a devaluation meant an improvement in the exchange rate for exports of
raw jute, leading to increases in the domestic prices of raw jute. The resul-
ting higher raw jute costs of jute manufactures were equivalent to a further
loss of protection to th¢ industry.
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* _ = (30 Po) (P)
CI 1 Pju

Where C? = cost per ton of a jute product in terms of 1969/70
input quantities and July-December 1976 input prices;
a5, = the quantity of input i required for the production
of one ton of jute product j in 1969/70 ;
Py, = the price of input i in 1969/70 ;
Py, = the price of input i in July-December 1976 ;
i=inputs; 1,2, ...n; and
j = jute products: 1, 2, ... m.

The valuation of the second term on the right hand side of the
above equation involves that cost of inputi per toa of jute product
j for 1969/70 (ar; Py,) be multiplied by the ratio of the price of input
i in July-December 1976 (Py,) to its price in 1969/70 (Py,), for all i.
Because of shortage of time it has not been possible to make
enough efforts to collect detailed data on input price changes between
1969/70 and July-December 1976, nor has it been possible to make
adequate check asto the reliability of the data obtained. However,
it is believed that the data obtained are good enough for a first
approximation calculation. The data on costs for both 1969/70 and
July-December 1976 should be quite reliable—those for 1969/70 have
been taken from the sample survey of the industry conducted by
the present author in 1970 and those for July-December 1976 have
been supplied by BIMC.

The input price changes between 1969/70 and July-December
1976, which have been used here, are as follows :

i) Raw jute prices were, on average, 180 per cent higher in
July-December 1976 than in 1969/70—i, e., from Tk. 36 to Tk, 101 per
maund.

i) The minimum wage in July-December 1976 was Tk. 240
(=Tk. 215 basic wage+Tk. 25 ration allowance) per month as against
Tk. 125in 1969/70. On this basis, and assuming that there was a
proportional increase in any other allowances paid, the overall wage
rate in July-December 1976 was 92 per cent higher than in 1969/70.

iii) Salaries of lower paid non-production workers also increased
substantially from 1969/70 to July-December 1976, which included
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the monthly ration allowance of Tk. 25 in the latter period ; but
at the same time high salaries were relatively much lower in July-
December 1976 than in 1969/70 as a result of the maximum salary
having been fixed at Tk. 2,000 per month. Hence, on balance, the
average salary rate probably increased by about 50 per cent, and this
estimate has been used here.

iv) Prices for direct materials other than raw jute and for spares
and stores for repairs and maintenance have increased several-fold
between the two periods. It has been suggested by several knowled-
geable persons we have consulted that prices of these items, on
average, registered a four-fold increase in July-December 1976 relative
to 1969/70. and we have used this estimate.

v) The other cost items, apart from depreciation, are fuel and
power, other ( production ) overheads, administrative and selling
expenses, which together accounted for about 20 per cent of the cost
of sales (excluding depreciation) in 1969/70 and also July-December
1976. For most of the items in these cost categories precise information
on prices is extremely hard to come by. Prices of some of the
items in this category have increased moderately while those of other
items have increased manifold. From interviews with BJMC officials
and scant data available it appears that prices of these items would
be about two and a half times higher in July-December 1976 than
in 1969-70.

vi) Depreciation should be calculated on the basis of repla-
cement cost of depreciable assets. Prices of machinery and equip-
ment were more or less stable in the 1960’s and depreciation
allowances on the basis of historic costs were adequate for repla-
cement purposes in 1969/70, But the prices of depreciable assets have
now increased many times, about 3 times relative to 1969/70 accor-
ding to BIMC sources.

Total amount of annual depreciation allowance for the industry
calculated on the basis of historic costs should be less in 1976/77
than in 1969/70 as a substantial proportion of assets should have
been depreciated between the two years ; and not much additional
investment has been made in recent years. Hence, if efficiency of
the industry in July-December 1976 was the same as in 1969/70, then
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per ton depreciation allowance on the basis of historic cost in July-
December 1976 should be less than in 1969/70. As a first approxi-
mation we may assume that per ton historic cost based depreciation
allowance in July-December 1976 would be the same as in 1969/70 if
the efficiency of the industry remained unchanged between the two
periods, It would than be raised three fold on replacement consi-
derations.

Results of our calculations are shown in Table III. They show
that in July-December 1976, on average, the cost of sales (exclu-
ding depreciation) was about 17 per cent and the cost of sales

TABLE TIT

COSTS OF JUTE MANUFACTURES®
( Taka per Ton)

Actual Cost of Sales in

July-December 1976=C 51 (aijopio}. {;@:C, c-c*
- _ io - -
Excluding , Tncluding | Excluding | Inclu- Exclu- Inclu-
| deprecia- | deprecia- | deprecia- ding ding ding
tion | tion tion depre- depre- depre-
f ciation ciation ciation
(1) ) (3) (4) (3) 6) @)
Hessian 7,510 7,860 6,118 6,673 1,592 1,187
(18.5)  (15.1)
Sacking 5,010 5,178 4,201 4,465 809 713
(16.1) (18.8)
Carpet 8,680 9,286 7,346 7,997 1,334 1,289
backing (15.4) (13.9)
Weighted 6,497 6,800 5,394 5,825 1,108 976
average (17.0) (14.4)

Source: [2]; BJMC; and explanations and information in the text.

Note : Depreciation allowance included is on the basis of replacement cost

as explained in the text.

*Excess of actual costs of jute manufactures in July-December 1976 over
costs calculated on the basis of 1069/70 input quantities per ton of jute
manufactures (i.e., 1969/70 efficiency level) and July-December 1976 Imput
Prices — a measure of decline in the industry’s efficiency in July-December
1976 relative to 1969/70.
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(including depreciation) about 14 per cent higher than what they
respectively would have been had 1969/70 prices been maintained.
These estimates of costs are compared with losses incurred from
exports ( of jute manufactures) in July-December 1976 in Table IV.
It will be seen from the Table that when depreciation allowance
is calculated on the basis of replacement cost of assets there would

TABLE IV

COMPARISON OF (C—C*) WITH LOSS FROM EXPORTS OF JUTE
MANUFACTURES INCURRED, JULY-DECEMBER 1976
( Taka per Ton)

Loss from Exporls l Cc—C*
Excluding | Including | Excluding Including | Col. (4) | Col. (3)
| depreciation|depreciation depreciation|depreciation|—Col. (2) —Col. (3)
m | @ ® ) ® | ® ™)
Hessian 911 1,261 1,392 1,187 481 —74
Sacking 412 580 809 713 397 4133
Carpet
backing 1,049 1,655 1,334 1,289 285  —366
Weighted
average 700 1,005 1,109 1,181 409 =175

Source: BIJMC; and Table .

be, on average, a net loss of about Tk. 176 per ton in July-December
1976 even if 1969/70 efficiency was maintained. However, there would,
on average, be a net profit of over Tk. 200 per ton if depreciation
was calculated on historic cost of assets: and there would be a
gross profit ( i. e., profit before any depreciation is charged ) of over
Tk. 400 per ton ( Table IV ). If itis argued that under the present
circumstances current costs are of primary concern, and replacement
of assets would be taken care of through development grants, then,
on the basis of our calculations, the industry would become viable if

1969/70 efficiency could be attained.
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Indeed, in interpreting the estimates of costs one should remem-
ber that they are tentative and are only indicative. There are two
main reasons for this. First, the assumptions made about increases
in input prices between the two periods are themselves tentative ;
and second, factors which are assumed to have been within the con-
trol of the industry may include some factors such as power failure
and shortage of skilled workers ( at least in the short run—in the long
run the industry may undertake to train up workers) which may
not be within the control of the industry. If assumptions used
about price increases are faulty, then the estimates made of costs
would be either over or under estimates depending on whether, on
the whole, price increases assumed are under or over estimates.

m

Table V provides evidence of the lower efficiency of the industry
in July-December 1976 relative to 1969/70 in terms productivity of

TABLE V

CAPITAL, LABOUR AND MATERIALS PRODUCTIVITY, 1969/70
AND JULY-DECEMBER 1976

Hessian Sacking Carpet backing All products
July-Dec. July-Dec. July-Dec, July-Dec.
1969/70 1976 1969/70 1976 1969/70 1976 1969/70 1976

Capital :

Qutput per 7.90 5.88 2135 17.65 15.45 10.50 3

loom-hour (—25.6) (—17.33) (—32.04)

Labour :

Output per 4.44 3.64 4
man year (—18.02)
Materials :

Wastage 6.20 7.70
rate % (-+24.19)

Source: [2] and BIMC.

3The actual decline in productivity is probably somewhat less than is indi-
cated by these figures, because carpet backing output of July-December 1976
includes a larger proportion of lighter materials compared with that of 1969/70.

#This figure has been obtained by doubling the output per worker for July-
December 1976. x -
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labour, capital and materials. It will be seen from the Table that the
efficiency in the use of capital, labour and materials was significantly
lower in July-Dccember 1976 than in 1969/70.

Labour productivity could not be measured by product since
distribution of labour by product is not available. Hence labour
productivity has been shown in terms of weight of all products.
However, for correct interpretation of changes in such a labour
productivity index between two periods, knowledge of the pro-
duct-mix changes is mnecessary, because achievable output per
period of time measured in weight varies widely from product to
product.

Table VI shows that output-mix in July-December 1976 has, on
the whole, shifted in favour of heavier products, sacking and car-
pet backing taken together, Hence, it would seem that the decline

TABLE VI

PRODUCT-MIX IN 1969/70 AND JULY-DECEMBER 1976
( in per cent of total )

Product 1969/70 July-December 1976
Hessian 415 36.2 ;
Sacking 51.4 479
Carpet backing 7.1 16.9
Total 100.0 100.0

Source: [2] and BIMC.

in labour productivity in July-December 1976 relative to 1969/70 is
actually greater than that implied by the decline of 18Y% in output
per man-year.

1v

It has not been possible (due to shortage of time) to investigate
in details the factors within the control of the industry which adversely
affected the current performance of the industry. While there is a
lot of prevailing wisdom both within the industry and outside in
this regard, it seems to me that the need for 2 detailed and
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continuous study of slacks in the industry cannot be overemphasised.
Such a study should have three main focuses : 1) functioning of the
Bangladesh Jute Mills Corporation (BJMC); (2) perfomance of
individual mills ; and (3) inter-firm comparison of performance.

Inter=firm Comparison
While the first two may not be less important than the third,

I would like to_put particular emphasis on the inter-firm comparison
study. Of course, one way of identifying specific problems of a
particular mill is to study its operations in detail to locate slacks,
But the nature and extent of problems will be appreciated better
if its performance is compared with that of other mills which have
done better while operating under similar conditions. The technique of
inter-firm comparison consists in a simultaneous study of different firms
in an industry through juxta position of their performance data for
the purpose of evaluating the performance of each firm in relation
to that of every other firm as well as the general run of achievements
in the industry. Individual mills currently submit their performance
data to the BIMC, and the BJMC is aware in a general way of the
failures and successes of individual mills. Bat, if the techaique of
inter-firm comparison is to beused as a tool of management, then
it must be properly designed for the purpose of identifying specific
comparative weaknesses of individual mills. If an inter-firm com-
parison is to yield useful and applicable results, very detailed data is
required from the firms. Moreover, it should be carried out regularly
( annually, six monthly, quarterly. and even monthly—with varying
details )—to check on how different mills are tackling their identi-
fied problems, and whether new problems are emerging. The BIMC
can easily get the necessary data from the mills, and should institute
a properly designed schem of inter-mill comparison,

This technique is fairly extensively used in Western Europe and
elsewhere. A good deal of literature is available on the subject. See,

for example,[6 Jand [ 7 ].

Study by Foreign Experts
Since the mid-1960’s there have been several studies of the industry

conducted by so-called foreign experts. They came from different count-
ries ; they came from different international agencies such as the World

38—
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Bank and UNDP and also from private comsulting firms; and they
came with different educational backgrounds and experiences. Some
of those who studied the industry in the period after Liberation are
of high professional calibre. But they cannot be expected to understand,
in a few weeks of stay in the country, the industrial environment
of the country, and, much less, the socio-cultural background and
expectations of people who work in the industry. As a result, their
studies have tended to be superficial and mechanical, and their
recommendations generally inappropriate and irrelevant. However,
some of the studies have succeeded in making some useful
points.

Indeed, if we want aid, then probably, whether we find it useful
or not, we will have to let experts from aid-giving agencies study
the industry from time to time for their use. But, I see no point
why private foreign consulting firms should be invited to study the
industry, Such firms have standard formats which they use everywhere.
Having seen some of the reports prepared by such firms, I am convinced
that these studies are not at all useful and that the fees paid to
them go waste. Moreover, they are also harmful in that the officials
have to give them time in providing information and in discussions
with them, which they could profitably use in their jobs.

I strongly feel that local personnel, even when they have less professi-
onal attainments, should be able to do more useful studies than foreign
experts, This is because local personnel have a better understanding
of the background and hopes and aspirations of the people involved
in the industry and also of the physical and social environment in
which they live and work.

v

Management Structure

One basic question relates to the very concept of sector corporation.
The BJMC, as has been conceived, is the commercial unit in the
management structure of the industry and is entrusted with the
guardianship of assets in the jute mills and has the responsibility
of ensuring that overall targeis and objectives set for the industry
are achieved, 1t is essential to ascertain whether or not the corporation
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has the necessary opearational freedom to carry out its responsibilties
properly. It must be remembered that flexibility and quick decisions
and actions are of crucial importance in production management,
because the key to success is timely exploitation of changing market
and technical conditions. The general impression is that the corporation
has to observe so many rules and regulations rigidly prescribed
by the government in the areas of recrumitment, procurement etc.
that it has become more of a civil service department than an
organisation concerned with production and commercial activities.
If the BIMC is to be the commercial unit as it was conceived to be,
it is essential to grant to the corporation what it lacks as commercial
unit in terms of operational freedom.

It is, however, generally believed that the corporation could have
achieved better results even under the present arrangements in relation
to its powers and responsibilities. We have found earlier in this
paper that the industry was considerably less efficient in 1976 than
in 1969/70. A study designed to establish specific failures of the
corporation will be a worthwhile exercise. In so far as the failures
can be identified, steps may be taken to improve the situation. But
since the powers and responsibilities of the corporation have not been
precisely delimited, in many cases it may not be possible to identify
corporation’s faults in specific enough terms for policy purposes.
Although it is well known that accountability canuot be properly
established unless powers and responsibilities are clearly demarcated,
powers and responsibilities of the BIMC (as well as of the other
sector corporations ) have not yet been clearly demarcated.

We would, however, like to argue that the mills and not the BIMC,
should be the commercial unit. Mills are the productive units and
they should have the real authority for decision-making and imple-
mentation of decisions. Under the prevailing arrangement, itis left
to the corporation to delegate to a mill whatever authority the decision
makers of the corporation think fit. Our proposal is that the mill
should be the commercial unit with appropriate authority vested in
its management. The powers and responsibilities of mill manage-
ments should also be clearly defined.

Delegation of appropriate commercial authority to the mills will
make mill managements more responsible and the accountability and
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follow-up action at the mill level, where it matters mosi, can be
cffectively implemented. This will also promote competition among
mills and will thereby bring about improvement in their performance.
Under the prevailing arrangements, more efficient mill managers
have no incentive to exeri themselves fully as long as less efficient
ones are getting away with poor performances under cover of the

corporation’s central responsibility.

If the mill is accepted as the commercial unit with appropriate
delegation of authority, the BIMC will be primarily a coordinating
and overall policy making body. Relieved of its responsibility of
being directly and immediately involved in the running of individual
mills, the BIMC can effectively perform the important role of the
central body concerned with overall policy making in relation to
production, export promotion, development of new uses of jute,
expansion Of capacity ; supervision of mills : coordination between
mills on the one hand and the industry and different govern-
ment agencies and departments on the other: and research and

development.

Nationalisation
There is a lack of understanding within the government machine
of the problems of industrial management. Traditionally, the govern-
ment performed civil and military functions as its regular areas of
direct responsibility while, in the field of production, the government’s
role had been primarily regulatory and promotional. Nationalisation
meant direct government responsibility for production. The government
departments (such as the Ministries of Planning, Finance, Commerce
hich had responsibilities relating to production have

and Labour) W
persisted with their ¢raditional bureaucratic attitudes ( which had

developed in relation to private sector productive activities) in rela-
tion to nationalised industries in the absence of an appropriate policy
framework. It is egsential that an appropriats policy framework be
established defining, among other things, the relationships of the
industry with the minister-in charge, and various government agencies
and departments within whose purview it comes for one thing or
another in order for the industry to pursue its activities in an effective

manner,
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The policy foundation of the whole nationalisation programme
has continued to remain shaky ; and if anything, it is now in a more
confused state than ever before. Stability of objectives and policies
is essential for efficiency. The sooner the confusions are removed
and the role of nationalised industries in the economy are clearly
defined the better it is for the economy.

Incentives for Workers

Real wages in the jute manufacturing industry has declined sharply
for all categories of labour over the years after Liberation. For
unskilled labour, they declined between 1971/72 and 1974/75 to less
than half [ 5].

Currently, the industry is faced with a serious problem in the form
of absenteeism of workers, Absentecism is particularly acute among
skilled workers such as weavers. Qualified badlis are also not available
to replace them. As a result output is being reportedly affected. The
main reason for the absenteeism is reportedly low wages. This is a
problem that the Industrial Wage Commission may attempt to find a
solution for. The question is involved. On the one hand, money wages
may have to be increased by a large margin to make the industrial work
attractive ; but, on the other, such a move will increase costs and
make the prospects of the industry more difficult. But the issue has
to be resolved. One way of going about it may be to link wages
to productivity. Along with minimum wage, a minimum productivity
should probably be defined. It may also be possible to define an
attractive enough package which may include a moderate wage
increase along with facilities such as housing, medical care, provision
for incentive bonus and social security benefits.

v

In conclusion it may be observed that there is no doubt that
the industry is now less efficient than in 1969/70 ; and that there
is scope for reducing costs by tackling factors within the control
of the industry, without having to undertake a thorough industrial

reorganisation.
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But the basic weakness of the industry lies in its management
structure. Appropriate decentralisation of authority, delimitation of
powers and responsibilities of different tiers of management; 2 policy
framework and rules of business based on proper realization of
the production responsibility of the governments ( in the nationalised
industry ) ; effective financing arrangements ; sound jute policy; and
an effective system for measuring the performance of the industry
and managerial competence are among the essential preconditions
which must be fulfilled to create the right environment for the
industry to function efficiently.

The export bonus scheme enabled the industry to grow fast in the
pre-Liberation days, but it left the industry basically inefficient. The
profits realized by private industrialists in those days were entirely
a reflection of the export bonus earnings. In a recent paper[11],
the present author has found that in 1969/70 the f.o.b ( export)
prices of jute manufactures in fact were, on average, about TK. 644
( including depreciation ) less than the cost of sales, yet the
industrialists made substantial profits in that year. Again, the export
bonus scheme by providing 2 relatively higher exchange rate for
exports of jute implied a transfer of income to the industrialists
from the poor jute growers in so far as the higher exchange rate
was received by the industrialists for the raw jute component in
the export of juie manufacturss., It has been found that in 1969/70
the industry would have incurred a loss of about Tk. 346 (including
depreciation ) if the exporis of raw jute were provided with the
same ( export ) bonus facilities as that enjoyed by exports of jute
manufactures.

The productivity of the industry in fact tended to decline during
the 1960’s [4]. And it may be observed, in passing, that onc may
legitimately doubt that, even if it was not nationalised, the industry
would have been able to maintain its 1969/70 efficiency in the period
after Liberation in the face of fundamental changes in the economic

and social environment of the industry.
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Rural Industrialisation in Bangladesh—
Problems and Prospects

by
A. H. M. HaBIBUR RAHMAN®

1. INTRODUCTION

In order to make the national development process meaningful
and effective, the rural areas of a country must be developed. This
is particularly true for a country like ours where 859, of people
live in villages. But how can the rural areas be developed ? The
answer can be found through studies of rural conditions and by
conducting experiments of development programmes in the rural areas.
The main thrust of this programme should be to promote an inte-
grated rural development ; to give special attention to both higher
levels of income generation and more equitable distribution of
jncome in the rural areas. For achieving these objectives the pro-
gramme is required to consider some factors which are not only
interrelated but also inter-dependent. Rural industries, farm planning
techniques, provision of credit, rural public works, delivery of
social services including primary health care and building up of
local institutions are essential for rmural development. Amongst
the different aspects of IRDP the rural industrialisation deserves
special attention.

Rural industries may be defined as those small manufacturing
and servicing units which are located in the rural areas and are
carried on relatively on 2 small scale with the members of the
family or with hired labours and are mainly concerned with the
processing of indigeneous raw meterials to meet the local needs.

*The author is the Chairman, Department of Finance, University of Dacca,
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Rural industrialisation through the development of small and cottage
industries is the corner stone of the present economic policy of
Bangladesh. Development of this sector would generate employ-
ment, diversify rural occupation, develop agro-based industries and
ensure equitable distribution of income in rural areas. Planned deve-
lopment of this .sector would not only increase the supply of con-
sumer goods but also contribute to earning valuable foreign exchange.
Thus programmes for developing this sector must be well planned
and realistic for implementation.

II. AN OVERVIEW OF THE DEVELOPMENT POLICY

Before going into the problems of rural industrialisation, an
overview of the rural industrialisation programme in the context of
economic development policy is relevant. A study of Five Year
Plans of erstwhile Pakistan and documents relating to ecomomic
policy indicate that no serious efforts were made in this part of
the country to promote small and cottage industries. Though some
programmes were included in these documents yet no effective steps
were taken for the execution of those programmes.

The country’s self-reliant policy mainly concentrated on the pro-
grammes of increasing food production. Rural industrialisation did
never get priority in the economic development policy of the country.
All economists agree on this point that industrialisation is an inescapa-
ble necessity even for accelerating the development of agriculture. In
fact, for balanced economic growth thesetwo sectors must be deve-
loped simultaneously. :

II. WHY RURAL INDUSTRIALISATION ?

There can be a number of reasons in favour of rural industria-
lisation of which the following are the most significant :

1) Agriculture js the primary sector of our economy and its
progress will continue to be the main objective of economic
policy of Bangladesh. The farmers would gradually require
service facilities for their tools and implements. To increase
the farm output, locally manufactured implements shall be

39—
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2)

3)

4)

d)

6)

8)
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used and new implements have to be developed. Small indus-
trial enterprises can be set up to manufacture agricultural
implements and spares locally.

The farmers do not remain wholly engaged in agriculture
throughout the year because of its seasonal character. The
farmers may engage themselves in some subsidiary occupa=-
tion during the off season to augment their income. Household
and cottage industries can be an important source of such
occupation.

Unemployment and underemployment is the key problem of
Bangladesh. With the rise of population, new labour force
is being added with the civilian labour force. In view of this
our economic programmes should emphasize the development
of such sectors which would generate maximum employment
opportunities. Small and cottage industries involving compara-
tively less investment has a great potential to generate employ-
ment opportunities.

There is evidence that skills of different types are available in
rural areas. The craftsmen and artisans can be trained to
improve their skill and use modern tools for overall develop-
ment of cottage industries.

For a large number of products raw materials are available
in abundance in rural areas which can also provide with
ready market for the finished products. To make rural economy
self-reliant the contribution of this sector will be the most

significant.

Small and cottage industry canbe a potential source of self-
employment for educated youth of the country.

The women section of our population will find a means of
gainful employment if small and cottage industries are deve-
loped in rural areas.

With the availability of power and other facilities in rural
areas the prospect of developing small indusiry as a compli-
mentary sector to large scale industry is very bright.
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Indeed, potential for the development of small and cottage indus-
tries in rural areas is great, but at the same time problems of
industrialisation is also great.

IV. APPROACH TO RURAL INDUSTRIALISATION

It is recognised by all concerned authorities that small and cottage
industries are facing innumerable difficulties in maintaining its growth
and development. Inspite of the government efforts and emphasis on
the development of rural industries in the development plans of the
country this sector could not make any substantial progress. Rather
many industries declined during the past years. This process can not
be allowed to continue as this sector has enormous potential to
generate employment opportunities for unemployed and underemployed
masses of Bangladesh, There has been a lot of discussion about
the problems of rural industrialisation and suggestions for accelerating
the growth of this sector. It is observed that the development
programmes administered from time to time for the promotion of
this sector were directed towards the development of units rather
than the development of entrepreneurs which is the key factor for any
industrialisation programme, The major emphasis of the industrialisation
strategy should be on the development of entrepreneurship.

The growth of entreprencurship can be quickened by a systematic
approach, We have enough reason to believe that potential for develo-
ping entrepreneurship in Bangladesh is great. But the development of
entrepreneurship requires planned efforts by the country. The potential
entrepreneurs require assistance in various forms like the selection
of profitable investment outlet, training facilties, credit to meet fund
requirements, marketing information to sell the product, extension
service to solve operating problems, technical and management
counselling from time to time, adapting local technology etc. Once
these assistance are provided the entreprencurship may develop to grow.
Action Programme

Industrialisation is completely different from commerce and trade.
The trading class and the artisan groups do not like to enter into
small scale industries for fear of risk and problems associated with
such investment. In order to attract the potential entrepremeurs, an
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action programme is urgently needed. Before such programme is
launched the promoters should have complete knowledge about the
industrial potential of a particular area in terms of resource availability.
The main objective of this programme will be to grow a sense of
consciousness amongst the prospective entrepreneurs in the rural
areas so that they take initiative to set up small units. At present the
government agencies are helping those units which approach them
for assistance on their own. Asa result, the household manufacturers
have hardly any access to such urban biased government agencies.
But under the intensive campaign programme, the officers of the
agency entrusted with rural industrialisation will go to the village
areas, make the local people enlightened about the potential of
industrialisation based on indigenous raw materials, help the prospective
industrialists to solve their problems and guide them by suggesting
suitable lines of investment and render technical assistance, thus
making it possible for the new entreprencurs to take up new lines of
production and also to improve their cxisting plants. The programme
can thus be launched throughout the country.

The campaiga has to be carried out in five stages. At the first
stage survey of the industrial potential of the area has to be um-
dertaken by a team of officers. A task force formed by the pro-
moting institutions will then visit the area with a view to giving wide
publicity to the prospective investors who are mnot aware of the
investment opportunities and facilities offered by different institutions.
The task force composed of people from different agencies will be
able to acquiant the entreprencurs about various facilities available
in the country. In the third stage entreprencurs will be assisted
in preparing feasibility study. Credit facilities, technical and marke-
ting advices shall also be ensured through some appropriate means.
Finally, 2 comprehensive follow up supervision and assistance should
be provided. As a result of these, popular enthusiasm will be crea-
ted and people in the area will respond to the idea of developing
rural industries.

Rural Industrial Projcet

In order to make rural industrialisation a success special measures
should be taken to prepare rural industrial project. While formulating
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such a project consideration should be given to various factors
like availability of raw materials and ready markets. The pro-
grammes in the project area will be mainly of promotional cha-
racter such as provision of training facilities, common service faci-
lities, marketing facilities, credit facilities, purchase of machinery,
construction of workshops and providing working capital whenever
necessary. The programme should also provide technical assistance and
guidance. It is further pointed out that it will also be necessary to
undertake techno-economic surveys in each project area from time
to time with a view to assessing local raw materials as well as
human resources and determining its potential for industrial growth.

Rural Industrial Estate

Apart from this the question of establishing industrial estate in
rural areas can be considered. Industrial estates can provide wor-
king premises for mechanised unit and also accommodate common
service facilities. As stated earlier the absence of repairing services
of tools and machinery nearby hinders the growth of small enter-
prises. The provisions of above facilities would certainly promote
the growth of cottage industries.

Mechanisation of Cottage Industries

With the availability of power in rural areas, there seems to be
ample scope to modernise cottage industries. The prospect of in
troducing and improving cottage industry products by the applica-
tion of modern tools and implements is quite bright., The skill of
the artisans can be improved by imparting training for producing
sophisticated products. Moreover, small industries can be set up
as complementary to big industrics. While giving high values to
our traditional products we must introduce diversification in the
cottage industry products to sell it in the local as well as foreign
market.

Need for Rural Organisation

The nucleus of rural industries development will be the villages.
The organisational problem will be a great one in attaining the objec-
tives of rural industrialisation. Efforts should be made by the
promotional institutions or authorities in charge of looking after the
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sector to organise potential village investors for setting up. small
units. The agencies should make it understood that unless villagers
take initiative in organizing the industries and supervising them, effec-
tive result can mot be obtained. Rural industrialisation should cons-
titute a significant part of development plan of the village. While
individual entrepreneur be given all cooperation and freedom to orga-
nise industries in line with development plans, committee consisting
of cross-section of people should see implementation part of the
project. However, it should be seen that individual freedom in orga-
nising and managing the unit is in no way interrupted. Alternatively
industrial cooperatives may be formed in rural areas to set up indus-

trial units.

Institutional Support

The promotional institutions have a key role to play in the suc-
cessful implementation of rural industrialisation programme. Promo-
tional institntions in various fields should play more effective role
towards success of the programme, The Bangladesh Small Industries
Corporation did not appear to have provided much help towards
rural industrialisation over the last two decades of its existence. It
could not offer integrated package assistance needed by the entrepre-
neurs. For example, entrepreneurial training facilities, extension service,
were not provided by this Corporation. So, the introduction of
entrepreneurial training programme including motivational training,
provision of extension services OVer and above its other activities
are of immediate necessity. Indeed entrepreneurial development scheme
is the prerequisite for starting any industrial development programme
in Bangladesh. It may be pointed here that many South Bast Asian
countries have achieved considerable success in the development of
this sector through this process. The corporation should concentrate
its attention to the development of entrepreneurs rather than pro-
ject itself. Once entrepreneurship programme is made successful the
small indusrty development will progress automatically. The activities
of BSIC, now BSCIC, should be recognised to achieve the above goals

if nccessary.

The Corporation should make arrangement to provide integrated
package assistance covering the areas like entrepreneurial training,
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preinvestment studies, feasibility. studies, financing, extension service,
and marketing the products.

Research and Development

Identification of problems and developing new means for improve-
ment through research is vitally important for the development of any
programme, There has not been any study to identify the problems
of existing units, assess the potential resources for development and
devise suitable means of development. Institutional facilities for
undertaking such studies are inadequate in Bangladesh. As the coun-
try has now given emphasis on the development of cottags industries,
it is also required to set up an appropriate institution to undertake
comprehensive study on the problems of this sector. Such an institution
can be set up under a university of the country.

Development of small and cottage industries is one of the national
economic objectives of Bangladesh. Having this goal in mind we
must identify proper approach towards the realization of this goal.
The approach stated in this paper is based on experience of some
underdeveloped countries. For final conclusion however, it is nece-
ssary to analyse the implications of each action suggested in this
paper. It would be necessary to initiate pilot projects in some specific
areas to test this approach,



On The Objectives of The Second Plan
of Bangladesh

by

A, FAROQUK

1. INTRODUCTION

A Plan has objectives to realize, determined by national preferences
and goals that are feasible. Certain strategies are adopted to realize
the plan objectives. Resources available are to be mobilized for
achieving the Plan targets. Sometimes the social, administrative and
infra-structural constraints can be more difficult than the resources
constraint. In an economy, based on private enterprise and price
mechanism, there can be some growth, even without planning. So,
planning is anot worthwhile for routine oOrT small achievements in
the short run. Itis mainly for having long-range structural change
in the ecomomy in 2 desired direction, that national planning is
considered relevant. As there are possibilities of alternative objectives
( not mutually conflicting ), priorities have to be determined on the
basis of a national consensus. We have now about two decades of
planning experience, but little structural change has taken place in
the economy over the last twenty years that would facilitate growth.

Some characteristics of the economy that tell our magnitude of

poverty are as follows : Our population density ( 1974 ) per sq. mile
is 1983. The corresponding figures of Burma and India are 110

*The author is 2 member of the Planning Commission of the Government
of the People’s Republic of Bangladesh. Views expressed in this paper are
entirely those of the author and not necessarily of the Planning Commi-
ssion of the People’s P.epublic of Bangladesh,
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and 432 respectively. Our literacy percentage is 21 and in Burma
the figure is around 64%, India 409 aud in Malayasia 90%. The
present per capita GDP of Tk. 672 (1972/76, in 1972/73 prices ) is
about the lowest in the world, of which 61% comes from agriculture,
about 6% comes from industries, about 119 from trade, whereas
public administration and services together account for about 9%,
and all other activities account for 139,. There has been little
jncrease in real per capita income in the country in the last 50
years, as population increase has overtaken any addition to the gross
production. Prices have gone up by about 350% between 1969/70
and 1976/77. Even for this performance, our depndence on foreign
assistance is staggering. A couatry that had a favourable balance of
trade to the extent of 60 percent of its export even in 1935/56, gradually
reached a situation in which in 1974/75 its exports bscame worth
less than one-third of its imports. Our terms of trade is continuonsly
deteriorating. In 1976/77, about two-thirds of the development budget
is financed by foreign assistance. What is called foreign assistance,
is mostly loan now. The total disbursement of for=ign assistance in
1971/72 was 168 million dollars, of which 80% was grant but gradually
in 1974/75, the amount increased to 1091 million dollars, of which
only 35% was grant. Low productivity of the traditional subsistance
agriculture, absence of modern industrial sector and massive unemploy-
ment of the rural landless are our major problem areas. Our huge
labour force, our fertile land and simple living of the common mau,
together with our past economic history should, however, suggsst d
better economic prospect than our present condition would show.

How has this situation come about ? Historically, there are a few fac-
tors working behind it. First, since the fifties, we have persued a policy
of low rice price, to make jute cultivation feasible and to keep urban
consumers contented through statutory rationing by import of foodgrains.
This has discouraged increase of food production. Secondly, we have
encouraged dependence on imported machinery, spares and basic
industrial raw materials, resulting in an increased flow of capital
goods, raw materials and supplies which has created a permanent deficit
in the balance of trade to be met through foreign borrowing (called
foreign assistance). Thirdly, we have done little to change the traditional

40—
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base of the rural economy to a modern one by (a) not building the
water control, roads and mechanised river transport, (b) not increasing
the literacy of the population and (c) not doing the vital land-reforms
necessary to extend the modern agriculture and its commercia-
lization. The result is stagnation in the densely populated rural
economy.

Increase of labour productivity and employment can come through
the modern techniques (as opposed to traditional), for which there are
necessary preconditions such as: (a) High rate of adult literacy,
(b) economic farm-holdings suitable for farming of the HYV, (c)
presence of an efficient and economic infra-structure (roads, markets,
storage and transport services), (d) local production of the basic tools,
building materials, elementary machines, spares and packing materials
to feed a modern farming and the local comsumer-goods industries,
(¢) a social and legal system in which impediments to agricultural
modernization, population control and working of the price mechanism
for the free enterprise sector are removed rather quickly.

During the first three Plans under Pakistan period, these basic
conditions for modernization were very much absent. Literacy increa-
sed very little, land fragmentation increased, railroads and river
transports deteriorated, population continued to increase. The course
chosen in Pakistan days, was to rely mainly on GDP growth, on
short-gestation, quick-yielding schemes. Even today, we have continued
to accept this preference for quick yielding projects made profitable
only through subsidy and transfer payments. Again, Planning in
the past has been more of an editing of the projects that could
be financed by foreign assistance rather than a deliberate decision
to foster real long term growth, independent of foreign assistance.
It is therefore, not surprising that over the last 20 years the real
per-capita income of Bangladesh has gone down, if anything. A Five
Year Plan needs to have a perspective of future growth pattern
in view, based on our values and a grasp of the fundamentals of
our economic reality. It should take into account our resources,
our ambitions and the historical experience, choosing a goal that
is worthwhile as well as feasible,
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II. A NATIONAL PERSPECTIVE PLAN

The First Five Year Plan of Bangladesh (1973-78) was dominated
by the need to complete the reconstruction of war losses and to
create the preconditions for building socialism in Bangladesh. The
other objectives are reducing proverty, increasing the G.D.P., increa-
sing the output of essential goods, averting the rising trend of prices,
population control, reducing dependence on foreign aid and trans-
forming the institutional and technological base of agriculture. The
Plan is now being implemented through a modified programme called
the ‘Three Year Hard Core Plan’. There has been important changes in
the assumptions and objective conditions both international and internal,
so that prices, priorities and the financing sources for the First
Plan changed materially. The evaluation of the achievements of the
First Plan will not be available before the end of 1978. The present
evidence shows that inspite of the marked improvement in the imple-
mentation of the development programmes since 1976, the targets
of the First Plan would remain unfulfilled by the end of June, 1978.
Due to slow implementation in the earlier years, shortage ef anti-
cipated finance, cost escalation and ineffective managements, even
a reduced programme may not be achieved by this time. Prepara-
tion of the Second Plan would need completion of the on-going
projects, an evaluation of the First Plan performance, a reorganisa-
tion of the essential data base for analysis and assurance that the
nation is ready to commit itself politically towards completing the
plan targets during a five year period. It is, therefore, assumed
that 1980-81 could be the first year of the Second Plan, at the earliest
and the plan-frame must be ready in the course of the next one
year., The object of this paper is to initiate thinking on the nature
of the plan frame and to propose a sct of tentative objectives for
discussion, in the light of a long-term perspective of 20 years.

The Second Plan will actually be the first normal time exercise
in raising the level of productivity, now that the law and order,
the inflationary pressure and the administrative weakness have been
considerably brought under control, compared to 1975. A Five Year
Plan becomes meaningful, if we keep before us, a longt erm perspective
of growth, because a Five-Year period is too short to achieve
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the desired structural change in the economy. For this purpose,
a notional and rough pattern of structural change by the year
2000 A. D. may be kept in view, which is just 20 years from
1980/81.

If we take projections of the First Five Year Plan as the tentative
starting point, the GDP in 197778 (at 1972/73 prices) would be
Tk.6542 crore and the per capita income Tk. 766 per year. If we assume
a modest 200% increase in the GDP by the year 2000 A.D., the
figure comes to Tk. 20,000 crores. If population control is assumed
to bring about the projected change, the possible figure by the end of
the century may be around 121 million. This would then double the
per-capita income (by 2000 A.D.) to about Tk. 1653, What possible
sectoral allocations and what structural changes would then be needed
by the end of this century? If our land is utilized for modern
cultivation, with the floods controlled and water during winter assured,
a 100 per cent increase in production is likely to come (in Japan the
the yield per acre is now about thres times that of Bangladesh).
But a large part of the employment and increase of the GDP must
come from other sectors, and the industries, power and housing must
grow much higher by then. Trade and Transport will also expand.
Starting with the projections of the First Plan, we may suggest 2
crude pattern of change ( Table1). The figures are indicative of the
direction only, as a basis for thinking.

This illustrative Table proposes that at the end of the century,
we should be able to complete the basic infra-structure of modernization
for a much higher real per-capita income and better living condition
for the people,

The exercise of constructing a perspective plan, however crude
it may be, shows the proposed structuralchange in the economy.
This is different from short-run growth rate that may be achieved
without any assurance of itscontinuation in future, For instance, a coun-
try may subsidize fertilizer, provide free irrigation water and distri-
bute agricutural credit to increase current output to some extent.
It may also increase production of consumer goods by import of
machines and most of the raw materials. International aid or long
term borrowing may finance these activities temporarily. But when



Farouk : Second Plan of Bangladesh 317

such assistance is suspended or withdrawn, production can sink back
to the previous level, as the country can not make the necessary
machines and spares and there is no infra-structure to make such
efforts self-sustained, In that case, the internal farm price would

TABLE 1

STRUCTURAL CHANGE IN THE GDP IN THE NATIONAL
PERSPECTIVE PLAN IN PERCENTAGE
TERM OF G.D.P.

Projection | Projection f Approximate
1977/78 | 2000 A.D. increase
Total 100 100
Agriculturc 55.1 36 Double
(3602) (7204)
Manufacturing 11.2 29 8 times
(731) (5748)
Construction 5.0 3 Double
(326) (652)
Power and Gas 0.4 1 8 times
(25) (200)
Housing 4.4 11 10 times
(228) (2280)
Trade, Transport 24,0 20 Two and a
and other Services (1570) (3916) half times
Total (in crore Tk.) 6542 20,000
Per capita GDP (Tk.) 766 1653

(in 1972/73 prices)

not be profitable enough to enable the farmers to usc the farm inputs
at international prices. The situation becomes hopeless if the terms
of trade is going against the country continuously. The accumulation
of foreign loans in the meantime can eat up the traditional export
earning. The present condition of the Bangladesh cconomy is no better
than this. Without foreign assistance then, a per-capita growth rate
can only be maintained by reducing the absolute number of population
of the country, gradually going back to the traditional technology
of cottage industries and labour intensive farming methods. Sustained
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increase in production has come in the developed world, only by
reorganising the technical basis of production at a higher level, by
the use of machines and techniques that can be replicated at reduced
cost through the economy of scale and management, appropriate
for the country and its resource endowments.

Much of what is needed to raise the technical base of production
and the quality of life of a people, is, however, classified by some
economists as unproductive investment. Productive investment is
that, which is destined for production of goods and material services ;
while other investments such as construction of dwelling houses,
roads, parks etc., is classified as unproductive investment. But
it is this unproductive investment which is also the basis of higher
level of productivity in the future and employment of unskilled
manpower at the present moment. We may identify some of the
needed investments in Bangladesh that are relevant for a higher level
of productivity.

(a) The entire agricultural land would have to be transformed
for modernized farming through increased specialization and con-
trolled water supply, as opposed to traditional subsistance farming,
heavily dependent on rainfall. Water control is the basic task, but
land levelling, making holding size economic and making more
efficient planning of crop re-distribution to release land for proce-
ssing industries’ requirements in addition to growing food, is a must.

(b) To absorb the huge excess population into non-farm occu-
pations, at network of urban industrial areas will have to be dis-
tributed throughout the country. preferably at each Thana Head-
quarters. This will involve provision for all season transport and
storage network. The rural industries will have to be established
through a private sector, helped by the government.

(¢) To manufacture the bulk of the spares and the simple machines
and building material within the country, to reduce the recurring
need of foreign exchange, a big investment in capital goods indus-
tries and more research to reduce the cost of production of construc-
tion material, power etc., will be needed,
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(d) To prepare the manpower for use of new techaology in farm-
ing, employment in industry, for population control and increasing
their saving habits, the entire labour force must be made literate in
Bengali, through at least 5 years of primary education. With the tra-
ditional technology, an illiterate may produce goods but for modern
technology, literacy is a must, for higher labour productivity and
mobility.

‘Thus, we foresee that by the turn of the century, we have crea-
ted an economy in which a literate population is able to produce
in farming, industry or services, witha technique of production that
is largely non-traditional, and yet relatively simple, within our ability
to manufacture and repair. This will provide higher production,
higher savings and higher level of investment, assuring a self sustained
growth thereafter.

IIl. OBJECTIVES OF THE SECOND PLAN

The Second Plan ( 1980-85 ) will, therefore, have to identify and
tackle the basic problems of economy, There are, important constraints
that restrict our options for policy. First, thereis a need to increase
employment in the country. Although shortage exists in technical
manpower there is a big supply of landless labour and a fairly large
supply of educated manpower that need jobs. Self-employment will
not be possible for so many. A coacerted attemt to provide good
housing, transport, and compulsory primary education would create
remunerative employment for this group. This is productive work,
but finance has to be provided for this, and saving generated within
the country may be inadequate for the purpose.

Secondly, the high price of building materials and manufactured
goods must be lowered, to provide the incentive for private sector
investment in housing and increased agricultural production. The
present high price is the result of high cost of imported inputs
(including fuel ) and large dependence of the industrial sector on
imported knowhow, machines, tools and spares. As the terms of
trade are going against Bangladesh, the longterm cost-reduction in
many of the labour intensive services and industries like rural transport,
readymade textiles, leather goods, wood and food processing, etc.,
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is only possible through transportation of gas and electricity to the
industries and local manufacture of spares, operational supplies and
the simple machineries. A Bangladesh Eaergy Study (Asian Develop-
ment Bank) was completed in 1976, which provide a basis for further
work in this direction. In the matter of manufacturing machineries,
although we have nothing beyond the stage of casting as yet, the
Bangladesh Machine Tools Factory now under construction, will
complete its first phase by the end of 1978, Even if this industry
is not able to break-even in the short rum, it must be developed
and managed as the basic industrial structure. Recent work of a
notable Bangladesh economist shows that one of the very few activities
in which it is profitable for us to increase further production show-
ing high Social Rate of Return as well as high Market Rate of
Returnd is the machinery manufacturing industry.! Serious efforts
will have to be made to make this venture successful through
standardization of all future import of machinery in the country
and by a progressive ban on the imported spares and machines
that can be manufactured or assembled within the country. The
entire Second Plan period may be devoted to the development of
market and expertise for this industry, for which, expansion of
the other light industries may be slow in the begining. Co-ordinated
programmes for other machinery and electrical goods industies will
have to be built to utilize the facilities of the Machine Tools Factory
by producing sewing machines, pneumatic-wheeled rural carts, wheel
barrows, motors for country boats, specialised farms designing and
fabricating the small industries’ plants etc,

Thirdly, in order to increase the yield of farm production, we
have to grow more of HYV crops, For this, water coatrol is nece-
ssary. Water control is defined to include flood control and irrigation
for economic and uniform production of the most suitable crop
in a given area. At present at the most 10 per cent of the total

1This refers to the Basic Solutions of a Model of Accounting Prices, where
an exercise is made to measure the social cost of production, marginal import
cost and marginal export revenuc for a set of products in a common unit
of valuation. Vide: The Economy of Bangladesh—A, R, Khan, Macmillan, 1973,
Pages 107-127,
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arable land may satisfy this condition. To bring this proportion
to nearly 100 per cent in 20 years, we need a total Water Coantrol
Plan including re-excavation of silted rivers, construction of a net-
work of dams, barrages, canals, tanks, tubewells and then a land
levelling work. The work is primarily labour intensive. The part of
the work that can come in the Second Plan period may not give
immediate benefit but will provide a much higher increase in yield
at a later stage. A study of this problem has begun and the
Bangladesh Water Development Board in 1977 prepared a Compre-
hensive Plan on Resuscitation and Trainiog of Rivers and Town
Protection in Bangladesh. This study indicates that the task is
feasible, but needs further work. A scheme was estimated to cost
about Tk. 2800 crore of which only Tk. 231 crore would be
foreign exchange. The major part of this work is in channel improve-
ment, measures against erosion and construction of embankment,
If yield is increased and assured for rice, more land will be released
for commercial cultivation of diverse crops that must feed the rural
industries.

Fourthly, transport is a major factor causing the low produc-
tivity of labour in Bangladesh. With improved techniques and
better facilities, increased production may be possible, but it
may not be economic to do so unless the output is easily trans-
portable to the consuming markets. This is, however, a capital
hungry sector.

Investment made today in the transport infra-structure will
create higher productivity and new employment at a future date.
The Second Plan must start the task of creating the basic road
and water-transport system as a part of an overall master plan.
Our transport could be more speedy, cheaper and yet labour
intensive. For instance, a change from head-load to the wheel-
barrow, from the wooden wheeled bullock-cart to a pneumatic-wheeled
push cart, froma physically worked boat toa motorized boat can
increase employment as well as productivity. At the Thana level, there
has to be proper storage facility and quicker and more mechanised
transport. We should have a technology that can be replicated,

41—
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maintained and yet employ lot of people. A massive work oflabour-
intensive construction can start in the Second Plan period. The
basis for preparing such a programme will be provided by the Rural
Transport Study and the Banglaesh Transport Survey, that are nearing
completion (Planning Commission). Reducing the cost of producing
bricks (e. g., through gas use) and local production of some elementary
machines will help the process.

Fifthly, one essential lesson from the world economic development
is that no nation can increase its labour productivity nor promote
a self-sustained growth unless the masses can read and write. Adult
education can solve the short-term problem, but making primary
education ( class Ito V) compulsory for all children in the country
is now a must. It was recommended by the National Education
Commission and it constitutes a frequently made public demand.2
Primary education can be made compulsory with only a marginal
additional expenditure to be met by a local rate at the level of the
union councils. A voluntary movement by the intelligentia has already
produced great enthusiasm. Since it does not involve any foreign
exchange and it increases the employment of the manpower beyond
S. S.C. level, the scheme marits to be included in the Second Plan.

In addition, oiher objectives that are already recognised for the
Second Plan are increased family planning programmes, increase of
technical education facilities, raising capacity utilization of the
existing industries and increasing the incentives for technical people
to work and stay within the country. It will appear that most of
the objectives stated above are of a nature that will contribute to
future increase of labour productivity and will facilitate the healthy
growth of a private enterprise. But they will not be ‘quick-yielding’
within the Second Plan period,

IV. SUGGESTED STRATEGY OF THE SECOND PLAN

The major strategy of the First Plan was to increase output in
those sectors of the economy where production is labour intensive.

2To give two examples : The Union Council Chairman who met in Dacca
in April 1977, recommended enactment of a law. ‘Ittefag’ in its editorials dated
May 3 and May 17, 1977 recommended it,
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It did not envisage any sharp structural change. It was also not
intended to be marked by any rapid industrialization (First' Plan,
p. 16-20). Experience has shown that it is not possible to increase
productivity without a change of technique. Inspite of all our
offorts, very little addition has taken place in the market-worthy
production of rural industries. One basic contradiction in our present
economy is the large import of foodgrains together with our desire
to increase food production through the private sector. At the current
input prices the farmers do not find it profitable to produce more.
Increased prices of manufactured goods, a low and uncertain price
of the farm output and a high rate of population growth may have
generated, what a notable economist of Bangladesh has called <the
below poverty level equilibrium trap™®. Low rice price is both an
incentive to population increase and a disincentive to increase of rice
production, The technical base of production in Bangladesh can not
be uplifted overnight. But unless the painful process is started now,
we can not achieve it in the foreseable future. The Plan Strategy
must solve this contradiction one way or the other. Rice, salt and
sugar could go entirely to the private trade, with government main-
taining 2 buffer stock for open-market operations, when price goes
above a certain level. Seasonl variation in the price should be left to
the market mechanism, leaving the farmers and producers to adjust to
that. Food self-sufficiency is meaningless without reference to the
employment and purchasing power of the landless and the urban
foor. If riceis costly, people can respond to it by changing other
kinds of food. During the Second Plan period, however, food import
will have to continue (though not rationing), because increased
employment in construction work will increase the demand for wage
goods, without immediate increase in its supply.

It should also be possible during the Second Plan, to begin a
process of land-reforms that will reduce share-cropping, consolidate
the scattered holdings and eliminate the extremely uneconomic holdings
through shifting the extremely small farmers to whole-time non-farm

3M. Alamgir, Bangladesh i A case of Below Poverty Level Equilibriom
Trap. B.IL D. S. 1976.



324 Political Economy

occupations, in a phased manner. Without this, increased investment
in water control and extension will not lead to expamsion of the
acreage under HYV.

This plan will employ the unskilled manpower in the country through
mass mobilization, to create the basic infra-structures that will take
time to complete, without which modernization of the economy is
not possible. Construction, earth-work, primary-school teaching and
increased middle-level technicians, para-medics etc. will be the major
Job opportunities. The need of greater mobilization of manpower may
not always be possible through rewards in monetary terms. So, we
have to cat down the level of comfort of the well-to-do through
taxation of the unearned income and create a mentality for building
the country through greater work and simple living. Reducing corrup-
tion and creating a feeling that everybody has chance to rise through
open competition, are necessary conditions for its success. It is here,
that the planning process becomes a political exercise involving the
masses as well as the leadership.

V. FINANCING OF THE PLAN

Can Bangladesh afford to implement financially such a hard Second
Plan from July 1980 ? The approximate financial burden has been
projected hypothetically in the Appendix. This projection at 1975/76
prices is based on very crude data, only to bring the main issue
for discussion. It will cost approximately 100 billion Taka in 5 years,
including the public and the private sector. In terms of GDP, about
20 per cent will have to be invested and most of the landless labour
and the high-school graduates will be employed because of the big
construction, earth-work and the activities generated by compulsory
primary education. Some wage-goods viz, foodgrains will have to
be imported, because increased food and other farm produce will
come mainly at the end of the Plan. The strategy, as explained
earlier, is to take advantage of the presently available food aid from
our friendly countries to enable a transformation to water-controlled
agriculture that can be sustained without any subsidy on inputs, This
is the reverse of the existing strategy. Much of the light-industrial
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expansion will be left to the private enterprise and the price-mechanism
will be allowed to determine the factor allocations in the private-
sector as much as possible,

Although it will cause hardship for the nation, such a plan may
be financed in the following manner on the assumptions that (a)
it is accepted that a nation with the lowest per-capita income needs
a big sacrifice at the initial stage to stand on its own feet; (b)
that there is a dedicated and honest political leadership for the nation,
who by their personal example of honesty and efficiency, inspire the
relatively well-to-do minority in the country to do hard work and
simple living, ( ¢ ) that international community is willing to continue
its support to our development efforts for increasing our labour
productivity and organising a private-enterprise based economy with a
higher technical base. Bangladesh deserves a special treatment becuase
this is a test-case for the recently stated policy of the World Community
to eradicate poverty from this planet, through mutual cooperation and
understanding.

It will appear from the Table at the Appendix, that the financing
of the Plan has been divided in four parts as follows.

First is our government finance through a budeget surplus ( assuming
the present volume of current expenditure ). A high land tax and
a higher rate of tax on the unearned income can obtain this surplus.
At present the land taxis very small and only one per cent of the
families in the country ( i.e.,about one lakh ) are paying income-
tax. Now the well-to-do avoid paying tax becanse some of their
incomes are concealed and some of their luxury purchase ( e. g. gold,
automobiles, alcohol, foreign travel etc.,) go untaxed, If something
is made illegal and yet the well connected or rich people still continue
to do this, the only result is that the State is deprived of the
revenue. The policy of making the rules same for every citizen
and making them pay for what they do, is a better policy in such
matters. A total of 23 billion Taka is anticipated from domestic savings
including increased taxation.

Secondly, the private sector is e¢xpected to invest about 13 billion
Taka. This is a small part of the total outlay, coustituting about
11 per cent of the Plan outlay but much more than that provided
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in the First Plan. outlay the Stock Exchange restored and hindrances
to private investment removed, it is expcted that a major part of
it will go to multi-storied urban housing, light industries, processing
and the service industries.

Thirdly, foreign assistance will constitute about 60 per cent of
the plan outlay, including the food, commodity and the project
aid. The food aid is mostly to be spent in the “Food for Work™
type of projects, which has not so long been treated as a part
of the development outlay. Considering this, the total dependence
on foreign assistance is not disproportionate to the share of foreign
assistance in the last two years of the First Plan, However, a
greater part of the loans should be spent on basic projects like
manufacture of machines, tools, gas based industries like the PVC
and for bringing self-sufficiency in the intermediate technology. In the
First Plan period, a substantial part of the foreign assistance was
spent in soft and welfare progrmmes including fellowship and on the
import of consumer goods for relief.

Fourthly, it will be necessary to meet a gap of about 5 billion
Taka through some unconventional internal source, if we want to
achieve a substantial level of infra-structure building, There are
two known sources for this, In the current year, we have seen
a popular zeal to do certain work of labour intensive type through
voluntary effort. There is also some amount of work done through
the ‘Swanirvar Movement’. It is this kind of voluntary work that
can supplement regular paid work. Another point is that the current
expenditure of the government is known to have increased in recent
years very rapidly. Government subsidies have reached a high pro-
portion for mass consumption, public corporations and trading agen-
cies, including subsidy of inputs to agriculture. In many orgnisa-
tions ecither purely government or run by government grants, there
is now duplication of work, too many staff, particularly at the
lower levels and there has been expansion of facilities that may not
be justified in the context of our shortage of fund. A thorough
rationalization of the whole system can yield savings that could bc
used for more productive investment in development. Such economy
may lead to surplus staff in some organisations that can be absorbed
in the development projects. The exact magnitude of such economy



Farouk : Second Plan of Bangladesh 327

is not possible to indicate, but it is evident that such wastes now
exist in the current expenditure of the government.

VI. SOME IMPLICATIONS OF THIS APPROACH

Under this approach, there will be considerable hardship during
the Second Plan period. It will also require greater economy and
reorganisation of government’s current expenditure. But there is also
a hope that our per capita income can increase in real terms,
contrary to the exper rience of the last 30 years. Some of its other
implications are summerized as follows :

(2) It does not aim at remarkable change in the G.D.P. or
the per-capita income within tne Second Plan period. Its
main concern is to build the technical basis for higher pro-
ductivity and a structural change to be completed by the
year 2000 A, D.

(b) It doesnot depend on food self-sufficiency during the Second
Plan. Rather it is based on import of food to be utilized
for capital formation as a part of the strategy during the
Plan period, It is intended to use the present Aid available
in Food for infra-structure building by our surplus manpower ;
keeping, at the same time, a reasonably high price for the
foodgrains within the country. This objective can be attained
if foodgrains are distributed as wages for development work,
with government open-market operation as needed, but no
rationing.

(c) Reducing dependence on foreign aid is not considered as an
immediate plan objective. But the available foreign aid will
be used only for increasing the technical base and producti-
vity in the economy within the period of the perspective
plan.

(d) The Plan involves the begining of a series of legal changes
for land-reforms, primary education, population control and
a final decision with regard to the question of denationa-
lization of the industries that are now causing loss to the
public exchequer,
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The recruitment, pay and service condition in the government
services will have to be more competitive and incentive-oriented for
higher achievements. Those whose skill is scarce and those who work
more, would have to be paid more and very qualified citizens will
have to be given a chance fo compete for all public appointments
and positions. Public Honours and Rewards for development work
could be a substitute for regular remuneration in some cases.

In conclusion, it is mnecessary to point out that the figures
given here are only illustrative. If the principle of having a hard
Second Plan is acceptable to the nation, the actual preparation of
projects or lining them up in order of priorities will have to be
done at the next stage. Perhaps without a ‘big push’ like this, it
is difficult to get rid of the extremely low living standard of our
millions within this century.
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Abstracts of Articles presented at the Annual
Conference of the Bangladesh Economic
Association

APPROPRIATE AGRICULTURAL TECHNOLOGY—THE
CONCEPT AND RELATED ISSUES

by
Jahangir Alam

Appropriate agricultural technology covers a wide range of techno-
logies from which a choice can be made to cater to the need in a
particular sitnation. An attempt has been made to conceptualize
the issues related to the subject in the context of technological
development in Bangladesh. Some possible criteria such as the crea-
tion of job opportunities for the rural unemployed and partially
employed labour force have been suggested for the selection of tech-
nology. Suggestions have also been made to undertake an extensive
research programme to assess the unexploited potentialities, build
up entrepreneurship and encourage creative innovations by our
own people, and utilize, where needed, the imported technology
as a catalyst. Emphasis has also been made to collect and diss-
cminate technical information .on appropriate agricultural tech-
nology for the benefit of our people.
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SYNTHETIC PLANNING FOR DEVELOPMENT : A CASE
FOR THE SPATIAL STRATEGIES FOR RURAL
TRANSFORMATION IN BANGLADESH

by

A. K. M. Habibullah
Assistant Professor of Economics
Chittagong University

After deliberating on the importance of the spatial input into the
Development Planning (i. e., the importance of sub-national Ievel
planning) the regional variation in the rate of urbanization from 1947
to 1974 has been analyzed, The author has found that though in
consideration of the total size of population in Bangladesh the
emerging metropolises are very small, they are showing the signs
of overgrowth in terms of shortages of urban amenities and socio-
economic problems. He has then proposed a few strategies of spatial
organizations keeping the long run growth objectives of the total
economy and related urban growth in view. To transform the rural
economy he has suggested the growth of small concentrated centres
with the surplus rural population with various economic activities,

SOCIO-ECONOMIC CONSEQUENCES OF RURAL TO
URBAN MIGRATION AND ITS IMPLICATION
FOR RURAL DEVELOPMENT

by

Nityananda Chakravorty
Research Scholar
Department of Economics
Dacca University

Concomitantly with the situation of more developed countries, the
less ones are experiencing massive flows of migrants into their cities
while high fertility level persists. So far as a change in economic
structure accompanying economic development causes internal
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migration, this paper tries to establish that internal migration of
labour from rural to urban areas does not occur in developing
world in response to an intersectoral disequilibrium manifested by a
differential in manufacturing (urban) and agricultural (rural) incomes.
What is rather significant and dominant is the rapid increase in the
urban service employment caused by shifts in the patterns of labour
demand rather than by the emerging excess supply of rural labour.
Extension of rural employment opportunity through the opening of
new production frontiers, abandonment of concentration of industrial
construction chiefly in towns are particularly suggested to stop this
rural emigration in a situation where every government in the
developing world is committed to a growth philosophy strictly with
a rural bias.
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MANAGEMENT OF CO-OPERATIVES AND RURAL
DEVELOPMENT OF BANGLADESH

by

M. Ameeruz Zaman Khan
Chairman

Department of Management
Rajshahi University

When a group of persons economically weak are actuated by a
desire to strengthen their position and improve their economic condition
for that purpose act together in some economic processes, be it
production, distribution, exchange or consumption and divide the
profits arising from their joint efforts in an equitable manner, they
are said to co-operate and the association so formed is said to be
Co-operative Society. The form and scope of co-operation, however,
vary widely from country to country.

Management of Co-operatives involve planning, organizing, motiva-
ting and controlling the efforts and resources of the co-operators. This
chain of management functions is efficient when resources, are available
in appropriate time, trained personnel are recruited for the organization,
corrective actions are taken at the right time and personnels are
motivated in times of need.

43—
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Co-operatives are the best institutional communication links between
the masses and the government in a country like Bangladesh. Industrial
co-operatives can facilitate urbanization, avenues of employment and
economic growth. Unfortunately, very few industrial co-operatives
have developed in Bangladesh and some of them are located in semi-
urban areas.

Co-operative farming both joint and collective are practiced
successfully in many countries. Out of the experiences of these countries
we can learn certain things which can profitably be applied in
our country for good village leadership and rural development.

A COMPARATIVE STUDY OF DUGWELL AND DEEP
TUBEWELL IRRIGATION IN NORTH BENGAL:
SOME PRELIMINARY FINDINGS

by

Md. Abu Bakar Siddique

M., Phil, Fellow

Institute of Bangladesh Studies
Rajshahi University

This is an attempt to have a comparative study between dug-
well and deep tubewell irrigation in North Bengal. For this purpose,
two villages—one adopting dugwell irrigation technique and the other
deep tubewell—in Naogaon subdivision of Rajshahi district were selecs
ted. The study, among other things, aims at (i) determining the existing
nature of dugwell irrigation, (ii) examining the impact of irrigation
on agricultural productivity, income and employment and (iii) analysing
the policy implications. Interestingly, it has been found that with
a traditional small scale and labour-intensive technology, dugwell
adopters were able to earn more income, generate more employ-
ment opportunities and achieve more per acre yield as compared to
deep tubewell adopters. This was possible due to certain advantages
of dugwell over deep tybewell. These are: (i) dugwell is a very
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low-cost technology in comparison to deep tubewell ; (ii) all materials
for installing a well are locally available ; (ifi) management problems
are minimal and (iv) itis highly employment generative. So far as
appropriateness of technologies is concerned, it seems that dugwell
is more appropriate than deep tubewell.

FUNCTIONAL RELATIONSHIPS OF HUMAN RESOURCE
DEVELOPMENT AND BANGLADESH

by
A. F. M. Shahadat Hossain

Chowdhury

Project Economist
Sonali Bank
Head Office

Dacca

Every one tries to develop ; and development is a function of
developed human resources. We and our government are trying to
develop our human resources but due to the gap between the policy
makers and implementors, we are not getting the proper result,
Religion has a great influence in our society and we are blindly,
instead of creatively, following it. At this stage of social develop-
ment, besides our government effort, we should encourage private
organizations to develop our human resources.
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TAXATION AND RESOURCE MOBILISATION
IN BANGLADESH

by

Md. Shafi Ullah
Assistant Professor
in Accounting
Dacca University

There are three methods of financing the development programmes
in a developing country—(1) Borrowing from the public both within
and outside the country ; (2 ) Printing new moncy and (3) Taxation.
[n Bangladesh the percentage of domestic resources to the total resour-
ces available for financing the development programmes for the last
four years from 1973/74 to 1976/77 comes toO 25%, 169%,26% and
20%, respectively. In financing the programmes, the contribution of
taxation has been increasing year by year and may continue in future
also. But the problems encountered with the taxation systems in Bangla-
desh for resource mobilisation can be summarised in the following
way ; (1) Direct taxes contribute only a small proportion of total tax
revenue ; (2) heavy reliance on indirect taxes; (3 ) social and
welfare services provided by the government are so few that the
tax payers overestimate the burden of taxation and under estimate
the benefits of government expenditure ; (4) frequent changes
in the taxation policy of the government. In order to overcome
these problems several administrative means could be adopted such
as: (2) an offective staff of adequate size and qualification, with
suitable training, programmes, adequate controls to ensure efficiency
and development of a cooperative attitude between the assessees and
the administrative staff; (b) simplicity of tax-structure; (c) estab-
lishment of a simple well-defined, effective procedure land suitable
forms of return; and (d) avoidance of tax evasion and falsifica-
tion of tax-revenue by the assessee.
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CREDIT NEEDS OF TRADERS, SHOPKEEPERS AND
SMALL MANUFACTURERS IN URBAN AREAS
AND THE COMMERCIAL BANKS

by

M. Euonus

Assistant Professor
Department of Economics
Rajshahi University

Traders, shopkeepers and small manufacturers form an important
economic group which functions as a missing link between the pro-
ducers and the final consumers of goods and services. This section
of people requires mainly two types of credit viz. short term credit
and intermediate term credit for normal business activities. In a survey
undertaken by the author of this paper during 1974/75, it is found
that here at Rajshahi town and its surrounding areas loans are
granted by the commercial banks mainly against the following secu-
rities : (a) hypothecation/pledge of stocks of goods, (b) third party
guarantee, (c) gold ornaments and/or mortgage of immovable pro-
perty, (d) saving certificates and surrender value of life insurance
policies.

The credit needs of traders, shopkeepers and small manufacturers
are of a special nature and at present, as it appears, the commer-
cial banks fail to satisfy these credit needs to a greater extent.
Thus the non-institutional sources of credit have, in this regard,
assumed a greater importance. This is not a healthy sign and on
considertion of maintaining regularity in the flow of credit the
commercial banks should be made more effective as lenders. This
suggests that in order to fulfil the credit needs of the borrowers
concerned, specific policy measures should have to be adopted by
the commercial banks.
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CO-OPERATION BETWEEN BANGLADESH AND MIDDLE
EAST IN THE FIELD OF HUMAN RESOURCES

by
Mizanur Rahman
Economist of S. F. Ahmed & Co.
Chartered Accountants, Dacca

Middle East countries usually require oil and gas-oriented skilled
technicians other than the construction, telecommunication and power
section. There are one Engineering University, three Engineering
Colleges, Nineteen Polytechnique Institutes in Bangladesh., These
institutes are hardly producing any kind of the said skill required in
Middle East, particularly in oil and gas section. In the light of the
above observation this paper is suggesting the following measures :

1. Improve and re-equip the domestic institutes to produce techni-
cians suitable for use in Middle East.

2. Establish a manpower institute that may carry out research
on human resources both for national and international supply of

skilled manpower.
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