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PLANNING EXPERIENCE OF
SOME SELECTED DEVELOPING
COUNTRIES

Planning Experiences in Pakistan

MUBASHIR HASAN*®

| am not competent to speak on technical aspects of planning. Those
aspects rightly belong to the domain of economists. My interests lie more
in the political objectives of economic plans, their feasibility, their
successes and failures. In the circumstances, | shall try to relate before
you some of our government's experiences of plans and planners and of
the forces acting upon them.

The principal lesson, we learnt, during the tenure of our government
can be stated in one sentence. It is: that preparation of plans and their
implementation is more akin to waging a war rather than smoothly
carrying out a mission for which a political government wins a people
oriented mandate from the electorate. It is an unending series of battles
fought simultaneously on many fronts and at many levels. The principal
contenders are the following:

1. The people : The overwhelming majority of the people of Pakistan
are ill-fed. ill-clothed, ill-educated, poor and backward. The proclaimed
objective of almost all economic plans is to raise the economic, social
and cultural level of the people. It is the people who vote or are expected
to vote to bring governments into power and it is in their name that
governments are formed and run.

2. The leadership : Generally speaking, the economic, political,
social, ideological and cultural interests of leadership of the political
party in power determines the character of the government. In a country
like Pakistan, these interests, depending upon the period, may tilt
towards the interests of big landowners, industrial or trading classes, or
the custodians of the civil and the military apparatus of the state.

" Former Minister of Finance, Planning and Development, Government of Pakistan.
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3. The Managers : This group may consists of three or more
sub-groups.

(a) At the apex of the administrative and intellectual organisation of
the national planning commission are the planners. Highly educated,
often at institutions of higher learning in the west, the planners are
academic in their approach and generally out of touch with the problems
of the people. They have little field experience, if any. Occasionslly,
members of this group have either served with or have yearnings to serve
with the international organisations such as the World Bank.

(b) The second sub-group may be designated as the implementors. In
the former colonies of Britain, the implementors are generally members of
the civil and the armed services. Among them are administrators,
engineers, educationists, doctors and specialists in agriculture and other
applied sciences.

(c) Industrial entrepreneurs, capitalist, agriculturists real estate
developers, big transporters etc. constitute, yet another sub-group which
operates semi-independently and at a level subservient to that of the
sub-groups (a) and (b).

4. The Developed Countries : To be included in this group are the
industrial and financial houses of the developed countries, their
yovernmental agencies as well as the international agencies dominated
by them such as the World Bank, the Asian Development Bank, the
International Fianace Corporation, the International Monetary Fund etc.
The U.S. Agency for International Development and similar agencies
created by the governments of other developed countries are also to be
included in this group.

The clash of economic, political, social, cultutural and ideological
ineterests among the contenders is of a fundamental nature. Take for
example the interests of the developed countries. They want markets of
the undeveloped countries for their produce, products, low level
technology, capital, communication networks etc. at terms as highly
profitable as possible. They want to grab the fruits of the labour and
wealth of the undeveloped countries as at little a cost as possible. On the
other hand they want to sell what they wish to export at as high a price as
possible. In other words the interests of the developed countries are best
served only when they can make as much profit out of the poor countries
as possible. They do not wish that the primary exports of he poor
countries should become dearer, or these countries become able to
produce locally the goods they depended upon the developed countries
to supply. As things stand today our poverty is their riches.

The apparent interests of the managers as these exist in the former
colonies of Britain are to enhance their own wealth, influence and
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political power. Since their legitimacy as rulers, indispensibility as a
necessary adjunct to the process of production, and their loyalty to the
institution of the nation state has never been established beyond dispute,
the managers are prone to connive and collude against the people either
with the leadership or with developed countries or both to serve their
own group interest. Simultaneously, they are also prone to intrigue and
conspire both against the people and against the leadership. However a
small number of individuals among them may attempt to act in the
national interests along a genuine nationalistapproach. But the members
of this small group have little chance of keeping their jobs over a long
period of time.

The foremost interest of the leadership is, of course, to continue to
remain in power. At times such interest proves to be a highly corrupting
factor by itself, in other words, the leadership can be swayed away from
its electoral commitment to the people and move closer to the interests of
the other contenders. A government dominated by big landlords would
want to raise the level of the prices of the agricultural produce, would like
agricultural inputs to be subsidised by the state and would like a greater
share of bank credit for big land-lords. Naturally this leadership is
opposed to land reforms or taxes on agricultural income.

Pakistan’s brief history is rich with the experience of several possible
combinations among the contenders. The leadership dominated by
landlords and managers joined hands with the developed countries and
we saw what happened during a part of the Pre-Plan and the First Five
Year Plan periods (1953-1960). The managers joined hands with the
developed countries and the history of the years of the Second and the
Third Five Year Plans (1960-1970) is also before us. It is about the few
years in the early seventies that | would wish to talk in more detail. Very
little comes out in the public of the fierce battles which unceasingly rage
behind the scenes among the contenders to be more precise among the
contenders minus the people,

We came into power under most unenviable circumstances and ran
into major problems from the Day One. Most of our problems arose out
of our political stance, our election rhetoric and lack of a proper political
organisation. We had a programme to nationalise major financial and
industrial undertakings; we were against the bilateral and multinational
security agreements of Pakistan; we wanted to improve our ties with the
Soviet Union without damaging our relatios with China; in our election
campaign we had been very vocal against the United States; we wanted
to curb the power of the bureaucracy; and we were known as socialists.
The result was that the developed countries as well as the managers were
totally hostile to us. We had also alienated the big landlords and the big
business. It was in such an environment that we had entered
Islamabad.
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As a result, the legitimate government of a sovereign nation, the first
ever elected on the basis of universal adult franchise in Pakistan, had to
act as an “outsider” in an environment that was haostile, to put it mildly.
The operation of nationalisation of major industrial units had to be
called, in the first instance, “taking over of management” and the task
had to be accomplished in the dead of night along the lines of a
clandestine operation. When it came to nationalisation of bank no file
was ever made of that operation. Not one person. from the establishment,
inclusive of the governor of the State Bank of Pakistan, was made privy
to the implementation of the secret project. To avoid hostile international
reaction against a state, in such a weak position as Pakistan was in
January 1972, the foreign owned firms such as Attock Oil, Esso
Fertilizers and ICl undertakings had been exempted from nationalisation.
The compensation to be paid for nationalisation of the American Life
Insurance Company had to be negotiated secretly in advance of the act
of nationalisation. In addition to the economic, many more examples of
this nature can be cited in political, social and administrative fields, in
which the government considered it necessary to act as if it was a faction
in opposition to the real custodians of power --the bureaucracy and its
international allies. Time and again we were obliged to adopt
extraordinary courses of action to implement our policies.

Soon after we assumed office, Robert McNamara, President of the
World Bank paid us a visit. His mission was:

(1) we accept the liability of all the debts Pakistan had incurred Up-to
date, irrespective of the geographical. area for which they were meant,
and

(2) we devalue our currency.

In our discussions | put to him that if the Bank was of the opinion that
we had inherited a government or an administration, it was mistaken. We
were sitting, | said on “ruins and shambles” of a country and a
government. McNamara was in agreement. He was also asked to look
back on the course of Pakistan’s economic development. For almost two
decades, Pakistan had depended upon the World Bank and the
Interhational Monetary Fund for guidance. The advice of the two
institutions was accepted in totality. No questions were ever raised.
Pakistan's plans were prepared and economic policies were determined
by foreign experts. Pakistan went even to the extent of assigning the task
of preparing and implementing individual projects, almost exclusively, to
foreign consultants, contractors and suppliers and their output was put
by the bank and other agencies to the highest possible scrutiny namely
that of the borrower by a lender. | told McNamara: “You described
Pakistan as a model developing country’’. Pakistan accepted the Bank



Hasan : Planning Experiences in Pakistan 5

and the IMF and their foreign experts as its physicians and, as a good
patient, took all the medicine they prescribed. And now the patient lay
dead before them. Were they prepared to accept any kind of
responsibility for the tragedy, he was asked. McNamara seemed moved,
but did not answer.

When we assumed power there existed a Fourth Five Year Plan to
cover the period from 1970 to 1975. This plan prepared, by the previous
regime had been rightly criticised throughout the country, as it then
existed. The kind of economic development it had aimed at would have
served to exacerbate injustices among people and regions. It did not
. even attempt to do anything about what our party had termed as the
“internal colonial structure’” of Pakistan’s economy. It was scrapped
summarily by our government.

Ideas about starting afresh on preparing a formal five year plan for
edonomic developoment remained constantly in our minds but for a
variety of political, economic and administrative reasons we dared not
embark upon them.

(1) The constitution of the country had yet to be framed. The
jurisdiction of the federation and the provinces had yet to be delienated,
as also the powers of raising revenues.

(2) Nationalisation of basic industries, banks, insurance, shipping, oil
had to be carried out first which took us more than two years.

(3) Then we were hit by the spiral of rising oil prices and the severe
world-wide recession of the seventies. To add to our economic
difficulties we were hit by droughts as well as floods.

(4) There were so many “‘on-going’” projects -- and many more were
to be added by us, like the steel mill, the power projects heavy
engineering and electrical complexes -- that there was hardly any room
for manouverability left.

By the time our government succeeded in giving the country a
consitution with the unanimous approval of the Constituent Assembly
and by the time we had implemented the programme of nationalisation
as envisaged in our election manifesto, it was 1974. Thoughts about the
next elections began to occupy our minds and an international economic
crisis began to take the world in its grip with extremely harmful
consequences for us. Furthermore we were disappointed with the ability
and competence of our Planning Commission. The personnel in the
Planning Commission was almost totally unacquainted with the
conditions in the field. Unfortunately for Pakistan, its capital, has been so
designed that foreign visitors are able to adjust themselves in Islamabad
better than Pakistanis. For the citizens of Pakistan visiting the capital to

-
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put forth a point of view is a nightmare. More painful in practical terms is
the fact that the news of the country never seems to reach it. The majority
of our Sahib Bahadurs of the planning commission live in the exclusive
paper world of the secretariat. Not much could be done about them by us
as we formed the government. They were probably the best as they came
in our country in those days. In order to acquaint them with the problems
of development in real world of Pakistan | took a train-ful from city to city
and they were able to see, probably for the first time, how agriculture,
industry, commerce etc. etc. operated in the country. They had a chance
to meet and talk to working people, businessmen, administrating officers,
professional and others,

Our experience with the developed countries and the international
lending agencies educated us in yet another dimension. We had to
pledge early devaluation of the Pakistani Rupee. Only then we were able
to resume normal financial and commercial intercourse with the Western
World. Prior to that, that is when we came into power, the fianacial
houses of the West were not honouring our letters of credit or cheques.
All our payments had to be made in cash. In fact we were under constant
threat of the seizure of our national assets in the Western countries. Such
was the truth, in the economic sphere, about the much touted "tilt”
towards Pakistan. Our stocks of wheat and edible oil had crossed the
danger mark. We had to find money to purchase food and ships to deliver
the food to Karachi. Even if all had gone expeditiously, we knew it would
be too late to avoid grave shortages at the ration depots, and as a
consequence urban unrest. Once we gave the pledge, | refer to the
devaluation only, ships on high seas loaded with grain were diverted to
Karachi. We heaved a sigh of relief.

We were also to discover that the developed countries excercised great
influence over planning and implementation of development projects.
We found that the practice of employing foreign consultants and
contractors sponsored by or acceptable to the developed countries or
their lending agencies to carry out feasibility studies, prepare plans and
designs, supply goods and services and to supervise execution of
projects is a stupendous drain on and a blatant plunder of the wealth of
the countries of the Third World. Quite unjustifiably we are made to pay
through our nose five, ten, twenty times the real price for goods supplied
and services rendered. With the help of just one officer, an engineer by
profession, | was able to save Pakistan’s hundreds of millions of dollars
from being looted away. But it was always a grim fight. The files bearing
orders which adversely affected foreign interests tended to become
untraceable. The high echelons of our administration and the top
executives of corporations having foreign participation generally tended
to side with the foreign interests. Mr Bhutto’'s Minister of Finance
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Planning and Development soon became a very unpopular man, indeed,
and for good reason. Permit me to mention a few instances.

In 1971, Pakistani irrigation engineers pointed out that the design of
the large Tarbela dam, under construction at that time, and costing $ 600
million (1971 prices) was defective as it did not provide adequate
capacity to release water for irrigation purposes in a particular period of
the year. The foreign consultants responsible for the design vigorously
rejected the Pakistani criticism. As events were to prove later, the
consultants were rightly overruled and we ordered the construction of an
additional tunnel in the dam, However, when the consultant and the
contractor, big foreign firms both, came to know that | intended to assign
the work of designing and construction of the additional tunnel to
Pakistani firms a big storm broke loose. The managers and some forces
from the elite joined hands with foreign interests to oppose my proposal.
| barely managed to assign the design work to Pakistani engineers.
Formidable problems arose when the time of awarding the contract
arrived as the managers continued to favour the foreign firm.

Two years later as the dam was being commissioned, disaster struck.
The tunnels designed and built by the foreigners along with massive
concrete works were severely damaged costing us hundreds of millions
of additional dollars. But that was not all. Not a word appeared in the
press about lack of diligence shown by the foreigners in design or
construction or both. The bureacracy connived with foreign interests. |
had left the government by then but found myself totally helpless in
getting the reposibility fixed where it belonged. The dam developed
other troubles and we have ended up by spending over $ 1300 million
aganist the original estimate of $ 600 million.

There was a preject to build a new pipelina from a gas field in Sind to
Karachi over a distance of about 200 Km. | expressed my preference that
the pipeline should be built by Pakistani engineers for | believed it was
not so highly technical a job that Pakistanis could not do. The managers
balked saying that no Pakistani firm was capable of doing the job. Using
the lever of the government'’s ownership of a part of the gas company, |
hinted of my plan to change the management, the part-ownership of a
multi-national firm not withstanding. The company relented and in due
course there was a request for approving foreign exchange expenditure
of about $ 40 million to cover the cost of the pipe to be imported. | was
staggered. Within minutes | got the length of the pipe multiplied by the
weight of the steel per unit length and the price of the steel per unit
weight. The answer was between $ 6 to 7 million. Adding a certain
percentage as the cost of fabrication we concluded that the pipeline
should not cost over $ 9 to 10 million against $ 40 million being
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demanded of the government. Why? In their explanation, the company
said that the government was in a hurry; the pipe was nowhere available
on the shelf, hence the high quotation. But when would they actually
need the pipe -- in a week, a month, six months; when ? Six months was
their answer. So why did they not ask for a quotation for the supply to be
made six months from now? They promised to do it forthwith. They did,
and the price came down by $ 6 to 10 million, | do not remember the
exact figure. But it was still much too high.

At the time the last discussion about the cost of the pipeline took
place, an American gentleman was sitting in my office and he showed
utter indignation and amazement at what he had heard. He was not a
businessman he said, but he had friends and if only he could talk to them
over the telex, he could be helpful, he would try: He did and the price
came down to about $ 23 to 25 million. But his gambit did not last long.
Unfortunately for him, the telex operator was a sympathiser of the
Pakistan People’s Party and he supplied my resourceful Private Secretary
with the transcript of the American’s conversation with his “friends”. The
transcript revealed that within a period of three days ail the four
manufacturers of oil and gas pipelines in the world had agreed among
themselves on how to share the extra profits any one of them would
make out of the Pakistani deal. And they vowed not to quote below an
agreed figure. As | pondered over the course to be adopted an executive
of our state enterprises called on me in some other connection. Upon
learning that he was on his way to Japan | requested him to say the right
things to the Japenese steel manufacturers. He did and the price came
down if | remember correctly, to $ 19 million. Ultimately we bought the
pipe for $ 12 or 13 million against the $ 40 million. In country after
country, government after government, the Third World is robbed every
working day of the year. Almost every project that came to the Executive
Committee of the National Economic Council tor approval had either an
unnecessary or an inflated tag of foreign exchange expenditure attached
to it. In every meeting we would save scores of millions of dollars for the
country.

There is a provision in the 1973 Constitution of Pakistan that the
amount of compensation paid by the state in lieu of any land acquired by
it for housing projects could not be challenged in a court of law. Having
been so permitted by the constitution, the Punjab government passed a
law, in the same year, assuming powers to acquire land at less than Rs. 5
per square meter for developing residential areas. In the same law the
government also assumed the authority to ‘'declare a committee or any
other body as “official development agency” for the purposes of
developing or owning a particular housing colony. This was a wonderful
law which had cleared the major hurdle in the way of tackling the
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housing problem— that of availability of land. As a result the slum
dwellers of Lahore were able to organise themselves through an
institution they called the People's Planning Project. Nearly 120 katchi
abadis proceeded in accordance with the law to rebuild or develop in
Lahore one slum colony after another into proper habitations for human
beings. They were even able to build brand new, architecturally
innovative, neighbourhoods at a price a majority of the poor people were
willing and able to afford. But the honeymoon between the organisation
of the slum dwellers of Lahore and the leadership of the Pakistan
People’s Party lasted hardly a year. The feudals in the party and the urban
land ownerer joined forces. The work of turning the slums into
reasonably well developed living areas was halted in 1975. Today there
is bill before the Punjab Assembly to repeal this particular law.

Following the Tarbela disaster in 1974 the consultante and
contractors, their bankers and insurers, along with the international
leading agencies, all from the developed countries got together with the
managers and some ministers of the government and no investigation
was held to fix the responsibility for the disaster. During 1974 and 1975
serious attempts by nationalist minded Pakistani engineers and their
organisations to unambiguously point in the direction where the blame
lay were blatantly ignored. In 1976 any public discussion of the
technical issues in the engineering and design of the construction of the
Tarbela dam was prohibited. In the case of the purchase of pipline the
managers did their best to connive and collude with suppliers from the
developed countries against the best national interests. In both these
cases powerful foreign interests were involved. In both cases they were
helped by the managers. In the Tarbela case some ministers also
colluded. However, in the case of efforts to provide better housing
facilities to the slum dwellers of Lahore the leadership pitted itself against
the interests of the people. Foreign inetersts were not involved. With the
change of the Chief Minister, the character of the leadership in the
Punjab Province had changed. After all it was the government of the
same political party that had started the project for redevelopment of the
slum areas in 1973.

A five year plan for the economic development of a nation may consist
of hundreds of projects costing thousands of millions of dollars.
Development requires that the concept of every project has to be
elaborated into a working proposition. The project has to be planned and
designed in detail. The project cost has to be worked out and
arrangements have to be made for funds for its implementation. The
project has to be executed on the ground and finally it has to benefit one
or more sections of the population in one or more geographical location.

2
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Every stage from the elaboration of the concept to that of deriving
benefits from the project after implementaion involves solid material and
other gains. Open to beg, claim or grab are jobs for managers, fees for
consultants, payments to contractors and suppliers, royalties for owners
of processes and patents, profits for providers of loans and credits,
goodwill and often material benefits for leadership. It is only natural that
for every project, clash of interests should' give rise to fierce battles for
patronage, money and power among the contenders. All aspects of a
project can be a matter of economic, political and occasionally strategic
interest to the contenders.

Apart from being a generator of projects, a plan of economic
development of Third World countries. is an object of deep interest
among the contenders for its political content. In what manner will the
balance of economic, social and political power among the various
classes and regions change in the country, as the plan is implemented ?
What kind of financial and economic intercourse the plan is likely to
generate with developed countries during its implementation ? in what
manner will the plan influence the pattern of financial and commercial
intercourse with foreign countries after its implementation ? In what
manner will the implementation of the plan affect the contention among
the superpowers in the country and the region ? These questions go 1o
the heart of the problems of development in general and planning and
implementation of five-year plans in particualr. These can turn out to be
questions of high economic and political stakes. That is why the interest
in the plans of economic development is deep not anly within the nation
but among its foreign patrons.

Allow me to illustrate my point by describing what the developed
Countries did not like in the policies pursued by Mr. Zulfikar Ali Bhutto's
government. | quote from the Report and Recommendations made by A.
W. Clausen, President of the World Bank to his Executive Directors on
May 11, 1982

“8. A series of major political disruptions took place from 1969 leading
up to the separarion of Bangladesh at the end of 1971. The new
government which came to power in Pakistan in 1971 reversed many of
the policies of the 1960s. Most large industries, domestic banks and life
insurance companies were natioaalized, with adverse effects on private
investment and confidence. Difficulty was experienced in absorbing
these nationalized enterprises into the public sector, leading to a general
decline in industrial sector productivity. At the same time, the
government embarked on massive, long gestation public investments in
industry (notably the Pakistan Steel Mill) and by 1877 public sector
investment accounted for three quarters of total industrial investment.
The system of five-year plans was discontinued. From the mid-1970s,
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public investments were allocated through annual development plans
which did not provide a framework for programming the future phasing
of development expenditures.

9. In several respects, government policies in the early part of the
1970s were biased towards the improvement of welfare for urban wage
earners. Substantial wage increases took place as well as over-staffing of
the newly acquired public sector enterprises, while consumer interests
were protected by a combination of price controls and subsidies. The
agricultural sector bore some of the burden of these policies ....

10. In addition to large-scale investments in public sector industry and
the associated needs for infrastructure, there were continuing large
outlays on the major Indus Basin irrigation projects which had been
commenced in the 1960s. However these investments were not
accompanied by adequate efforts to utilize the irrigation water provided
by these projects .... The government became committed to a policy of
increasing subsidization of agricualtural inputs as the principal means of
promoting agricultural productivity.

11. During the mid-1970s .. there was extensive reliance on
significantly increased external borrowing, largely from OPEC sources,
as well as excessive domestic borrowing, in order to maintain the pace of
public investment. The relaxation of fiscal discipline led to an upsurge in
domestic inflation and a depletion of foreign exchange reserves.”

The foregoing is indicative of what the developed countries and their
lending agencies did not like in the policies adopted by our government.
They wanted that the government they were negotiating with at that
moment should change those policies. What they wanted to be changed
was the substance of the so-called “structural adjustment”. It was quite
irrelevant for the developed countries and their lending agencies that the
policies they wanted to be reveresed represented the mandate given by
the electorate to the Pakistan People’s Party in the general elections of
1970 and 1977. The parliament of Pakistan elected on the basis of adult
franchise had approved the measures our government had taken, the
very same measures which Clausen and his patrons wnated to repeal by
a martial law government.

| shall not narrate the measures adopted by the developed countries to
bring about political changes in Pakistan, partly in order to clear the way
for the reversal of the policies of the government of the Pakistan People’'s
Party. Let me confine myself to the.realm of economy, especially its
planning aspect. Our Prime Minister, Zulfikar Ali Bhutto was executd on
April 4, 1979. Two days later we read in the papers that the United States
had cutoff all economic aid to Pakistan. The World Bank and the IMF did
not lag far behind and an economic squeeze was put on General Ziaul
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Hag’s government. | am told that the Pakistanis did offer resistance but
their political position was much too weak. One team from Washington
after another visited Islamabad and by the autumn on 1980 the IMF and
the Bank had broken through the Pakistani resistance. Finding itself in
dire economic straits Pakistan agreed to avail an Extended Fund Facility
of US $ 1500 million in lieu of agreement to change its economic
policies ..

In the report cited above Clausen further disclosed:;

Over the past 18-24 months, there has been an intensive and fruitful
dialogue between GOP (Government of Pakistan) officials and Bank as
well as IMF staff on necessary reform measures to support access to the
IMF’s Extended Fund Facility and the proposed first phase of a program
of structural adjustment lending. Bank staff participated in drawing up
the sectoral policy measures of the EFF program; the SAL (Structural
Adjustment Loan) program is designed to reinforce and build on those
initiatives.”

Now structural adjustment is an euphemisn for basic changes of
national economic policy. Change our policy about ownership of means
of production and distribution, prices, savings, investment, industry,
agriculture, energy and the priorities of your plan and you have carried
out “structural adjustnments”. The agreement to avail of the Extended
Fund Facility signed with the IMF in 1980, the agreement for the
Structural Adjustment Loan signed with the World Bank in 1982
together with some other loan agreements sealed the fate of the direction
of the Pakistan’ economy well into the 1990s. These are highly
instructive documents for students of national economy and national
economic planning. The Stuctural Loan Agreement binds the
Government of Pakistan in the following Sector and Policy issues and |
quote from the Clausen’s Report cited earlier :

Macro-Economic Management and Resource Mobilisation

Economic Growth

Domestic Resource Mobilization

Monetary/ Credit Policies

Balance of Payment/Exchange Rate Policies
Revised Planning Framework

Plan Priorities

Planning Procedures

= hoon ol s

Agriculture and Water Sector

8. Reorientation of Public Expenditure
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9. Agriculture Pricing Policies
10. Diversification of Agriculture

Energy Sector

11. Petroleum Exploration

12. Development of Domestic Oil and Gas Fields and Producer Pricing
Policies

13. Oil and Gas Consumer Pricing Policies

14. Role of Public Sector Qil and Gas Development (Qil and Gas
Development Corporation of Pakistan)

15. Long Term Energy Planning

Industrial Policies
16. Public/private Sector Balance
17. Public Sector Efficiency
18. Export Promotion
19. Import liberalization
20. Restucturing of Industrial Incentives

In a much greater detail than the list, the agreement specifies the
objectives, it lists the Recent Actions and Performance and details
Further Steps to be Taken.

The specifications of the Structural Reform Program cover six pages in
extra fine print. Actions are specified in detail such as: Fertlizer subsidy
be reduced from 9.2% of total expenditure in the year 1980-81 t0 2.9% in
1983-84. The sectoral share of public industry to decline from 15.6% to
4.9% of total expenditure. Expenditure in the agriculture and water sector
to be increased from 19.1% in 1980-81 to 24.2% in 1983-84. Water
charges to be increased to cover an increasing proportion of operation
and maintenence expenditure in accordance with an agreed schedule.
Fertilizer subsidies to be eliminated by mid-1985. All pesticides subsidies
to be eliminated end of 1983. Agreed program of import liberalization to
be completed by the end of the present Extended Fund Facility
Program.

The measures outlined in the Bank's report are so exhaustive that every
facet of planning and controlling the economic life of Pakistan has been
completely covered in the agreements | have referred to above. No
flexibility is allowed to the nation state. The fate of the people is sealed to
suit the interests of the overlords not merely in terms of policies, priorities
and objectives but also in terms of day to day operations of the planning
and implementing organisations Clausen goes on to say in the same
report :

A highly regarded and experienced economist has already been
appointed to the previously vacant post of Deputy Chairman of the
Planning Commission .. More high-level staff are expected to be
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appointed shortly and various forms of technical assistance are being
‘sought. In addition, GOP has taken steps to safeguard planned priorities
by requiring the active involvement of the planning Commission at all
stages of the project selection process. The project selection and
approval process was reviewed by the Bank.

The developed countries are keen to place their men in the key posts of
deviopment planning, monitoring and implementing machinery. They
want to bind the target nation not only in the strait-jacket of the plans
they like to dictate but also in the supervision and control of the day to
day work of planning and implementation of the plans. The political
counter-part of this conspiracy against small nations is that in order to
achieve their economic objectives they have to prefer weak and highly
centralised governments. Blinded by an unbounded sense of economic
greed and, in some cases, by geo-political considerations they care not
the consequences of their policies in the target nations comprising of
more than one nationalities or ethnic groups at differing stages of
socio-economic, cultural and political development. As a result, class
and regional disparities grow unchecked, breed all kinds of antagonism
which, with passage of time, become irresolvabale bringing misery,
death and desaster for countless millions.

The dominance-dependance realtionship of Third World countries
with big powers poses extremely complex and difficult problems in the
realm of preparing and implementing plans of economic development.
No country having such a relationship can ever be in position to serve
genuine national interests, in whatever way the term national interests
may be defined. Thus one of the most important pre-requisite for
planned national economic development lies in the sphere of the foreign
policy of the nation and it is: that the country should be genuinely
non-aligned in the struggle between the super-powers. However that
may not suffice in some cases. For small countries can have big
neighbours who may attempt to dominate their economic life. In most
cases the possibility of such dominance can be countered by developing
friendly economic and political realtions with other nations. Relations
among nations in any part of the world are never merely bilateral. Nations
can have friends or groupings which come to each other’s economic and
political help in times of need. Unfortunately, all this is more easily said
than done.

When a super-power or a big neighbour acquires a position of
dominance that is detrimental to national economic interests of a small or
poor nation it does so through the help and in partnership with
leadership in the dominated country. Thus the pre-requisite for genuine
and planned national economic development is that the developing
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country must not have a leadership that is so weak within its own
country that it requires help from abroad to remain in power.

Assume for 2 moment that we have a developing nation which is
genuinely non-aligned and which is blessed with a leadership that is not
dependent on outside help to remain in power. Will that ensure national
economic development in its true sense ? The answer is in the negative
because the economic interests of the leadership may not be identical
with the economic interests of the people. In all its efforts to prepare and
implement plans of economic development for the people the leadership
is sure to reserve such a big proportion of developmental effort for itself
that the development of the people will remain quite wanting.

The general proposition | have come to believe is that only people can
and will develop itself.



Experiences in Planning and
Development in Nepal

Y.P. PANT*

Retrospect

Nepal is a small land-locked and least developed country sandwiched
between China and India. The concept of ‘development’ was introduced
in the country only after the overthrow of the Rana regime in 1951.
Incidentally, this very year also witnessed the emergence of liberated
nations on a large scale in Asia and elsewhere. Though not a colony,
Nepal shared many of the problems faced by the newly independent
states. Against this scenario, it would not be digressive to briefly
elucidate the policies pursued in Nepal that were quite similar to other
developing countries.

First, following the other developing countries in Asia, in Nepal in
1956, central planning, control and co-ordination of the economy as
top-down process was pursued. Second, industrialization and its
expansion as a means of rapid economic_growth and “take off” was
deemed as a supplementary objective for modernizing the economy.
Third, it was designed to obtain foreign assistance from both the
developed and developing countries,-including socialist countries, so as
to bridge the ‘savings’ and ‘foreign exchange’ gap and also participate in
the transfer of international technology. Finally, there were to be
constant adjustments in the successive periodic Plans after 1956 to
attain some stability in the macroeconomic components either through
structural changes in the planning agencies or through a trade-off in the
primary objectives. It was generally assumed that the benefits of
development of the modern sector would not only trickle down to the
less advantageous groups as the economy advanced towards take-off
but also the rural sector would leap forward.

Structural Aspects of Nepalese Planning

While the above components have continued to penetrate in the
process of development policy in Nepal, it is germane to deal with the

Former Minister for Finance, Commerce and Supplies; Member, Rastriya Panchayat
(National Assembly)
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structural aspects of the planning machinery, though briefly, for
providing a footing to understand recent developments. It is also quite
indispensable since | was associated with the planning process
commencing in 1956 before taking charge as the Finance Minister in
1980.

The evolutionary process of the central planning agency from 1952
through 1985 reveals some fascinating trends. There have been constant
efforts by His Majesty’s Government of Nepal (HMG/N) to bring about
a sound planning agency. But, in the absence of a continuous and
well-coordinated approach, the steps taken so far have been based on
trial and error, often resulting in expensive failures. It is very vital that the
agencies handling planning activities should be of a permanent nature.
However, any effort to build a systematic planning organisation in this
direction through various measures has not been successful so far.

Coordination among government agencies has remained weak in spite
of constant and continuous efforts to ameliorate them. Many agencies
do not hesitate to shift their responsibilities to others for tardy progress of
projects by lamenting the shortage of technical manpower, untimely
budget release process, a dearth of construction materials, and a lack of
coordination among the ministries. Generally, all these cumulative
factors have stagnated resource mobilisation for the implementation of
development projects.

| also feel that a brief discussion of development Plans is quite
pertinent. A closer look at the basic features of the periodic Plans is
therefore called for.

The First Plan (1956-61)

Planning in Nepal began with the launching of the First Plan in 1956
which was quinquennial as were the successive ones, excluding the
Second Plan. The First Plan was prepared with scanty data about
production, national income, trade and human resources, among others.
Under these circumstances, it was not possible to employ even a simple
macro-economic model such as the Harrod-Domar growth model for
planning. Looking at it a bit differently, it was merely a medium-term
public investment plan wrapping together departmental projects and
some new programmes which were considered to be conducive for
national development. In spite of its simplicity, the Plan encountered
redoubtable difficulties at the implementation stage emanating mainly
from a paucity of sound projects. The only tangible outcome seemed to
be the increase in Gross Domestic Product (GDP) which was 7 per cent
during the entire Plan period, just enough to offset the rise in
population.
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The Second Plan (1962-65)

‘The objectives of this Plan was essentially a three-year public
investment programme were quite heterogeneous to that of the earlier
Plan. Sectoral programmes were not coordinated very effectively, and
there was an inconsistency in sectoral targets which resulted in
temporary imbalances. As an example, a sugar factory was established
during the Plan periaod, but its capacity remained drastically underutilised
for quite some time due to a shoutrage of sugarcane. In other words,
adequate attention had not been devoted for the production of
sugarcane—the key input. Again, both the First and Second plans were
essentially lists of intended expenditures.

The Third Plan (1965-70)

The advent of this Plan heralded new hopes and aspirations since the
basic goal was to augment the national income by two-fold in the next
fifteen years. Its completion, however, revealed a large lacuna between
targets and achievements. The GDP- expressed in constant 1964/65
prices - registered an annual compound growth rate of only 1.5 per cent.
| believe this disparity could be principally ascribed to a low rate of
domestic savings and a marginal capital/output ratio greater than the
implicit ratio taken for granted in the Plan.

The Fourth Plan (1970-75)

A new component of regional planning was tacked into this Plan.
Otherwise, the main objectives were similar to that of the Third Plan. The
Fourth Plan also suffered from failure to attain specified targets partly
due to ineffective fiscal and monetary policies and partly arising from a
large hike in oil prices. the rate of growth of GDP was 2.2 per cent in
1964/65 prices.

The Fifth Plan (1975-80)

This plan was different from its earlier counterparts because it
reiterated growth with equity. The target growth rate proposed was 5 per
cent. It also assigned priority to local development and social services
and tended to be more people-oriented. Unfortunately, the goals were
not realized because of irregular weather conditions and other maladies
which will be elaborated upon later.

The Sixth Plan (1980-85)

This Plan was launched with the basic objectives of increasing
production at a faster rate, creating productive employment
opportunities, and meeting the basic needs of the teeming masses. Since
| was in office as Finance Minister during the first three years of the Plan,
| will expatiate on this plan at a later stage.
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The Seventh Plan (1985-90)

Recently, from the current fiscal year the Seventh Plan was launched
keeping intact the basic objectives of the Sixth Plan. It, however, seems
to show a heightened awareness of the inadequacy of growth per se for
mitigating mass unemployment and poverty, partly because of the
constraints of growth itself. Even though, it seeks to reconsider the
strategy and priorities of development, the growth rate is estimated at
around 5 per cent per annum.

In short, given the primary objectives of various Plans, each Plan has
been a slight improvement over its predecessor as far as the document is
concerned. When the question boils down to the main achievements of
the Plan, the results are not very satisfactory.

State of the Economy

It is apparent from what | discussed so far that the growth of the
Nepalese economy had been rather sluggish during 1965-79. To
resummarize, most Plans only declared at best than broad intentions in
the field of realization, there was little satisfactory progress.

When | assumed the post of Finance Minister in June 1980, the state
of the economy was not very congenial to our growth. The country was
confronted with complexities in development endeavours preventing the
implementation of selected components for development.

The Fifth Plan had just been completed which revealed lags in various
targets in spite of an augmentation in investment. A rapid population
growth rate had a further harmful effect on the standard of living. The
agricultural sector grew by 3 per cent per annum compared with 3.5 per
cent annual target as envisaged in the Fifth Plan. There was quite an
increase in money suppiy resulting mainly from larger deficit financing
every year, increasing foreign aid and lower revenue receipts than
originally estimated for the fiscal year. Though the balance of payments
was favourable, trade deficit was as usual increasing. Hence, the
favourable balance of payments resulted in net receipts from service,
foreign aid and foreign exchange earnings from tourism. Since many
public enterprises had failed to generate any profits, HMG/N had to
subsidize them directly or indirectly.

Aspiration

It was against the above scenario of the national economy that | was
appointed in mid-1980 to discharge the function of the Finance
Ministry. Subsequently, in early 1981, | was also assigned the additional
portfolios of Commerce and Supplies. | took the challenge of
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undertaking national construction with due aspiration and
determination.

On a visionary basis, based on the past performance of planning and
development policy making, | had joined the office to accomplish certain
basic objectives.

Quite explicitly, in the past the gaps in the field of integrated
socio-economic development planning--being so increasingly reiterated
in recent years----presented two challenging problems. First, owing to
defective administration, social incentives had failed to improve human
resources---either to cater to basic needs or to contribute in economic
development---necessary for overall development. Second, there was a
visible backwardness everywhere in attitude and practice coupled with a
propensity to hanker after short-term gains rather than establish on a
sound footing a lucrative socio-economic development policy.

While one had to square up with the above challenge as a Minister in
charge of making available resources for developmnet and channellising
planning processes, more specifically speaking, | had the following
improvements in mind to foster the climate of planning and policy
making. These included budgetary improvements through various
processes such as by introducing programming budgets, improvement of
the performance of the public sector enterprises, focus on banking
development to expand the process of monetization and streamline
monetary policies, develop the export sector of foreign trade, and
revitalize the operation of banks to provide more short-term and
long-term credit to industries and exporters. | was also determined to act
swiftly in the following areas. They covered improvement in the
exchange rate system, introduction of austerity measures increasingly
more in action than in words by drastically cutting down adminsitrative
and other non-productive expenditures, mobilisation of internal
resources more effectively-though attempting to increase the absorptive
capacity of available foreign aid and also improving its utilisation for
development purposes raising the efficiency of public sector enterprises
and establishing better coordination with the private sector. Above all, |
was resolved to improve planning performance and economic
decision-making processes through coordination in the government
machinery for better achievement with a common goal of the Panchayat
System for development as provided for in the Constitution. As it will be
impossible to discuss these hosts of problems in detail, | propose to
outline against these issues some of the achievements which | could
attain during my tenure of office.
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Achievements

Founded on the foregoing objectives, which |, presumably,
established for the socio-economic development of the country, | was
satisfied to note progress in some sectors when | relinquished the post of
Finance Minister in July 1983.

Increase in Government Revenue and Development
expenditure

During my tenure, government revenue composing of tax and non-tax
revenue soared from Rs. 2,419.2 million in 1980/81 to Rs. 2,841.6
million in 1982/83. In fact, | might say that the challenging task of
mobilising domestic resources both in the public and private sectors
looked favourable. No doubt, due to adverse climatic situation and
drought, the condition deteriorated in the fiscal year, 1982/83, of my
office resulting in the shortfall of revenue by about 20 per cent of original
estimates. Still, even in this particular year, it was encouraging to note
that development expenditure was to the tune of Rs. 4,982.1 million
compared to Rs. 3,726.9 million in 1981/82— an increase of nearly 34
per cent. | could also manage to prune down regular (administrative)
expenditure of the budget from usual 20 per cent to 12 per cent in my
last year annually, which has again gone up to 35 per cent in the current
fiscal year.

| should, however, point out, though it is apparent from the statistics
presented in the preceding paragraph, that expenditure, more
specifically, development expenditure, was catapulting at a more rapid
tempo than domestic revenue. To bridge this resource gap, | had to resort
to foreign aid and deficit financing and formulate means to check
inflation emanating from them.

Effectiveness of Foreign Aid

During the three years of my office, there was a steady increase in
foreign aid—both grants and loans. Foreign aid disbursement soared
from Rs. 1,562 million in 1980/81 to Rs. 2,076 million in 1982/83.
Grants had gone up from Rs. 869 million to Rs. 1,090 million. This figure
plumetted to Rs. 877 million in 1983/84 when my successor was in
office.

The problems of foreign aid and its effective utilisation are common
maladies of all developing countries, particularly the least-developed
ones. All my colleagues are fully aware of them. The slow disbursement
of project assistance compared to food and financial assistance, low
absorptive capicity of the recipient, lack of coordination between
different donors and the recipient, are among a host of other problems. In
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fact, my friend, Professor Rehman Sobhan has written a very interesting
book covering these aspects with reference to Bangladesh. All of these
problems, as | have already mentioned, are quite applicable to Nepal. Let
me elaborate quite generally the efforts | made towards this
direction.

| attempted to bring about coordination between the Ministry of
Finance--under which is subsumed the Foreign Aid Division dealing
with all aspects of aid--and the Planning Commission in a more intensive
way and also improve coordination with other development ministries.
What | pragmatically experienced as a hard reality was that in a country
like Nepal where the personal approach and that too on a very short-term
basis continues to prevail, coordination on the institution basis and
working together in a team spirit are fraught with various difficulties.
Hence, from the very beginning | took office, | geared my efforts towards
this frontier either by strengthening the.various cells of the ministries or
stepping up the working of the Foreign Aid Coordination
Committee---which had remained almost dormant for a number of years
in the past before my appointment as the Minister of Finance. | moved
forward by having meetings individually with the senior officials of the
concerned ministries. Another major task | undertook was the
strengthening of the Foreign Aid Division of the Finance Ministry,
particularly in managing the foreign aid ‘data base and in coordinating
donor activities.

Raising the Competence of Public Enterprises

Another potential area that required amendment was the managerial
aspects and pricing of the government-owned corporations enabling
them to make greater contribution to the state revenue. The poor
financial performance of many public enterprises due to various
problems had resulted in a very low rate of return on capital employed.
Thus, during my tenure, some public enterprises such as rice exporting
companies were liquidated, and the proposals to transfer some of the
public enterprises to the private sector and to merge others were under
active consideration. The supervising ministries and the Finance Ministry
had already commenced operating a management improvement
programme through sales inventory and the monitoring of the cash flow
and profit and loss account on a monthly basis. While this process was
being continued aggressively and some progresss was achieved within a
short span of time, | quit office. Ironically, today, this condition has
reverted back to its orginal situation, if not worse.

Boosting Exports and Favourable Balance of Payments

As soon as | entered office, | attacked the export sector through the
provision of export subsidies and other necessary facilities. It goe€s
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without saying that past endeavours for export promotion had suffered
mainly from lack of well-coordinated action on the production front; and
as such some product development programmes were initiated during
my tenure of office. Simultaneously, it is to be borne in mind that
geography is one of the biggest bottlenecks to expansion of export
secotr. Fiscal and monetary measures including other incentives were
devised in such a way that efforts were made to pass the benefits to
producers, and that the promotion of exports was adopted as an integral
part of the national development strategy rather than a simple effort of
expansion. The upshot was an augmentation in the country’s export
earnings by nearly 28 per cent in 1980/81 from the declining or
stagnant levels of previous years.

Excepting the drought year of 1982/83, the balance of payments over
the period was more comfortable and the overall surplus increased
considerably because of more income from services, transfer payments
and capital receipts.

Modification of the Exchange Rate System

The exchange rate system is intrinsically connected with trade and
overall development of the country. In this regime, apart from various
measures taken to unify the exchange rate in the beginning, more
concrete measures were taken towards the conclusion of my tenure. As
the exchange rate of Nepalese Rupee was pegged with both the US
dollar and the Indian rupee, a broken cross rate used to emerge
frequently. Due to major fluctuations in the international foreign
exchange market, particularly in early 1982, the broken cross rate
prevailed beyond the specitied limit. To eliminate this adverse situation,
the Nepalese currency was devalued by 8 per cent against the US dollar
on December 17, 1982. But, this only solved part of the problem and the
broken cross r=te continued albeit on a controlled basis. Hence, a system
of pegging to the basket of currencies was adopted on June 1, 1983 to
avoid recurrence of the broken cross rate and also to keep the exchange
rate of Nepalese currency in line with the prevalent situation in the
international foreign exchange market. Since then, the system has
worked satisfactorily without any cross rate emerging at frequent
intervals.

However, HMG/N devalued the Nepalese currency on November 30,
1985 by 14.7 per cent which had a dampefing effect on the Nepalese
economy. As a sequal, prices of necessities as well as luxuries have
increased rapidly. HMG/N gave a spurious explanation maintaining that
the objective of develuation was export expansion. The export base of
the country is very weak and although the volume of exports may
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augment, the total value may decrease. Thus, the economic situation
may further deteriorate in the days ahead.

Favourable Growth Rate

In the first year of my tenure, that is 1980/81, the rate of growth of
GDP was 8.3 per cent. This figure is an.all-time record. Unfortunately,
during the last year of my office, the. GDP registered a negative growth
rate of 1.4 per cent owing to occurrence of serious drought.

Attempt to Improve Planning Technique

| also initiated some measures for improving planning performance,
and providing the masses with the basic needs. However, due to lack of
institutional growth and other adverse conditions, nothing much could
be done in this regard, and the tendency of always changing the
planning structure still prevailed at various levels of administration and
decision making bodies. In fact, the top-down method of centralized
planning has succeeded over the years only in alineating the people
without being able to construct an administrative machinery capable of
implementation.

Various Constraints

Though some achievements were attained in selected areas, certain
constraints as they stand today need to be pinpointed. Efforts to deal
with the symptoms outlined above are severely circumscribed by Nepal's
physical geography, and by its limited financial and institutional
capabilities. Endeavours were made in the past and also during my
tenure. But at the level of policy decision, there are various complications
in the process of implementation. For instance, before | resigned office |
presented the budget---1983/84--with the main objectives of
strengthening the productive sectors of the economy, stablising the
economy and improving the payment situation. But in the past two
years, these objectives were not implemented but rather nullified, and
this is a glaring example of not working on a consistent basis.

Thus, even today, the basic difficulties such as lack of financial
discipline, lack of coordination in planning process and decision making
levels, lack of consistent policy approach and more orientation towards
ad hoc decision at the higher levels, and also in the economic policy
decisions, and, above all, lack of political commitment and dependency
on bureaucracy and also earratic seasonal variations are some of the
basic issues which need to be ramedied over the coming years.

Conclusion

| would like to conclude my remarks by suggesting the following
remedies.
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First, the weaknesses of the planning process need to be gradually
corrected in the years ahead. Plan implementation has not become a
formal commitment by the Government as yet. An analysis of the
shortfalls in attaining the Sixth Plan targets divulged the deficiencies in
the planning and implementation process. In fact, there should be a
departure from a departmental approach, and should be integrated with
respect to the projects involved and the time span covered. The
formulation process needs to be completely related to implementation.
No doubt, the implementation of project and programmes, after they are
approved by the Planning commission, becomes the responsibility of the
executive departments of the Government. Still, so far, the
implementation aspect does not seem to be related to reality. The
evaluation of the progress:made in development activities is as much as
its actual implementation. Many errars have been committed in the initial
stages of the developmental activities, and there have been unnecessary
expenditures as well. It is, however, essential that such errors should be
eliminated gradually in the future. Periodic evaluation of progress on
proper basis is a means to identify such errors and solutions to overcome
them may be accordingly planned for.

Second. in Nepal, so far the quality of the cadres in the various
institutions dealing with development activities has not been upto the
mark. The low absorptive capacity either of foreign aid or internal
resources is also essentially due to this weakness. Again, even the
character and authority of the central planning machinery have
undergone various changes over time, and they have yet to be stabilized.
Also equally important is the ineffective nautre of overall administrative
agencies, which have to implement projects at various stages, and other
aspects dealing with development.

Third, there must be a new strategy for development of human
resources. Though this involves various fields, the most important is
education. Consequently, the educational system must undergo
significant change, not only so that it facilitates and reinforces economic
growth and development but also to avoid serious social instability. No
doubt, both the Sixth and Seventh Plans have addressed most of the
symptoms and the strategy has accorded higher priority to developing
agriculture, small scale industries and Nepal's abundant water
rwsources, stressing population control, emphasizing for utilisation of
existing infrastructure. However, the sectoral programmes have not
conformed to the Plan strategy.

Fourth, | firmly believe that with the recent establishment of the South
Asian Regional Co-operation (SARC), the members can arrange various
forums to redress economic imbalance through the sharing of
experiences and formulating of proposals. Other things apart, the

4
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countries of the region have a common interest with all other developing
countries in pressing for the maintenance of a high and stable over-all
growth of the developed countries, for measures to remedy instability
and imbalances in the world payment system and for drastic reduction in
tariff and non-tarrif barriers to the import of manufacturers from
developing into developed countries. As such | believe that Nepal, along
with other member countries, should strive for much greater cooperation
among them to improve their collective bargaining power in the context
of negotiation of commodity agreements.

It can be asserted that for a country like Nepal, without an urgent sense
of political idealism with political dedication and commitment followed
by strict econimic discipline and measures, the days ahead cannot be
bright and smooth.



Experiences in Planning and
Development in Sri Lanka

GODFREY GUNATILLEKE*

Introduction

This paper deals with the effectiveness of national planning in sri
Lanka and presents and analytical review of the national planning
activities during the last three decades. The survey draws attention to
certain identifiable phases in the planning process, focusing on the
significant changes which took place during each phase, both in the role
of planning as well as in its methodology and approaches. The paper
examines the evolution of the planning process in the changing
conditions of the Sri Lankan economy as it moved from budgetary and
foreign exchange surpluses in its current transactions, to masSive
budgetary deficits and widening resource gaps in its external account. It
also provides an overview of the political setting within which the
planning activity underwent modifications. It will be seen that some of
these changes were the result of differences in the political ideclogy of
the different governments and the emphasis given to the relative roles of
the state and private enterprise in the economy. Other changes came
from a reappraisal of planning methodology and an effort to render the
national planning activity more effective in the changing economic
situation.

1. The Initial Efforts at Planning 1947-1956

Table 1 is a synoptic presentation of the planning activity as it took
place under the different governments. It lists in chronological order the
main national plans and programmes of investment that have been
formulated since 1947. The documents are grouped in relation to the
governments that were responsible for them. A few important
macro-economic targets that were set out in the plan are compared with
the economic performance ofr the relevant period.

At the time Sri Lanka gained her independence, the Government was
already making efforts to plan the government's current activities and

Former Additional Secretary, Ministry of Planning, Sri Lanka, Vice President, Marga
Institute, Sri Lanka
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investments within a time frame which mobilised resources for achieving
certain development goals. The political party which assumed power at
the time of independence was the United National Party. it was
conservative in orientation, advocated change within the democratic
system, clearly favoured private enterprise but envisaged a mojor role for
the State in development and social welfare. The UNP leaders while
holding office in a system of limited responsible government had
advocated and implemented a series of far-reaching welfare measures
which included free education, free public health and subsidised
food.

The Governor-General's Address at the opening session of Sri Lanka’s
first Parliament in 1947 contains the following reference to planning:
"My Government realises that the future well-being of this country
depends to a great extent on the sound development of its resources and
that the first step in this direction s planning.” The first attempt at the
preparation of an investment programme for government activities was
the document entitled “Post-War Development Proposals for 1946."
This document assembled a number of government programmes, both
on going as well as those which could be undertaken in the future in the
various sectors of the economy. It provided a large inventory of projects
and programmes on which the governments that followed were
programmes on which the governments that followed were able to draw,
when formulating their investment programmes.

The first two budgets that were presented after Independence were
published as a “Six Year Plan”. A document published in 1950 entitled
“Ceylon Today-- A government by the people”, contained a section
under the heading, “The National Plan". [1;15-46]. This gave in broad
outline the obijectives of the government budgets that had been
presented from 1947-1949. These were still incipient and very
rudimentary efforts at planning, but they recognised that “future progress
must be according to a well-defined plan devised to secure an equally
well-developed objective” [1]. However, its claim that what it had in the
collection of budgets was “a National Plan for the economic and social
development of the country covering a period of six years” [1;43] was
certainly exaggerated. Even so, it is useful to examine some of the
explicitly stated objectives of “planning” in this initial phase. These have
an important bearing on what followed, as they defined, as it were, some
of the limits within which the planning process would have to operate
and any shifts of emphasis or reordering of priorities would have to take
place.

The Six Year Plan identified several broad areas of action. First, there
were the wet zone crops---tea, rubber and coconut. Already one
observes that the attention given to the plantation and export sectors
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was limited. The wet zone is seen “as fully exploited” [1;17] and the
resources available capable of generating its own momentum. The
external trade of the country was still in surplus. No serious pressure
existed for either diversification of the export sector or strengthening of
its existing assets---an approach which was to have disastrous
consequences by the beginning of the sixties and turn the economy
around to face an increasing trade deficit.

Second, the programme placed the emphasis on import substitution in
both agriculture and industry. In agriculture this implied the development
of the dry zone for the production of food, particularly'rice. The massive
investments made on the rice sector had far-reaching consequences for
the pattern of development; it raised productivity and income of the
small-scale peasant farmers. It effectively altered the dualistic character
of the economy, which had grown during the British period when a
well-organised commercial agriculture for the export market developed
without interacting significantly with the subsistence domestic
agricultural sector. It also affected the process of urbanisation; the
pressure of population in the densely settled urban areas in the
South-West and centre was eased; a more dispersed urbanisation which
carried some of the urban amenities to the rural areas took place.
Politically, the agricultural policies enhanced the importance of the rural
electorate. Economically the domestic agricultural sector grew in
importance; its efficiency became a critical factor for the country’s
balance of payments. The Six Year Plan of the first UNP Government
envisaged the development of an extent of 113,000 acres during the six
years.

Third, in industry the Six year Plan emphasised two objectives. It
underscored the need to develop the capacity “to supply as far as
possible the goods that are imported” [1;23] it provided a broad target
for import substitution which was in the region of 100 million rupees.
Textiles and manufactures excluding raw materials amounted to
approximately 40% of the import budget during this period---i.e.
approximately Rs. 400 million. the target for the import substitution of
Rs. 100 million worth of manufactures was therefore and ambitious one.
the government recognised the major role which the State would need to
play in industrial development, and announced that “certain basic
industries should be state-owned” [1;27]. In this pronouncement
government defined its commitment to the mixed economy which in the
context of development must contain a major component of state
enterprise.

Fourth, a central feature of the Six Year Plan was the place given to
state welfare in government outlays. Free mass education, food
subsidies, and free public health services comprised the most important
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components of the welfare package. In the period 1950-53 the welfare
component absorbed an annual average of approximately 47% of the
total government current expenditure. The commitment to social welfare
at this high level was an essential element of the government's
strategy.

Fifth, the development of the economic infrastructure, power,
transportation, and communications and posts was also given a due
place in the capital outlay of the government.

It will therefore be seen that the government programme during this
period broadly covered the main sectors of the economy and attempted
to provide some balance between investments in the commodity
producing sectors— agriculture and industry on the one hand, and
social infrastructure and economic infrastructure, on the other. The main
thrust on the commeodity producing sectors was in the direction of
import-substitution. The growth sectors that were identified were in this
field — in food production and selected industries which will substitute
for imports. At the same time, the high proportion of resources devoted to
social welfare was already becoming a matter of concern to policy
makers. The need to balance the competing claims of wefare and growth
was being stressed. The political presuppositions of the ‘plan’ were also
made every explicit. The process of change which the government
envisaged was clearly one which had to take place through ‘the exercise
of legitimate powers that democracy had vested in it. It rejected what it
described as “a bloody advance along a broad front of social
advancement” [1;46].

It could be said that the main objectives of development and the main
concomitant problems of economic management that emerged during
this period were to remain constant elements in the development strategy
over a long period. They assumed different combinations and underwent
varying shifts of emphasis but continued to be the core of both the
development effort and the development constraints for nearly three
decades. Planning or the role of government in directing the economy
was placed within the political framework of a social democracy at an
early stage of development. In relation to the social objectives within this
framework, the welfare state played a major part. In relation to the
economic objective, the main drive was to create new growth sectors
through import substitution in agriculture and industry. This constituted
the country’s main response to its external dependence and its need for
self-reliance. When it came to the main actors and key instruments of
development, the government opted for a mixed economy with a mojor
role for the State in the industrial sector.
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The so-called ‘plan’ of the first UNP Government, however, did not
have the technical form or content which we associate with the formal
planning exercise. It related the proposed government outlay to the
national income in very broad terms, but did not provide any
macro-economic framework which showed how resources were to be
mobilised and how the main aggregates, savings, consumption and
investment and gross domestic product were expected to grow during
this period While it gave the broad magnitudes of government revenue,
it did not set the budget within a macro-economic framework and show
its relationship to the total development effort and investment that was
expected. It did not also define the expectations that was expected. It did
not also define the expectations of the plan in regard to external
resources and the balance of payments. The availability of such
resources and a relatively favourable balance of payments was taken for
granted. Any minor disequilibria were to be settled through borrowings
from the IMF. Finally, the proportions of public and private sector
investmnet were estimated and set in such a way as to give the principal
role for state investment. Private investment was expected to make its
contribution without any special encouragement and promotion from
the State. There was no clearly defined systematic drive to stimulate
private enterprise in relation to selected sectoral objectives.

The absence of a well-formulated macro-economic framework meant
that the tasks of economic management were carried out on a somewhat
ad hoc and pragmatic basis. Policy responses were therefore of a
short-term character to problems as they arose. The national income data
available was neither adequate nor reliable for constructing a
macro-economic framewcrk which could have been useful for policy
analysis and for macro-economic forecasting. The data available at the
time when examined in retrospect and in relation to the revisions that
have been made at a later date reveal this very clearly. One area which
was vital for economic policy in which the data base was very shaky
concerned the private sector and capital formation through the private
sector. The analysis of the trends in the period 1950-60 indicates that
capital formation in the private sector was relatively low. Attempts to
reconstruct the impact of tax policies, the volume of corporate profits and
retained earnings during the period are fragmentary and not very reliable.
Available estimates of government revenues as a proportion of national
income indicate that they might have been in the region of 20% in the
late foreties and early fifties. The national paln in its analysis of
government revenue in 1950, however, had estimated the proportion at
30% and concluded that it was already reaching the feasible limit. This is
one illustration of how inaccurate the macro-economic estimating had
been at that time, and how tax policies could have been easily
misdirected by such inaccuracies.
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The shortcomings in economic management during this period
illustrate the crucial importance of a well-defined macro-economic
framework for guiding the development strategy in an economy such as
that of Sri Lanka. The period witnessed wide fluctuations in the country’s
balance of payment's. In 1951 Sri Lanka experienced an unprecedented
increase in her export earnings. These rose from Rs. 1,011 million in
1948 to Rs. 1,904 million in 1951. The close link between the external
account and the government budget was demonstrated in the steep
increase in governmnet revenues as import and export duties rose in
response to the improvenmets in the external sector. Government
revenue increased from Rs. 576 million to Rs. 984.0 million. In 1952 and
1953 prices slumped, the government current account dropped to Rs. 36
million and the government had to make a drastic cut in subsidies. These
fluctuations strikingly demonstrated the instability of Sri Lanka’s
economy as a result of its heavy reliance on external trade and the
constraints within which any medium-term programme had to work. On
the other hand, it also showed that had a sound macro-economic plan
framework been available, it would have been possible at least to take
account of this inherent instability as a given factor, and to provide for
contingent policies and plans which could have led to more prudent
management of the fluctuations.

It has to be mentioned, however, that even in the planning and
budgeting that was done in the first years after independence, some of
the sectoral programmes were pursued with vigour. This was particularly
true of the irrigation programme. Although plan targets were not
reached, of the 90,500 acres which had to be provided with irrigation
facilities during the period 1948-1954, a total of 72,000 acres was
brought under irrigation [2;179]. The other growth sector identified for
government investment was industry. The public sector enterprises
which had been established had run into serious problems. A
Commission established by Government to report on the future of the
State industries recommended a reorganisation and change of policy.
Government accepted the recommendations and decided to transfer
these enterprises to Corporations which would prograssively had these
activities over to the private sector. The problems of government’s policy
in relation to the mixed economy were already surfacing. On the one
hand, the managerial structure and incentive systems within the public
sector were proving to be insufficient to create the base for dynamic
industrial enterprise. On the other, private capital was not moving into
industry and was apparently reluctant to do so in the face of
uncertainties relating to government industrial policies as well as lack of
adequate protection from international competition. In the process, the
development of the industrial sector, the main vehicle for the
modernisation of the economy, was faltering. The causes for this failure
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of policy in the industrial sector have to be sought in the political
economy of the period, and the dominant economic interests of the
elites.

In the programme for the improvement of the social and econemic
infrastructure the performance of the 1948-1953 period was relatively
satisfactory. The review contained in the Six Year Programme of
Investment undertaken to expand the power supply, develop the port
and improve the transportation system had more or less kept to the time
schedule. The expansion of health and education facilities had been one
of the more successful components of the programme. Indeed, by the
criterial of school enrolments, and the drop in infant mortality, maternal
mortality, and death rates, the progress made in these sectors was
significant.

The, lesson that can be drawn from the government programmes
during this period is that despite the lack of a National plan with clearly
disaggregated sectoral components, the broad commitments and the
objectives were adequate to ensure a system of resource allocation and a
programme of implementation which produced substantial results in
selected areas, when judged both from physical progress as well as
broader socioeconomic indicators.

The Six Year Programme of Investment 1954/55-1959/60 which was
prepared by the Planning Secretariat and published in July 1955 could
not be implemented in the form in which it was contemplated, as the
government changed in 1956. The preparation of the Six Year
. Programme however took the process of national planning a step further.
First, a formal planning organisation in the form of a Planning Secretariat
was established and attached to the Cabinet. The programme also for the
first time required Ministries and Departments to undertake a disciplined
excrecise of phasing its ongoing projects and future investments over a
period of six years. This compelled all Government agencies to make
fairly realistic estimates of the total capital resources required over a
six-year period and to plan the implementation of such a programme.
The exercise "established a general system of financial all ocations,
secured the type of data pertinent to an overall public sector programme,
ensured the consistency of this data with the annual budgetary
provisions and generally integrated and aggregated individual projects
and programmes to a single whole” [3;15]. But the programme clearly
indicated that it did not “add up to the total of investment in the
economy and that therefore owing to its partial coverage it did not
constitute an overzall plan for the economy as a whole” [3;10]. The
Planning Secretariat was as yet unable to undertake this exercise as
“neither the data available nor the machinery of planning was adequate
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for the task”” [3;10]. But in undertaking the programme for the public
sector, the Government argued that capital formation in the public sector
was still in excess of the private sector, and that therefore Government
was still the major actor in the development scene . A well formulated
public sector investment programme was therefore expected to give the
lead to economic growth and facilitate the development of the private
sector.

The thinking behind the Six year Programme of Investment, the
decision to confine the planning exercise to the public sector and
express this in terms of concrete programmes and projects has continued
to provide the basis for many of the planning efforts of the UNP
Government in the later period. Such an appproach put the emphasis on
formulation of sectoral programmes and indivadual projecrs, the phasing
of such programmes in terms of a feasible estimate of resources, and
finally concentrated on the implementation of the programme. The broad
approach and the techniques, we shall see, contin ued to influence some
of the planning exercises that were to follow.

2. The New Ten Year Phase in Planning -- 1956-1965

A new Left-oriented government was voted to power in the General
Elections held in 1956. The political front which opposed the United
National Party and defeated it consisted of a coalition of parties, led by
the Sri Lanka Freedom Party. The SLFP could be regarded as a party of
the Centre, with economic policies which favoured a mixed economy in
which the State assumed a dominant role. The new government
included smaller parties which were Marxist in their approach and
wanted the country to move more decisively in the direction of a socialist
system. This coalition was however short-lived. Policy differences
agravated by other personality conflicts, led to the withdrawal of the
Marxist group from the government in 1958. We would later see how the
character of coalition governments with their potential for conflict on
major policy issues afected the national planning process as well as the
commitment to a national plan.

The period immediately following the change of government marked a
major change of direction in national planning in Sri Lanka. The
Government made it clear that it was firmly committed to the formulation
of a comprehensive national plan which was to be the main instrument
for guiding and directing the developnent of the country. A National
Planning Council was established by an Act of Parliament with the Prime
Minister as Chairman, the Minister of Finance as Deputy Chairman and
ten members drawn from different professions both in the public as well
as private sectors. It was serviced by a planning secretariat manned by
economists and other professionals who included those who were
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responsible for the preparation of the Six Year Programme of Investment.
The Head of the Planning Secretariat under the previous government
continued to head the new secretdriat.

The National Planning council was conceived essentially as the
agency for the formulation of the national Plan. The formulation and
preparation of the Plan itself took three years. According to the mandate
given by the Prime Minister who was also the Chairman it would appear
that the Council was the undertake its work as a scientific professional
body, examining the problems of the ecdnomy in depth, and planning
for the structural changes in the economy in a manner which would be of
lasting value to whatever government was in power. Planning was
therefore defined primarily as and intellectual and technical task. This
basic concept of the role of the National Planning Council and the Plan
document had several implications. The Council.itself during the three
years of planning was not drawn into the decision-making process. It
was left to complete the preparation of the plan. The tone and substance
of the preface to the Ten Year Plan given by the Chairman and Prime
Minister underscore this character of the work. The Plan is seen as “a
further maturing of the planning process in this country particularly since
the publication of the Six Year Programme of Investment and the first
Interim Report of the Planning Council” [4;iii]. The Preface studiously
refrains from linking it ideologically with the government in power. For
example, no mention is made of the political objectives of the
government and its much publicised socialist goals. The objective was to
give a continuity to the planning pracess and enable it to deal with the
essential problems and solutions in a manner which provides an
indispensable technical resource for all governments. The National
Planning Council was therefore not vested with any executive
responsibilities. Its work was cast in an advisory role. This "’ separation of
functions” could have been effective if there were mechanisms for the
Council to be an advisory summit body on economic and development
decision-making. The system could have been so designed to give the
Council a stature which could have made such an advisory role quite
powerful and influential. Such a link between planning and economic
management was not established, and the Council itself was far removed
from the processes of decision-making. This may to some extent explain
why the plan document conveys the impression of being remote from the
far-reaching socio-political and economic changes which were taking
place during the period of its preparation.

The process of plan preparation itself was intensive and the
methodology included most of the elements which were absent in the
earlier exercises. The Ten Year Plan has been internationally recognised
as a professionally competent document and in many ways a pioneering
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exercise for small developing economies [5,6;,112]. It undertook the
various steps which are parrt of the conventional techniques of national
planning. It started from the demand side, examining population growth,
the expansion of the workforce and the future demand for productive
employment. Then it examined the prospects and potential of the
economy in relation to those needs. It then went on to develop the
macro-economic framework which defined the overall magnitudes of
national income consumption and investment, the resource mobilisation
in terms of both domestic resources and the government budget as well
as external resources and the balance of payments. It also apportioned
the contribution expected from the public and private sectors. The plan
then went on to work out in detailed disaggregated form, the sectoral
composition of the investment in the public sector in terms of
programmes and projects, and the phasing of the investment year by year
for the period 1959-1968.

The effectiveness of the Ten Year Plan will be evaluated in depth in the
second part of this paper which deals with the substantive issues. For the
prupose of this survey, it would be sufficient if we briefly review the
events which followed the publication of the plan which had a bearing
on the plan itself and its implementation. With the assassination of the
Prime Minister in 1959, shortly after the Plan was presented in
Parliament, the Plan lost the support of its main political protagonist who
had expressed a profound conviction concerning the intellectual validity
of a National plan which transcended the changing fortunes of political
parties and governments. Parliament was dissolved in 1960, and after a
brief tenure of power by the UNP, the SLFP returned to power in July
1960 with Mrs Bandaranaike, the wife of the late SLF leader, as the
Prime Minister. At the same time the developments in the economy
belied some of the basic premises on which the plan had been
formulated. There was a grave deterioration in the balance of payments
together with a worsening budgetary situation in which the current
account surplus was turning into a widening deficit. Both the flows of
external and domestic resources were falling far below plan
expectations, making a critical part of the macro-economic framework of
the Ten year Plan irrelevant in the emerging situation. Various other
factors of a political nature also intervened at this stage leading to
changes in the organisational framework as well as the personnel of the
planning agency. The Nationa! Planning Council was replaced with a
National Planning Department under the Prime Minister.

With the establishment of the National Planning Department, the
Planning process became more actively associated with the choice of
investments in the public sector and the approval of programmes and
projects for inclusion in the government budget. The change in the
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country’s economic prospects demanded a reappraisal of some of the
basic assumptions in the Ten Year Plan. To meet these needs
Government prepared a Three Year Implementation Programme
1962-1964. In its analysis of the development problems in Sri Lanka the
document saw the growing unemployment and stagnation of the
economy as arising largely from shortcomings of past investment policies
which resulted in “the imbalance -between investment in physical and
human capital” [7;15]. It formulated a programme which emphasised
investments with quick yielding returns and reallocated resources away
from projects with longer periods of gestation such as major irrigation
projects. It set more modest targets for the programme, reducing the
growth targets of 5.2% per year to 4.8%. Even for this programme its
forecasts of budgetary and external resources that were required, feft
significant unfinanced gaps regarding which the programme provided
no clear answer. The programme was however tied more firmly with the
Government Budget.

During this period the country's effeorts to cope with its balance of
payments crisis led to an elaborate system of exchange controls and
resulted in the rationing of foreign exchange. This activity became
crucial for any meaningful development planning. The Ministry of
Finance set up machinery to manage the allocation of foreign exchange
for both the public and private sectors. An important feature of the Three
Year Programme was the preparation of a portfolio of projects for which
external assistance was being obtained. The Three year Programme
therefore focused on a component of economic management and
planning which was to become critical in the years to come and act as
the key determinant of economic growth---the external sector of the
economy.

Already in a paper prepared for the National Planning Council, in her
capacity as a visiting economist, Joan Robinson, the eminent British
economist, underscored the constraints to national palnning in a small
developing economy like Sri Lanka which was heavily dependent on her
external trade : “IN undertaking a national economic plan Ceylon (Sri
Lanka) is somewhat in the position of a pioneer. In Communist planning,
the mocel of the USSR has been dominant and her experience has to
some extent been a guide also to India. The small Comunist states for
which the nodel of a great continenta country is totally inappropriate,
have only just began to work out the methods suitable to the situation of
a small nation which must always be heavily dependent upon foreign
trade.... The key for planning in an open economy must be the foreign
exchange position. [8;41-2].

This key problem of planning however was not adequately
conceptualised in either the Ten Year Plan or the Three Year Programme.
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A National Plan which was heavily biased in the direction of an
elaborately formulated investment programme tended to assume that the
key variables affecting the resource flows would remain essentially
stable. Planning was perceived as an exercise which had to do
principally with investment in the national economy. There was no
specific effort in the plan itself which was directed at a strategy and
“sub-plan” for the management of this variable. This would have
required that the plan identify the policy package for managing these
variables and responding to changes. This would have had to be done in
much greater depth and detail than had been attempted in any of the
plan documents prepared. Planning mechinisms would have had to be
devised to deal with different scenarios and contingencies. If this had
been done, planning would have been involved in the critical areas of
decision-making affecting the management of the economy and would
have exerted much greater authority and influence over investment
decisions. The Three Year Programme recognised the inherent
uncertainties of the resource situation and decided to meet them by
preparing ‘rolling plans’ within the main plan framework. This decision
however was not implemented. The external sector and its management
did not receive the special attention which the new situation required.
The programme did not identify any new programme for stimulating and
diversifying exports; it ocnfined itself primarily to the main traditicnal
exports, and placed its reliance on the efforts at import substitution to
strengthen the external payments position.

The Three Year Programme was essentially conceived in the form of an
implementation programme. It therefore had the character of an
action-oriented programme which,had to be implemented in the short
term. This planning response was a reaction to the uncertainties of the
long-term perspective as was being demonstrated in respect of the Ten
Year Plan. It could be said that the plan as it covered a period within the
life-span of the government which prepared it, lent itself more readily for
implementation. It was available as the framework for budgetary
allocations and for the choices relating to investment. We are therefore
able to examine and evaluate the effectiveness of planning in the case of
the Three Year Programme as a somewhat rare example of a programme
which was implemented. The plan initially suffered a political setback
when the Finance Minister who was the principal sponsor of the plan
resigned when his budgetary proposals for the reduction of the subsidy
were not accepted by the Cabinet. The Plan however remained an
important frame of reference for decision making. There are lessons that
can be drawn from the special characteristics of the programme which
made its implementation possible. These will be dealt with in some detail
in part 2 of the study. For this overview it will be useful to draw attention
to some of the important features of the programme and its
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implementation. Among these were its short-term character and timing,
its closeness to the real resource situation, and the programmes and
projects which made up the plan. When we compare the targets of plans
with the performances, the Three Year Programme comes out tolerably
well on the macro-economic indicators. The average annual growth rate
for the three programme years was in the region of 4.6% compared to the
target of 4.8%. Imports and exports remained at levels which had been
forecast on the ongoing trends and had not improved to reach the
programmes’ targets. The export earnings fell short of the targets and
imports were lower. Total investment however reached the levels which
had been expected, with marginal variations. The performance in relation
to output targets was a mixed one.

3. Macro-Economic Management and Sectoral Planning
1965-1970

In 1965, the UNP was voted back to power. The national planning
activity both in organisational form and content underwent major
changes and adaptations. The 'Head of the planning organisation during
the period 1954-1960 was brought back as the professional head of a
newly created Ministry which took over the portfolio for national
planning. The Prime Minister was also the Minister of Planning &
Economic Affairs. This change in the structure was a response to the
changing character of the economy and the new and complex problems
that had emerged in the first half of the sixties. First, the planners defined
for themselves a set of tasks and responsibilities in which the formal
exercise of preparing a national plan in the manner of the Ten Year Plan °
had low priority. The secretariat expressly indicated its intentiion not to
devote its time to writing @ plan document. It approached its new
responsibilities at two levals. It set up four planning committees at the
sectoral level to examine and evaluste ongoing public sector
programmes and future proposals in relating to short-term and long-term
needs and to prepare phased programmes of public sector investment for
the period 1966-70. At the macro-economic level it planned a strategy
for “economic recovery” which aimed at mobilising and augmenting
external resources, restoring supplies and improving the depreciated
capital stock in key sectors such as transportation to get the economy
working at capacity, and increasing the efficiency of public sector
investment. The main elements of the planning activity during this period
comprised the mobilisation of foreign aid, the management of the foreign
exchange budget and the preparation and supervision of the government
capital budget in terms of sectoral programmes.

To perform this task, the Ministry of Planning & Economic Affairs took
control of a few key decision-making levers. The subject of foreign aid
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and foreign exchange budgeting was transferred from the Ministry of
Finance to the Minstry of Planning & Economic Affairs. All important
proposals of sectoral Ministries had to receive the comments of the
Planning Ministry before they could be considered by the Cabinet. The
government capital budget both at the stage of formulation, negotiation
of budgetary allocations and implementation came under close
supervision of the Ministry of Planning. The Ministry ofPlanning was
therefore actively involved in obtaining as well as allocating the key
resources of the economy, on a continuing basis. It therefore acquired
considerable decision-making power and authority over execution. In
this process however the short-term tasks of economic management and
resource allocation took precedence over long-term tasks of planning.
During this period the Planning Ministry contained a Division concerned
with perspective planning. It attempted to prepare an input-output
matrix for the economy and develop a planning model, but this remained
at the experimental level and never beceme an instrument for application
and decision-making. The Division and its work have had little influence
on the central concerns of the Ministry.

In the 1965-70 period the process of planning acquired several new
elements which would influence and define its role in the total structure
of national decision making in the future. Organisationally the planning
apparatus was brought to the centre of economic decision making, and
the conventional planning functions such as programming of investment
were linked firmly to economic management. This was reflected in the
designation of the Ministry itself--Planning & Economic Affairs. It also
introduced new disciplines of project evaluation for improving the
efficiency and productivity of the public sector investement programme,
and systems of progress control for monitoring plan implementation.
Some of its sectoral programmes were quite successful---particularly the
programme in domestic agriculture. The organisational changes during
this period transformed the planning activity from the advisory functions
that had been envisaged for it in the National Planning Council, to one
which actively involved itself in resource mobilisation as well as resource
allocation. The structure that was set up had some of the features of what
was envisaged by Nicholas Kaldor when he criticised the purely advisory
role of the National Planning Council and recommended a planning
committee of the Cabinet [8;31]. The 1965-70 Government established
a Cabinet Planning Committee which became the apex institution for
discussion and decision-making in economic matters.

The period also wintnessed the entry of a new major determinant of
economic policy--external aid and foreign borrowings, the consequent
increase in foreign indebtedness and the continuing reliance on flows of
foreign aid and foreign loand to finance the gap in the balance of
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payments. The external resource gap which had been Rs. 323 million in
1964, had risen to Rs. 1,235 million in 1969 amounting to nearly 40% of
the total import payments. The major part of this gap was financed by
short-term and long-term borrowing from abroad. This meant a set of
adjustments to external factors, very different from what was required in
the period prior to 1960. The presence of international institutions and
the disciplines and package of policies promoted by them which
included balanced budgets and realistic exchange rates became
increasingly important. The adjustments to short-term fluctuations in the
external transactions became an everriding demand. The implementation
of medium-term plans in a relatively stable environment was no longer a
realistic prospect.

The 1965-70 period also emphasised the differences in economic
policies between the UNP and the SLFP. Its strategy was directed
towards creating conditions for a more liberal economy, a reduction of
controls, and better functioning of* the market mechanism. A dual
exchange rate was introduced with this objective. The response of the
economy to these measures was fairly positive. The improvement in
supplies and the flow of external resources initially resulted in a rapid
spurt of economic growth. But after achieving a high 8% in 1968, the
rates of growth fell to 5.1% in 1969 and 4.0% in 1970. There were
inherent contradictions in the policies directed at liberalisation when
implemented in a situation when the balance of payments was
worsening, unless drastic corrective measures were taken to reduce
demand. The planning process was caught in the dilemma of applying
deflationary policies to meet short-term problems on the one hand, and
sustaining and adequate rate of economic growth in the long term, on
the other. At the end of the period government was formulating a
strategy which would have imposed greater austerity on the economy, if
it had been returned to power. It was however defeated at the General
Election.

The planning process during this period was also grappling with
another set of problems which were peculiar to the nature of the mixed
economy that had grown. A large part of the economy both in services
and production was managed by State enterprises. This constituted an
administered part of the economy. Policies which were inteneded to
make greater room for the operation of market forces were not entirely
effective in the case of public sector enterprises as it was constituted. The
mixed economy and the co-existence of two systems of economic
enterprise—the State and the private sector--each requiring a different
set of incentives and policies posed a host of complex problems for
planners and economic managers. These were not fully understood or
clearly conceptualised for the purpose of policy making. The public
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sector was recognised as a liability, as it were, by the government which
favoured private enterprise; the private sector became the step-child of
the government with socialist objectives. A lack of a firm commitment to
a2 mixed economy in which both public and private sectors had
well-defined roles hampered the process of long-term investment and
tended to demoralise both sectors. Some of these problems become
more pronounced as we move into the seventies.

The Alternations in Planning in the Nineteen-Seventies

The seventies once again witnessed the oscillation of political power
between the two major parties. These had their expected repercussions
on the planning process. In 1970, a coalition of parties with the SLFP as
the dominant partner assumed power. The Planning Ministry continued
as a separate portfolio under the Prime Minister, with all the functions it
had assumed in 1965, but under the designation, Ministry of Planning &
Employment. As in the case of previous SLFP coalition governments
with broad socialist ideals, the secretariat of the Planning Ministry
commenced the preparation of a formal plan document for a period of
five years. It mobilised the entire government machinery for the purpose
through secteral committees and working groups. Unlike in the past,
these groups were informal in character; the main task of preparing the
sectoral programmes fell on the secretariat.

If in the 1965-1970 period the dominant problem which preoccupied
government and planners was that of foreign exchange, in the first half of
the seventies unemployment became the critical issue. The manner in
which the problems emerged to dominate the national decision-making
process might itself be regarded as a symptom of the ineffectiveness of
the planning process. The process was not able to identify in time the
magnitude and severity of the problem and to design strategies which
averted a major crisis. In each case the problem had already begun to
assume crisis proportions before the planning process could deal with it
adequately. As a result the entire planning activity had to be conducted
in crisis conditions in which the basic assumptions required for
medium-term plans themselves could not be made with any degree of
certainty.

Employment as the broad goal of development had been a major
concern in all the planning efforts that had hitherto been made. The
document which set out the “national plan” in 1950 refers to an
employment budget in which it affirms that “one of its primary airms and
responsibilities is the maintenance’ of a high and stable level of
employment”. But apart from enunciating a few principles and general-
intention, there was no effoit to spell out the specific employment
content of the government programmes and policies. The Six year
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Programme 1954/55 to 1959/60 went further pubkic sector
investments that werre planned. According to these estimates the annual
increase in employment was to be in the region of approximately 30,000
per annum. The Ten Year Plan dealt with the problem of the increasing
workforce, examined the potential for employment in the agricultural
sector and concluded that the capacity in agriculture was limited and
that the solution to Ceylon’s employment problem had to be sought “in a
cumulative process of industrialisation at an adequate rate”. In all these
pans, the employment problem did not go unrecognised, but it did not
become the object of special strategies and policies. Employment was
expected to follow as an inevitable by-product of investment and
growth. Neither was the special nature of the employment problem in the
demographic and socioeconomic situation of the country fully
understood as yet and the future trends perceived with some degree of
foresight. The Plans only provided the estimates of the likely increase in
the workforce and the growth of employment as a result of the
implementation of the Plan. Incentives, choice of investment and
strategies were not specifically geared to employment creation.

By 1970, unemployment had reached proportions which threatened
the entire social system. The unemployment rate had risen to nearly 1 5%
and large proportion of the new entrants to the workforce who were
coming out of the free education system were without employment. The
Plan had therefore to give a central place to employment creation. An
emergency employment programme proceded the preparation of the
formal plan, and many elements of the emergency programme were
incorporated in the Plan itself. The other problem which was central to
the plan strategy was that of foreign exchange. For the first time export
diversification became a major objective and an export promotion plan
was included as a major component. The Five Year Plan therefore was in
many ways more problem-oriented than previous plans. As it was related
dierctly to major aspects of the prevailing crisis, the plan could have
becomie a more useful instrument of decision making. However, this did
not happen.

In many respects the fact of the Five Year Plan rssembled that of the
Ten Year Plan. The unsettled conditions in the world economy in the first
half of the seventies, tthe world food shortage, the devaluation of the
dollar and the steep rise in energy prices rendered the macro-economic
framework totally irrelevant immediately after the publication of the Plan.
The sectoral programmes were however pursued within the resources
available. The outcome of the development effort during this period was
far short of plan expectations. The impact on employment was negative.
Unemployment continued to rise to about 24% by themid seventies.
Growth rates which were targeted for an annual average of 6.1, only
reached an average of 2.5%.
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There were many reasons why the Five Year Plan did not become and
effective instrument for policy making. Some of these are to be found in
the inadequacies of the Plan itself. It lacked a well-defined policy
component for macro-economic management in changing international
conditions. As the international economic crisis gathered momentum,
the framework for resource-allocation became irrelevant. There were no
alternatives built into the plan which would have made an orderly
change of direction possible. The political environment for it was also not
favourable. Within the government itself the Marxist partners wanted
more decisive action in terms of nationalisation and socialist
transformation. The Plan offered little to satisfy these political objectives.
lts commitment to 2 mixed economy did not have the not have the full
consensus of the colition itself. These policy differences became more
acute with the passage of time until one partner left the coalition in 1974.
Furthermore, with the youth insurrection in 1971, the urgent social“and
political crisis became the centre of attention of the government. In this
context, the medium-term strategy of the Plan did not motivate the
involvement of policy-makers as had been expected. Personality
conflicts also played a part in reducing the role of planning during this
period. The Finance portfolio was held by two strong and powerful
Ministers during this period and the relationships between the Ministries
of Finance and Planning were not always complementary and
supportive. Finally, the Planning Ministry organisationally became
somewhat weakened with several centres of coordination and authority.
A separate coordinating secretariat directly under the Prime Minister
gave special attention to the agriculatural programme, independent of
the Planning Ministry. The function of plan implementation was taken
away from the Ministry and vested in a different Ministry of Plan
Implementation. As a result of these changes, the rationality in the
allocation of functions was somewhat impaired. The relative
ineffectiveness of the Plan will be examined in greater detail in the
second part of the study.

In 1977 the political pendulum swung again to the Right and the UNP
returned to power. Soon after it assumed office, the government began
rearranging the planning organisation to bring it in line with their plans
for liberalising the economy. A series of policy measures were taken to
restore. the functioning of the market mechanism. Exchange controls
were dismantled with few exceptions, the rupee was devalued, the dual
exchage rate was replaced with a unified rate which was allowed to float
against a basket of currencies, subsidies were reduced and a whole
range of administered prices were aligned to market prices. Market forces
were allowed to operate more freely, and the monopoly in a number of
public sector enterprises was removed. These policies of liberalisation
were supported by a major effort at mobilisation of external resources
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which significantly increased the country’s import capacity. Not aid
receipts during the period 1978-1981 averaged approximately 9% of
GDP. Within this framework, the planning process itself had to undergo
considerable adaptation.

The governments of the UNP had demonstrated an approach to
planning which had generally avoided the centralised planning exercises
of the socialist governments. This approach reflected policies which
placed greater reliance on the market and private enterprise, and which
applied the planning process selectively to the public sector programmes
and to specific sectors. These features in the planning approach become
more pronounced in the post-1977 period. The tendency in the
government was to decentralise decision-making, to enable Ministries
and agencies to assume greater responsibility. The intervention of a
planning agency in policy making and investment tended to get
diminished in the process. Agencies set up for specific programmes such
as the Mahaweli Development Authority, the Greater Colombo
Economic Commission, and sectoral Ministries acted with greater
autonomy and obtained their mandates directly from the Cabinet. A
committee of Secretaries of Development Ministries and a Committee of
Cabinet Ministers became the coordinating organs within the
gavernment for evaluation and approval of development programmes
and policies. Within this set-up the role of the planning apparatus was
considerably reduced. The planning activity became part of the Ministry
of Finance which was redesignated Ministry of Finance & Planning. The
planning activity and the government budget was brought under one
Ministry. While this helped to make the planning activity service the
ongoing decision making of the government and be closely associated
with the government budget and financial management, it pushed into
the background some of the essential tasks of planning such as defining
the medium-term and long-term perspectives for the economy and
ensuring the internal consistency of proprammes and policies boyend
the short term.

The main instrument of planning prepared in the post-1977 period
was the five-year public investment programme which was revised
annually. Five programmes have been prepared for the pericd 1979-83,
each for a five-year span, and each revising the previous plan and taking
it one year forward. The government was able to mobilise resources to
embark on a public investment programme of massive proportions and to
step up the total investment in the econoniy to levels which rose to as
much as 31% of GDP. The public investment programme therefore had
an impact on the total economy more than ever before. The Public sector
programme concentrated on three lead projects which absorbed the
bulk of the investible resources. The implementation of the major river
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diversion project, Mahaweli, was accelerated. A free trade zone was
established and foreign investmnet mobilised. A large urban
development and housing programme was undertaken. The intial
response of the economy to the change of policies and the dramatic
increase in investment was favourable. The rate of growth of GDP rose to
an average of approximately 65% in the period 1977-81.
Unemployment fell from the inordinately high rate of 24% in the mid
seventies to about 13% in 1980. At this point we need to inquire what
relevance the planning process had for this preformance of the economy.
We saw that this performance was possible primarily due to the massive
flow of external resources combined with the liberalisation of the
economy and the steep increase in the volume and rate of investment.
This however was not the outcome of an elaborate planning exercise,
but rather of a package of policies designed to stimulate the economy
and release the market from therigidities which the regulatory system and
imposed.

The experience of the 1978-1982 period however brought to the
surface a number of shortcomings and imbalances both in the
investment programme as well as in the management of the economy.
These had serious macro-economic consequences both for the
government budget and the balance of payments. The diminution of the
role of planning and the relative absence of centralised disciplines in
terms of a well-defined internally consistent plan framework with agreed
national and sectoral targets certainly contributed to this situation.
Private consumption and investment in the liberalised regime were at
times wasteful of scarce resources and neglectful of the long-term
interests of the economy. Despite considerable adaptations of the
planning machinery and the planning process, the present system of
decision-making has not been able to evolve the right mechanisms
which would impose the disciplines of planned development in a mixed
economy in which the market is expected to play a dynamic role. This
was a recurrent problem which faced planning both in the UNP and
SLFP governments. As we saw, in each case the source of the problem
was different. In one case the problem arose as a result of the system
veering too much towards an administered economy, and in the other,
moving too far away from central direction towards the market. An
understanding of the varied implications of this problem requires some
analysis of the political economy of planning in Sri Lanka. The
effectiveness of national planning needs to be viewed in this wider
context, when we evaluate the planning process and its outcome.

Conclusion

This brief survey of the planning experience of Sri Lanka draws
attention to a number of critical issues concerning the effectiveness of
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national planning. One set of issues concern the quality of the planning
the predictive capability of the macro-economic framework in conditions
of instability, techniques of coping with instability, and capacity to focus
on and anticipate critical problems of the economy. The Sri Lanka
experience indicates that the planning process could not deal adequately
with the problems in this area. A second set of issues concern the mixed
economy and the capacity of the planning process to orchestrate the
incentives and policies for different parts of the economy in an internally
consistent manner. Here again the ideologies of alternating governments
and the differences in approach to the relative roles of the public and
private sectors, posed planning problems which could not be easily
resolved. The evolution of the planning process in response to both the
changing conditions of the domestic and international economy as well
as to the alternations of government resulted in a variety of planning
adaptations which deserve close attention. The planning methodology
as it evolved incorporated various new elements. Some of its more
selective secotral programming efforts were quite successful. The
emphasis on project planning, project evaluation and implementation in
the 1965-70 period built disciplines into the system which helped to
improve the quality of investment and efficiency of implementation. The
use of flexible planning devices such as the ‘rolling plan’ were efforts to
cope with the inherent instability of the economy. Some of these
adaptations which occurred in the maturing of the planning process,
offer a wide range of planning options which have a bearing on the
effectiveness of national planning.
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Experiences in Planning and
Development in Tanzania

AMIR JAMAL”

Despite the distance separating Tanzania and Bangladesh and despite
historical and cultural differences between the two countries, we share
many concerns and aspirations together. In particular both the countries
are afflicted with much poverty and the premises on which our societies
are compelled to connect with the rest of the world are altogether
identical.

Whatever else one may say about the pressures imposed on our
struggling societies by the exacting demands of contemporary global
environment in its totality, it has certainly pitted us together striving for
remedy, or more often than nought for some temporary relief or escape
as we contend with the day-to-day exigencies of managing poverty.
For the most part, in the very nature of things as they are, we find
ourselves using either a formal or ‘ad hoc’ intergovernmental channel or
mechanism. On the few occasions when non-Governmental
organisations or the intellectual community take initiatives in order to
assist or influence policy-makers, their agenda for the most part is
structured by current events and by short-term considerations. Such
initiatives outside official channels do not receive a great deal of
attention if they undertake long-term thinking and research aimed at
bringing about fundamental change in or restructuring of society. Painful
experience teaches that whenever such basic work is undertaken, it
usually ends up on the shelf collecting dust, through no fault of anyone
in particular.

There are exceptions of course. But again, it is understandable that
research with a long-term dimension, in the field of natural sciences or
applied technology find willing customers or users; this is not often the
case with the findings of social scientists and economists whose
disciplines quite often bring them in confrontation with prevailing
political management which is unable to show a degree of tolerance
needed for a productive dialogue.

Former- Minister of Finance, Tanzania; Ambassador for Tanzania to U.N., Geneva.
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What | have just said is the outcome of my own finding, admittedly
rather superficial, of what seems to transpire within the national
framework of most developing countries since achieving
independonce.

For a non-governmental organisation of a developing country to take
the initiative of providing an opportunity to compare experiences and to
exchange ideas and views among citizens of developing countries is an
infrequent occurence. We are indeed all greatly indebted to the
Bangladesh Institute of Development Studies and thg Bangladesh
Economic Association for affording us this most welcome and timely
opportunity to meet and share our thoughts together.

It is often said that the present always looks gloomier than the
situation actually warrants; one is tempted to say Amen. Certainly one
would like to say, ‘Let us hope so’ not altogether being able to banish
the thought that society's silence does not necessarily mean
acquiescence.

The world media seems to give a general impression that in the Third
World, the Asian countries on the whole are set on a tract of reasonably
assured economic growth and, at any rate, there is now a growing
mutuality of interest between the industrialised countries and the
countries of South Asia and South-East Asia; that. the degree of
technological and financial involvement of North America and Europe in
the economies of Latin America compounded by East-West rivalry
resulting in the assertion of geopolitical interest, leaves few options for
the Latin American countries other than continued dependence. Finally,
that Africa can be left to be sorted out in due course, in the sure
knowledge that the Lome Convention ensures the presence of Europe in
the heart of Africa.

How valid is this picture ? Is this not a potent combination of induced
complacency on the one hand and induced defeatism on the other
hand ? Can the process of eliminating poverty become irreversible
without resolving the inegitable terms of exchange, both nationally and
internationally ? Without strengthening one another, how do we gather
enough weight to extract a better deal out of the Affluent societies that
will permit rapid capital formation within our respective boundaries?
How do we break this vicious circle ?

The purchasing power of the primary products has never been lower
since the end of the Second World War. Capital flow from capital surplus
to capital deficit countries has practically dried up, a situation which
almost never existed even in colonial times. The process of development,
where it is most sorely needed, has now gone into reverse. The
so-called least developed countries find there is no room left between
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the back and the wall. And those Developing societies whose economic
managers put so much faith in the market, now find their indebtedness
has put them in a Catch 22 situation. A temporary reprieve may be
possible and even probable. But no temporary solution can hold for
more than a very short period of time- such is the logic of the market itself
which, in the first place, has given rise to the deep malaise in which they
find themselves.

The guestion, how do we help ourselves by strengthning one another
is, to all accounts, a critically important one. We need to answer it for our
own sake. In my view, our own respective historical experience,
pre-colonial colonial and since achieving independence, should give us
more than just a clue. Understood correctly, it can propel us towards
striving to make unity a meaningful, living reality, in the context of our
own particular geopolitical circumstances.

My country- it was then really two countries. Tanganyika and
Zanzibar- was a colonial creation, as was the case with all but a handful
of African States. You may be aware that it was in Berlin in 1985 that the
seven metropolitan powers-Britain, France, Germany, Belgium,
Portugal, Spain and Italy- carved up Africa amongst themselves. This
was not a meeting of seven convivial jolly fellows, out on a spree. It was
a power struggle which reached its climax by way of the notorious
conference. It was the logical outcome of greed for raw naterials and
markets for manufactured goods which would be exclusively available
to each pawn-holder.

The coastal strip which straddled Tanganyika and Kenya as well as the
two inlands of Zanzibar had already come under Arab sovereignty by
the time the Berlin Conference was held. A deal had been struck to grant
the status of British Protectorate to the islands as well as the coastal strip
and it was enforced.

The Berlin Convention excised a portion of the coastal strip with the
rest of Tanganyika to Germany, and later as part of the independence
deal for Kenya, the British persuaded the Arab rulers of Zanzibar to give
up their claim over the Kenya portion of the coastal strip as well.

The Germans ruled Tanganyika umtil the First World War. During their
reign they encountered some of the fiercest rebellions anywhere. The
Maji Maji rebellion was a gory testimony to the spirit of independence
which permeated the core of Tanganyika.

It is interesting to recall that the Berlin Convention was signed exactly
a hundred years ago and note that not one of the seven participants has
shown the slightest inclination to observe the centenary of the event
which was to prove so decisive for the future of Africa. To cut a long
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story short, Tanganyika and Zanzibar came under direct and indirect
alien influences, but not long enough for any of them to have entrenched
themselves as firmly as say in Kenya or Zimbabwe or Zamiba.

Even so, the Arabs brought in Islamic influence of immense
significance, and the Christian missionaries found the Germans and the
British altogether cooperative. The strong Arab influence over Kiswahili,
the language of the coast (Swahil in Arabic means coast), was matched
by the successful German and British effort to romanise the script.
Beyond this, the common political denominator was to hold on to a vast
chunk of Africa, about a million square kilometres, and to survey the
natural resources potential for future exploitation. In the meantime, the
basic concern was to maintain what was called law and order, a
euphemism for laying down the law as the administrators saw fit. There
was little concern for mass education. Agriculture became synonymous
with growing of export crops like cotton, coffee, sisal and tea and
encouraging the export of raw hides and skins, ivory, timber and so on.
Neglect of research in food-growing, the decisive resolution of conflict
between food and cash crops in favour of the latter through deliberately
depressing food prices in relative terms, and the linkage of export
commodities through monopolised external marketing with privileged
access given to what were called ‘home” manufactures, all this was in the
ripeness of time to create a painful dilemma for those who were to inherit
this legacy.

Overall, in terms of investment of capital, Tanganyika was at the
margin in comparison with other territories in the region notably the
Central Africa Federation- later to ‘become Malawi, Zambia and
Zimbabwe- and Kenya and Uganda. The Germans stayed just long
enough to build the central railway line without deriving any long-term
benefit themselves since they lost the First World War and the League of
Nations gave the British 2 mandate to administer Tangayika. The British
having only a League of Nations mandate looked at Tanganyika more as
a strategic piece of territory which linked the Crown colony of Kenya
with the Crown colonies represented by the Central Africa Federation.
Their long-term policy objective was to consolidate the white Highlands
in Kenya, which meant massive capital investment, and to consolidate
first the Central Africa Federation and later Southern Rhodesia, thus
establishing the Salisbury-Nairobi axis. Tanganyika and Zanzibar would
then somehow fall in place.

By the time the nationalist uprising in the form of the Mau Mau
rebellion in Kenya shook the British out of their complacency, they
discovered that almost overnight a territory-wide nationalist movement
had taken root in Tanganyika. The very magnitude of under development
had become a most critical unifying force under a gifted and far-sighted
leadership.
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| think there is little disagreement among political scientists and
students of contemporary East African history that it was the gross
under- development of Tanganyika which, in the end, influenced the
British to grant independence to Tanganyika earlier than to the other
territories where British investment was much more extensive and with
deeper roots. With such determined and vastly popular nationalist
leadership as was evident under Julius Nyerere, the torch bearer, and at
the same time with such deep structural entanglement of Tanganyika
with Kenya and Uganda in the form of common Railways, Harbours,
Posts and Telecommunications and Civil Aviation Services, common
Customs Tariffs and a virtual common market for Kenya’s largely British
owned industries, it made practical sense to let the Tanganyikans have
what would in effect be only technical independence.

The far-seeing leadership in Tanganyika had always believed in East
African Unity. It was committed to using its independence for the greater
cause of East Africa Unity by building on the common infrastructure
. which as created by the British for creating a large common market for
their own ends, and which was thus heavily tilted in Kenya's favour.
Indeed, anticipating the enormous problems that would arise once each
of the th se East African countries became sovereign independent
states, Julius Nyerere declared readiness to postpone Tanganyika's
independence if the British were ready to concede independence to
‘Uganda, Kenya and Tanganyika simultaneously on the same day. This
would enable them to enter into a larger sovereignity at one and the
same time. The British rejected the call.

There was no question of delaying independence and there was
nothing else to be done but to take sovereign independence to its logical
conclusion with a collection of tribes split across the artificial borders
and a handful of Asians and even fewer Europeans in effective control of
the economy. With two engineers and just over a hundred graduates,
without any institution of higher learning let alone a University, with 85
per cent illiteracy and a per capita income of 100 dollars, with eight
countries on its borders as well as the Indian Ocean, the categorical
imperative of nation building began to assort itself. it was political
leadership at its inspired best. To use the Bantu-based Kiswahili, a ready
Arab-influenced language with a roman script, and to make it a vehicle
for mass education as well as an object of cultural pride, to use the mass
poverty and common experience of exposure to alien cultural and
political arrogance as ground for political mobilization, to remind the
British of their Christianity, and the Asians- most of them from the
sub-continent— of Gandhi, the great liberator of the masses, all this and
much more constituted the quintessence of leadership in Tanzania,
personified by Nyerere.
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Fortunately, there was enlightened leadership in the Asian community
which played a vital role, quite out of proportion to its very insignificant
number. Already, soon after the partitioning of India, the then leadership
of the Indian Association had seen the danger of fractionalism looming
on the horizon, and had made a timely decision to dissolve the Indian
Association and form the Asian Association, with the avowed purpose
of joining hands with a nationalist movement whenever it emerged.
Indeed, the readiness of the Asians to throw in their lot with the mass
movement under Julius Nyerere, not only saved what could have been a
communal organisation from being impotent and without influence, but
also undoubtedly, strengthened the process of mass mobilization, by
way of example of a culturally very different and economically highly
privileged minority making common cause with the majority. How could
the Chagga, the Nyammwezi the Haya and the Hehe tribal interests for
example, continue to insist a separate supremacy when right before their
eyes, a very distinct Alien, privileged group was willingly cooperating
with mass leadership ?

The union of Zanzibar and Tanganyika, the only political event of this
contury anywhere in the world where two sovereign independent states
have merged their separate sovereignity into a single one, came about
paradoxically, because the British refused to heed the advice of
Tanganyika's leadership not to grant independence to what was a
minority regime in league with the Arab sultanate. The overwhelming
African majority could not accept the transfer of political power from the
British to the minority group, rose up in arms and dethroned the Arab
ruler, and the revolution saw its fulfilment in seeking a union with the
mainland of Tanganyika whance most of their parents and grandparents
had come.

Tanganyika as Tanganyika enjoyed independence for two years and
five months, Zanzibar for less than a year. For more than 21 years it has
been Tanzania. More than half of the present population of 20 million is
born Tanzanian.

| do not wish to dwell at length on our history, not the least because as
an active partisan in the struggle to, form a nation, | am bound to lack
objectivity. The formulation of the nationalist movement in Tanganyika
since its inception in 1954, the building up of the case for independence
in the United Nations Trusteeship Committee the first ever elections to
the Legislative body in 1958, the constitutional advance conceded by
the British soon thereafter right up to Independence in December 1961,
the resignation of Julius Nyerere as Prime Minister barely seven weeks
after gaining independence because he perceived the priority task was to
give the national political party a clear orientation of a governing party
and not one fighting in opposition for independence, resumption of



56 Bangladesh Journal of Political Economy.

power by Nyerere on Tanganyika becoming a Republic in 1963, the
Union with Zanzibar in 1964, the severing of relations with the British in
1965 because of the issue of the unilateral declaration of Independence
by a minority holding powder with the help of the military in Rhodesia,
the Arusha Declaration of 1967, which proclaimed the commitment of
the party to constructing socialism on the foundation of self-reliance, the
conclusion of a formal treaty in 1967 of cooperation among the three
East African States, the assumption of power by Amin in Uganda in 1971
and thus in roducing militarism for the first time in the East African
region, the Oil price shock of 1973, the severely crippling droughts of
1973 and 1975, the collapse of the East African Community in 1977, the
annexation of a part of Tanzanian territory by Idi Amin in 1978, the
second oil shock of 1978-79, the worsening of the global economic and
political environment since 1980— all these events have contributed to
the process of a nation-in-the-making.

What has held together this nascent nation throughout all the
vicissitudes and has enabled it to raise its literacy rate from 15 to 80 per
cent, to develop a unique rural health service network, to have universal
primary education, to have drinking water for 45 per cent of the rural
cammunity instead of the 12 per cent at the time of Independence and to
raise life expectancy from 43 to 52 vyears, has been mass political
mobilization with the help of country-wide organisation under a most
determined leadership. The use of Kiswahili as the national language,
spoken with such facility in Zanzibar and developed scientifically by the
Swahili Academy of the University of Dar es Salaam, has been a unifying
force of immense significance.

It is a historical fact that the first two elections supervised under the
colonial regime resulted in only one political party winning all the seats
in the National Assembly. A national commission, which travelled the
length and breadth of the country. for nine months, received
overwhelming evidence of support for a new single-party republican
constitution.

The functioning of the single party on democratic principles, with all
opinions exprseed and contained within the party, with members of
Parliament elected on the same party ticket through and electoral
process which, for example, gave me six consecutive mandates in the
past 27 years in a constituency which is 98 per culturally black African-
this is a question for historians and political scientists to concern
themsealves with in due course.

Political leadership itself is very much aware of the dangers inherent in
a single-party system. It has acknowledged the many errors of judgement
and of selection of wrong priorities. It has been uncompromisingly
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critical of many national shortccmings and failures in implementing
programmes which were popularly endorsed in the first instance.

The documents- “The Arusha Declaration— Ten Years After”
spanning the years from 1967 to 1977, and the "Five Years of CCM
Government” spanning the five years since 1977 when the two parties of
Tanganyika and Zanzibar merged into one- are candidly analysed and
fairly recorded chronicles of achievements and failures, under the
signature of the President himself.

The smooth transition of power from the first President, who is known
with deep affection as the Teacher and as the Father of the Nation, to the
second Head of State and Government who comes from Zanzibar, under
the overall supremacy of the single party, the CCM, is a testimony of the
strength of the Constitution.

The commitment of Tanzania to African Unity and to the liberation of
Southern Africa has been backed by action at every turn of history before
and since Independence. Despite the immense setback of the collapse
of the East African Community, efforts are now a foot for a new
relationship, based upon the premises formaulated by the East Africans
themselves rather than those inherited from the colonial rulers. The
Southern African Development Cooperation Council set up to bring
about a deliberate change in economic structures so as to reduce
dependence on the historical links with racist South Africa, offers a
forum which is potentially of quite some significance.

In a very real sense, it is not only Tanzania buta large portion of Africa
which is at the crossroads. The lesson is being driven home, slowly and
painfully- and hopefully it may now be accelerating somewhat- that it is
absolutely essential to have regional economic cooperation and
integration.

The process of nation-making of which Tanzania is one example,
forced upon African societies split by artificially imposed boundaries may
have just about run its course and could run out of steam under pressures
of the external environment spun out by enhancing technology,
especially communication technology.

The most powerful economy in the world, that of the United States, is
powerful precisely because it is 51 states which have formed one single
economic and monetary union. So also the USSR. It too is a union of
separate republics.

The Europeans, through twists and turns of their own, are moving at a
pace towards an economic and monetary union. They have time
available. As the same time the larger and more populous countries of the
developing world realise that regional economic and political

8
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cooperation is absolutely vital for their own national interests. It is
indeed most gratifying that the city of Dhaka should be the venue for the
inauguration of South Asian Association for Regional Cooperation
involving seven sovereign states in the region and that is was in
Bangladesh that the seed was first planted. It has come not a day too
soon and the people of the region carry with them the good wishes of
the rest of the Third World without doubt.

As for the nations of Sub-Saharan Africa, | do not believe they can
enjoy the dubious luxury of unmitigated sovereignty for much longer.
Their attempts, at regional cooperation fall quite short of the critical mass
needed to make the process irreversible.

My own experience as a Planning and Finance Minister of some
duration tells me that having regard to the structures of their
economies— all are primary producers of export commodities, all are in
dire need to improve food cultivation by means of proper husbandry,
good seed and use of needed inputs including fertilizers, and most of
them are in the early phase of industrialisation through import
substitution and processing of commodtities which were historically
exported in the raw state-they will find immense obstacles in developing
complementarity through more physical planning within each national
framework. Indeed, experience has already demonstrated this, over and
over again. Some of them because of reasons of history may believe their
economies to be capable of being sustained independently. In my view,
this optimism will be shortlived, because even the largest economy is too
small and too weak to withstand the buffetting or the Northern
Wind.

The great act of faith and indeed of decisive significance, remains to be
taken in most parts of Africa. What is needed is the earliest possible
formation of a monetary union of cooperating states in a sub-region.
Three or four even five monetary unions in sub-Saharan Africa will go a
long way to make up for what history has so far pre-empted so callously.
With all its political implications, it behoves on African leadership now 10
reflect seriously on the political implications of not taking such a decisive
step.

What has happened in Asia has had immense impact on Africa. Our
Chinese friends never tire of saying that we learn from each other

| would like to believe that Tanzania's experience is not irrelevant, that
we have a common message that nationalism is a great creative force
which, at a certain point of time in history, has to be harnessed, that it
then needs to be bent towards greater unity for the sake of survival and
for the sake of human dignity, that we have a common cause on this
planet-we whom Fanon describes as the wretched of the Earth, that the
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Juggernaut of capital and technology will move relentlessly on, crushing
us in its wake unless we group and regroup our forces, and deploy them
with a sense of history and with the only strategy that has ever worked—
ask the ants, the honey bees or whatever— that of unity itself.



The Malaysian Experience

TUN TAN SIEW SIN*

We achieved our independence on 31st August, 1957 and on that very
day | became the Minister of Commerce & Industry. From the very
beginning, | was convinced that our country must adopt a policy which
gives adequate scope for free enterprise. Indeed, in one of my earliest
speeches in our Legislature, | said that the Government has no business
to go into business. We certainly stuck to this policy during my years in
the Government. | served the Government of Malaysia for the first 17
years of its independence, the first two years as Minister of Commerce &
Industry and the next 15 years as Minister of Finance.

| came to the conclusion about the effectiveness of private enterprise
for the following reason. | had always stated in the bluntest possible
terms that totalitarianism whether it is called Nazism or Communism, is
effective for only a comparatively short period of time because the
incentive is the whip. Capitalism or a free market economy has mare
lasting effects because the incentive is a carrot. Western-style socialism,
or what | call milk and water socialism, is basically ineffective because it
is neither carrot nor whip. It might work in Heaven because there you are
operating among the angels and the archangles. | have never been there
before and | am not likely to go there, and hence | do not know what the
conditions are like there, but on God’'s earth among mere mortals a
system which is neither carrot nor whip cannot possibly work.

In furtherance of this policy, our Government maintained an extremely
flexible foreign exchange policy. In theory, you have to get Government
permission to remit a sum of more than $ 2 million abroad, but in practice
approval is given almost automatically. At this point in time, no
restriction is placed on the amount of money which can be sent overseas
although there are a few forms to be filled in for amounts exceeding
$10.000/- for statistical purposes but such applications can be
approved by commercial banks. | remember asking the then Governor of
our Central Bank how long it would take if someone decided to remit $2
million overseas and put in his application at 10.00 a.m. He replied that
approval would be given at 5 minutes past ten. | abopted this policy
because | felt that if you tell your people that they cannot send their

* Former Finance Minister of Malaysia; Chairman, Sime Darby Berhad
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money overseas, that is the best reason for sending it overseas. If yor tell
them that they can send their money overseas at any time they like and in
whatever amounts they choose, that is the best reason for keeping it at
home. It is a matter of psychology but the experience of Malaysia shows
that the strategy works as no significant capital flight took place because
of our people’s anxiety about Government policies. In fact, we
accumulated a level of foreign exchange reserves which was one of the
highest among developing countries of our size.

Another fundamental strategy is to get our priorities right. Public
expenditure must be kept at a level which the country can afford. Far too
often, in the Post-World War 11 years countries which have achieved
their independence during that period spent beyond their means. | of
course accept that their intentions were good as the idea is to provide
their peoples with the social and economic benefits of independence in
as short a time as possible. This intention is certainly praiseworthy but we
have to be realistic as well. We cannot spend money which we do not
possess, and that is why | have always emphasised the importance of
encouraging new investment during my years in the Government.

While on the subject of investment, | strongly feel that foreign
investment is as important as domestic investment. If anything, foreign
inversment is even more important because it can provide us with the
technology and expertise which we lack even now in certain crucial
sectors of our economy. Hence | have always stated that if we are
prepared to face reality, we witll realise that we need foreign investors
more than they need us for the simple reason that they can go to other
developing countries but we have no or, at the best, little choice.

From what | have said so far you will appreciate that | have always
maintained that we must achieve a high rate of economic growth before
we can even dream of improving the living conditions of our people. We
mist be pragmatic and realistic and realise that we are living in a fool’s
paradise if we think that we can improve living conditions before
achieving a higher rate of economic growth. Itis, of course, true that you
can do this for the time being by borrowing heavily, both domestically
and overseas, but sooner or later, the moment of truth will arrive, and
when that takes place, the prospects are bleak. In fact, such a country
will be in a worse state than it was before independence.

As a result of our realistic policies during my year in the Government,
our inflation rate was under 1% per annum for nearly 20 years. | well
remember my last year in office when one of my top officials said to me
that he had bad news for me because our inflation rate in that year was
between 2% and 3%. | was horrified because | felt that at figure was
catastrophic. This was in the early seventies. If | am not mistaken, what
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we achieved then has not been achieved by any other country in the
developing world, probably not even in the developed world. As a result
of our policies too, we managed to maintain our financial equilibrium,
even when commodity prices fell sharply.

Like many other developing countries, is largely dependent on primary
commodities for a major part of its export earnings. In our case, we are
the world's largest producer of rubber, tin, palm oil, tropical hardwoods
and pepper. The first four are major primary commodities and if their
prices register a sharp drop, we are really badly affected. Yet in one
particular year, Mr. McNamara, the then President of the World Bank
visited us, and he was amazed at our financial resilience because in that
year rubber prices sank sharply and yet we did not face major financial
problems in regard to our external trade or even our budget.

| have always held the view which was expounded many years ago by
John Maynard Keynes, the distinguished British economist. In 1919,
after the end of World War |, he was regarded as an outstanding
economist even though he was a comparatively young man. As a result,
he was included in the British delegation to the Versailles Peace
Conference to discuss the terms of the peace settlement with Germany
At that time, the British Prime Minister was David Lloyd George and the
Premier of France was Clemenceau. These two Allied leaders wanted to
impose penal reparations on Germany for having started World War |.
Keynes objected on the ground that such @ move would only succeed in
bringing Germany down in ruins and that would bring down the whole
of Europe with it. At that time, such a concept was too revolutionary to
be acceptable and hence the two Allied leaders regarded it as the idle
fantasy of a young idealist.

Keynes felt so strongly at the rejection of his basic concept that he

resigned straightaway from the British delegation and wrote a book that
- was subsequently to make his world famous. The title of the book is “The
Economic Consequehces of the Peace” and the basic theme is quite
simple. He stated that the two Allied leaders made the fundamental
mistake of equating wealth with gold and gold with wealth. He said that
gold was not wealth and that wealth was not gold. Wealth is hard work,
brains, initiative, imagiantion and qualities of that nature. Subsequent
history has vindicated him completely.

If you look around the world today you see striking example of Keynes’
basic concept. Our nearest neighbour, Singapore, has only an area of
slightly more than 200 square miles and yet it has achieved
unprecedented prosperity. In fact, it is literally true that the plantation
acreage of Sime Darby, of which | am the Chairman, is actually 50%
larger than the whole of Singapore Island. Another example is Hong
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Kong, which is a barren rock of slightly more than 400 square miles, and
yet the Hong Kong economy is buoyant and flourishing. Japan, which
was defeated in World War I1, consists of overcrowded islands, without
any natural resources. Yet it is posing a major economic threat to the
U.S.A. It is ironic that Japan has practically achieved by economic
means what it failed to achieve militarily during World War I1. South
Korea which has no natural resources is causing Japan some concern in
the economic field, and understandably so, because it might yet one day
rival Japan as a major economic force, On the other side of the world, let
us look at Switzerland which is a tiny country of about 5 million people
whose only asset is snow and ice and yet the Swiss franc is one of the
world's strongest currencies. All these countries which | have mintioned
have wealth as defined by Keynes but not wealth in the conventional
sense, and that is why they are doing so well. On the other hand, there
are other countries with enormous natural resources and large land areas,
and yet they are just struggling to survive.

In 1982, two Harvard University academics published a book called
“The Eastasia Edge” in which they stated that an entire region is
overtaking the West in technology, exports and management. They
quoted facts and figures to prove that ultimately the countries of East
Asia will dominate the world economic scene. According to them, the
countries are North and South Korea, China, Japan, Hong Kong, Taiwan
and Singapore. | have studied this book and cannot help feeling that an
American reading it must feel extremely depressed because this book
contains a wealth of facts depressed because this book contains a wealth
of facts and figures, not mere theories and arguments. The reason for this
conclusion is simple. These two authors also feel that these seven
countries of East Asia have wealth as defined by Keynes although they
do not refer specifically to him and his basic concept.

To put it very briefly, | feel that private enterprise is really the key to
successful economic development. if such a system is given full scope,
rapid economic growth will follow as a matter of course. This is not a
hypothesis, it is a bald statement of fact, and one need only look at the
countries which pursued this policy in the post-World War I1 years 10
note that the results are there for all to see. After all, in the last analysis, it
is the actual results which matter. Finally, | think it is not inappropriate for
me to relate the actual experience of Sime Darby which is the largest
multinational in South-East Asia. We operate about 200 companies in 12
countries and our most profitable areas of operations are in the countries
of East and South-East Asia, countries which adopt the private enterprise
system. That speaks for itself.
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Export Performance and
Prospects and Government Policy
to Promote Exports in
Bangladesh

A. RAB*

1. INTRODUCTION

The basic economic situation in which Bangladesh has been long
locked is one of structural imbalance showing few signs of narrowing
over time ' and of a slow pace of industrialization and overall economic
growth. In this situation, a strategy of successful export development
would appear to be viatal for Bangladesh'’s future development. Such a
strategy by encouraging the relatively efficient production activities
would generate a higher economic growth than the existing policies and
at the same time produce other desirable effects such as those on the
balance of payments and employment. But this papér need not labour
these points.2 In the existing conditions Bangladesh clearly needs to
follow a more vigorous export development policy.

Discussions of the possible role exports can play in Bangladesh’s
future development are generally found to be dominated by a high
degree of pessimism [3]. The reasons usually cited to justify this
pessimism include a) a high concentration of export on a few items, b)

* Management Unit, Trade and Industrial Policy (TIP) Reform Programme, Govern-
ment of the People’'s Republic of Bangladesh, Dhaka, Bangladesh.

1. The trade gap (value of merchandise imports minus value of merchandise exports)
was US$ 859.212 million in 1977-78 and it widened to some $ 1900 million in
1984-85. Taken from [1].

2. Forarecent stimulating review of the export oriented development strategy, the reader
is referred to [2].
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rigidities in the structure of production implying a low elasticity of supply
of the major exports, c) a low elasticity of foreign demand for the major
exports, d) stiff competition faced by Bangladesh in its attempts to
venture into new export product line and markets from the newly
industrialized and other more favourably placed developing countries, €)
lack of foreign markets or of aggressive salesmenship, f) protectionism in
the foreign markets, etc. [4].

The difficulties Bangladesh faces in developing its exports are no
doubt genuine to a certain degree, but it  would be unwise to
overemphasize them and do noting to overcome them. For one thing, the
structural rigidities we find in the economy to-day are the result of past
and prevailing policies. If policies that were followed have been rather
unfavourable to the development of a viable and dynamic export sector,
we should blame the lack of export growth on the policies rather than on
so-called structural rigidities. The elasticities we often speak of are the
short-run ones. The long-run elasticities are usually higher. The elesticity
argument in the case of the most important traditional export items, jute
and jute goods (except a few of them), however, largely holds. This is
because, there has been a discernible long-term decline in the world
demand for jute and jute goods. Jute and jute goods even today account
for close to 60% of Bangladesh’'s exports. This is undoubtedly a
disadvantage Bangladesh has for achieving a rapid success in
diversifying exports. In the case of most other goods, the elasticity
argument has little validity [5:[3. The export trends of recent years,
especially of non-traditional items and the emergence of some new
export products and their rapid growth are indeed encouraging and
would warrant some justifiable optimism in the future of the export trade
of Bangladesh. It should be noted that this development has taken place
in a policy environment which still favours import substitution over
export-oriented production. [t suggests that a more rational policy which
considerably moderates the current high effective protection provided to
import substituting industries and more actively promotes export
production would facilitate Bangladesh’s much-needed export
development and its diversification.

This paper looks at the export performance of Bangladesh in recent
years in the section that follows. In Section lll, a brief outline of some
export product lines having potential for export growth, that can be
readily identified, is provided. Section IV reviews the existing export
promotion policies. Finally, in Section V, some desirable changes in
policy are suggested.

3. Matin finds good supply response to exchange rate variation in the case of
non-traditional exports.
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Il. EXPORT PERFORMANCE : THE RECENT RECORD‘!l

We first look at the aggregate and two major sub-aggregates of export
figures in nominal taka in Table 1. This table shows that the share of
non-tradtitional eraqrmu‘ts5 increased from a level of about 10 per cent
during 1977-78 to about 27 per cent in 1984-85. This shows an
encouraging, relatively rapid, growth of non-traditional exports.

To try to present the picture in terms of growth rates, we have certain
difficulties to resolve. Part of the growth in current taka is not real
because of a continual change in the value of the taka due to exchange

Table-1
Exports of Bangladesh : Traditional and Non-traditional

In Nominal Takas

Taka Millions
Share of

Total Traditional Non- Non-traditional

traditional Exports (%)

1977-78 7,178 6.494 684 9.5
1978-79 9,632 8,445 1,187 123
1979-80 10,997 9,649 1,348 12.3
1980-81 11,484 9,897 1,687 13.8
1981-82 12,387 10,130 2,257 18.2
1982-83 16,162 - 12,548 3,614 224
1983-84 20,136 15,593 4,542 22.6
1984-85° 22,281 16,187 6,094 27.4

Source : Bangladesh Bureau of Statistics figures as compiled by Joseph J. Stern in his "A
Note on Export Growth and Exchange rates in Bangladesh” and “An Update on Exports:
1983/84". TIP, July 1984 and February 1985. Because of a large variation with BBS
figures, the 1982-83 figures are taken from Export Promotion Bureau, Bangladesh Export
Statistics 1983-84.

Note : Traditional exports are defined here to include raw jute (SITC 264), Jute Yamn
(65198). Jute fabrics (6545), Jute bags (6581), tea (074), hides and skins (211) and
un-manufactured leather (611). Residual bewteen total and traditional exports makes up
non-traditional exports.

4. Research assistance extended to this section by Mr. Abbas Ali of TIP is gratefully
acknowledged.
For definition, See note at the foot of Table 1,
1984-85 figures are for 11 months up to May 1985 taken from Export Promotion
Bureau. The definitional breakdown into traditional and non-traditional exports may

have some difference from the earlier years’ breakdown, but this was not found as too
serious.
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rate changes or domestic inflation relative to world inflation. Growth in
terms of value in a foreign currency at its current price also suffers from a
similar problem. Growth in current US dollars, for example, would
understate the export growth of recent years, because current dollar
appreciated considerably in value in recent years. Likewise, growth of
exports in US dollars by deflating the figures with an export price index
of Bangladesh exports, as has been done in Matin's paper [5] for
traditional exports, is also flawed, since this shows in effect the growth of
the volume of exports and does not capture the growth of exports via
higher prices received for exports and via export of higher-value
intra-group items in the same export groups to which the price index
deflator is applied. The best measure of growth would be in constant
takas or dollars (i. e., in value of the currency in terms of real goods and
services). The figures as presented in Table 1 are converted into current
and constant US dollars in Table 2. This is done because we seem to
have a good series of constant dollars related to current dollars and no
good measure of constant takas.

Table 2 shows that during the last seven years, 1977/78-1984/85,
while total and traditional exports measured in 1983 constant dollars
grew at annual average rates of 7.6 and 4.3 per cent respectively, the
growth in non-traditional exports in the same real terms was a
remarkable 25.1 per cent. The growth of non-traditional exports has
been more spectacular during the last three years, when the average
annual growth was 33.3 per cent.” This growth has been mainly due to a
dramatic rise of ready-made garments as an export earner as can be seen
in Table 3.

In Table 3, a disaggreaqated picture of the non-traditional exports is
presented in current taka". It can be seen that during the last six to seven
years some new products have emerged as export earners. These
include, besides readymade garments, specialized textiles, tobacco, betel
leaves, engineering products and fertilizer. In terms of size of export and
growth, the relatively and potentially important items are ready-made
garments, frozen shrimps and prawns, froglegs, frozen other fish, fruits
and vegetables, tobacco, and engineering products. There have been
also some sizeable exports of such items as naptha and bitumen, and
newsprint and paper and allied products. But these items may not be
considered as dynamically important export items for various reasons.

7. Growth rates estimated after fitting regression trend lines to all the years’ data might
have been more appropriate here -- which would have been somewhat lower than
these point-to-point estimates --, but this refinement does not seem to lose much in
terms of operational or analytical usefulness.

8. We have not transformed this table in US dollars, as the conclusions we can draw from
it are clear and straight-forward.
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Fertilizer has not yet become a promising export prospect, but this can
change with production flowing from investments underway.

[1I. POTENTIAL EXPORT PRODUDCT LINES

This section is conjectural but perhaps not futile. It draws on the
industry studies that have been carried out in the Trade and Industrial
Policy Reform Programme (TIP), which throw some light on the possible
industry products in which Bangladesh has or can have significant
comparative advantage. Some of the potential export product lines are
indicated below.

Ready-Made Garments : Further Possibilities

Despite an explosive growth of its ready-made garments (RMG)
exports, Bangladesh’'s penetration into the world market is still modest.
Further considerable growth is possible [6]. Quota restrictions, if

Table-2
Exports in Current and Constant US Dollars
Exchange Rame Value in Current US § million Value in 1983
Constant US §
million
Year Taka/s Total Tracwional Non Total Traditional  Non-tadit MUY
raditional anal Index
1977-78 18.12 4747 428.5 452 552.0 498.4 526 86.0
197879 15.22 632.9 554.9 78.0 B644.5 565.1 794 982
1973-80 15.49 708.9 622.9 87.0 8591 578.4 80.7 107.7
1980-81 16:26 706.3 608.7 976 6458 5574 89.4 108.2
1981-82 20.07 617.2 504.7 1125 585.6 4788 106.8 105.4
1982-83 23.80 6791 6273 151.8 6645 5159 1485 1022
1983-84 2494 807.4 6252 182.2 B18.9 6341 1848 986
1984.85 2610  9195° 8676'C 2518 9232 6703 2629 996
76 43 251

Sources: Exchange rates (annual averages) taken from Bangladesh Bank, Economic
Trends, March 1985. The figure for 1984-85 is author's estimate on the basis of Trends’
figures upto February 1985 and observed later month's rates.

Manufacturing Unit Value (MUV) Index used to convert current into constant dollars taken
from World Bank, Office Memorandum dated January 8, 1985, Half yearly Revision of
Commodity Price Forecasts... (The index numbers given on calendar year basis are
re-estimated on split year basis by taking the averages of two adjacent years).

8. Officially announced projected total export figure of Tk. 24,000 million estimated on
the basis of 11 months’ figures as contained in “Highlights of Export Policy for
1985-86" of the Ministry of Commerce converted into dollars.

10. The breakdown ratio observed for 11 months is applied to total exports projected for
the year.
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Table-3
Non-Traditional -Exports by Selected Product
1977/78-1984/85

Groups :

In Cument Taka Million

1984-85
Praduct Group 1977-78 1979-80 1980-81 1981-82 1982-83 1983-84 11 months
Ready-made garments 0 102 482 1708 256.2 7748 2577
Specialized textiles 0 1.8 8.1 115 147 85 81
Frozen shrimps & prawns 156.8 589.5 5294 8n.7 14884 15550 1.8238
Froglegs 9.6 411 51.3 133.2 119.8 1925 102.7
Fish frozen 78 101 212 491 77.0 141.7 132.7
Fish, other 130 315 304 83.8 211 408 40.4
Fruits & vegstables 49 120 192 328 61.0 B4.2 85.2
Tobacco 0 0 0.3 375 8§3.7 796 86.0
Betel leaves 34 a 146 197 282 308 287
Handicrats 264" 508" 5611 562" 58.4 583 a8
Engineering products 0 0 22 0 662 1886 33512
(elec). wires, transformers
etc.)
Fertilizer o 0 1328 0 2436 2389 1237
Naptha, bitumen 354 0 01 109.9 5303 634.1 537.2
MNewsprint. paper & allied 64.1 1128 101.0 1053 1089 200.2 2486
products
Other 2808 4881 585.4 5853 476.0 3144 2459
Total
684.2 1.347.8 1.686.4 2,256.9 36135 45420 6.0%40

Source ; Export Promotion Bureau, Bangladesh Bureau of Statistics.

applied, would first touch two of the many catergories, which have
grown most. Diversification of the product categories and penetration
into new markets are good prospects. A potential large unexploited
product area is knitwear, especially wool and acrylic sweaters [7].

The industry is now virtually wholly import-based and net export
earnings are correspondingly not so high. Further domestic value added
creation and greater earnings of net foreign exchange are possible
through use of domestically produced fabrics and other inputs in the
RMG units. This woulnd help Bangladesh to earn more foreign
exchange also on account of the reason that Bangladesh would then
qualify for the Generalized System of Preferences (GSP) facility from the
EEC and United States markets. The fast growth of the RMG sector
should open up a good secondary growth of the textile sector in fabric
production and development of quality dyeing and finishing facilities.

11. Taken from World Bank Report No. 5409, Statistical Appendix, Table 3.2 (Figures
given in dollars converted back into taka).

The sharp fall reflects omission from this year of the value of sales in foreign exchange
under international tender.
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But neither the RMG exporters nor the manufacturers of fabrics have
sufficient incentive to effect this backward integration. Existing policies,
exemption of taxes on imported inputs when used in export production
and high effective protection provided to local fabrics for sale in the
domestic market and not enough incentive provided for sale to export
units, are creating this bias. More on this later. TIP studies suggest that
textiles production, being a labour-intensive activity, is well suited to
Bangladesh's comparative advantage. The first effective breakthrough
should come through supplying the RMG sector. Some initial
association of a reputed international textile fabric supplier with
investment for local prodcution would be an advantage.

Leather Products

Several TIP studies suggedt that export of leather products, especially
footwear, is a very promising activity [8]. Exports to world markets are
dominated by Taiwan, Hong Kong and Korea. Rapidly rising wages in
these countries work to Bangladesh’s growing advantage in this activity.
Development of this activity can essentially proceed along the same lines
as that of the RMG sector.

Engineering Goods

Several TIP studies have established that Bangladesh has comparative
advntage in the labour-intensive types of production of capital and
engineering goods. Existing policies by allowing highly concessionary
rates of duties on imported machinery are discriminating against the
proper development of this sector. Furthermore, existing policies also do
not provide suficient incentive to sale of these goods in foreign
exchange to local projects against international tender.

There is already a small beginning made in export of some of these
goods. The products that seem to hold good promise for export are
pumps, tubewells, electric transformers, diesel engines, cotton and jute
textile spare parts and some machinery, and ships and boats (ships &
boats for sale against international tender.)

Another gcod area is electronics consisting of such products as TV and
radio sets, and electronic components. In electronics only one producer
is producing on an export-oriented basis. Since electronics is an area
where technology and tastes change fast, association of established
producers of international repute is advisable.

Specialized Textiles

Although exporting of these products started about the same time as
that of ready-made garments, it has not shown any growth in more
recent years. The problem, | think, was the inadequate level of assistance
it was receiving. During the current year, assistance to this export activity
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has been increased. Yet, as we can see in the next section, the overall
assistance to this activity remains low.

IV. CURRENT EXPORT PROMOTION MEASURES

This section draws on an earlier piece of work of the author [9]. Since
that paper had been written, government policy has undergone some
change. The major change that has been introduced during the current
year is in the rates of entitlement of the Export Performance Benefit
(XPB) which replaces the previous Export Performance Licensing cum
Import Entitlement Certificate (XPL/IEC) system. The new set of XPB
rates are 100%, 70% and 40% in place of the former 100%, 80%, 60% and
40%. Formerly, 54 items were eligible for the 100% and 80% rates (only
four for the 100% rate); now the items made eligible for the 100% rate
number some 45. Although a few items formerly receiving XPL at the
60% rate have now been transferred to the 100% XPB rate, the general
level of asistance to export production has not been significantly
increased by this change.

The current incentives have been aimed at especially increasing
non-traditional exports. Besides the XPB, other important measures used
include provisions of 1) access to tax-free imports of intermediate input
used in export production by a variety of measures, 2) an easier access to
imported inputs for some special products, 3) a more liberal and
subsidized access to credit, 4) reduced taxes on machinery imports, and
5) special income tax concessions. In addition a somewhat flexible
exchange rate policy is being followed.

Although a wide array of explicit policy instruments are being used to
actively promote export development, the effectiveness of such measures
is largely offset by the degree of protection provided to import
substituting production by high tariffs on competing impors, by
quantitative restrictions and bans on such imports or by controls- on
access to foreign exchange, etc. These controls on the import trade and
foreign exchange have hurt exports by suppressing the demand for
foreign exchange and thus nurtured an exchange rate that is lower than
it would be without such extensive controls'>. Itis therefore necessary to
appraise the current export promotion measures in this overall
perspective and judge their effectiveness and sufficiency against the
background of the level of assistance being provided to import
substitution by the existing policy environment.

The overall impact of the current measures for various types of export
production can be measured by employing the concept of Effective Rate

13. Domestic production activities competing with items imported with low tariffs or with
large tariff concessions have been similarly harmed.
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of Subsidy which is broader in its coverage of incentives than the
Effective Rate of Protection. Effective Rate of Protection (ERP) covers
only trade assistance, whereas Effective Rate of Subsidy (ERS) includes
in addition non-trade assistance

Before we present ERS measures for some representative groups of
export products, we may briefly note the individual incentives ar_*ld their
quantitative implications for assistance effects. We treat the incentives in
turn.

Bonded Warehouse Facility. Export units which can receive this
facility can import their input requirements (with a few exceptions) tax
free. Since this facility is liable to abuse in the form of illegal leakages into
the dcmestic market, it can confer some additional benefit on the users in
addition to the tax offset. Note that absence of full tax offset on inputs
results in a negative effective assistance to the export unit and full tax
offset in a zero assistance. In this sense the benefit produced by bonded
warehouse system is something positive which is indicated by O+ . The
bonded facility is or can be availed by only a few export products which
include ready-made garments, specialized textiles and knitwear and from
the current year, leather goods.

Duty Drawback. Export units not being able to avail themselves of the
bonded warehouse facility are entitled to some variant of a
duty-drawback or import taxes exemption or refund system. For various
reasons, this system has not worked very well [10] and because of the
less than full tax offset export units receive under this system, the
quantitative measure of this effective assistance is less than zero
(0-).

XPB. The benefit on this account depends on the XPB entitlement rate
and the difference between the official or primary exchange rate and the
Wage Earner Scheme (WES) or secondary exchange rate. Currently the
difference between the official and WES exchange rates is 11.6 per cent
Estimation of the benefit is done on the basis of a 10% difference

14, ERS = ERP
Plus non-trade assistance as a proportion of unassisted value added.

or, ERS = Net Trade Assistance + Non-Trade Assistance
Unassisted Value Added
=NRS on Qutput/Unassisted VA to Qutput Ratio
minus NRS on Inputs/Unassisted VA to Input Ratio
plus Assistance to Primary Factors as a proportion
of Unassisted VA.

(NRS = Nominal Rate of Subsidy
VA = Value Added)
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between the two exchange rates. On this basis, a 100% XPB (on gross
exports) produces a benefit equivalent to some 10% of the FOB value of
exports and a 70% XPB produces a benefit equivalent to 7% of the value
of exports. In terms of value added, effective assistance would depend
on the value added to output ratio. With a 30% value added to output
ratio, 100% XPB results in a 33.3% effective assistance and 70% XPB in
a 23.3% effective assistance.

Other Incentives. A Back-to-Back LC or in its absence a full cash
import license enables producers to import their requirements at less cost
than if they have to import under WES Full absence or partial lack of this
faciity provides some disincentive or negative assistance. The
Back-to-Back LC system is being used by the garment exporters. This
facility can also be enjoyed by the leather products manufacturers. Other
producers are mostly unable to avail this facility as this depends on the
availability of foreign credit which is available only for a duration which
is generally too short for most production processes from export order to
export delivery, They also hardly receive full cash import license for ali
their import requirements. Other benefits include availability of bank
credit at lower interest rates and income tax concessions on export sales
However, enquiries with manufacturers seem to suggest that they are not
either very familiar with or cannot fully avail these officially available
benefits [I1]. Estimation of these benefits can be done making some
plausible assumptions about the extent of thier use. Another benefit is
the concessionary duty at which export units can import their machinery.
Here the benefit is estimated by regarding the absence of the investment
incentive as a negative assistance. The investment incentive is measured
as a differential incentive export producers receive compared to the
treatment received by the producers of import-competing goods

A quantitative evaluation of all these export incentives can now be
" done. In Table 4, this is done for ready-made garments, specialized
textiles and hosiery products. In Table 5, some idea of the overall
assistance received by export industries in general is given. As can be
seen from Table 4, current export promotion measures provide an overall
effective assistance of some 40% to ready-made garments, about 28% to
hosiery products and some 17% to specialized textiles. Ready-made
garments receive a fairly high effective assistance due to a low
value-added to output ratio. The effective assistance to other products in
general is considerably lower.

In Table 5, we look at the level of effective assistance which is
generally available to exporters who have not yet received any bonded
warehouse arrangements (or for whom such arrangements are difficult to
provide either because their products cater to both domestic and export
markets or because they are too small units), who cannot avail the

10
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special Back-to-Back LC arrangement or do not get the compensating
full import license benefit and who can be assumed as not benefiting
from the investment incentive (either because the unit is already in place
and does not involve any new investment or because it does not qualify
for the incentive as it is not yet an overwhelmingly export-oriented unit
exporting 80% or more of its output). The orders of magnitude of
effective assistance to expaort industries in general, barring aside a few of
them, as depicted in Table 5 present a general picture of rather too light
an assistance being received by export industries from the existing
policies. The average level of effective assistance seems to lie some
where around 15%, while the lowest appears to be near-zero or even
negative.

Note that these calculations are uncorrected for the possible
adjustment needed on account of the overvaluation of the domestic
currency. If we make this correction, we would find that the existing
export incentives do nothing to compensate the export activities for the
disadvantage they suffer due to the exchange rate distortion. The implicit
disadvantage due to the probable exchange rate distortion appears either
1o offset or outweigh the effect of the current export promotion measures
as can be seen in Table 6. This table also illustrates that activities using
domestic inputs are seriously disadvantaged.

Table-5
Effective Assistance to Exports in the General Category : ERS in
(%)
100% XPB 70% XPB 40% XPB

VA 35% VA 30% (VA 30%) (VA25%) (VA 25%) (VA 20%)

Duty Drawback 0- 0- 0- 0- 0- 0-
XPB 286 233 233 28 16 20
Cash Import
License -93 -11.7 -11.7 -15 -15 =20
ERP 19.3 216 11.6 13.0 1.0 0
Credit Subsidy 3.3 3.9 39 4.7 4.7 59
Income Tax Rebate 51 6.0 6.0 Fi2 7.2 9.0
Investment
Incentive -9.1 -10.7 -10.7 -12.8 -128 -16
Total : 18.6- 20.8- 10.8- 12.1- 0.1- -1.1-

Notes: See Annex for estimation. The investment incentive works out to a negative benefit
here as the incentive is practically unavilable to these cases.
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Table-6

Effective Assistance to Export Production

with Correction for Exchange Rate Distortion

Shadow
Existing Situation  Price of FE=1.20
Situat. 1 Situat. 2 - Situat.1 - Situat.2

Qutput Value, Unassisted 100 100 120 120
XPB (70% or\100%) 7 10 g d

107 110 120 120
Input costs, traded (at
official exchange Rate,
Tariff-included) 95 51 114 61
Input costs, traded,
Domestically Purchased B 44 - 53
Add. Import Cost with no
License Benefit 6.5 3.5 - -
Input Costs, Non-traded 5 5 5 5
Duty Drawback -30 -16 -56 -19
License Benefit -3.3 -1.7 - -
Total Input cost, Assisted 73.2 85.8 83 100
Assisted value added 33.8 24.2 37 20
Unassisted VA 30 30 37 37
ERP, Unadjusted 12.7% -19.3% 23% -33%
ERP, Adjusted or Net -8.6% -34.6% 0% -46%
Credit Subsidy 147 1.17 1.4 1.4
Income Tax Rebate 1.8 1.8 20 1
Investment Incentive -3.2 -3.2 -3.8 -3.8
Assisted VA + Returns 3357 23.97 36.6 18.7
ERS Unadjusted 11.9% -20.1% 22% -37.7%
ERS Adjusted or Net -93% -35.2% -1.1% -49.5%

Note : Under Situation 1, it is assumed that the manufacturers are able to import all traded
inputs, while under Situation 2 they can import only a part of such inputs. It is assumed that
they are not getting any offset for the protection domestically produced goods are

receiving.

Under shadow-priced situations as taken, neither the XPB nor the import license benefit
mean anything as the existing difference between the official and XPB/WES rates of
exchange would wither away. Also note that we do not stipulate any change in non-traded
input cost under adjusted exchange rate situations. For estimation of various incentive

benefits, see Annex notes.



Rab : Export Performance and Prospects 7

The foregoing evaluation of effective assistance to export production
in Bangladesh leads to some major conclusions.

1. The upshot of the discussion is that even though a wide array of
incentives are being used, the export sector in Bangladesh is not being
adequately encouraged. The current export incentives confer some
sizeable benefit on only a few industrial activities such as ready-made
garments, finished leather and leather goods, some specialized textiles,
etc., which have been able to take advantage of such benefits as bonded
warehouse facility, back-to back LC facility, investment incentive, etc.
But most other activities do not benefit from these incentives and hence
export production in general is being very inadequately assisted.
relatively to the average level of assistance being received by import
substitution activities.

2. The export units which have to use higher-cost domestically
produced inputs in their production without being compensated for the
additional cost are seriously disadvantaged. The current export
promotion measures do not do enough to remove this disadvantage. The
government needs to consider introducting an appropriate mechanism
such as a tax exemption certificate system as proposed by TIP [12] te
compensate the export units for the additional cost they incur up to a
certain level when they use domestic inputs.

3. When proper allowance is made for the distortion in the exisung
exchange rate, the typical export activities can be seen as being
negatively assisted, which means that the export incentives as can be
generally availed do not even compensate the activities for the
discouragement they receive from the exchange rate side. This suggests
that the exchange rate may, and in this case does, exert a greater
influence than other export promotion measures. An exchange rate
reform would seem to be in order,if the export sector in Bangladesh is to
be more effectively assisted.

V. POLICY ISSUES AND OPTIONS

To recapitulate, the analysis of assistance provided to exporting
activities by current measures leads to two most mportant
conclusions :

— notwithstanding the existing measures, the export sector in
Bangladesh is still not being adequately encouraged and

there is a current policy bias against exporters using domestically
produced tradeable material inputs.

As we have seen, the gross (unadjusted) effective rate of portection
(ERP) received by the typical non-favoured exporter ranges between 0
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and 21.6 per cent. This compares to an average rate of 74% for ali
non-primary goods as calculated by Hutcheson 5. Even the few
products which are at present able to benefit from bonded warehouse
and back-to-back LC arrangements can be reckoned as receivinyg only
moderate assistance compared to that enjoyed on average by impoit
substituting industries.

Current policies are also not effectively encouraging backward
integration of export industries to increase domestic value added and net
foreign exchange earnings. The main policy instruments used, the
bonded warehouse system, duty drawback and XPB on gross exports are
all biased against backward integration. That is because, the exporter
receives the full tax offset on bonded warehouse imports or duty
draw-back only when he imoprts and not when he purchases locally and
because XPB on gross export basis provides no incentive to reduce the
import content in such export products.

A third important issue resulting from current policies is that sale of
local products under international tender to government procurement for
various projects is also not receiving enough encouragement. Such sales
also earn foreign exchange or by stopping imports save foreign
exchange and hence should not be ignored.

Other problems with the current policy instruments are that the main
instrument after the bonded warehouse or duty drawback used to confer
some positive assistance an exporting activities is the XPB which has
two drawbacks. First, the benefit it confers is dependent on the premium
of the WES exchange rate over the official rate and given the current
premium, the level of the XPB entitlement needs to be considerably larger
if it is to serve as an instrument for providing adequate assistance.
Second, it is not a fully reliable instrument as the premium the WES
exchange rate fetches is not stable. As already mentioned, the XPB
system on gross exports basis discourages use of domestically produced
materials. An XPB system based on net value of exports (FOB value of
exports minus value of imports of materials) is, however, difficult to
administer as it requires monitoring of imports of materials. Moreover, the
intended purpose of the net XPB system may be foiled if exporters
purchase locally what has been imported by others. A major loophole
with the bonded warehouse system is that it is liable to gross misuse. The
major difficulties with the duty drawback system are the lengthy
procedures for verifying the legitimacy of claims and the administrative
discretion it gives to officials for such verification. The drawback system
extended ‘to domestic suppliers of inputs to export units is also

15. See [13]. In the study exporting sectors were found to enjoy an average ERP of 2%
compared to 104% for import substituting industries
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inhetently defective since it encourages these suppliers to import their
own inputs to avail themselves of the drawback privileges. Thus the
drawback system cannot serve as an ideal instrument to encourage
backward integration.

Taking these shortcomings of the existing policy instruments into
account, TIP has proposed introducing a new instrumnent, a Tax
Exemption Certificate (TEC) system as an effective alternative to the
existing XPB and duty-drawback. The proposed scheme has been fully
developed in TIP's latest paper by Hutcheson and McKay [14]. A
summary of the essence of this scheme given in another TIP document
[12] is reproduced below :

In some respects the Tax Exemption Certificate is similar to the Cash
Compensation Subsidy used in India, the Tax Credit Certificate in
Colombia, and other schemes successfully used by many developing
countries to promote non-traditional exports. Administratively it is
designed much like the existing XPB system. Firms would be eligible to
receive TECs in praportion to their actual sales in foreign exchange, and
they would be allowed to use the certificates either to pay duties and
sales taxes on their own imports or to sell them to other importers for the
same purpose.

The purpose of the TEC is to offer an attractive alternative to duty
drawback for firms that need to be inte.nationally competitive, while at
the same time providing them with an incentive to purchase more
expensive locally produced inputs. The TEC provides an incentive for
exporters to purchase such inputs at a price only a little lower than the
landed cost of duty-paid imports because export firms could save money
by purchasing inputs from local suppliers instead of importing them and
paying duties with their TECs. Unused TECs would be sold to other
inporters if the price they fetch more than covers the difference between
the cost of locally produced inputs and imported ones. This scheme has
the added attraction that it does not involve cumbersome administrative
procedures; exporting and supplying firms would be left free to negotiate
mutually acceptable deals. Furthermore, suppliers would not be
motivated to import more inputs just to qualify for benefits under the
scheme as they are under the present drawback system: and Government
would not lose revenue, because any reduction of imports by exporting
firms would generate additional foreign exchange earnings and thus
enhance the capacity of the country to buy more dutiable imparts.

In view of the fact that it will take time for the TEC scheme to become
fully operational and win the confidence of exporters, it should first be
introduced for bonded warehouse users on a net foreign exchange
earning basis. TECs worth 30% of net exports (total value of foreign
exchange sales minus the cif value of imports into bonded warehouses)
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would provide exporters with an effective rate of assistance of
approximately 30%, at least as much as they are receiving now. The same
level of assistance would be provided by a 200% XPB on the net value of
export sales, at the present premium of the WES over the official market
rate. This reform should be adopted simultaneously with the introduction
of the TECs so as to offer exporters a choice between the two until the
new system is proven advantageous. It should be noted that in addition
to providing a stronger incentive for backward integration, the net TEC
and XPL systems would also discourage imports into bonded
warehouses in excess of legitimate requirements. And when the gross
TEC system becomes operational, it is expected that many exporters will
prefer to give up bonded warehouse altogether, although this should not
be made obligatory for reasons mentioned in the paper cited.

The TEC rates to be introduced should be varied according to the
structure of taxes (or nominal protection) on the inputs of the exported
items concerned in order to grant roughly 30% ERP on exports. In
practice a relatively small number of TEC rates between 10% and 50%
could be used.

A word should also be said about the desireability of unifying TEC
rates at 30% and XPB rates at 200% of net foreign exchange earnings.
Existing differential rates of XPB were originally intended to calibrate the
level of assistance to exporters according to the share of domestic value
added in the total value of production of different goods. TIP studies
indicate that this intention has not been fulfilled in practice, but more
importantly it has become clear that the share of domestic content is a
variable that should be influenced by policy, not a constant that policies
should be accommodated to. '

Short of a TEC system as outlined which would be ideal to introduce,
what effective alternative mechanism.government is left with to promote
exports and backward integration more vigorously? One alternative
would be to apply the XPB system on net exports basis and to raise the
XPB rates to much higher levels beyond 100% in order to provide a
minimum 30% ERP benefit. This system would require close
administrative monitoring of imports of the exporters and maintaining
stability of the WES exchange rate in relation to the official exchange
rate.

A second alternative would be to simply introduce a cash subsidy
system replacing beth XPB and duty drawback. The difference between
the TEC and cash subsidy systems is a cosmetic one in so far as their
operational effects are concerned.
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ANNEX
Notes on Tables 4-6
Acronyms

NRS Nominal Rate of Subsidy
ERS Effective Rate of Subsidy
XPB Export Performance Benefit
VA Value Added

Methods of Estimation

NRS on Output = Output assistance/Unassisted output value

NRS on Inputs - Input assistance/Unassisted input value

ERS - NRS on Output/Unassisted VA to Output Ratio-
NRS on Inputs/Unassisted VA to Inputs Ratio
+Assistance to VA/VA

Specific Estimates

Assistance due to Bonded Warehouse :

Full exemption of taxes on imported inputs gives an NRS on inputs of 0
(zero). A leakage of such inputs into the domestic market further
weakens the protective assistance to inputs. Hence a negative sign is
affixed with zero (0). this leads to a 0+ ERS.

Assistance due to XPB :
The benefit is directily related to output.
NRS on output is estimated as follows :
NRS = (XPB entitlement rate) x (the excess of WES over official
exchange rate)
=100 x 10%
= 10%
NRS and accordingly ERS will come out different with different XPB
entitlement rates, given other things.

Assistance due to Duty Drawback :

NRS on inputs is 0+ meaning less than full offset on taxes (protection)
on inputs. ERS correspondingly shows this assistance as 0-.

Assistance due to Back-to-Back LC/Cash Import License :

Absence of back-to-back LC or cash import license means an extra
cost for the importer/manufacturer. In the complete absence of
back-to-back LC or cash import license arrangements, NRS on inputs is
10% which is the current difference between the cost of import at the
WES rate of exchange compared to the cost of import at the official rate
of exchange. The availability of back-to-back LC or cash import license
to the full import requirement would wipe out this cost disadvantage and

11
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give an NRS on inputs of O (zero). A 50% availability of this facility
would leave the cost disadvantage at 5% NRS on inputs, which when
translated into an ERS turns out to be -7.5% when the value added to
output ratio is 40%.

Credit Subsidy :

The credit subsidy is estimated on the hasis of the difference between
the regular 16% rate and the special 9% rate of interest (the latter
applicable to export credit) and the amount of export credit available.
The amount of export credit available is up to a maximum of 90% of the
export order received. It is assumed that the credit available at both
pre-shipment and post-shipment stages is held up to a maximum
average period of four months, which corresponds to a certain export
effected. The maximum NRS on output is estimated as follows :

NRS - 90x (16-9) x {

=21%

This maximum credit availability is assumed as an exceptional case. In
general, it is assumed that exporters receive the credit benifit upto 50% of
the export order received. The NRS as a proportion of output works out
in this case to .5 x (16-9) x { = 1.17%. The credit subsidy offered by
current policy ignores the reduced interest rate of 7% which is available
for some special categories of export products.

Assistance due to Income Tax Rebate:

A crude estimate, but never the less believed to be close to reality, is
made on the basis of some simplifying assumptions. One such
assumption is that there is considerable evasion of income tax through
under-reporting of taxable income. We need also to assume taxable
profit as making a certain fraction of the value of exported merchandise.
We assume taxable profit as 15% of the value of export and reported
income for tax purposes as only 40%. The income tax rebate system
allows a maximum exemption of 60% of the tax otherwise payable. If we
further assume the average tax rate applied is 50% (close to the highest
average rate applied to income brackets which we can reasonably expect
such firms to be placed in), the assistance, NRS on output works out as

follows :
NRS = (Reported taxable income proportion in output) x (tax rate) x
(exemption rate)

=.06x5x.6

=.018 = 1.8%

Investment Incentive Assistance :

This can be related to the value of output if one can make a reasonable
asssumption about the approximate value of the ratio of capital to
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output, more appropriately the ratio of the value of investment made in
the form of machinery to that of output. Since export activities are
generally labour-intensive, we assume a low ratio of 2 as the machinery
investment to output ratio. (Specialised textiles seems to have a capital
output ratio close this figure; ready-made garments has probably a still
lower one.) The investment incentive benefit is estimated by relating the
tariff differential to the output value. This is, it should be noted, a
one-shot benefit which is estimated as:

(the tariff differential) x (investment-output ratio)

=(15% - 23 + 3%) x 2

=15.5% x 2

-31%

This once-for-all benefit is translated into an NRS annualizing it by
using a real discount rate of 8 per cent and assuming an average working
life of 20 years for machines used. The annualizing formula has been
footnoted in the body of the author’s earlier paper. The annualized value
of NRS has come out 3.2%. In our tables, it should be noted, however,
that the investment incentive is shown either as a zero benefit or a
negative benefit. The absence of the incentive is shown as -3.2%,
whereas its availability is marked as a zero benefit. This treatment is
consistent with the way we have treated other trade taxes on output or
inputs.
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An Export Policy for Bangladesh

A. R. BHUYAN*

1. Introduction :

The external sector of the economy of Bangladesh is characterised by
a massive trade deficit and heavy dependence on foreign aid. Increasing
dependence of the country on overseas imports in the form of food, raw
materials and capital equipment has brought in its wake a serious
balance of payments crisis, the magnitude of which has been assuming
mounting proportions year after year (see Table 1). The seriousness of
the balance of payments problem may also be guessed from the
alarmingly disparate movements in the value of exports and imports and
their relative shares in the country’'s GDP. At present, export earnings can
pay for just over a third of the country’s imports, which have been
growing relatively more rapidly than exports. This structural problem has
been exacerbated in the recent years by a substantial deterioration in the
country’'s terms of trade.’ Consequently, the balance of payments
situation is under considerable pressure, and is likely to remain tight in
the future. The task of bridging the payments gap through measures like
export promotion, import control and import substitution has therefore
become of utmost importance to the country. Of paramount significance,
however, is the need for expanding our exports both in terms of quantity
and value. The nation’s growing debt service Onbligatio\ns,2 higher import
costs caused by rising import prices and domestic currency devaluation,
and low and uncertain availability of foreign aid add further significance
to the need for export promotion. Development of the export sector is
also called for by the limitations imposed by the size of the domestic
market. In the present condition, growth of industrial and agricultural
sectors for augmenting employment opportunities and the income level

* Professor, Department of Economics, University of Dhaka.

1. Taking 1972-73 as the base year, Bangladesh's terms of trade came down to 57 in
1983-84, improved to 66 in 1984-85 and is expected to come down to nearly 60 in
1985-86 (See Budget Statement, 1985-86).

2. The estimated debt service in 1984-85 was $350m, and the projected debt service
charges for 1985-86 and 1986-87 are about $410m, and $480m. Payments
obligations on account of foreign debts for these three years come to about 21.5%,
24.3%, and 28.0% of the country’s total foreign exchange receipts from exports and
remittances (See Budget Statement, 1985-86).
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of the people is crucially dependent upon the rapid development of the
export sector. The purpose of this paper is to put forward some policy
suggestions that may help in the promotion of our exports. In section Il,
the performance, policy and potential of the export sector are examined.
Section |1l outlines the major elements of a desirable export strategy and
makes some policy recommendations for the development of the export
sector. Concluding remarks are contained in the final section.

Table-1
Export-lmport-GDP Ratios from 1972-73 to 1 983-84

(million/taka)
Fiscal GDP at Exports Imports Exp/GDP Import/GDP Export/
year current f.o.b. c.if ratio ratio Import
factor cost ratio

1972-73 44081 2856 6963 0.06 0.16 0.41
1973-74 68977 2523 6323 0.04 0.09 0.40
1974-75 123948 3423 9199 0.03 0.07 0.37
1975-76 101393 4806 17162 0.05 017 0.28
1976-77 99874 7114 11215 0.07 0.11 0.63
1977-78 139204 7550 19134 0.05 014 0.39
1978-79 163909 8923 22269 0.05 0.14 0.40
1979-80 187633 11504 31912 0.06 017 0.36
1980-81 219799 13344 38394 0.06 047 0.35
1981-82 231320 14545 471121 0.09 0.20 0.31
1982-83 271662 18608 49751 0.07 0.18 0.37
1983-84 295214 205615 54080 0.07 0.18 0.38

Source : Bangladesh Bank, Economic Trends, January 1985.

Il. Export Performance. Policy, Constraints and Potential

Table 2 presents information on exports by value from 1973/74
onwards. A great structural weakness in Bangladesh’'s export
composition as reflected in the table is the very high commodity
concentration on a few traditional items like jute goods, raw jute, hides
and skin, tea and fish. The share of these few items in Bangladesh's
export earnings in 1983-84 was 73.4 percent. As is seen from the table,
these traditional exports have tended to stagnate throughout.
Non-traditional exports have, however. increased rapidly after 1975/76
to now account for about 26 percent of total exports, but given the
dominance of traditional agricultural and agro-based products in
exports, the performance of the agricultural sector has directly influenced
the level of export earnings. In most of the years since 1979 agricultural
production, with the exception of cotton, either stagnated or
declined.
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Performance of the manufacturing enterprises, too, has been poor. In the
past, almost the entire focus of development was the agricultural sector
and the need to achieve self-sufficiency in food. The need to articulate
an industrialization policy was not felt. For historical reasons, most of
large-scale industry was in the public sector but, despite the extremely
disappointing performance of the public sector enterprises, no major role
was envisaged for the private sector. However, as a result of increasing
unemployment and the recent declines in international prices of primary
products, the need to develop a modern sector has been more and more
strongly felt. A new industrial policy was introduced in june 1982, the
cornerstone of which was to encourage the private sector.

Under this policy, only six items have been reserved for public sector
industries. A number of public sector units, particularly in jute, have been
sold off to the private sector. Some incentives,particularly to
export-oriented industries, have been provided, and joint ventures with
foreign parties are being welcomed. While it is clearly too early to judge
the benefits of this radical change, there is no doubt that the atmosphere
for increased productive investment has improved.

In the past few years efforts were also made to improve the incentives
for exports. One of the most important incentives which promated -the
development of non-traditional exports was the Export Performance
Licensing (XPL) scheme. Under this scheme, exporters of almost all
-non-traditional items (excluding jute goods, raw jute and lose tea) were
entitled to obtain freely transferable import entitlement certificates (IEC)
upto an indicated percentage of export value which could be utilized to
import any commaodity on a list specified by the Government. Given that
the taka is nonconvertible and foreign exchange is not freely available,
the premium obtainable on such imgorts resulted in a substantial
increase in the profitability of exports.” Other important incentives to
exporters include; concessional interest rate on bank loans; release of
cash foreign exchange for balancing; modernization and replacement
(BMR); duty drawback scheme whereby an exporter of manufactured
goods is entitled to get back the customs duties, sales tax, etc. already
paid on importation of inputs used in production; income tax rebate;
rebates on insurance premium; export credit guarantee scheme;
concessional rate of import duty for specified plant and machinery; and
liberal export financing facilities. The mainstay of the government's
policy has been to achieve a rapid expansion and diversification of
non-jute exports, and to that end sectoral incentives for the promotion of

3. The XPL/IEC scheme has been replaced in the 1985-86 export policy by the Export
Performance Benefit Scheme whereby the benefits have been refixed at 100%, 70% and
40% of export value.
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export production capacity in products, such as ready-made garments,
synthetic textiles, hosiery products, handloom products, silk, fresh fruits,
vegetables, spices, leather and fish are provided.

The consistent efforts of the government to expand and diversify
exports through the provision of package of incentives and a clearly
defined export palicy reflect its determination to bring about a structural
transformation of the export sector. This determination is also reflected in
the relatively flexible exchange rate policy followed by the government
under which the parity has been adjusted a number of times in response
to changing circumstances.

The new focus on export development and the industrialization policy
being developed by the Government can form two pillars of achieving a
structural change in the external sector over time. There are, however,
certain inherent weaknesses in the export sector and in the range of
domestic policy measures which should receiveimmediateattention. One
such area is the provision of adequate export fianacing facilities. While
concessional facilities are supposed to be available, banks are still very
selective in considering requests relating to export credit. The exporters
of finished leather, marine products and small exporters generally
experience difficulties in obtaining finance. While a number of measures
have been taken recently to improve the situation, including directives
from the Bangladesh Bank to commercial banks to simplify procedures
and release funds within a specific time limit, much still remains to be
done. For instance, there is at present no arrangement for protecting
exporters against the risk of exchange rate fluctuation. A system of
forward exchange buying would have eradicated, or at least minimized,
the loss to exporters and at the same time encouraged commercial banks
to take a liberal attitude towards export finance.

Other areas in which attention is needed are the provision for ensuring
quality control and standards, improving the export infrastructure,
provision of adequate marketing services, rationalization of various
regulatory measures in export trade, and streamlining the institutional
arrangements for export promotion. All these call for a well-articulated
export policy and a systematic planning for export development. While
the major elements of such a policy will be outlined in section Il of the
paper, a brief picture of the country’s export potential and the constraints
faced by some prominent items of our export is presented in the
following.

Export Products and Potential
Jute

Jute is the most important cash crop for some 3 million Bangladeshi
farmers providing employment and income for a large number of landless

12
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labourers and marginal farmers. The jute mills are one of the largest
employers in the country, providing employment to over 170,000
workers. Bangladesh dominates the world trade in jute, her exports of
raw jute and jute goods accounting for over a half of world exports. .
Despite the growing competition from synthetic fibres that threatens the
long term viability of the jute industry, it wiil, at least in the medium term,
continue to remain the country’s major export earner. For this reason,
while the professed objective of the government is to diversify exports,
there is a need for the government to develop an appropriate strategy for
the production of raw jute and its processing so that optimum benefit
can be derived from this crop, both for the farming community and in
terms of foreign exchange earnings.

Jute trade in recent years has been characterised by very poor jute
prices teceived by farmers (due to declines in the international market), a
secular decline in the ratio of jute to paddy prices, and a consequent
decline in jute acreage and output. Despite low output levels of raw jute
in recent years, however, low international demand has resulted in
extremely high levels of stock. While in the given international situation
of demand and supply, efforts should be made to stabilise the acreage
and production of jute at a certain level and rationallise the jute industry,
no effective plan has been formulated so far. It is expected that newly
established International Jute Organization will work for a gradual
stabilization of the international jute market by bringing in improved
cooperration between the major producers, preventing demaging price
under-cutting and improving the market for jute products in the long
run.

Tea

Tea is the third biggest export earner in Bangladesh. The world tea
market is now characterised by an excess supply and declining prices.
This calls for international cooperation to limit production. A recent
UNCTAD study indicates that a 1% decline in the rate of increase in tea
production would result in a 7% price increase. This suggests that the
proposed international tea agreement which would consist of export
quotas will serve to increase export earnings from tea.

Bangladesh, which produces 4% of world tea exports, may
substantially benefit from such arrangements if the quality of her tea,
which is now at the lower end of the scale, is improved. The recent
experience of Malawi, which went through a process of upgrading its tea
industry and thereby obtained substantial benefits, is indicative of the
possibilities. Prospects for Bangladesh should therefore be better when
the current rehabilitation programme undertaken by her tea estates to
improve quality and intensify production is successfully completed.
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Hides and Skin

Export of hides and skin and leather grew rapidly during the 1970s,
but due to supply constraints, slowed down considerably towards the
end of the decade. Inadequate support services and the problem of
quality are the main constraints facing the animal husbandry sector.
Adequate funds have not been made available for its development. In
fact, during the Second Plan period, the allocation to this sector was
reduced.

At present 90 percent of exports are in the wet blue form because
foreign buyers prefer to carry out further processing beyond wet biue
stage in their own countries. The government's policy is however to
encourage a greater production and export of crust and finished leathers,
as is evident from the export incentives provided through a system of
differentiated export duties for raw and finishshed hides. In fact, in the
long run, export income from this sector should accrue more from value
added through a gradual shift from the wet blue stage to fully finished
leather, and from this to the manufacture of leather goods.

In the medium term, however, there is a distinct possibility of
switching over to only finished leather export. This will call for support
measures to the existing tanneries in the form of speedy and
concessionary import of chemicals and components for processing, as
well as establishment of new ones, preferably through joint ventures
involving foreign investment for developing the competetiveness, and
technological and marketing capabolities of the industry. However, the
supply problem remains the critical constraint at the moment and needs
to be tackled urgently. To overcome this constraint, collection of raw
hides and skins should be improved through a network of collection
centres all over the country, coupled with incentive prices. Technicai
know-how should also be made available to improve flaying, recovery
and curing of skin, as these finally determine the guality of finished
leather.

Marine Products

In the past few years, fish, shrimps and froglegs have become a major
export industry. Here again the problem is one of supply. While the
export of froglegs has aroused considerable controversy at home and
abroad, and opinions have been expressed in favour of a ban on
ecological grounds, appropriate measures should be taken to promote
the fish industry and the commercial cultivation of shrimps. Despite some
government-action, the marine fish sector is still largely unexploited, and
infrastructural facilities are very weak, particularly in respect of
transportation and storage facilities including adequate refrigeration.
International demand being strong for these products, the industry has
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faced no marketing problem. Bangladesh has also a price advantage over
other countries because, as least developed country, it obtains duty-free
access under certain GSP schemes. The major problem is that of raising
the scale of production. External financial and technical assistance will
be helpful in this regard for increasing the trawling fleet and promoting
the mechanization of traditional boats.

Other Agricultural Products

Bangladesh's climate fovours the production of a number of other
agricultural commodities such as fruits and vegetables, tobacco and
spices which offer good export prospects. The main inhibiting factors are
absence of commercial farming, stagnant production and high domestic
prices that make local sales more profitable and reduce exportable
surplus. Tobacco helds greater promise, and the activities of the
Bangladesh T.obacco Company which supports, buys and exports
tobacco have resulted in increased acreage under good Virginia varieties.
Silk production, 100, has historically been an area of traditional activity
and is now being re-developed in certain areas. In the absence of
statistics on production and other technical details, it is not possible 10
make an exhaustive treatment of many other agricultural products.
Detailed studies should be carried out to examine their potential for
production and export.

Manufactured Products

Jute has historically been the only major export industry of
Bangladesh, accounting for about a half of the country’s total exports. Its
products are however, traditional, e.g. hessian, sacking and twine.
Consideration may be given to the development of more rewarding
products like carpets, jute textiles and furnishing materials which have
higher proportion of value added and have better markets abroad than
traditional products which face competition from synthetic
substitutes.

The garment industry has shown much promise in the recent years
both in terms of export earnings and employment generation. The
industry is, however, highly susceptible to changes in styles and fashions
in the international markets. Accordingly, it calls for continuous and
up-to-date information concerning market demand. Joint venture
collaboration with leading garment makers of Hong Kong, Korea and
Western Europe, who are conversant with the design, style and fashions
in the major consuming countries, would help in improving both quality
and marketing of these products. As a least developed country,
Bangladesh has not so far faced any major problem of access to major
markets, although it is reported that recently U.S.A., Sweden and some
EEC countries have raised some questions about the level of exports 10
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these countries. In order to prevent any damage to this growing industry,
the government should take up the matter in earnest at the appropriate
level in the importing countries.

Newsprint industry produces a surplus for export but its cost of
production is high relative to world prices. Substantial demand exists in
neighbouring India but the State Trading Corporation of India, which is
the sole authorised purchaser, has recently suspended imports because
of quality and price problems. As a result, stocks have been piling up.
While a rehabilitation programme should be immediately undertaken to
reduce the cost of production and make the industry more competitive in
the long run, for the disposal of the current surplus stock, alternative
markets should be explored.

Natural gas holds great potential both for developing import
substituting uses and for export oriented industries such as fertilizer and
methanol. The capacity being set up should make the country
self-sufficient in fertilizer and also leave a surplus for export. In the long
run, it is estimated that about half a million ton of fertilizers can be
exported. In order, however, to determine the optimal pace of exploitation
of this scarce resource and to develop this sector efficiently, the country’s
gas reserves have to be fully appraised. Technical and financial
assistance has been made available to the government by the IDA in
planning its exploration programmes and in ascertaining appropriate
levels of gas prices and their impact on the economy, including an
evaluation of options for optimizing the use of natural gas.

Cottage Industries

Cottage industries which include handloom products and handicrafts
should have good export prospects, but so far they have made a minimal
contribution in terms of increasing export earnings. Domestic production
of such items is very low, and is the result of private sector initiative
which is not itself well organized, while being inadequately financed and
incapable of handling large export orders within a short span of
time.

Given the enormous employment potential of cottage industries, a
comprehensive package programme needs to be developed with
international assistance. Such a package should include research,
design, product development, provision of finance and marketing
assistance. It is to be remembered that major prospects of these exports
lie in the sophisticated markets of the western countries, Japan and the
Middle-East. Improvement in quality design and style is an important
pre-condition for the sustained growth of exports in these markets.
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It has to be emphasized that appropriate supply and market
development studies concerning the potential exportables, whether in
agriculture, manufacture or the cottage sector, should be started in right
earnest. In fact, Bangladesh’'s export promotion in the years ahead is
contingent upon the development of new products to substantial
degree. Even with a sound policy and proper implementation, the
traditional agricultural items are unlikely to pick up in the immediate
future to produce a surplus of the required magnitude. Attempts should
therefore be made not only to re-establish the traditional exports, but
also to develop new porducts for export wherever possible.

lll. Strategy for Export Development®

As already noted, export promotion requires a well-articulated export
policy which should be able to not only overcome the bottlenecks and
constraints to export development, but also identify and develop existing
and potential products for exports in line with the country’'s resource
endowments and comparative advantages. A country’s ability to export
depends primarily upon three things: (i) its productive capacity and
efficiency in various areas such as agriculture and manufacture, (ii)
aggressive salesmanship abroad to consolidate existing markets and find
new ones and most importantly, (iii) its ability to minimize cost of
production, improve the quality of its products vis a vis the substitutes
offered by the competing countries, and make these available to foreign
importers at the right time and in the required quantity. The major
objectives of an efficient export policy should therefore be to create an
environment conducive to export expansion through improved
economic policies, provide incentives to export activity right from the
production stage, identify products that have export potential and devise
measures to overcome problems facing these exports on a product by
product basis. These factors are attended to in the following.

1. Widening the Export Base

Bangladesh has a very narrow export base. Her -exports largely
correspond with the level of agricultural production and the outputs of
agro-based manufacturing units. Exports are concentrated on a few
traditional products, and what is most distressing about these exports is
that their value remained more or less stagnant in the past years. Yet, the
country in the present situation, and also in the near future, can hardly
avoid depending upon these traditional exports, even though they have
been facing fluctuating demand and price conditions in international
markets. In recent times, promotion of non-traditional exports has
received due emphasis in official policies, but there is unlikely to be any

4. This section draws on [2].
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radical change in the structure of our exports and hence our efforts will
have to be concentrated on increasing the export of traditional items for
quite some time to come.

However, in the long-run interest of achieving a desirable growth of
exports, every attempt should be made for introducing newer items of
export and appropriate policies adopted to avoid excessive reliance on a
small number of traditional products whose markets are vulnerable to
external forces, as well as to diversify the pattern of exports so as to
widen the country’s export base. It is therefore imperative on the
government and businesses concerned to explore all possibilities for
expanding the existing exports to traditional markets and also find new
markets for these products.

2. Widening Export Outlets :

An important characteristic of Bangladesh’'s export trade is its
dependence on a few countries for the major portion of its exports. Table
3 shows that well over 50% of our exports go to as few as ten countries.

Table-3
Direction of Bangladesh’s Exports (% of total)

importing

Countries 1878/79 1979/80 1980/81 1981/82 1982/83 1983/84
U.S.A. 14.9 10.8 95 9.8 12.9 125
Pakistan 7.3 5.0 7.2 5.4 6.5 7.2
U. K. - 6.9 7.0 43 5.1 46 6.9
Japan 5.5 5.7 2.7 41 6.4 6.9
ltaly 5.8 5.7 3.0 3.2 29 6.6
Singapore 11 4.4 7 10.7 9.1 25
USSR 8.0 6.6 41 54 5.6 25
Iran 21 5.0 6.0 39 3.3 12.3
Belgium 24 30 22 22 35 45
Australia 21 34 26 3.2 23 2.3
Sub-Total 56.1 56.7 49.7 53.0 571 64.2
for Ten

Countries

All other 43.9 433 51.7 47.0 429 35.8
countries

Grand Total 100.0 100.0 100.0 100.0 100.0 100.0

Source : Bangladesh Bank, Annual Export Receipts, 1983-84
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The high geographic concentration indicates that we have been paying
inadequate attention to the task of diversifying our export outlets and
relying increasingly on the few traditional trading partners for our
exports. The widely held view that there is not much scope for increasing
our exports because their demand is inelastic relates mainly to our
exports to these traditional partners. It is very likely that even traditional
exports will be increased if new markets, with more responsive
customers, are found. Even in markets of the traditional trading partners,
vigorous marketing effort and sales drive may succeed in creating
increased demand.

Bilateral Agreements :

In the search for markets, however, appropriate care should be taken
while entering into special trade agreements with partner countries. In
recent years Bangladesh entered into bilateral agreements with a number
of countries belonging to the socialist bloc.? Although there is no doubt
that bilateral agreements provide a temporary stimulus to particular
export products, in entering into such agreements, their possible
disadvantages should not be overlooked. Bilateral agreements tend to
have a restrictive effect on trade, since they do not result in any net
addition to total earnings derived from the sale of the product in question
but merely lead to shift of destination. Secondly, it often appears that the
privilege enjoyed by the bartering country is much greater than the
concession offered. For example, it is alleged that the prices of most
goods imported under barter are often abnormally higher than the world
market prir.:es.'5 It is also alleged that many items like scientific
instruments, medical equipment, etc., imported under barter, have been
found unsuitable for the country [7;33]. Sometimes substandard goods
and goods not much in demand in Bangladesh are supplied. Also, delay
in shipment is a regular feature of this kind of trade. Many bartering
countries deviate from original commitments and repeatedly ask for
extension of LCs for supply and change of items orderd for, even after a
lapse of considerable period of time [8;32-3]. The question of the tying
of a substantial volume of our exports on highly unfavourable terms and
conditions therefore merits serious re-thinking.

A recommendation that emerges from the above is that in expanding
export outlets, greater attention should be given to explore export
opportunities in our neighbouring countries. At present, more than half

5. Over 15 percent of our total exports in 1981/82 and 1982/83 were covered by these
agreements. The percentage, however, came down to 8.8 percentin 1983/84. See [6;
Table-1].

8. Forexample, the price of PH metre was US$ 1894 in Hungary. whereas the same was
available from USA at US$ 260. See [7:33].



Bhuyan : Export Policy for Bangladesh 97

of our exports go to the developed market economies and the remainder
to the socialist bloc and developing countries. There is, however, very
limited trade cooperation with our neighbours, especially India, even
though both Bangladesh and India are members of the Bangkok
Agreement. It would be worthwhile to explore the potential for greater
trade cooperation with our immediate neighbours such as India, Nepal,
Bhutan, Sri Lanka and Burma. Greater bilateral efforts within the region
are likely to have a strong beneficial effect on the performance of
Bangladesh’s exports.

3. Creation of Export Surplus

It has been observed earlier that the structure of our exports is unlikely
to alter significantly in the near furture, and therefore an increase in
exports can be achieved mostly through the traditional items of
agriculture and related manufactures. This increase in turn can be
brought about by a rapid increase in production. But what is distressing
in the case of Bangladesh is that production in almost all major spheres
of activity, whether in agriculture or in manufacture, has either remained
stagnant or declined in recent years. In @ good number of cases
productivity is well below the 1969-70 level. Higher productivity level is
the key to successful export promotion. If productivity in fields and
factories cannot be raised, there will be no surplus generated, and export
promotion policies will remain mere declarations of intent and not serve
any useful purpose. The primary task of those responsible for export
promotion is therefore to encourage productivity increase so that
sufficient surpluses are left after meeting domestic demand. This is
indeed a general problem of economic growth, and a wide variety of
measures will be needed to tackle this problem.

First, top priority should be given to ensure productivity increases in
agricultrue, forestry, fisheries, industry, and mining. In planning for
productivity growth in the economy, export possibilities must be given
due consideration. Thus, in formulating national plans, attention may be
given to ensure that all development activity does have a diret or indirect
bearing on export promotion.

An immediate way to increase productivity in agriculture is by
improvement of simple crop management practices, beginnig with
increased crop density and proper plant placing, followed by the use of
good seeds, seed treatment, proper tilling, weeding and better
preparation of seed beds and nurseries. These improvements are capable
of raising yields substantially without any increase in inputs other than
labour. Yields may be increased further by making fuller use of scarce
land through multiple cropping, the most important regisite for which is
irrigation. Efficient marketing arrangements are also a pre-requisite for

13
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raising agricultural production. This should be complemented by
adequate storage facilities for agricultural products and inputs.

In manufacaturing, export prospects hinge upon making the existing
export-oriented industries run at full capacity, thereby generating
surpluses for export. For expanding of handicraft and cottage sectors to
generate exports, better access to credit, raw materials and tools,
improved technical assistance and training to producers, have to be
assured.

In a word, appropriate incentives should be provided to motivate
producers and entrepreneurs towards increasing production by
guaranteeing fair and adequate returns for their products, thus making
export production attractive relative to alternative investments.

Second, wherever economically feasible, attempts should be made to
transform primary products into processed manufactures. Since the
export of products at a higher level of fabrication is likely to earn more
foreign exchange than at lower levels, appropriate encouragement
should be given for setting up export-oriented industries, and necessary
facilities provided for that purpose.

Third, possibilities of joint ventures and production cooperation with
other countries may be explored. Foreign private investment with a clear
bias towards export promotion and emplomyment of local labour should
be properly encouraged. There are at present great opportunities of
foreign collaboration in Bangladesh particularly in gas-based and
petrochemical industries, deep-sea fishing, frozen fish industry, and
processing of fruits and vegetables. Expansion of production in these
activities may greatly contribute to export promotion in this country.

Fourth, exportable surplus may also be obtained in the shortrun by
restricting domestic consumption of commodities wherever export
possibilities exist. It must be noted, however, that internal demand for all
exportables has been rising continuously with increases in population
and income, and unless output can be raised sufficiently, restriction of
domestic demand by fiscal devices will necessarily raise domestic prices
of the products concerned, create scarcity in th home market, and cause
hardship to consumers. The scope for restraining domestic demand for
export purposes is thus very limited. The permanent basis for export isto
be found only in a fast rise in agricultural and industrial production.

4. Export Incentives :

At present, a number of incentive schemes for promoting exports,
including a provision of state recognition in the form of awards and

7. This has also the advantage of enlarging domestic employment opportunities.
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trophies for best export perfomance, are in operation. These incentive
measures, however, need to be subjected to constant review so that they
are not abused. Every incentive has a cost to the economy, and hence.
whenever the cost of the incentive is not in keeping with the resulting
additional exports, it has to be dropped immediately. At the same time,
certain anomalies that are likely to act as disincentives to exporters
should be removed. For example, although export licences are, by rule,
to be issued automatically, bureaucratic delays in issuing licences often
hinder the process of export. There are other problems associated with
complex customs formalities, compliance with foreign exchange
regulations and banking formalities which should be simplified.

5. Marketing Support :

International marketing these days is getting more and more complex.
It regires specialized skill and information about export markets, their
laws, regulations and specific needs. Any marketing support programme
should therefore give high priority to market research on product
development, quality control, market access facilities and distribution
channels, export prices and trade information. The Export Promotion
Bureau (EPB) provides support services in some of these areas and
compiles information about the marketing of specific Bangladeshi
products. These services are, however, not adequate, and exporters do
not seem to have made much use of such information. Moreover it is not
suufficient to investigate the structure of foreign demand once and for
all, because consumer’s preferences frequently change over time.
Research on international trade should therefore be carried out on a
continuing basis at the the EPB. Collaboration with other competent
research institutions of the country is desirable in this important
endeavour.

6. Competitiveness in Price and Quality :

Given the level of domestic production, exportable surplus, and the
state of world demand, the most important factor that influences exports
is the country’s ability to compete in the international market in respect of
both price and quality of products. As regards price, our experience over
the past decade is utterly disappointing. Inflation rates in Bangladesh in
recent years have been much higher than the world rates with the
consequence that her exports became uncompetitive compared to rival
suppliers. Higher domestic prices also render traders” profit margins on
domestic sales higher than sales in the export markets. Producers’
interest in export markets wanes and as a result export falls. In order to
encrease exports, therefore, the rate of inflation must be brought down
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and held under check so that prices charged by our exporters appear
competitive in relation to competing rival products.

Secondly, mere provision of incentives cannot promote exports.
Incentives can only affect cost of production and thus the price charged
to the foreign buyer; they cannot do anything to influence the foreigners’
choice which depends largely upon the quality of the product. In order
to expand, exports, the products should be of the internationally
accepted standard. The quality of the product should be improved, and
processing and packaging made up to the taste of the foreign consumer.
In the past, failure to ensure quality has caused a great damage to our
reputation as an exporting nation, (e.g., in the case of leather and
shrimp), and tarnished our commercial prestige in the importing
countries. This should not be allowed to recur. In every case, quality of
the exported good has to be guaranteed, and therefore, pre-shipment
inspection by competent officials should be made compulsory.

7. Export Management Training :

One important area to which an export development strategy should
pay due attention is “export management training”. Most of the
exporters in our private sector have no formal education or training. The
public sector organizations also lack the necessary knowledge and skill
required for export development. Lack of trained personnel in this field
hinders export promotion.

In order to overcome the problems arising from insufficient knowledge
and skills and dearth of trained manpower, arrangements should be
made for giving specialized training in the export-related subjects such
as export costing and pricing, quality control, packaging, export
procedures and documentation. Especially important are the functional
aspects of export managements; e.g., production, marketing and finance
as the main areas of export training, followed by export plans,
programmes and policies of the government,international trade
practices, conventions and agreements; and legal provisions and
procedures to be abided by in export trade.

It may not, however, be immediately feasible for Bangladesh to
establish a separate institute for this purpose but, for the present, the EPB
in cooperation with existing Bangladesh institutions like the BIDS,
Institute of Business Administration and Bureau of Economic Research
of Dhaka University, related Departments of various Universities, and the
Chambers of Commerce and Industry may periodically organize such

8. This may appear to be a question of exchange rate adjustment and other ad hoc
incentive measures. But high relative rates of inflation may render various export
incentives ineffective.
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training programmes. Cooperation of international organizations like the
ITC, UNCTAD and ESCAP may also be sought under their technical
assistance programmes.

8. Expanding the Role of the Private Sector :

Over 70 per cent of Bangladesh’s exports are currently handled by
public sector corporations. These governmental bodies are often
accused of being insensitive to price and market advantages abroad, and
respond, if at all, very sluggishly to developments in world markets. For
this reason, the quality of management of the public sector agencies with
export responsibility should be improved and their performance
subjected to periodic review in terms of export performance. Export
performance of these organizations can be improved and their targets
achieved only if competent and energetic officials can be found who will
be capable of undertaking this responsibility.

The role of the pfivate sector in export promotion should be
recognised and appropriate facilities provided for that purpose. A strong
private sector, backed by appropriate logistic support, may contribute
more significantly to export earnings by diversifying exports in more
ways than envisaged in the country’s annual export programmes. The
Government's policy in this regard is not clear, however. While it wants
the private sector to come ina big way, its allocation to this sector has
been raised only in small doses. For instance, industries in the private
sector badly need working capital, but they are not given sufficient credit
facilities by nationalised banks, because they are alleged to have
exhausted their funds in feeding the public sector industries [7;50]. A
realistic export development programme must incorporate in it an active
involvment of the private sector, which will receive adequate support not
only in the form of bank credit but also technical know-how in marketing
and product development.

9. Improving the Institutional Framework :

Government organizations charged with the responsibility of export
promotion, such as the Export Promotion Bureau should be streamlined
and -made useful for the task. The EPB which was set up in 1977 10
suggest export promotion measures, examine the potential of
export-oriented products, and coordinate export efforts of various private
and public sector organizations, has not been able to produce any
significant results so far. The EPB has greatly expanded in size in recent
years and is assisted by a number of other organs such as the Export
Promotion Council (EPC), the Export Coordination Unit (ECU). Export
Promotion Advisory Committee (EPAC), a special monitoring cell, a
Central Task Force (CTF), and a number of Sectoral Task Forces (STF).
Each of these subsidiary organs of the EPB has its specific functions
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which are ideally useful for export promotion purposes, i.e., in matters of
reviewing export policy, coordinating export efforts of various
organizations, monitoring information, etc. Their contribution in terms of
actual export expansion has, however, been insignificant, since most of
their functions are in practice neglected and the attention given has been
far from adequate.

In fact, the EPB works more in areas that fall on the periphery of the
export process than in matters which are considered crucial for export
development. So far, it has engaged itself in only some routine desk
research, some surveys and publication of some statistics which are
neither comprehensive nor reliable. Its administrative expenses have
always exceeded the sums spent on export development activities, and
naturally, therefore, the attention given to export promotion has not been
sufficient to have had a perceptible impact on exports.

One reason for this state of affairs is that the organization of the EPB
and its various organé are so framed that they are functionally attuned to
the peripheral activities, relegating the more crucial aspects of export
promotion (i.e., the planning of policies, supply development of
exportables, market promotion etc.,) to a secondary position. There is no
sense of direction from the Government to the Bureau's activities. Its
function has been in fact one of providing ad hoc services to the Ministry
of Commerce and it merely operates as the Ministry’s research wing on
export matters. As a result, the Bureau’s attention is diverted more
towards issues and tasks which are not related to its prime
objectives.

Moreover, an inherent weakness of the Bureau is that it has no
influence on the formulation of policies, laws and regulartions on fiscal
and monetary matters that have a bearing on exports. it has no say in the
production programmes of various sectors although as the focal
organization it could play a leading role in coordinating the activities of
various agencies that have some bearing on the export sector. For all
these reasons, a complete reorganization of the Bureau is considered
necessary. It is desirable that the major export promotional activities are
classified into selected areas, and each of these areas placed under
separate units created or revamped for this purpose.

10. Problem of Access to Developed Country Markets :

In general, while market access has been so far not a major problem for
Bangladesh, some trade barriers are of concemn 1o the country,
particularly relating to jute. This is an area which can be addressed
immediately by the international community and which would improve
the competitiveness and export earnings of jute products. At present, the
major policy instrument relating to improved market access is the GSP,
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but there is plenty of room for improvement in the scope and quality of
various GSP treatments offered by the importing countries. Despite the
advantages of GSP rates and the MFN tariff reductions made in the
Tokyo Round, some significant tariffs still confront jute products in
Australia, Austria, Japan, New Zealand, Sweden and the United
States.

Moreover, there are certain products which face high tariff rates even
under GSP, e.g., carpets (Austria), prawns and shrimp (EEC) and
garments (Switzerland). Many of the GSP concessions are again linked
to export ceilings. Clearly the removal of GSP ceilings and enlargement
of the GSP product coverage would prevent the erosion of the GSP
benefits to Bangladesh and other developing countries. This would also
be in the interest of the importing countries because of the resulting
lower prices compared to more expensive substitutes.

Non-tariff barriers have often been found to be a more serious
impediment to market access. Reviews by UNCTAD have shown that the
unprocessed commodity exports of LDCs have not responded
significantly to the elimination of tariff barriers, chiefly because of the
presence of non-tariff restrictions on trade. Bangladesh’s exports that
face non-tariff barriers of various kinds in different countries are:
crustaceans and jute goods (Australia); tea, fish and jute goods
(Austria); fish, tobacco, jute foods and garments (EEC); fish, spices,
tobacco, molasses, leather and jute goods (Japan); carpets (Norway);
fish, crustaceans and jute goods (Sweden); tea, jute goods and carpets
(Switzerland); and fish, raw cotton, jute goods and garments (USA).
Efforts should be intensified to obtain liberalization of these non-tariff
barriers to Bangladesh's exports.

11. Raising Invisible Earnings :

Earnings from invisibles are small in Bangladesh, and have been
declining in recent years. From US $ 600 million in 1982/83, these
earnings have fallen to US $ 550 million in 1983/84, and to US $ 430
million in 1984 /85. At present, nearly the whole of our invisible earnings
is in the form of remittances from nationals settled or working abroad.
There is virtually no income from shipping, insurance, banking etc.,
although such income constitutes a substantial proportion of foreign
exchange earnings in developed countries. Because of our meagre
shipping capabilities and undeveloped insurance and banking systems,
we pay out a lot more than we receive under these heads. The only
possibility of raising invisible earnings at present lies in obtaining more
remittances from our nationals residing abroad. Current remittances are
no doubt small compared to other Asian countries, but these may be
increased significantly if appropriate incentives can be given.
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There is a great potential in the field of manpower export, but the
government department concerned has failed to tap this potential. It has
to be understood that job opportunities abroad depend upon the
occupational needs of western multinational corporations. In order to be
able to boost the export of manpower, the needs of these multionationals
have to be assessed, the terms offered by the rival manpower supplying
countries ascertained, and more competitive terms offered. This job can
be done better by a private commercial organization than a government
department, [7;47]. For this reason, a manpower employment agency
with representatives from the government, private businesses, and
educational and vocational training institutes may be set up.
Arrangements should be made for imparting special training in specific
trades and activities that are in great demand abroad. The potential of
manpower export lies only in the possession of superior technical skill by
workers.

In addition to the above, the potential of promoting consultancy
services in fields like construction engineering, accountancy,
management and economics is also great. With the new affluence of
West Asia and Africa, vast opportunities have arisen for supply of these
consultancy services. Utilization of this potential warrants special
attention from the government. People with skills and talent in specific
areas may be given appropriate facilities by the government by way of
providing timely information about the availability of related consultancy
services abroad, facilitating contact with overseas authorities, and giving
prompt clearance for undertaking such jobs. A special cell may well be
set up in the Ministry of Commerce or Manpower Development to look
after this important area.

12. Infrastructural Back-up :

Successful export promotion effort requires infrastructural facilities like
transportation, communication, and warehousing, but these services are
insufficiently available in Bangladesh. Thus, facilities for shipping which
is the most vital service needed for export development are very poor.
Development of shipping is both a long-term and a short-term task.
While we should immediately strive to acquire additional tonnage to
lessen our dependence on foreign vessels, and expand port facilities to
avoid congestion, plans to build a ship-building yard should
immediately be undertaken. Air-freighting is now progressively assuming
greater importance in the export of light and perishable cargo.
Concessional rates may be allowed for these exports to make them
competitive, and also arrangements should be made for cold storages at
airports for perishable export cargo. Also, internal transportation
problems that obstruct export trade (e. g., wagon shortage in the
railways, lack of godowns at seaports for storing export cargo till the
arrival of ships) demand urgent solution.
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IV. Concluding Remarks :

Bangladesh’s trade balance has been chronically unfavourable
because of our continuously rising import requirements. The imbalance
is currently met mainly through foreign aid and partly by invisible
receipts in the form of private remittances. There is no doubt that, for
quite some times to come, foreign aid will continue to play a vital role in
our development process. But in the long-run interest of achieving a
self-reliant growth, we should depend on ourselves to the maximum
extent possible. A strategy to tackle the trade imbalance has therefore to
be found soon. Qur imports are already curtailed to a bare minimum
because of foreign exchange constraints, and any further cutting down
of imports will dangerously slow down the pace of our development
process. This leads us to the inevitable alternative of expanding our
exports.

Expansion of export is, however, a difficult task; its major determinants
such as foreign incomes and prices being beyound our control. But if we
are to move ahead to achieve our development targets we must make a
determined effort to achieve this objective by expanding exports. (1) The
foremost task is to expand production in every sphere of economic
activity so as to obtain an export surplus. (2) the export base has to be
broadened by introducing new exportables. (3) Aggressive
salesmanship is needed to consolidate our hold in the old estabished
markets and find new ones. Diversification-of export outlets is essential
for establishing a firm basis for long-run export development. (4)
Appropriate éncouragement should be given to exporters through
financial incentives. (5) Cost of production has to be brought down to
make our products competitive in international markets. (6) Product
quality of exportables has to be ensured. This is essential if we want to
protect our commercial prestige abroad. (7) Institutions with export
promotion responsibilities should be streamlined and made to adopt a
pragmatic approach in devising export promotional policies and
coordinating export activities of various organizations. Finally,
infrastructural back-up services need to be developed to create
conditions conducive to long-run export development.
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Import Problems and Policy for
Bangladesh

RICHARD D. MALLON*®

I. INTRODUCTION

This paper draws on research carried out by the Trade and Industry
Policy Reform Programme (TIP) in Bangladesh. It will focus on industrial
protection or assistance problems and policies. Instead of dealing with
general theoretical issues, with which | am sure you are all familiar, the
paper will analyse problems and policies affecting specific industries in
Bangladesh - including some that in the judgement of TIP receive too
little protection and some that receive excessive protection. But | would
first like to say a few words about the approach taken by TIP in its
research.

The criteria used by TIP in carrying out its policy studies and in
formulating recommendations for reforms are based on the broad
guidelines laid down in the New Industrial Policy of 1982. More recently
in the Annual Budget Message for 1984-85, the Government has made a
more explicit statement of the principles that should guide trade and
industry policy reforms. These principles were summarized on pages 1
and 2 of Part II of the Budget Message as follows:

(1) In order to get away from heavy dependence of the Government
revenue system on imports, revenue collection has to be gradually
shifted from imports to domestic production and income.

(2) Consequently, the revenue collection aspect of customs duty (and
presumably other fiscal measures affecting foreign trade) should be
assigned a secondary role, and a conscious effort should be made to use
such measures as a medium for aiding growth of industrial output by
providing domestic producers with adequate protection or
assistance.

(3) Consumer’s interests should be protected, which in the words of
the New Industrial Policy (NIP) means that the quality and price of

* Senior Advisor, Trade and Industrial Policy (TIP) Reform Programme.

Thfs'paper does not take into account import policy changes recently announced for
1985-86.
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locally manufactured goods should be maintained at reasonable levels
and that the growth of monopaolies should be curtailed.

(4) Fiscal anomalies should be removed, which means that
contradictory measures and those inconsistent with assistance policy
objectives should be reformed.

(6) A uniform tariff should be established for identical goods
regardless of who imports them or who uses them for which purpose. (In
other words, it is neither realistic nor practical to try to prevent tradeable
goods from falling into the hands of the highest bidder).

(6) The tariff structure should be simplified, presumably to reduce the
scope for arbitrary administrative discretion and uncertainty and to
improve the efficiency of policy implementation.

The criteria that TIP has used to guide its policy studies are the
effective rate of protection and the domestic resource cost of earning or
saving a unit of foreign exchange. These are the generally accepted
professional criteria for assessing industrial assistance policies.

In brief, taxation and contral of imports that compete with domestic
products determine the price local producers can charge, but the
difference between the price they can charge and the price of competing
imports does not usually correspond to the effective protection or
assistance domestic producers receive. The effective level of assistance
they receive is determined by the difference between the price they are
able to charge for their products and the prices they must pay for their
inputs.

The common belief that taxes on competing outputs must be higher
than taxes on imported inputs to provide positive effective protection to
domestic producers is erroneous. A uniform tax on competing outputs
and imported inputs of, say, 30% would provide 30% effective protection
to a domestic producer. The difference between the value of outputs and
material inputs, namely value added or payments to owners of capital,
labour and land, is equally protected by uniform taxes on outputs and
material inputs. Thus, final assembly industries that add little domestic
value to imported inputs can enjoy astronomical levels of effective
protection if taxes on competing outputs are higher than the weighted
average of taxes on imported inputs. This kind of tax anomaly
unfortunately seems to be just as frequent in Bangladesh today as of the
opposite kind, with the result that assistance is often provided to
industries that save little or no foreign exchange at enormous domestic
resource costs.

Significant progress have nevertheless been made since 1982 to
implement the New Industrial Policy. New incentives have been given to
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promote expansion of selected export products, industrialists have been
given greater freedom to import producer goods through the WES
market, the structure of customs duty and sales tax rates has been
simplified and rationalized to some extent, and other steps have been
taken to create a more favourable environment for healthy industrial
growth. The task that lies ahead is to maintain the momentum of reform,
reinforcing and generalising those new policies that have been found
successful and overhauling those that have not. Much still remains to be
done to bring current trade and industry policies in line with the
principles enunciated in the 1984-85 Budget Message.

As will be explained in the following pages, the most important areas
requiring further reform are the structures of protection of related inputs
and outputs and the choice of policy instruments for providing industrial
assistance. Reforms in both of these areas are urgently needed to give
reasonable asistance to industries presently suffering from negative
effective protection, to prevent resources from being allocated to
industries that actually lose foreign exchange for the country, 10
encourage greater industrial integration (both backward and forward),
and to improve the efficiency of assistance policy implementation. If
these reforms are successfully adopted, the recent decline in industrial
value added as a proportion of gross industrial output can be reversed,
net earnings and savings of foreign exchange can be greatly enhanced,
and the dependence of fiscal revenue on foreign trade taxes can be
progressively reduced.

II. INCREASED ASSISTANCE FOR INDUSTRIES THAT RECEIVE
TOO LITTLE PROTECTION

A. Engineering Industry

The main industrial sector so far identified by TIP which receives little
or negative assistance is engineering. In “A Case Study on Assistance
Policies Affecting the Capital Goods Industry” by H. Siddique, only one
of the nine industries studied was found to receive a positive rate of
effective protection or assistance. These findings have been confirmed in
more detailed studies of diesel engines, electric motors, transformers,
pipes and tubes'. In addition to estimating effective rates of protection
presently given to these industries, the studies have also examined the
net foreign exchange savings or earnings these industries generate. For
this purpose a measure called the Domestic Resource Cost (DRC) has
been used.

1. “Report on Assistance to the Production of Diesel Engines”; “Report on Assistance to
the Production of Electric Motors”; "Report an Assistance to the Production of
Transformers” and “’Report on Assistance to the Production of Pipes and Tubes™. by
R. W. Warner.



110 _ Bangladesh Journal of Political Economy.

Many engineering or metal working industries appear to be particularly
suitable for promotion in Bangladesh, given its present stage of
development. In the first place, many of these industries are relatively
labour-intensive. The sector already accounts for about 9% of total
manufacturing employment in the country according to TIP estimates
(excluding handlooms, traditional cottage industries, tailoring and salt),
and each one million taka -of gross output in the sector generates
approximately 23.6 jobs compared to only 18 for manufacturing as a
whole. Engineering is also an industry with many backward and forward
linkages. It provides abundant opportunities for the acquisition of skills
sorely needed in a country undergiong industrialization, and it is an
excellent vehicle for the transfer of improved technology. In short,
Bangladesh should have a comparative advantage in the prod uction of
engineering goods both for import substitution and export. Indeed, few if
any low income countries have ever experienced sustained, rapid growth
without developing a robust engineering sector’.

The main policy reform TIP-is prepared to recommend at this time is
imposition of a minimum 30% rate of duty-cum-sales tax on imports of
engineering goods. The most important goods that would be affected by
this measure would be machinery and equipment, which presently
engoy preferential rates of duty. At the same time, duties and sales taxes
on spare parts should be brought down to the same level. TIP studies
have found abundant evidence that differential taxation of capital
equipment for different purposes is not effective and leads to frequent
abuse. Furthermore, subsidization of capital by taxing import of
machinery at a rate lower than the difference between the exchange rate
and the opportunity cost of foreign exchange is bad policy (TIP
estimates that the “shadow”’ exchange rate is more than 20% higher than
the official rate). It biases the choice of technology against more
labour-intensive methods contrary to the government's priority of
maximizing employment generation in its development programmes and
policies.

It is understandable that the government may be reluctant to raise tax
rates on import of capital goods that either are not, or cannot, be
produced in Bangladesh at this time. For this reason it may be necessary
to prepare a negative list of machinery and equipment that will not be
taxed at 30%, but rather at some lower rate. It would be clearly
understood, however, that the main purpose of the recommended policy
reform to provide effective assistance for expansion of the engineering

2 In this regard, the TIP studies “Insights From South Korea and Taiwan on the
Engineering Sector in Bangladesh™ by A.H. Amstien and “Steel making and Steel Using
Industries” by R.W. Warner can be consulted.
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goods industry will be thwarted if the native list is large. In the paper
“Capital Goods : Potential Areas for Production in Bangladesh” by R.W.
Warner and in the study previously cited (“Steel Making and Steel Using
Industries”), lists are given of the broad array of products for which there
is not already installed production capacity in Bangladesh, which would
be seriously affected, stifling the development of new avenues of
production.

The main arguments commonly used in support of concessionary rates
of taxes on capital goods imports are that investment in gernral, and the
regional dispersal of industry in particular, would be discouraged if taxes
are raised. The answer to the first argument is that the increase in the cost
of investment caused by raising import taxes on machinery to 30% would
in all likelihood be quite modest. The increase in prices of machinery
would be offset at least in part by the recommended reduction in taxes
on spare parts, and in time by the expansion in competitive supplies of
domestically produced capital goods; and adoption of other policy
reforms recommended by TIP, such as reduction in the price of steel (see
below), would contribute to lowering the cost of investment. The answer
to the second argument is that incentives for the regional dispersal of
industry can be provided more efficiently by policies other than
concessionary import taxes.

TIP recommends that an Effective Rate of Protection (ERP) of no loss
that 30% should be granted to engineering goods producers. If a nominal
rate of protection to products of 30% is given to producers as
recommended, then the weighted average on nominal rates of protection
to inputs purchased by engineering firms should not exceed 30% to
provide an ERP of the smae magnitude. Current rates of nominal
protection on engineering product inputs, however, exceed this level.
For example, electric major porducers are obliged to pay 83 to 95 percent
more than the landed cost of inputs they import directly (and an
unweighted average of 125% over landed cost for all inputs); diesel
engine manufacturers, upto 58% more depending on the proportion of
locally produced parts they claim to use; transformer producers, 50% to
300% duty, plus 20% sales tax on imports of raw materials runless
otherwise exempted; and tube and pipe manufacturers from 10% duty
with no sales tax, to 50% and 20% respectively dupending on the
inputs.

The main barrier to assuming a target rate of effective protection to
engineering goods producers, however, is not the wide disparity of
statutory tax rates on inputs but the proliferation of special concessions
and quantitative restrictions. There is perhaps no industrial sector in
Bangladesh more subject to differential tax and other assistance
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measures based on who produces the goods for which end use. Current
policies are so complex that itis quite meaningless to try to determine the
effective rate of protection a particular product receives; such rates can
only be estimated after knowing who produces it for which client, and
even then estimates are unlikely to reflect reality because of irregularities
in policy implementation. For example, imports of certain gauges of
superenamelled wire used in electric motors, transformers and other
engineering products is banned so that the single local producer can
change a monopoly price; inputs for producing engines for shallow
tubewells are exempt from duties exceeding 15%, and BDP and BMTF
receive blanket exemption from such duties; Notification No. S.R.O.
L/83/794/Cus allows only GEM to be reimbursed for all customs duties
above 15% on raw materials used in the production of single and
three-phase tranformers; imports of raw materials for the production of
only 4-inch diameter Gl pipe for shallow tube wells are exempt from
taxes over 15% according to Notification S.R.0. 429-L/82/758/Cus;
shipyards receive tax exemptions on imports of raw materials except for
steel plate; etc.

It would, therefore, seem quite impossible to establish a rational,
coherent policy for assisting development of the engineeering sector
without standardising most, if not all, of these special provisions
affecting the taxation of both inputs and outputs. Such a reform,
although necessary to rationalise present policies, would not be
sufficient, however, because government agencies are the principal
purchasers of locally produced captial goods, and their procurement
procedures are at least as complex and inefficient as differential taxes.
This subject has been analysed in a number of the TIP reports already
cited and particularly in “An Appraisal of Policies to Promote
Government/Public Sector Procurement from Local Industries” by K.M.
Sakhawatullah and R.W. Warner, which can be consulted for further
details. Only the main policy implications of this research will be
summarised below.

The Cabinet Division’s directive No: 23 (Policy) gives expression 1o a
number of important principles to be followed in government
procurement of capital goods. To give preference to local producers it
established “fight of refusal” procedures, which unfortunately have
tended to delay project implementation more than increase local
purchases. In TIP's opinion, it would be preferable to introduce a “law of
similars”, according to which no items produced locally could be
financed with tied foreign aid. All such items would be procured under
competitive international tender, preferably with a 15% price advantage
for domestic producers. To assist local industry to compete in such
tenders, all government agencies should be required to prepare
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procurement programmes well In advance of execution, issue pretender
notices requesting potential local bidders to express their interest, and
consult the body responsible for enforcing the “law of similars” before
determining detailed specifications for machinery and equipment,
“bunling’ project components for bidding, or entering into negotiations
with funders.®. Thisis a very complicated area of policy, however, which
is currently under review by a working group set up in the Ministry of
Industries to consider TIP's suggestions.

With regard to financial incentives for firms that make sales in foreign
exchange under international tender, TIP recommends that they be
treated the same way as other non-traditional exporters. They should be
given a 200% XPL (or a 30% TEC) on the net value of sales from their
bonded warehouses. It is especially important that engineering firms
receive an incentive for backward integration because the industry
cannot become economically viable without developing a network of
sub-contractors for the production of components and the provision of
services. For this reason, it is also important that import of CKD part kits
into bonded warehouses be fully taxed.

B. Fertilizer Industry

Fertilizer (chiefly urea) production is of vital importance to
Bangladesh. As the use of fertilizers increases, the benefits from its
efficient production (or costs from its inefficient production) will rise
exponentially. Yet the fertilizer sector is shackeled by conflicting policies.
On the one hand the prices of its major input, natural gas, is highly
subsidized: on the other hand it is compelled to sell its output to BADC at
below the CIF price of urea. The net effect is the largest negative
protection to any sector of the economy. Moreover, plant management
has been given neither the incentive nor the autonomy to operate the
plants at their full capacities.

These problems have been discussed in detail in “Fertilizer Industry
Sector Issues” by Ahmed and Hutcheson, which has been widely
circulated for comment. The Principal recommendations of that report
are as follows:

1. Allow managers of fertilizer plants the autonomy to decide on
operation, staffing, and remuneration of employees while judging
and rewarding them according to profitability.

2. Eliminate the preferential price of gas for fertilizer plants.

3. The standards of the National Standardization Committee of the Ministry of Agriculture,
such as those contained in CCIE Order No. S.R.0. 342-L "84, Annex 25, should also be
adjusted accordingly or abandoned altogether.

15
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3. Setthe ex-factory price of fertilizer from time to time at the expected
CIF price plus 20%, allowing imports by private traders under WES
subject to a 20% customs duty (and no sales tax).

4. Allow private wholesalers to purchase fertilizer directly from the
plants.

5. Subject to favourable appraisal of each project, continue
expanding urea production more or less in line with the increase in
domestic demand.

6. Any subsidy given to fertilizer users should be explicit.

Ill. REDUCING ASSISTANCE TO INDUSTRIES RECEIVING
EXCESSIVE PROTECTION

A. The Steel Industry

This has been the subject of study not only by TIP (“Report on Basic
Steel Industry: M.S. Billet, Plate, Rods and C.I. Sheets”, by R.W. Warner)
but also by other experts (notably, “The Iron and Steel Sector of
Bangladesh” by Atkins Planning, commissioned by the BSEC and
published in four volumes in May, 1982). The latest study of the industry
is “Steel Making and Steel Using Industries” R.W. Warner. It is therefore
not necessary to go into much detail on the steel industry in this
summary; the facts should be well known to those who are concerned or
have consulted the studies cited.

All of these studies underscore the high cost of the basic steel industry
to the country both in domestic resources and in foreign exchange, a
cost which has increased over the years, instead of declining. The
industry therefore requires a high level of assistance from government,
mostly financed by high prices paid by steel users to keep the Chittagong
Steel Mill (CSM) afloat. Since steel is a basic input to the metal working
and construction industries, TIP strongly believes that reform of steel
assistance policy is urgently needed.

The policy package suggested calls for the following measures :

1. Reduce tax rates on imports of all rods, bars, sections, sheets,
plates, pipes and tubes to a level of 30%. These rates would apply
to all items falling under tariff headings 73.07 to 73.20, except
billets.

2.  Tax rates on imports of billets, steel coils, other semi-finished
products, scrap and old ships for breaking should be fixed at
20%.

3. Lift any bans or quantitative regulations on imports of steel
products, and eliminate all excise taxes on local production of
intermediate products.



Mallen : Import Problems and Policy 115

4. Ifitis decided that CSM cannot be closed down for social reasons,
then an explicit government subsidy should be given to the mill,
equal to 30% of its ex-factory selling price.

The results of this reform would be to :
(a) Reduce user prices of steel by about 30%.

(b) Eliminate windfall profits earned by re-rolling mills, but allow
efficient ones a reasonable rate of return (this may lead to some
contraction of less efficient excess capacity).

(c) Pipe mills would be able to earn a reasonable margin on processing
coil.

(d) Shipbreakers would also be able to realize a reasonable rate of
return, based on typical tonnages in recent years.

(e) If the indicated subsidy is paid to CSM, the mill should be able to
break even, if all long-term debt (and possibly accumulated
short-term debt) is written off.

The fiscal implications of these reforms would be favourable if the
CSM were closed down. The estimated savings in the development
budget from the reduced cost of steel would offset losses in import and
excise tax collections by about 11.5 crore taka. If the CSM were kept
operating with a subsidy, however, the additional expenditure thereby
required would exceed net development budget savings by an estimated
28.5 crore taka. These numbers give a sombre idea of the burden that
excessively high steel prices are now imposing on the national
economy.

The social cost of reducing excessive assistance to the basic steel
industry is often expressed in terms of lost jobs. Indeed, Atkins Planning
estimated that employment in the steel industry could double by year
2000, if Bangladesh became completely self-sufficient in steel and GDP
grew by 7.2% per year. A doubling of employment would create about
10,000 new jobs. On the other hand, a conservative estimate of
additional employment that would be created by more rapid growth of
the engineering industry, provided steel prices were reduced, is 100,000
new jobs- and this does not include the favourable effect that lower steel
costs could be expected to have on accelerated growth of the
construction industry. These are other aspects of the proposed reforms
and.their expected consequences are explained in greater detail in the
study previously cited.

B. The Clothing and Textile Sector

This view is based on a number of studies carried out on individual
industries by TIP over the last year and a half, the results of which have
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been updated to take account of recent changes in assistance policies.
One aspect of present policy that is well illustrated in this sector is the
large difference that exists between statutory and actual rates of
protection. This difference is explained by the fact that competition
among local producers makes them unable to take full advantage of the
very high protection given by existing rates of taxation on competitive
imports. This situation, referred to as “water in the tariff”, provides an
excellent opportunity to reform these assistance policies immediately
without seriously disrupting the operation of most existing firms or
incurring important losses in fiscal revenue (since such high tariffs tend
to be prohibitive). On the other hand, rayon and silk yarn industries
appear to be in a situation similar to that of the Chittagong Steel Mill;
they. are losing foreign exchange for the country at a high domestic
resource cost.

The recommended policy reforms are of three kinds. Firstly,
extraordinarily high tax rates on textile imports should be reduced to
more reasonable levels, preferably no hjgher than 5% or so. Secondly, the
marked difference between tax rates on imports of textile inputs and
outputs should be compressed, both by raising very low rates on some
inputs as well as by lowering very high rates on both inputs and outputs.
Many existing tax anomalies are created by extremely large tax
differentials. And thirdly, the quantitative regulation of imports creates a
chaotic situation in the cothing and textile sector. Such regualtions are
especially detrimental to the development of certain industries such as
weaving, which is relatively labour-intensive and should enjoy a
comparative advantage in Bangladesh, and at the same time they create
opportunities for making windfall profits by others, such as used clothing
importers, who are alloted guotas instead of having to bid in open
auctions.

Since policy reforms that are advisable for particular inputs and
outputs of the sector depend on reforms adopted for related products, it
is not possible to recommend changes in specific rates independently of
the overall structure of protection and government is willing and able to
provide to the sector. One possible rate structure is based on the premise
that each stage of production should receive no more than a 100% rate of
effective protection. One important implication of adopting this or any
other coherent rate structure should, however, be fully understood: those
activities whose cost of production is not significantly greater than the
value of output at border prices should be closed down, or kept alive
with explicit government subsidies, but not by penalizing consumers
with exorbitant prices.
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The principal recommendations of TIP for assistance policies for the
textile sector are:

(1) Net protective tariffs should be narrowed down within a range
stretching from 30% for raw fibers and other materials, to 55% for all
clothing.

(2) Import bans on raw materials and intermediate products should be
lifted, and restrictions on yarn imports should be withdrawn.
Commercial importers should be allowed to import under WES and
no preconditions should be set on the use of cash licenses.

(3) Development of modern dyeing and finishing capacities,
(especially to supply quality fabrics to the export garments and
other textile goods industries), and domestic production of textile
machinery and spare parts need to be given stronger
encouragement.

C. Other Industries

TIP expects to complete assistance policy studies of other industries
which, together with the industries already studied, will account for
between 80 and 90 per cent of total manufacturing value added and
employment in Bangladesh. Some of these studies are sufficiently
advanced, however, to venture policy suggestions, the most significant
of which are presented below.

(i) The Plastics industry is quite diverse, so attempts to generalise about it
are subject to difficulties. Nevertheless, it appears that policy toward the
industry has been unstable and contradictory. Exports are discouraged
by high customs duties (50%) and sales taxes (20%) on inputs that make
up a large part of the final value of most plastic products. The value of the
incentive available through the XPL is only about 6% of the amount
exported, thus giving a negative effective protection to exporting.
Roughly the same degree of discrimination faces plastic producers who
sell to firms participating in international tenders, a potentially important
market for manufacturers of PVC pipe. electrical accessories and fitting,
electrical wires and cables.

Incentives for demestic sales, on the other hand, are very high because
of customs duty of 100% and sales tax of 20% on most items, and
because of bans on imports of PVC pipe with diameters of up to 8
shoes, buttons and electrical accessories. The incentive effect of both
bans and high duties, however, is undercut by smuggling and by adhoc
imports at concessionery rates.

These problems and recommended solutions have been discussed in
“An Analysis of Assistance to the Plastics Industries in Bangladesh™ by
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M. U. Ahmed and L. McKay. As a step toward rationalizing assistance
policy this recommends the following :

(a) Remove bans on intermediate goods -- PVC pipe, shopgrade PVC
foam, electrical accessories and fittings.

(b) Lower the customs duty on plastic products to 45%

(c) Lower customs duty on plastic materials inputs to 30%, which
together with (b} would provide an ERP of about 100%.

(d) Allow import of both plastic products and inputs under WES.

() Make bonded warehouse facilities available for exporters of plastic
products and those selling against international tender. Users of
bonded warehouses should receive a 200% XPL (or 30% TEC) on
their net foreign exchange earnings.

(f) If the policy recommended in point (c) above is adopted, then
exporters would receive the same effective rate of assistence
without a bonded warehouse if they were granted a 30% TEC on
gross foreign exchange sales.

(i) The packaging industry serves as @ supplier to a large number of
manufacturers in Bangladesh. There are around 30 firms engaged
in the production of cartons of different sizes and qualities.
Aithough the rates of duty on packaging materials are high, the
competition among firms results in less than the full statutory rates
of nominal protection being realized. The industry is also subject to
rates of customs duty and sales tax on its inputs typically totalling
140%. Imports of duplex board, one of the most important inputs,
is banned. The combibation of these factors may give the industry
negative effective protecion nothwithstanding its high statutory
protection.

These problems have been discussed in “A Note on the Packaging
Industry”, by Z. A. Eltezam. On the basis of this and other studies, the
following recommendations are presented for consideration :

(a) Remove the han on imports of duplex board.

(b) Reduce the customs duty on duplex board, kraft liner, fluting
medium, other papers and boards, solicate gum and parafin wax to
50%.

(c) Reduce the customs duty on finished cartons; a duty of 70% would
provide and ERP of about 100%.

(iii) A diversity of rubber products is manufactured in Bangladesh but 2
and 4-ply cycle tyres and cycle tubes account for the bulk of employment
and fixed investment in the industry. The Industry is an important one
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not because of its size (employment level of only around 2200), but
bacause it produces an important input for rickshaws on which lakhs of
people depend for transportation and their livelihoood.

The effects of assistance policy toward the industry are difficult to
estimate. Import of tubes and 2-ply tyres are banned, yet there is a
substantial amount of illegal importing. Customs duties and sales taxes
amount to 140%. Based on crude price comparisons, domestic tubes
appear to be only about 12% more expensive than imported ones, while
doemstic tyres are around 53% more expensive. These comparisons fail
1o take into account differences in quality, however. Some consumers
affirm that imported tubes last twice as long as domestic ones and that
the durability of imported tyres is up to four times greater. Acceptance of
these quality differences at face value would imply nominal protection of
125% for tubes and of 152% for 2-ply tyres.

High rates of customs duty and sales tax also apply to the inputs of
tyres and tubes: around 88% for most items, of which rubber, chemicals,
bead wire, tyre fabric, and tube valves are the most important. Based on
price comparisons unadjusted for quality differences, the effective rate of
protection would be -38% for tyres and -63% for tubes. Estimation of
effective rates of protection on the basis of the cited adjustments for
guality, however, leads to diametrically oposite conclusions. The world
price value added in both activities would be nagative, which means that
their ERPs are infinite. Truth probably lies somewhere between these two
estimates, but exactly where is hard to say. Here, in fact, one has an
excellent example of a major drawback to using bans: they make it
difficult for policy-makers to know exactly how much assistance an
industry is receiving.

These problems have been discussed in detail in the study, “Analysis
of Assistance to the Rubber Products Industry” by M.A. Rashid, which
makes the following recommendations:

(a) Remove the ban on import of 2-ply cycle tyres and tubes.

(b) Reduce the customs duty-cum-sales tax on cycle tyres and tubes
from 140% to 70%.

(c) Reduce the customs duty-cum-sales tax on bead wire and tyre
fabric from 88% to 40%.

(d) Reduce the customs duty-cum-sales tax on raw rubber to 20%.

IV. CONCLUSION

It can be seen from the examples given above that current import
policies are often contradictory and are not well designed to achieve
coherent national policy objectives. Current policies are especially-in
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need of reform if they are intended to help implement the New Industrial
Policy of 1982, which places great emphasis on the decentralization of
economic decision-making. Decentralization implies greater reliance on
incentives, compared to direct controls, to guide decisions in both public
and private sector industries. But, since existing import policies provide
effective rates of protection ranging from highly negative ones to infinity,
there is little correspondence between the financial rates of return
industries enjoy and their respective contributions to the national
economy. This is not an incentive system that can be relied on to help
develop a sound, dynamic industrial structure in Bangladesh.
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This paper estimates the interlinkages of different sectors of the
Bangladesh economy and examines how far the trading pattern
conforms to the development strategy of the country in the light of the
intersectoral linkages of the economy.

1. Introduction

The economics of development is replete with dogma and
fundamentalism. For instance, neoclassical analysis views economic
development as a gradual and continuous process, involving automatic
equlibrating mechanisms and emphasizes the ‘trickle-down’ effects of
economic development. There are others, such as Marx and Schumpeter
who perceived conflicts, disequilibria and recurring breaks in the process
of development. Such diverse views on the process of economic
development have been instrumental behind the controversy on
balanced versus ‘unbalanced’ growth strategies. As an offshoot of the
‘unbalanced’ growth strategy, we confront the industrialization versus
agriculture ‘fundamentalisms, The industrialization fundamentalism can
also be linked to the policy controversy about ‘export expansion’, as
against import substitution. This latter controversy involves the trade.
pattern of a country, the interrelationship of which with economic
development has itself been a subject of great debate.- Adam Simth's
‘rent for surplus’ theories of international trade, Ricardo’s theory of
comparative advantage and Marshall's views that causes of economic
development must be sought in international trade, all indicate that the
classical and neoclassical writers considered trade as the ‘engine of
growth’. On the other hand, structuralists, drawing on the experience of
the twentieth century, generally emphasize the deterioration of the terms
of trade for the LDCs and the asymmetrical effects of technological
progress for the ‘centre’ and the ‘periphery’. A more moderate
generalization would rather assign to development the role of being an
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‘engine of trade’. However, the empirical investigations of the
relationship between international trade and economic development
gave rise to mixed conclusions. Some case studies, such as mineral
exports from Liberia, revealed rapid export growth yet lack of spread
effects for the rest of the economy and failure of general development
[1]. In other cases, like rubber exports from Malaysia and Indonesia, a
period of export contraction and stagnation was found to follow a period
of rapid export expansion. Still some other countries - for example, Hong
Kong, South Korea, Taiwan - experienced trade expansion and high
rates of economic growth simultaneously. In this paper, we propose to
see how far the trade pattern, more specifically, exports and imports of
Bangladesh, conforms to her persuit of economic development. The
layout of the paper is as follows : Section II deals with the methodology
and data; Section III deals with the results of the exercise; Section IV
compares the current trade pattern of Bangladesh with the result of the
exercise and, finally, Section V presents the-conclusions.

II. Methodology and Data

According to Hirschman, the shortage of decision-making ability
exercises the most important constraint on economic development. So,
he advocated unbalanced development of those industries which exert
the strongest stimuli to investments in other industries [2]. In order to
find out the extent of inducement each industry gives to others, we
intend to measure the intersectoral linkages of the economy. Hence, we
calculate ‘backward’, ‘forward’ and ‘total’ linkages of each of the trading
sectors of the Bangladesh economy.

To refresh our memory it may be recalled here that the backward
linkage, LBj' for any industry, j, measures the contribution that
intermediate inputs from other industries, i (i-1......... m), make in the total
value of production of industry j. The ratio of inputs to the total value of
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where X represents the number of units of commodity i used in
production of X units of commodity j. The higher the ratio of value added
to gross production in any industry, the less backward linkage there
is.

On the other hand, forward linkage, Lﬁ, for any industry, i, measures
the extent to which its outputs go as interindustry demand to other
industries, j (j=1....,n). The ratio of interindustry demand to total
demand for the output of the ith industry is
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where Z is the sum of the interindustry demand for i, and the final
demand for i, Y.

-These Iinkagés are direct measures that capture only the first round o1
the backward or forward interactions between industries. Additional
increases in outputs of the various sectors are induced in the succeeding
rounds of this process. As the process continues, the additional outputs
induced approach zero, and the resultant increases accumulating over all
rounds of the process approach certain finite limits given by the column
sum of the inverse of the Leontief (I-A) matrix where A is the
input-output matrix and | is the identity matrix. Thus, the total linkage for
sector j, L. may be defined as the sum of the direct and indirect
linkages.

While total linkage captures both direct and indirect effects of a
one-unit increase in the autonomous portion of final demand on the
level of production in each sector, the employment linkage effect, as one
part of the more general concept of the primary factor linkage effect,
measures the total use of labour in any one sector as a result of a
one-unit change in the autonomous portion of final demand. We know
that in a labour-surplus country like Bangladesh, the economic
development strategy cannot ingnore the employment implications of
each productive activity. Here employment is as important as production.
So we have made an attempt to measure the employment linkages of the
trading sectors of Bangladesh and ranked these according to their
employment generation.

To compute the employment linkage effect, we express each sector’s
utilization of the primary factors of production, specifically labour,
relative to that sector’s total production. Let L be the labour input and
TP. the output of sector j. We may recall here that the elements of column
i of the inverse (I-A) martix express the output required in each sector i
per unit of final demand for commodity j. By multipjying the respective
labour coefficients by the elements of the inverse (I-A) matrix and by
summing the row elements in each column, we get the employment

linkage effect,
*
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The data for the study were obtained from the background papers of
the Second Five Year Plan of bangladesh [10]. The input-output matrix
A, the inverse of (I-A) matrix, came from this source. The output figures
of different sectors, imports, exports, average daily employment of
different industries were obtained from the Statistical year book (1979,



124 Bangladesh Journal of Political Economy.

1982); The Agricultural Statistical year book (1982), and Census of
Manufacturing Industries (1976). The labour coefficient, lj, was
calculated from the Census of Manufacturing Industries (CMI). Slight
reorganisation of the industries reported in the CMI had to be made in
order to make them consistent with the sector specifications of the
input-output table for the Bangladesh economy prepared by the
Planning Commission.

I11. Results of the Exercise

Table 1 presents a four-way classification of the trading sectors of the
Bangladesh economy. Category IV represents the sectors with low
backward as well as forward Iinkages‘. These sectors are relatively
independent of other producers and provide a closer link between final
users and the primary factors of production. They are characterized by a
relatively high proportion of value added to total production. In the case
of Bangladesh, rice, wheat, tea, other crops, fisheries and salt fall in this
category. The sectors in category 11 are those with high backward and
forward linkages. Cotton, cotton yarn, paper, fertilizer, other chemicals,
cement, basic metals, metal products, wood, miscellaneous industries
and petroleum products fall in this category. The ratio of purchased
inputs to value added is in general higher than one in these industries.
Categories I and 11 just fall between the two extremes in the sense that
either forward or backward linkages, but not both, are high or low.

According to Hirschman, a ‘non-primary” activity, that is, an industry
with high backward linkage will induce attempts to supply its inputs
through additional domestic production. Correspondingly, a ‘non-final’
activity (i.e., an industry with high forward linkages) will induce attempts
to utilize its outputs as inputs to some new activities. Since derived
demand is considered to stimulate investment decisions to a greater
degree than induced supply, Hirschman ranked Category 111 ahead of
Category I in developmental priority. Hirschman’s development strategy
would thus assign top priority to the sectors in Category I that combine
high backward and high forward linkage, second priority to the sectors in
Category III, third priority to those in Category I, and lowest priority to
those in Category IV.

1. Chenery and Watanabe studied four countries (U. S. A.. Japan, Italy and Norway)
that had 1-0 tables reconcilable at a level of agregation equal to 29 x 29. They
computed backward and forward linkages for each of the sectors for each country.
They found the four country mean sectoral linkage to be 0.424. On the basis of this
average figure they presented a four way classisfication of the sectors [3].
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The above grouping of sectors, on the basis of high/low
forward/backward linkages, gives a general indication about the sectors
in which the development efforts of the country should be directed.
However, it does not any anything about the priority of sectors within
each group. So we need a comprehensive priority ranking of the
productive sectors.

Table II provides a comprehensive priority ranking of productive
sectors of the Bangladesh economy. The ranking of the sectors has been
done first by classifying them according to priority groups described by
Hirschman. Within each group, the sectors have been ranked according
to the sum total of forward and backward linkages. However, no sector
in a low priority group has been ranked higher than a sector in the higher
priority group. This may be called the Hirschman ranking of the sectors
according to development priority.

However, the Hirschman ranking of the sectors is an ordinal ranking
based on only the first round effects of production activities in various
sectors of the economy. As mentioned earlier, the production activity in
any sector of the economy will affect outputs in other sectors not only
through the first round effects, but also through the effects in succeeding
rounds as well. So, in order to determine sectoral priorities, we have to
take into account of both direct and indirect effects of the production
activities in different sectors of the economy. The total inter-industry
linkages provide the measure of such direct and indirect effects. Table 111
presents the ranking of the trading sectors of Bangladesh on the basis of
total interindustry linkages. We will have more to say about this ranking
of the sectors in the section to follow. For now, it may be observed here
that manufacturing sectors in general (except for sugar, edible oil, salt
and tobacco) fall in the first half of the total ranking of all the trading
sectors.

But the ranking of the sectors in Table II1 indicates sectoral priorities
only in terms of output expansion in different sectors. For a less
developed country like Bangladesh, planners cannot ignore the
employment implications when planning production activities in
different sectors of the economy.



Azad : Sectoral Linkage

Hirschman-Ranking of the Productive Sectors.

Table-II
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Tea

Other crops
Livestock
Fisheries
Forestry

Sugar

Edible Qil

Salt

Tobacco

Other food
Cotton yarn
Cloth : Mill
Cloth : Loom
jute Textile
Paper

Leather
Fertilizer
pharmaceuticals
Other Chemicals
Cement

Basic Metals
Metal products

‘Machinery
Transport Equipmient

Wood
Misc, Industries
Petrolium Prod.

111
I11
IV
I
I
II
11
111
11
11
III
II
111
II
I
I
11
I
I
II
I
I
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Table-III
Ranking of the Sectors on the Basis of Total
Inter-Industry Linkages
Sectors Total Rank
interindustry
Linkages LT
1. Rice 1.408 29
2. Wheat 1.655 24
3. Jute 1.664 25
4. Cotton 1.963 21
5. Tea 2.072 20
6. Other Crops 1.445 28
7. Livestock 1.483 26
8. Fisheries 1.470 27
9. Forestey 1318 31
10. Sugar 2.093 19
11. Edible Qil 2.267 17
12. Salt 1.363 30
%3. Tobacco 1.866 22
14. Other Food 2.272 16
15. Cotton Yarn 2957 6
16. Cloth : Mill 3.129 2
17. Cloth : Handloom 2.756 T
18. Jute Textile 2.776 5
19. paper 2.858 4
20. Leather 2413 12
21. Fertilizer 2.294 15
22. Pharmaceuticals 2562 10
23. Other chemicals 2.367 13
24. Cement 2.755 8
25. Basic Metals 2.587 9
26. Metal products 2.305 14
27. Machinery 2422 1
28. Transport Equipment 2123 18
29. Wood 1.788 23
30. Miscellaneous Industries 3.013 3
31. Petroleum products 6.206 1
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Table-1V
Ranking of the Sectors on the Basis of Employment
Linkages
Sectors Employment Rank
Linkage

1. Rice .000275 F
Z. Wheat .000287 3
3. Jute .000281 4
4. Cotton .000379 1
5. Tea .000269 8
6. Other crops .000279 6
s Livestock .000280 5
8. Fisheries ~.000262 9
9. Forestry 000253 10
10. Sugar .000179 16
14 Edible Qil .000198 14
12. Salt .000037 31
13. Tobaco .000083 25
14, Other food 000134 19
15. Cotton Yarn .000305 2
186. Cloth : Mill .000197 15
: i 2 Cloth : Handloom 000233 12
18. Jute Textile 000223 13
19. Paper .000102 21
20. Leather .000234 14
21. Fertilizer .00082 28
22 Pharmaceuticals .000088 23
23. Other chemicals .000150 18
24, Cement .000085 24
25. Basic Metals .000046 30
26. Metal products .000061 29
27, Machinery .000066 sy
28. Transport Eqipment .000068 27
29. Wood .000159 17
30. Misc. Industries .000115 29
31. Petroleum Products .000093 22
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Table-V
Correlation Between Output Expansion, Degree of
Import Substitution, Inter-Industry Linkages and
Employment Linkages

Correlation Between Coefficient of Correlation (1)
(1) Actual Output Expansion and Inter-industry Linkages 218
(2) Actual Ouptup Expansion and Employment Linkages .01
(3) Degree of import Substitution and Interindustry Linkages 112
(4) Degree of Import Substitution and Employment Linkages .26

Table V shows that the value of all of the correlation coefficients is very
low. However, among the four correlation coefficients computed here,
the correlation coefficients between actual output expansion and the
interindustry linkages and between the degree of import substitution and
the employment linkages are relatively high. The significance of these
findings will be discussed in detail in the next section.

Interpretation of the Results

Before getting into the interpretation. of the results obtained in the
previous section, let us have a look at the trading pattern, more
specifically the export-import pattern, of Bangladesh. in 1981-82, more
than 91% of the total export earnings came from jute, jute goods, leather,
tea, fish and paper. On the other hand, more than 70% of all imports
came in the form of foodgrains, petroleum and petroleum products,

edible oil, medicine, basic metals, machinery and motor vehicles [6]. It
may be pointed out here that this export-import pattern has been
persisting almost since Independence.

But our exercise 'above has shown that most of our exports, (e.g. jute,
tea, and fish) have very little beckward/forward linkages and, hence,
stand at the bottom of the priority list from the point of economic growth
(Table | and Table II). The position of these sectors is almost identical
from the point of total interindustry linkages (Table I11). However, from
the view piont of employment creation these sectors fare very well (Table
IV). But this should not mean that the expansion of these sectors is
desirable for employment generation. The reason is that the agricultural
sector is characterised by the presence of vast disguised unemployment.
The better performance of the jute, tea and fish sectors with respect to
employment generation means that our calculations have picked up the
actual situation, but perhaps not the ideal situation. Despite low priority
of these sectors in terms of economic growth, their continued dominance
in the export sector of the country is explained by the natural advantage
enjoued by the country in producing these commodities, as well as
failure of our manufacturing sector to produce enough exportables. We
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have mentioned before that our export items are very few in number and
among them only leather, jute, textile and paper fare well in the
development priority ranking (Tables I, II and III)

On the other hand, almost all of the importing sectors are characterised
by high backward, forward and total interindustry linkages (Tables 1. 11
and III). This implies that the expansion of domestic production (i.e.
import sublstitution) in these sectors has great potential in terms of
economic growth. Moreover, we have seen that the manufacturing
sectors, in general, performed better in the priority ranking in terms of
total interindustry linkages (Table III). But, one rather striking
observation to be made is that, except for jute textile and cotton yarn,
agro-based industries like sugar, edible oil, tobacco do not fare very well
in the priority ranking of the sectors in terms of total interindustry
linkages. However, this situation is almost completely reversed when the
ranking of the sectors is carried out on the basis of employment
generating potential (Table IV). The ranking of the sectors on the basis
of employment linkages gives more points to the agricultural sectors.
This, however, reflects the massive disguised unemployment prevailing
in the agricultural sectors, rather than their actual employmeni
generating potential.

Finally, our last exercise was to see how far the actual output growth
of the economy in general, and the degree of import substitution in
particular, conform to the priority ranking of the sectors accordig to both
the total inter-industry linkages and the employment linkages. As can be
seen from Table V, neither the actual output expansion, nor the degree of
import substitution in various sectors of the economy, during the period
from 1974/75 to 1981/82 conform to the priority ranking of the sectors
according to the interindustry/employment linkages. This implies that
during this period, the expansion of output in the trading sectors in
general, and in the importing sectors in particular, was guided by neither
growth considerations nor by the considerations of employment
creation.

Conclusions

This paper attempted to estimate the output and employmnet linkages
of various trading sectors of the Bangladesh economy. On the basis of
this estimation, it tried to obtain priority rankings of the sectors in terms
of two developmental objectives, namely, the growth of output and the
creation of employment opportunities. |t was observed that our
exporting sectors have got very little backward or forward linkages and
hence they hold little promise for accelerated output growth, Further, it
was found that the manufacturing sectors in general stand at top of the
priority list yielded by the interindustry linkages. This is true for the
importing (manufacturing) sectors as well. However, from the viewpoint
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of employment generation, it was found that agricultural sectors fared
better in the priority list. But, then, the relatively better performance of the
agricultural sectors in respect of employment generation was the result of
massive disguised unemployment in those sectors. Next, we tried to
examine how far the actual output expansion and the degree of import
substitution conformed to sectoral priority rankings obtained on the
basis of output and employment linkages. It was found that neither the
actual output expansion, nor the degree of import substitution, was
correlated in any significant way with the output/employment linkages
of various sectors. This means that neither of the two developmental
objectives - output growth and employment generation had any
significant influence in determining the actual output expansion or the
magnitude of import substitution in various sectors of the Bangladesh
economy during the period 1974/75 to 1981/82. In other words, actual
output expansion and import substitution during this period failed to
achieve either of the two development objectives mentioned above.
Does'it mean that our planners ignored these objectives while planning
productions in various sectors ? Or is it the outcome of our planners’
balancing effort between the two development objectives. trying to
catch two trains at the same time and ending up catching none ? To find
out the answer to the last question, one, of course, needs to undertake
further research.
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Consequences of an Imported
Technology :
Case Study of a Garments
Factory in
Chittagong

MAHBUB ULLAH"
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1. Introduction :

The emergence of garments manufacturing as an important
contributor to Bangladesh's foreign exchange earnings is a phenomenon
of the recent years. Bangladesh has a rich heritage in garments
manufacturing evidenced historically by the appreciation of her
garments products abroad, even as far back as the fourth country B.C. It
was then an artisanal product embodying the artisanal skill of our fabric
producers and weavers as well as the artistic creativity of the indigenous
tailors. This rich tradition went into decline under the impact of the
colonial rule. The recent revival of garments manufacturing for the
external market differs from the earlier tradition in respect of the nature of
technology, organisation of production, scale of production, origin of
production decisions and designs, exploration of markets and the types
and origins of the raw materials used. We would like to term this activity
as a modernized artisanal activity with a specific place in the
international division of labour. What really makes it different from
traditional artisanal activity is its alienation from decision-making
functions in respect of choice of designs, choice of raw materials and
choice of the labour process.

2. How much Foreign Exchange do we earn from
Garments ?

There is a great deal of confusion over the amount of earnings from the
export of readymade garments from Bangladesh. According to the

Associate Professor, Department of Economics, Chittagong University.
" Assistant Professor, Department of Economics, Chittagong University.
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Export Promotion Bureau, earnings from the export of readymade
garments during the last few years were as follows :

Table-1
1. Export of Garment-products from Bangladesh.
Year Volume of exports (in crores of taka)
1976-77 0.01
1977-78 0.10
1978-79 0.16
1979-80 1.01
1980-81 5.30
1981-82 14.01
1982-83 25.62
1983-84 77.48

The minister of commerce of the Government of Bangladesh in a press
conference held on 15.7.85 revealed that earnings from readymade
garments exports from Bangladesh were taka 290 crores in 1984-85 and
the target for the same in 1985-86 had been fixed at taka 450 crores.
According to the minjster, there are about 450-500 readymade garments
manufacturing units in Bangladesh. A Bangladesh Government weekly
published by the Ministry of Information gave export earning figures
amounting to taka 7.42 crores in 1981-82 which were just half the
amount shown by the Export Promotion Bureau publication. Figures
given by the Export Promotion Bureau have also been used in the
Statistical Year Book published by the Bangladesh Bureau of Statistics.
Export Promotion Bureau depends on sources like daily custom lists
(Chittagong and Khuina), Custom Airfreight Unit, Dhaka and Land
customs stations.

3. Decision-hierarchy in Garments Manufacturing :

In terms of organisation of production, readymade garments
manufacturing in Bangladesh represents a case of ‘the international
putting-out system’. This system is a cost-sharing arrangement in
production wherein a large financier capitalist provides working capital
and raw materials to a small producer to carry out production dovetailed
to the needs of the financier. This arrangement enables the financier to
shift the burden of labour process supervision to the small producer and
thus reduces his cost of management and, at the same time, to maintain
his grip over the marketing process which inter alia affords him the larger
share of surplus compared to the small producer. The Putting-out
system.a Phenomenon of early capitalist erea, seems to persist in the



Ullah, Hossain : Imported Technology 135

comtemporary period under a changed situation. In this context Maurice
Dobb says, ““small firms may continue to thrive (and even be multiplied
in number) in order to supply the needs of larger firms for special
components or special lines, or to help out certain stages of production
at periods of peak demand; these small firms filling the role of
sub-contractors to the large firms on a kind of modern’putting out system
practised between large capitalists and small, as war experience has
shown to be such an extensive feature of airmament production. To the
extent that these varying types of industrial relationship are found, the
unevenness of development and of circumstances, and the divergence of
interest within the ranks of capitalist business itself, are evidently much
accelerated in the present age”[1]. The emergence of a large number of
readymade garments manufacturing units in Bangladesh in the recent
years is a living example of Dobb’s ‘modern putting out system’.

Readymade garments are exported to countries like the U. S. A
France, F. R. Germany, Sweden, ltaly, U. K., Belgium, U. A. E., Denmark,
Switzerland, Ireland, Singapore, Australia, Netherland, Hongkong,
Japan and Canada. Various categories of agents are involved in handling
the readymade garments trade. These are as follows:

I. Commission agents

II. Importers cum wholesalers

I11. Central purchase body of the departmental stores.
IV. Big retail traders.

V. Small retail traders (special type of stores).

The major share of the world trade in readymade garments is handled
by two types of agents, namely, (a) Central purchase body of individual
chain stores procuring readymade garments through its representatives
stationed in different countries. These purchase bodies place order with
individual garments manufacturing units in various countries, specifying
the quantity, quality and design of the products. They also supply all
sorts of raw materials ranging from fabrics to buttons. The supply side of
the readymade garments is highly competitive. The buyers do not face
and difficulty in procuring the needed products. Individual represintives
of some of the major purchase bodies have been found to be making a
good business out of their middle-man position. They extract a
commission over the f.0.b. value of each order in percentage terms in
local currency. The supply of raw materials like fabrics, buttons, threads
and other things also come from their allied trading houses in Hongkong,
Japan, South Korea and Taiwan. In the majority of the cases, the supply
of raw materials come from a source different from the actual buyers. This
arrangement tends to impose risk on the garments man ufacturers.
Because of the divergence between those who determine the quality and
design and those who provide the raw materials, there arise the risk of
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rejection of finished products on the grounds of poor materials used. The
producers are constrained to accept whatever material is made available
by the individual representative of the purchasing agencies as well as the
judgement passed over the quality of the make and material by the same
agency. Lack of access to both these ends make their position
vulnerable

In the era of early capitalism, the petty artisanal producers were
appendages of large mercantile financiers in various putting out
arrangements. In the contemporary context, the garments manufacturers
in a Third World country like Bangladesh serve as similar appendages of
wholesale traders of the developed countries. Putting out system
prevailing in the era of early capitalism eroded the position of the petty
producers, transforming them into wage labourers. It is not unlikely thata
similar, but not the same, situation may arise in the contemporary
context. Garments manufacturing as it stands today in Bangladesh is a
labour employment mechanism on an international plane. Since the
wholesale buyers of readymade garments and the fabric manufacturers
do not have immediate advantages in the Third World labour market,
they consider it expedient to hand over the task of labour process
supervision to the indigenous manufacturers. With the concession of
joint participation and pure foreign participation, specially in the export
processing zone, the advantage enjoyed by the indigenous producers in
the labour market may gradually pass over to the dominant foriegn
parties. Successful labour management by the foreign companies in jute
and tea sectors of Bengal is a pointer in this regard. Thus, what now
appears to be a lucrative area for indigenous enterprise, may eventually
be monopolised by international capital.

It has been already pointed out that the existing structure of
readymade garments production represents a mechanism for employing
labour on an international scale. The basic objective of such an
employment mechanism of the finished product-seeking giant
mercantile bodies is to tap the cheapest labour, using sources that enable
them to reap the maximum surplus. The advantages enjoyed by them lie
in their knowledge of the demand conditions, taste of the consumers,
cheap sources of raw materials, command over an elaborate distribution
system, commnad over financial resources and, above all, the ability to
manipulate market conditions to a considerable degree. With these
advantages lying with them they have to decide :

a) the distribution of output quanta among the producers

b) development of designs to suit the taste of the consumers

c) allocation of output targets among dependable and cheaper
suppliers.
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d) procurement of raw materials.

On the other side of the coin, the small readymade garments
manufacturers, enjoying none of the advantages of the giant mercantile
bodies, have little decision-making role, apart from refusing or accepting
the package offered to them by the agents of those bodies (since they
operate in a highly competitive environment). Their area of
concentration is ‘effective execution of given decisions’ whose success
is crucially dependent upon extraction of careful, meticulous and
intensive, but cheap labour. The source of attraction for Bangladesh in
the world market for readymade garments manufacturing is its
tremendously cheap labour. Moreover, Bangladesh’s new born garments
industry enjoys liberal state patronages in the forms of concessionary
import duties on machines and equipments, XPL benefits of 60% f.0.b.
value of exports and the facility to import raw materials without involving
any cash resource under a back to back L/C arrangement which may be
allowed upto 75% of the f.o.b. value of exports. Such liberal state
patronage and availability of a reserve army of unemployed labour ready
to offer their services below the subsistence requirements, enable the
Bangladeshi entrepreneurs to offer their counterparts high favourable
terms for cutting and making services.

4. Nature of Technology in Garments Manufacturing :

From the point of view of size and direct labour absorption, garments
manufacturing units represent a medium-scale industry and from the
point of view of transformation of materials, they represent a marginal
manufacturing activity. The manufacturing role of this industry is
confined to giving shape to already finished materials without affecting
their qualitative features. Therefore, the production process in garments
is free from complexities. Modern garments technology is designed for a
line production method. This method also represents the division of
labour among the garments workers. For example, the sewing operation
of a shirt is divided into 19 stages involving 19 sewing tables arranged in
a linear fashion. Each stage covers only a small fraction of the whole job.
Time is also allocated among the stages in a manner that does not leave
any possibility for piling up of clothes at a particular stage unless there is
a méchanical failure. Uninterrupted flow through the stages is very much
dependent upon the skill of workers. Machine speeds are to be adjusted
with the skill of the worker concerned. The personnel in charge of
production has to meticulously plan the flow through the tables arranged
in line. The sewing operations of a shirt in stages include the neck, the
chest, the waist, sweep (hip/bottom), front length, back length, side

‘seam, long sleeve length, short sleeve length, arm hole, yoke (shoulder),
cuff length, upper arm, elbow, accross front, accross back, tail size seam,

18
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long sleeve inseam. The sewing stage is preceded by cutting of cloths
according to given designs. The cutting machine is capable of cutting a
huge amount of cloth at a time arranged layer upon layer. The success of
the operation depends essentially upon manual manoeuvre of the sharp
knife of the machine which demands great dexterity. Sewing operation is
followed by ironing and packing which is more labour intensive
compared to the earlier processes.

The line method of production can give good results only if no gap
appears on the flow line of manufacturing and instanteneous
arrangements can be made to fill in the gaps. Bangladeshi garments firms
characterised by frequent absenteeism often suffer from shut down of
operations because of the innate nature of the line production method.
There are also grave implications of the line production method on the
workers. A worker engaged in a specific stage of production
automatically gets excluded from the Sportunity to develop skill for other
stages. Thus the labour process becomes monotonous and deprives the
workers from the attainment of self realization. The technology of
garments manufacturing in Bangladesh is of a fixed factor proportion
type. There is practically no substitutabﬂny between men and machine.
For each machine labour requirement is technologically determined. The
specification of operations in stages and fixed proportion nature of
technology enable the management to maintain performace records of
the workers which has an automatic disciplining affect on them.

So far we have discussed the general features of garments industry
based on our knowledge of the industry from the secondary sources and
our personal knowledge derived from on-the-spot impressions. In the
following sections we present factual information on a medium sized
garments manufacturing unit at the heart of the port city of Chittagong.
In order to maintain anonymity we do not give the indentity of the firm.
To us itappears to be a typical garments manufacturing unit. It does not
fall within the category of large sized units nor within the category of the
smaller units doing only sub-contracting work having no direct contact
with the foreign buyers.

The garments factory under review went into trial production in
November, 1984. It represents the generation of garments factories that
came up in a period of maximum spurt of the industry in recent years and
thus it started contribution to our foreign exchange earning in the fiscal
year, 1984-85. The factory space covers 8000 square feet and it has a
capacity of producing 2000 pieces of readymade garments in an 8
hour-shift day. The factory owner showed a commendable degree of
ability in completing the installation work in 5 months’ time which is
normally 8 months for a factory of comparable size. The plant lay-out
was made by an architecture graduate of the Bangladesh University of
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Engineering and Technology. The major share of the finance was
provided by a multinational bank. The machines and equipments were
imported from Japan. Raw materials are imported from Taiwan, South
Korea and Hongkong.

5. Performance of the Factory :

Under this section we shall concentrate on the performance of the
factory with respect of different indicators.

Employmnet Generation

5.1.1. The period under review spread over 3.5 months in early 1985.
The factory received order for making cheap value cotton lady's shirts
(size 16) and lady’s Hawai blouse consisting of 5902 and 2108 dozens
respectively. The factory took 3.5 months in production, packing and
loading ships for these products. The factory employs 4 types of workers
which include casual workers, permanent workers, management
personnel and office employees. Except for the first category of workers
the rest of the employees are permanently employed. The casual workers
are paid only when they work. There are three types of casual workers,
namely thread cutters, sewing operators and iron-man. Actual man days
emloyed with respect to the casual workers are indirectly derived from
their average output performance as detailed employment figures on
them were not available from the employer. As the total output during
the period under review was 80100 peices of ladies garments,
employment of casual labourers stands as follows :

Table-2
Employment of Casual Workers

Types of Production/8 hr. No. of man-days Total wages
workers man-day employed paid (Taka)
Thread cutter 60 pieces 1335 32194
Sewing operator 900 pieces 1691 47481
Iran-man 50 pieces 1602 44979
Total man-days : 4628 Total wages paid: 124654 Takas.

5.1.2. Employment implications of technology becomes apparent from
this table. Use of machines is less predominant in thread cutting and
ironing which are marginal operations in the production process,
therefore these two operations absorb a high proportion of casual labour.
Actual sewing of cloths absorb a small proportion of casual labour as the
power of automation makes labour redundant.



140 Bangladesh Journal of Political Economy.

The permanent employees are to be paid a regular salary whether the
factory produces any output or not. They are skilled and trained hands
and the management cannot throw them off the pay roll as they do not

. move smoothly between factories under operation and the factories not
currently operating. The salaries and the number of man-days employed
of these types of employees are mentioned below :

Table-3
Employment and Wages of the Skilled Workers
Type of employees Number Salary per month Total salary (Tk)
(Tk)

Designer 01 2300 8050
Marker 01 2300 8050
Cutter 01 2300 8050
Line chief 04 1500 21000
Time Keeper 01 1000 3500
Supervisor 04 2350 32900
Total man-days - 1260 Total salary - Taka 81550

Salaries and man-days employed of the managerial personnels are
mentioned below :

Table-4

Employment and Salary of Managerial Personnels :
Types of No. of persons Salary per month  Total salary paid (in
management employed (no. of (in Taka) Taka)
personnel persons)
General Manager 01 6500 22750
Production Manager 01 4000 14000
Export Officer 01 3000 10500
Personnel Manager 01 3000 10500
Managing Director 01 8000 29750

Total man-days 525 Total salary: 87500
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Salaries and man-days employed of the office staff is given below :

Table-5
Employment and Salary of Office Staff

Type of emplyee No. of Salary per Total salary
employees month (Tk) paid (Taka)
Store officer o1 3000 10500
Store Keeper 01 1500 5250
Accountant o1 2500 8750
Typist 02 1000 7000
Peon 02 450 3150
Guard 04 800 11200
Total mandays: 11558 Total salary: Taka 45850

Thus, the total amount paid in salaries, wages and emoluments during
3.5 months of the period under review were taka 339554 and total
man-days employed were 7568. The percentage shares in-employment
and wages of different types of workers, employees and personnels
stand as follows :

Table-6
Shares in Employment and Wages of Various
Category of Workers

Type of employment Share in employment Share in wage and
(in percentage) salary bill (%)

1. Casual workers 61.15 36.71

2. Permanent employees 16.65 2402

3. Management personnel 6.94 25.77

4. Office staff 15.26 13.50

On the basis of calculations shown here per capita remuneration per
manday are taka 26.93, taka 64.72, taka 166.66 and taka 39.62
respectively for casual workers, permanent employees, management
personnels and office staffs. Management personnels are usually
recruited from among the kins of the entrepreneur. The wages received
by the casual workers per day apperar to be the smallest of all types of
employees and they also go into unemployment when the factory
temporarily goes out of operation.
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During the 3.5 months under review, the factory could produce
1,82,0000 pieces of readymade garments had it utilised its full capacity,
but the factory produced only 44% of its capacity. It could only employ
44% of the total employable casual labourers. Therefore, output, casual
employment and machine capacity bear a proportional relation. By
utilising the fullest capacity, the factory could economize on the use of
permanent employees. Moreover, the share of the casual workers in the
wage bill would have expanded.

If this rate of utilisation continues throughout the year, then the cost of
generating one job by this factory is taka 42201 with a total capital
involvement of taka 3000000. When the factory attains the full capacity
mark, the cost of generating one job will come down to taka 18568. In
Sri Lanka free trade zone the average cost to generate a job in garments
industries in 1979 was Sri Lanka Rs. 20,000. [2;100]. Both in the Sri
Lanka case and in our case, the cost of infrastructure has not been
included, though it is undeniable that without society’s investment in
infrastructure, the investment in garments factories would not have been
forthcoming. “In Bangladesh the exprience of Shilpa Bank and Shilpa
Rin Shangstha indicate that per employee capital investment has been a
minimum of US $10,000 and generally about double the sum™. [3].

Since all the raw materials are imported, the garments sector lacks in
backward linkage effect on employment. Our personal inspection of the
production activities inside the factories reveals that even the packing
materials for packing and distilled water used for ironing the shirts_are
imported from foreign countries. So long the garments manufacturers
continue to operate in a highly contrived market, we do not visualize any
possibility of the use of local materials in garments manufacturing. The
linkage effect of the garments industries in Bangladesh may be expected
only through additional employment creating further demand in the
market.

Cost of Supplying two Consignments:

In order to arrive at the profit figures related with the supply of two
consignments of readymade garments a detailed estiamte of cost has
been made. The cost items include wages and salaries, rents paid for
factory space and public utilities depreciation of machines, interest on
owned and borrowed capital and other miscellaneous items like
gratification and entertainments. For calculating depreciation of
machines, it has been assumed that their maximum life would be 4 years
with a scrap value of 10% of the original cost of machines. The following
table shows the cost of manufacturing two consignments of readymade
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garments during 3.5 months under review:

Table-7
Estimation of Cost (in taka)
Wages and salaries : 339554
Rent ;104300
Depreciation of machine : 144885
Interest : 176239
Miscellaneous - 94000
Total cost in the period : 858978 Takas

During the same period the enterprise earned taka 1701702 for its
cutting and making services and taka 590775 as XPL benefits. Thus, it
made a profit of Taka 1433499 and taka 842724 respectively with and
without XPL benefits. The rates of return over cost are thus 166.88% and
98% respectively with and without XPL benefits.

5.3. Foreign Exchange Contribution :

During the period under review, the factory exported two
consignments of garments products consisting of 5902 dozens and
2108 dozens respectively. For the first consignment it received $7.5 per
dozen for cutting and making services. For the second consignment it

received $8.9 per dozen. Thus, the total amount of foreign exchange
earned were US$63,026. But it had to pay gratification to the agent of
the importer in foreign exchange which was US$2963 to get the
consignments accepted. The foreign exchange earned was not without
cost involved in foreign exchange. Foreign exchange was spent for
importing machines which amounted to $77,778. Assuming a four year
life for the machines, the value of the machine used up during the period
under review in straight line terms were US$5366 with allowance for
scrap value. For the simplicity of calculations we ignore the appreciation
or depreciation of the foreign exchange. Thus, the factory earned a net
amount of $54697 which is equivalent to taka 1476819. Now this
amount can be checked against value added under different heads to the
national economy as follows:

Table-8
Estimation of Value-added: (in taka)
Profit of the entrepreneur : 842725 (57.06%)
Interest paid to the bank
and interest on own capital : 176239 (11.93%)

Rent paid to land lord and
public authorities 1104300 ( 7.06%)
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Wages and salaries : 339554 (22.99%)
Miscellaneous payments

(to domestic agents) : 14000 ( 0.94%)
Total value added (in taka) 11476817

The small discrepency that arises between taka value added 10 the
national economy and the net earning of foreign exchange is due to
rounding of taka converted into foreign exchange. It should be asserted
that the gratification paid to the agent of the importer to avoid the risk of
rejection on grounds of defective making is a leakage to the national
economy as these funds are likely to be transferred out of the
country.

5.4. Penetration of Cloths Imported for the Garment Factory
into Domestic Market:

There is a general feeling that a part of the cloth imported under back
to back L/C arrangement for the garments industries penetrates into
domestic market to the disadvantage of the domestic textile industries
and cloth importers. Textile manufacturers and cloth merchants of the
country expressed grievences over this issue in the past on the plea that
they had been placed on an unequal footing vis-a-vis garments industry
imported cloths which are not subjected to excise duties. The
government therefore introduced a pass book system for cloths imported
by the garments industries. The pass book records the amount of cloths
imported and cloths used for making garment items on the basis of a
prescribed formula. In the case of our own study we tried to calculate the
potential amount of cloths that may have penetrated the domestic market
while meeting the requirements of the foreign importer. The follwing
schedule shows the basis of apprehension in this regard.

Table-9
Leakage of Garments Cloths into Domestic Market

Order No. Yds.of Doz.of Doz.of shirts Doz. Of Amount of
and speci- cloth shirts that can be shirts leakage
fication imported that can produced as actually as per
be produced per manufact- exported govt.
as per govt. urer estimate estimate
estimate
pi.cv.C 115578 7970 5504 5902 35757
lad's shint yds. (14.5 yds) (21 yds. per yds.
size 16 per dozen) dozen)
p2.CV.C. 36413 2601 1821 2108 6901
lady’'s Hawai yds. (14 yds per (20 yds. per yds.

blouse doz. of blouse) dozen)
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5.4.2. In this connection the owner of the factory disclosed that he had
proper approval from the customs authority for using cloths exceeding
prsecribed limits. That there is some impreciseness in the estimation of
cloth requirement is apparent from the figures relating to the second
consignment of goods. In this respect producer's own estimate of
blouses that can be produced is much lower than what he actually
exported. The question arises where did he get the cloth to make extra
287 dozens of shirts. One explanation could be, of course, variation in
wastage.

5.5. Income Distribution Effect

Income distribution effect during the period under review of the
garments manufacturing unit that we studied will become apparent from
the percentage share of different components of income generated by
the factory. They are shown below.

Table-10
Shares of Income Components
Profit income accruing to the entrepreneur : 57.06%
Interest income : 11.93%
Rental income . 7.06%
Wage and salary income . 22.99%
Income earned by miscellaneous sources ;o 0.94%
Total : 100%

To make a further analysis of the income distribution effect, it may be
argued that a part of the interest income also accrues to the owner of the
factory as return on owned capital. Moreover, a good part of wages and
salary income also accrues to the owner as he himself draws a salary as
the managing director of the firm. One or two importnat managerial
position is also held by his family men. Interest income going to the bank
is ultimately used to boost up the income of the moneyed class.
Therefore, only a negligible share goes to the workers. Overall income
distribution effect will, of course, depend on the manner in which the
entrepreneur uses his income. If he invests the money in employment
generating projects then there will be less undesirable effect on income
distribution. Entrepreneur’s tendency to do so will depend on relative
rates of return from different economic activities.

5.8. Labour Cost Comparison with other Asian Countries:

In this section we compare the labour cost of the factory that we
studied with the labour cost in free trade zones engaged in similar

19
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activities in different Asian countries.

Table-11

Average Labour Costs US$ per Hours
Country Unskilled Semi skilled Skilled
Bangladesh (for our factory in
official exchange rate) 12 23 36 : 1985
India (Santa Cruz) A4 20 29 . 1979
Malaysia 28 31 5
South Korea — 1.30 — —
Sri Lanka A3 16 19 : "
Taiwan 52 — 60 :

Comparative per hour wage rates in US dollar for various categories of
workers in different Asian countries have been taken from Jean Currie’'s
book, Investment, the Growing Role of Export Processing Zones
published by the Economist Intelligence Uit Ltd. London in June, 1979.
The figures are quite backdated and makes the comparison somewhat
meaningless. Yet it is not difficult to understand that Sri Lanka and India
are formidable competitors of Bangladesh in terms of labour cost in the
world market for readymade garments manufacturing contracts. This is
no way justifies the prevailing wage rates in Bangladesh garments
industries. Perhaps, better labour productivity performance can be
achieved with a more decent wage rate.

5.7. Workers' Welfare Considerations:

5.7.1. The work force of the garment industry in Bangladesh is
predorpinantly composed of women labour. No systematic study is
available as to the nature of discrimination practised against the women
labour in this industry. During our visit to the factory we have been told
by an experienced worker that the turn over rate of the workers in the
garments industry is quite high. A women worker can work continously
at best for 5 years. After 5 years of work she develops serious disabilities
in the form of poor eye sight, severe back pains and other occupational
diseases. Most of the workers join the factories at an age (14-15) and
thus will have to retire from the job when they reach the age of 20. We
thereofre, perceive the emergence of a huge mass of disabled women
workers casuing a grave problem to the society by the next 5-10 years. It
has been confided by a supervisory staff of the factory that many workers
become unconscious while working due to exhaustion, boredom and
poor nutritional status. The line production method suited to the existing
technology of the garments industry also does not provide any
opportunity for the workers to develop mastery over the whole process of
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garments making. A person working his whale life in a factory of this
type will not be able to make a complete shirt. Inspite of the miseries and
drudgeries of work, this new activity is having a tremendously
progressive impact on our social life. The womenfolk are coming out of
their kitchen to earn independently. It is giving them self-respect and at
the same time it has a shattering effect on reactionary feudal values that
kept the women folk in bondage for centuries. It will have a
revolutionizing effect on the traditional family life. Garments factory
workers come predominantly from rural margingal peasant and landless
families. They live in slum areas of the city with their kith and kins. When
they do not find such kith and kins to provide them lodge, they form a
mess of small groups to reside together. The spurt in the garments
industries has opened up this possibility unthinkable even a few years
back. This phenomenon is not only remaking their own life, it is also
reshaping our agrarian society.

6. Conclusion and General Observation :

It is neither desirable nor reasonable to reach any conclusion from a
case study of one producing unit while the whole industry is composed
of 450-500 producing units. If it can be assumed that this is a typical
unit, then perhaps it may be said that garments is a promising sector of
our economy but not without some fundamental problems. One such
problem area is capacity utilisation. The capacity utilisation problem in
the garments sector is not simply a problem of irriegular power supply or
other related technical problems, it is also a problem of getting a
continuous flow of orders. It seems the existing capacity far exceeds
production requirements. A capital poor country like Bangladesh can
hardly afford such misuse of capital. This problem can be overcome by
making an intensive drive to get more orders and by gaining confidence
of the buyers.

Short supply of skilled hands is another problem area. Government is
already contemplating to establish an institute of garments making. The
sooner it is done the better. The entrepreneurs can themselves take
initiatives to train personnels abroad. It is a mere freak of history that
Bangladesh could make a big stride in the garments sector during the last
fiscal year. Ethnic violence in Sri Lanka provided Bangladesh this historic
opportunity. Such a historic opportunity could be lost due to our
inefficiency and poor management. Care should be taken to develop
efficiency and the level of management.

Workers' welfare considerations should not be ignored. If we want to
avoid serious societal problem in a near future, then we should adopt
concrete measures in this regard immediately. The entrepreneurs should
ot also forget that by spending more on worker welfare, they can
expect better performance from the workers.
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Garments manufacturing is a foot-loose industry. It shifts from country
to country depending on the climate of investment. In order to sustain it,
frantic exploitation of the workers is not the appropriate means.
Efficiency of enterprise rather than exploitation of workers should be the
fundamental strategy.

In order to develop linkage industries use of domestic raw material
should be incorporated into the agenda of future negotiations with
foreign buyers. Our trade missions abroad should arragne exhibition of
readymade garments made of local materials to make the case.

Garments making is a very competitive sector of our national industry.
Competition brings efficiency. Any state policy towards this sector that
Jeopardises competition should not be adopted. It may be beneficial for
some big houses but not for the country’s economy.

Expansion of market horizon should be seriously considered. We have
not yet explored the East European market. This is likely to be a
promising area in our search for more buyers of our product.
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Overseas Employment of
Bangladesh Nationals-
an Overview.

A.M.A.H. SIDDIQUI*

Background :

The purpose of this paper is to compile at ane place, available statistics
on overseas employment of Bangladesh national during 1976-1985. The
data included in the paper are operational statistics only i.e. those which
have been collected from routine documents maintained by one of the
processing agencies, in the course of performing routine duties assigned
to it.

It may be mentioned here that at least three Government Agencies are
involved in facilitating/ processing overseas employment of Bangladesh
national and they are :

(a) Bureau of Manpower, Employment and Training of the Ministry of
Labour and Manpower. (B.M.E.T.)

(b) Establishment Division in the President’s Secretariat.

(c) Office of the Shipping Master of the ministry of Shipping, .T.T.
and Transport.

B.M.E.T., mentioned at (a) above is authorised to deal with overseas
employment in Government and private sector establishment in foreign
countries except employment in U.N. agencies, Inter-Governmental
bodies and employment with Foreign Shipping companies. The
Establishment Division is authorised to deal with vacancies in
Inter-Governmental organisations, U.N. agencies while the office of the
Shipping Master deals with recruitment of Seamen and other personnel
for sea-going vessels of national and foreign origin.

The present paper is limited to discussion of data maintained in the
Bureau of Manpower, Employment and Training. Although BMET,
covers more than 90 p.c. of total overseas employment (annual
recruitment of seamen and Inter-Governmental agency recruitment

" Director General, Bureau of Manpower, Employment & Training.
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being around 2000 and 50 respectively), the Inter-Governmental agency
employment opportunities are of significant impartance as the potential
of savings is higher in such employment. Similarly, in case of
employment in sea going vessels, the potential for expansion is also very
high. The data presented in this paper relate to :

(a) annual overseas employment secured year-wise and country-wise
during 1976-85.

(b) distribution of overseas employment secured by level of skill,
and

(c) distribution of overseas employment secured by agency of
recruitment,

Since its creation in May 1976, the BMET has been authorised to
scrutinise the employment offers secured by individuals with a view to
assist job-seekers in gaining reasonable working conditions, and also to
brief them on the situation in the countries of employment. This has, as in
many other bureaucratic instances, taken a negative form and emigration
authorities at the air-port do not allow departure on overseas
employment without clearence from the Bureau of Manpower,
Employment and Training. This negative aspect has gone to such an
extreme that dependents proceeding overseas to join their relations
employed abroad, are not allowed to depart, unless the BMET puts on a
stamp on their application that “no permission is required for persons
proceeding on purposes other than Employment.” However, the positiv
out-come of the situation is the availability of statistics.

‘Overseas Employment secured’ for the purpose of BMET records
means the emigration clearence issued in favour of persons proceeding
abroad on employment. It does not mean that persons without such
clearence cannot secure employment abroad. A sizeable number of
persons proceeding abroad on purpose like Umrah, Hajj, Ziarat, Visit,
studies, stay back in foreign countries legally or illegally with some sort
of employment. There may be some, who avoid obtaining clearence from
BMET, particularly when salaries and other conditions of employment
fall below the minimum requirement prescribed by the Government.
Then again, all those who are granted emigration clearence by BMET
may not have actually left the cournty on personal reasons or because of
their inability to pay the sum demanded by the processing agency. There
is still another group, very small in size, who on reaching the country of
employment after obtaining clearence from the Bureau, may not
immediately or eventually find a job in the country of Employment. This
happens, when persons proceed with what is popularly known as “Free
N.O.C.” In such cases, the foreign employer on record is only a
name-lender and the emigrant is required to find his own employment,
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which was easier in the 70's and which has become extremely difficult
since 1983‘_

‘Overseas employment secured’ is not the same as the total job offers
received from overseas employers. In many cases, the overseas
employers accept lesser number of persons than the number indicated in
their offér or the number selected by them through tests and interviews.
In a large number of cases, processing agencies refuse to despatch
workers even if they are in demand by the overseas employers for reasons
mentioned earlier. The B.M.E.T. maintains another set of documents
known as recruitment permissions accorded to processing agencies
indicating the number, trade, working conditions and the name and
address of overseas employers. Information available in these records
have not been compiled so far.

Overseas Employment Secured :

Data presented in this paper should therefore be interpreted keeping in
mind the above clarifications. Annexure-1 of this paper shows the number
of persons securing overseas employment during 1976 to 1985 (upto
June 1985) by countries of employment. Such employment secured
prior to 1976, is believed to be small in number. The data for 1976 is
likely to be lower than the actual as it relates to the period subsequent to
establishment of BMET in May 1976, and also as the enforcement of the
requirement of obtaining clearence from BMET may have been weak in
the initial period.

It will be seen that overseas employment secured has steadily
increased from 6087 in 1976 to 62762 in 1982 after which it showed a
decline of about 6 p.c. in 1983 (59220) and a further decline 4.1 p.c.
(56754), in 1984 compared to the respective proceeding years. During
Jan-June 1985, overseas employment secured has been the highest so
far at 36119, for any half-year period since 1976. Allowing for possible
decline around the Hajj season, the annual figure for 1985, may yet equal
the peak of 1982. It may be interesting here to note that sutdies
undertaken by researchers in 1980, the findings of which were reported
in World Bank staff working paper 454 of 1981, had predicted a flow of
about 40,000 per year during 1980-85.

It will be seen however that increase in overseas employment secured
was sudden and abnormally high in 1981, in which year the figure
almost double to 55787 from the previous year's figure of 30573. This
may be accounted for by the following factors :

(a) More than 800 p.c. increase in case of placement in lraq,
(b) High increase in Saudi Arabia, Oman and U.A.E.,
(c) Entry into Singapore Labour Market, and
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(d) General increase in almost all countries.

Although it has not been studied systematically, my feeling is that
liberalisation of issue of recruiting agency licenses and greater initiative
taken by these agencies were responsible for most of these additional
placements. Secondly, several employing countries did not have their
embasies at Dhaka in the initial years of 1976-79 and by 1981, these
embassies became effectively operational and foreign employers found it
easier to process their demand. Thirdly, the publicity campaign launched
during.1976-79, may have yielded some results by 1980. In case of Iraq,
recruitment prior to 1980, were mostly made through Government
Agencies in Bangladesh and relaxation of this condition may have
contributed significantly.

It may be pointed out that the increase in overseas employment
secured was accompanied by deterioration in the working conditions of
the employment secured. Again, no study has been made on this aspect.
The records however show much larger instances of deportation,
complaints of contracts substitution, and other malpractices than
justified by the increase in number. The most significant adverse
development has been under cutting among recruiting agencies to
secure demand and consequent emergence of exorbitant rates of fees
charged by the processing agencies:

The fall after 1982, has been of the order of about 5 p.c. per year
compared to the rspective preceeding years and cannot possibly be
attributed to the general recession in the oil-rich countries. The increase
during Jan-June 1985 and the anticipated increase for the year 1985,
will indicate that impact of recession has not been always adverse. The
fact is that in the overall demand pattern in the oil-rich countries, the
share of Bangladesh has been very small. In the World Bank study
mentioned earlier, it was shown to be less than 3 p.c. of the expatriate
labour force in several selected countries, Phillippines, India and
Pakistan, have been securing overseas placement of 300000 to 150000
annually since long and the recession may have affected these countries
more adversely than ours. In order to avoid over concentration of
expatriate workers fromi countries like India, Phillippines and Pakistan,
preference is given by some countries to workers from lesser known
countries like Srilanka, Bangladesh, Indonesia. In any event, it is difficult
to say from the data presented whether the flow will increase or decrease
and it 'will be more difficult to determine the rates of such increase or
decrease. It is possible that promotional efforts by processing agencies,
in case of Bangladesh, will be the major determining factor in influencing
the future flow.
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Countries of Employment :

It will be seen from the annexure-l that share of different countries of
employment in the overseas employment secured has varied during
1975-86. U.A.E. remained the largest employer for th eyears 1976-78
while Saudi Arabia emerged as the largest employer in 1979. Saudi
Arabia represents the largest source of demand and annual flow to their
country has reached 20000 in 1984 and may exceed 30000 during
1985. In this country, the number of overseas employment secured has
increased every year except in the year, 1983. the number of overseas
employment secured has exceeded 100000 mark by June 1985.

U.A.E., remained the second largest source of employment during
1979 and 1980, and became the fourth largest source during
1981-1984. The peak was reached in 1978 in case of U.A.E. and the
number of overseas employment secured in U.A.E. did not show a
consistent trend. It recorded frequent variation over the preceeding year
during 1979-1984. The number of overseas employment secured has
exceeded 50,000 mark by June 1985. In Oman also, the overseas
employment secured so far has.eceeded 50,000. Flow to this country
showed a consistent increase except in the year 1984. Despite
emergency situation in lrag, the overseas employment secured in that
country was very high at 13153 and 12898 during 1981 and 1982
respectively. Total employment secured in that country has exceeded
40,000 mark by June 1985. Fall in employment secured during 1983,
compared to the previous year was also very high. The sudden abnormal
increase in 1981 in Irag, was possibly due to acceptance of private
recruiting agencies by the foreign employers. Earlier, they were reluctar.t
to use private agnecies. Kuwait is another country, where more than
40,000 employment opportunities have been secured till June 1985. In
this case also, there was a continuing increase from 1976 upto 1983.
During 1984, recruitment was virtually stopped and a search for illegal
entrants was launched. During 1985 also, temporary restrictions were
imposed on entry of foreigners following a bomb incident.

In Qatar, about 29000 employment oportunities have been secured
upto June 1985 and except a drastic fall in 1984, there has been a
continuing increase during 1976-83. Same is the situation in Bahrain,
where about 20,000 employment opporatunities have been secured
upto June 1985. In Libya, also, more than 20,000 opportunities have
been secured so far and intake during 1984 was higher than previous
year. A sharp decline is likely during 1985.

Singapore and Iran have provided for 2-3 thousand job opportunities
upto june 1985. While Singapore may not be a prospective source of
overseas employment in the future because of their declared shift
towards high-technology industries, Iran may revive their demand in the
near future. ]

20
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It will be seen from the above scattered information that both in case of
total employment as well as in case of country-specific employment,
there has been continuing increase between 1976 and 1982. The rate of
increase has been abnormally high between 1980 and 1989 (82.41).
The peak was reached in 1982, after which gradual decrease of 5.64 p.c.
in 1983 and 4.16 p.c. in 1984, over the respective previous years have
been noticed. Judging from the figures of first six months, it is likely that
1985 figures will be close to the peak attained in 1982. It should also be
noted that substantial increase of 59 p.c. took place in Saudi Arabia
during the year 1984 and but for drastic fall in Qatar and Kuwait there
would have been increase in the total overseas employment secured
during 1984.

Skill Level :

The records released by BMET also classifies the emigrants by skill level.
In doing so, the following groupings are shown :

Professional : Medical doctors, Engineers, Foreman,
Teachers, Nurses, Accountant,
Administrative, Managerial and related
jobs.

Skilled : Welder, carpenter, Electrician, Heavy vehicle

Driver, Tailor, plant operator, Mason, Steel
Fixer, cook, mechanics etc.

Semi-skilled : Gardener, Cleaner, farmers, etc.

Un-skilled : Labourer, domestic servant.

This classification is used in determining the permissible minimum
wage levels prescribed by the Government.

Annexture-1I, shows the distribution of workers securing over-seas
employment during 1976-85, by skill level. It will be seen that 51.73 p.c.
are un-skilled workers.

It may be noted however that proportion of unskilled worker was
lower during the period 1976-1981, during which period it varied from
44 to 52 p.c. of the total. In the subsequent years the proportion of
unskilled workers increased to over 55 p.c.

Correspondingly, the proportion of professional workers, which varied
from 9.33 p.c. to 156.15 p.c. during 1976-79, decline in sub-sequent
years and varied between 3.08 p.c. to 6.49 p.c. of the total during

1980-1984. Similar variation may also be noted in case of skilled
workers, proportion of whom declined from 40.21 in 1981 to around 30
p.c. in subsequent years.
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Similar variations in the skill composition of workers are also noticed in
respect of countries of employment. In case of Saudi Arabia, for example,
the proportion of skilled workers declined from 23.8 p.c. in 1980 to
16.62 p.c. in 1984 while the proportion of unskilled worker increased
from 65.1 p.c. in 1980 to 76.59 in 1982 and remained at 74.78 p.c. and
7279 p.c. in 1983 and 1984 respectively. Professional workers
constituted 2.23 percent of the total recruitment in Saudi Arabia in 1983,
compared to 4.6 in 1980 and 4.96 in 1984. It is difficult to make any
observation on the causes of decline of the proportion of skilled workers
and professional workers among the total emigrants during later years.
Reluctance to release such workers is usually attributed as a cause.
Restrictions on doctors and engineers is also mentioned as cause in most
circles. These reasons do not fully explain the decline as there was no
ban on other professionals like teachers, accountants, bank and
insurance executives, air lines worker, hotel management, municipality,
executives, agricultural, animal husbandry, forestry workers, idustrial
technologists and management workers for steel mills, chemical plants
fertiliser factories etc. Problems of obtaining release is usually overcome
by the individuals by well-known method of Tadbir .

The major reason to my mind is the absence of an effective processing
agency in the public sector, which could generate confidence among
professionals and also among skilled workers. Annexure-Ill will show
the distribution of emigrants by channel of recruitment. Till 1978,
Government recruiting media accounted for nearly 30 p.c. of the total
emigrants placed in overseas employment. By 1983, the share of
Government agencies became negligible.

On the other hand, the share of recruiting agents increased from about
7.40 p.c. in 1977 to 57.19 p.c. in 1984. These agencies with
profit-motive, tend to prefer demand for unskilled workers as young,
educated, and unskilled persons of land owning families can pay them at
a higher rate by selling their land. Those who are actually making a living
by working in an unskilled, semi-skilled or skilled job within the country,
cannot compete with the other group.

Individual efforts have been responsible for placement of the largest
proportion of emigrants since the inception of the flow. In countries like
India, Phillippines, Pakistan, the number of overseas residents exceed
one million and if 10 p.c. of them secure a job for their friends and
relations, every year, the annual flow becomes, 0.1 million. These offers
secured by overseas residents tend to be more for unskilled workers.

Concluding Remarks :

The purpose of this paper was to provide available information on
overseas employment secured so far. Itis for the distinguished analysts to
see whether these information can be used in assessing the current and
future trends with any degree of certainty.
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ANNEXURE-II

Skill level
Year Professional Skilled Semi-Skilled  Un-Skilled Total
1976 568 1775 543 3201 6087
9.33 2916 8.92 52.59 (100}
1977 1766 6447 4380 7022 15725
11.23 40.99 312 44.66 (100)
1978 3455 8190 1050 1014 22809
15186 359 460 44,34 (100)
1979 3498 7006 1685 12301 24485
14.77 28.61 6.88 52.24 (100)
1980 1980 12209 2383 14038 30573
6.49 39.49 7.66 45.92 (100)
1981 3892 22431 2449 27015 55787
6.98 40.2 439 48.42 (100)
1982 3898 20611 3272 34981 62762
6.21 3284 5.21 55.74 (100)
1983 1822 189389 5098 33361 59220
3.08 31.98 8.61 56.33 (100)
1984 2652 17183 5484 31445 56754
465 30.28 766 55.41 (100)
1985 1751 13043 3255 18070 36119
upto 485 36.11 9.01 50.03 (100)
June
Total 25271 127833 25669 191548 370321
6.82 3452 6.93 51.73 (100)
Professional :  Doctor, Engineer, Foreman, Teacher, Nurse, Admn, Staff.
Skilled Mechanics, Welder, Mason, Carpenter, Electrician, Painter, Cook, Driver,
Dunter, Plumber, Tailor, Balacksmith, Operator, Steel Fixer etc.
Semi-Skilled: Farmer, Gardener, Cleaner etc.

Un-Skilled

Servant, Labour etc.
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ANNEXURE-IIIL.

Distribution of Overseas Employment
by Recruiting Media.

Recruiting Media

year Govt. Agents ' Recruiting Agenw Individual Total
1976 5279 (86.72) 284 (4.67) 524 (8.61) 6087 (100)
1977 5729 (36.43) 1171 (7.45) 8825 (56.12) 15725 (100)
1978 6160 (27.01) 1994 (8.74) 14655 (64.25) 22809 (100)
1979 6957 (28.42) 2966 (12.11) 14562 (59.47) 24485 (100)
1980 5715 (18.69) 7773 (25.42) 17085 (55.88) 30573 (100)
1981 6074 (10.89) 22218 (39.83) 27495 (48.28) 55787 (100)
1982 4483 (7.14) 24939 (39.74) 33340 (53.12) 62762 (100)
1983 730 (1.23) 26320 (44.45) 52170 (54.32) 59220 (100)
1984 157 (0.28) 32480 (57.19) 24137 (42.53) 56754 (100)
1985 105 (0.29) 19046 (52.73) 16968 (46.98) 36119 (100)
To-tal 41389 (11.18) 139171 (37.58) 189769 (51.24) 370327 (100)




Overseas Remittances and
the Bangladesh Economy

RAISUL AWAL MAHMOOD*

l. Introduction

Remittances from nationals working abroad have been among the
most tangible aspects of manpower exports from Bangladesh. They are
now a major source of foreign exchange, a prime element of disposable
income for thousands of migrant households and an important catalyst
behind various economic activities in the country. While their importance
is widely appreciated, attempts made so far to quantify the various
aspects of remittances [4,12] and to put them in their proper perspective
are inadequate. However, these are important for policy planning as also
for understanding the earning-expenditure matrix of nationals working
abroad. The purpose of this paper is to make some contribution in this
direction. This would help in understanding the various aspects of
overseas remittances and their respective importances in comparison to
other similar earings.

By way of organising the paper, section 2 develops a schematic model
depicting the income-expenditure matrices of nationals working abroad.
It identifies a remittances function. Section 3 makes an attempt to
quantify the various elements of the remittances function. Section 4
contrasts remittances with some macro-parameters, followed by a
summary and conclusions.

2. The Model

Let, T= E W38, i =2 siseeauey B (1)

1

Where w is the average wage of the i th skill group, s the number of
nationals in the respective skill group, and Y meaning income. E_(1)
implies the aggregate income earned by the nationals— all skill gﬂ)up
taken together, working abroad. It is possible to have the Y function
specific to each individual country where the nationals are currently
employed, thus taking into account variation in wage rates for different
skill groups across countries.

" Bangladesh Institute of Development Studies.
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Therefore, Id = ; “ijsid i = 1,2y asosssy, I (2)

Y. means total income earned by the nationals working in country 4l Wi‘
ahd S.. are respectively the level of wage and the number of nationals o*
thei tl’" skill group in country j. Aggregating over Yj and calling that Y we
have,

-"- Y. = s = i=1, yalle
-} Z; 1: Yigfid LR @

E_(3) refers to the aggregate income of all nationals working in different
fcﬂeign countries.

Corresponding to the income abroad, there will be some expenditure
too. The most imprtant item is the cost of living, say, C. This comprise
expenditures on food, clothing, housing, etc. which are necessary 10
maintain oneself (including familly) abroad at a certain standard of
living. We define C as,

C= E o;8 1= A2 wwenmpomes s T (4)

¢. means the average cost of living of the i th skill group, and s the
respective number of migrants. Moreover, similar to equations (2) and
(3) we have,

i .
0;] w 03485 1" AL Geawees .2 (5)

S N -
B o F e ) B Rl

'T means the aggregate cost of living of all nationals living in different
countries. Now combining and Y together and defining E as earning of
nationals working abroad, we have,

=V

E is defined as earning — not saving, because part of E may be used for
purposes other than saving or accumulation as explained later on. E may
be called Income Net of Cost of Living. )

Given Income Net of Cost of Living of nationals working abroad one
may assume that a part of it is transferred back home for either current
consumption of family and other dependents, and/or for accumulation
of resources. Let this portion of E be called Th— income transferred back
home. The other part of E may be retained in the country of residence or
transferred to a third country for current consumption or accumulation of
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assets. This we call income retained abroad _Ta' Thus,
E= Th + Ta

As defined, T_ may be used for either consumpiion or accumulation.
Accordingly, we may further define,

Ta™ Taa ™ Tac

Ta implies earnings retained abroad or transferred to a third country as
accumuianon of assets- liquid or otherwise. This may include saving
with banks or other forms of profitable investments, and expenditures on
house building, consumers durables, etc. This kind of savings are
assumed to be convertible into cash and, therefore, can be transferred
back home in future. T, means consumption expenditures of the
migrant concerned or any of his dependents abroad'in addition to the
average costs of living.

From the above equations, the Foreign Exchange from Nationals
Working abroad, called FXr, aggregated, is,

X = Th + Taa (10)

FX_ is the maximum possible amount of foreign exchange that could be
expected from foreign remittances. Alternative assumptions about the
average cost of living of different skill groups and various levels of T
will give varying estimates of the FX

The Final step in understanding the issue of foreign exchange from the.
remittances of nationals working abroad is the possible components of
the Th variable in eq(9). Th may be either in cash or in the form of goods
- respectively termed T, & and Th . Again cash transfers, i.e. Thc' may
take place either through the official channels and/or through private
middiemen If cash transfers take place throught the official channels we
call it T° - and if they take place through private middlemen it is termed
e

Finally, foreign tranfers which are made in the form of commodities, i.e.
Th ., may take place along with normal imports of the country (Tmhg), or
as accompanied baggage of an incoming passenger (Tahg).

27
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Therefore,
p
andT,_ - Tohc * T ho (12)
m (13)
From eq-uations (10) to (13), we can rewrite the FXr
function as, i
p m
FX, - T%hc * Pho # Ty g * T (14)

3. Level of Overseas Remittances

Given the schematic model drawn up the above, this section makes &n
attempt to quantify the different components of the Remittances
function. This is followed by some discussion on the factors underlying
the present trend in the flow and the country origin of remittances. One
should note here that the estimates of remittances that follow do not
necessarily correspond to the saving of nationals abroad during the same
period. Savings retained abroad may be transferred in a later time in
eithor of the four other forms in the equation (1 4). Accordingly, the Taa
component is left out of the discussion here.

3.1 Cash Remittances through the Official Channels (Tohc)

(a) Remittances in Foreign Exchange

Overseas remittances are first received in the form of foreign
exchanges which are later converted into their taka equivalents. This may
be either in cash foreign exchange, or in drafts, travellers chegue,
cheques, international money-orders, etc. And such transfers may be
made, (i) directly into a bank account, (ii) brought into the country in
person (or sent with someone) in the form of cash, drafts, travellers
cheques, which are later deposited into a foreign currency account, and
(iii) postal transfers. A sum of foreign exchanges thus coming into the
country from the nationals working abroad in either of the above ways
will give the total volume of remittances in foreign exchange during a
particular time period.
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Table-1
Level of Remittances in Foreign Exchange
(in millions)
Remittance in
Years
us$ PoundSterling (£)
1975/76 0.73 7.92
1976/77 9.36 22.01
1977/78 54.97 3456
1978779 64.58 29.04
1979/80 149.50 4222
1980/81 378.72 23.30 (Jan.-June, 1981)
1981/82 412.44 N/A
1982/83 617.16 N/A
1983/84 596.52 22.08 (Jan.-June,
1984)
1984/85 (July-May) 397.98 15.91 (July-Dec., 1984)

Source : Exchange Control Department, Bangladesh Bank.

Table-1 is based on remittances in foreign exchanges received either
in US $ or £, Unfortunately, information on the flow of sterling (£)
remittances has been incomplete since 1980/81 constraining any
fruitful discussion of their trends. Remittances in $ demonstrated a
significant increase uptil 1982/83, when they stood at 617 millions.

(b) Remittances in Taka

As noted earlier, remittances in taka are derived by converting foreign
currencies received from the remittances of nationals working abroad
into domestic currency. Such a conversion takes place through the
official rate of exchange. This raises one particular problem. As US $
received as remittances, for instance, is equivalent to, say, Taka 28
converted through the official exchange rate for US $. In the official
statistics, maintained by the Bangladesh Bank, the flow of remittances
during that particular time period will be declared as Taka 28. But to the
recipient of remittances this will be equivalent to, say, Taka 30 converted
through the IP rate under the WES. Now, if millions of $ and £ are
converted both at official exchange rate and IP rate the corresponding
levels of remittances will be significantly different. In terms of the flow of
cash in the hands of the migrant households due to overseas
remittances, foreign exchange converted via the IP rate would seem to
be the most appropriate index of the level of remittances. The following
analysis, therefore, highlights both the levels of remittances.



164 Bangladesh Journal of Political Economy.

Table-2
Flow of Overseas Remittances in Taka
(Converted Through the Official Exchange Rate)

(Taka in millions)

Years Level of Remittances
1976/77 . 744.2
1977/78 1,639.7
1978/79 1,879.3
1979/80 3,854.5
1980/81 6,197.1
1981/82 8,396.7
1982/83 14,949.3
1983/84 14,837.8
1976/77-1983/84 52,398.6

Source : Exchange Control Department, Bangladesh Bank.

Remittances from nationsls working abroad increased significantly over
the years. As table 2 shows, from an initial figure of less than a billion
taka during 1976/77, remittances increased to about 15 billion during
1982/83. In the following year, however, the flow of remittances was
slightly lower. The reasons underlying such a downward trend in the
flow of remittances is analysed later.

Before one looks into the flow of remittances derived by converting
foreign exchange remittances through the IP rates (exchange rate under
the WES), table 3 contrasts the two exchange rates over the past few
years. Only US $ is referred to here because of the data constraint.

Table-3
Difference Between the Official
and the IP (WES) Rate

Exchange  Rates Difference  between the rates
Years
Official® IP® Absolute Relative
(1) (2) (3) (4)=(3)-(2) (5)=(4)%(2)
1980/81 16.34 20.25 3.91 23.90

1981/82 20.04 22.82 2.78 13.87
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1982/83 23.76 24.98 1.22 5.13
1983/84 24.95 27.98 3.03 1214

Sources: (a) World Bank : Bangladesh : Economic and Social Development Prospects.
Report No. 5408, April 12, 1985.
(b) Based on daily exchange rate of US $ under the WES published in daily

newspapers.

As table 3 shows, excepting for 1982/83, differences between the
official and |IP rates of US $ were significant.

Table-4
Flow of Overseas Remittances in Taka
(Converted through both IP and Official Exchange Rate)

Remittances Exchange rate Remittance at
years at official rate Differentials IP rate
(in millions) (Percentage) (in millions)
(1) (2) (3) (4)
1980/81 6,197 23.90 7678
1981/82 8,397 13.88 9,563
1982/83 14,949 512 15.714
1983/84 14,838 12156 16.641

Note: Column (4) was derived by inflating column (2) through the exchange rate
differentials, i.e.., column (3)
Sources : Based on earlier 1ables.

A comparison of tables 3 and 4 will reveal that during 1983/84, for
instance, income in the hands of migrant households due to remittances
would have been taka 16,641 millions as compared to the official
estimates of Taka 14,838 Tillions. A similar differential would have
prevailed in the earlier years .

3.2, Remittances in the form of Goods along with normal
Imports of the Country (Tmhg)

Until it was discontinued in July 1980, Bangladeshis working abroad
were allowed under the WES to remit their overseas savings in the form

1. If one would have used the difference between the official exchange rate and the rate
provided by the currency racketeers, the relative differences in the flow of remittances
would have been much more significant.
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of goods admissible under the scheme. Payments for such imports would
be made directly to the respective exporters, while a nominee of the
migrant would receive the delivery of the goods in Bangladesh. The
policy was supposed to serve two purposes. First, it would enable the
migrants to earn an extra premium for their hard currency from the
trading profits, therefore, encouraging them to save and remit more to
Bangladesh. Secondlg, such imports would add to local supplies and
ease market scarcities”.

Table-5
Direct Import by Bangladesh Nationals
Working Abroad

(TK. in millions)

Cash Direct Direct Import as
Year Remittances Import Percentage of
Cash Remittances

1975/76 660.1 477.07 72.27
1976/77 992.7 781.09 72.27
1977/78 1,641.6 653.02 42.36
1978/79 1.892.3 790.35 41.77

Source : Bangladesh Bank : Annual Import Payments, various issues.

During its tenure of operation direct import out of overseas savings
would have been equivalent to a significant proportion of cash
remittances. As table 5 show, during 1975/76-1976/77, remittances in
the form of direct import payments would have been equivalent to more
than 70 percent of remittances coming in cash form. In the following
years their relative importance was decreasing. In absolute terms,
however, such transfers demonstrated some stability.

2, During those early ysars (prior 10 1974) the newly born nation was going through
serious crises. The war of independence had shattered the overall economic base of
the country. Then there followed severe flooding; crops failed and the food reserve
dropped to rock bottom. The already dwindled foreign exchange reserve would not
pay for the immediate food imports. Also needed were most essential imports such as
edible oil, baby foods, medicines, cloths, cement, iron and steel, industrial raw
materials and spares. Against this background, in June 1974, to meet the urgent
foreign exchange needs of the country from the savings of nationals working abroad,
the WES was announced.
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3.3 Remittances in the form of Goods Imported as Personal
Baggage {Tahg)

Goods brought into the country by incoming passengers as
accompanied baggage should account for a significant proportion of
thier overseas savings. A casual visit to the Zia International Airport,
Dhaka, and a look at the quantity of goods brought in by incoming
nationals would reveal the importance of such transfers.

Procedurally, the incoming passengers are supposed to give a
declaration about the nature and value of the goods they have brought
into the country. However, the time allowed to the arriving passengers to
list the goods brought, and to the customs’ officials to take a proper
inventory of these is too short. As a result, whatever information is
available on the value of such transfers would be a gross
underestimation of the actual flows.

Table-6
Number of Passengers Arriving from Abroad
(Bangladeshis only)

Passengers Arriving from

All

Year/ period Middle East Europe Asia Passenger

(1) (2) (3) (4) (5)
1980/81 — - — —
July-December — — —_ —
january-June 19,169 5,687 24,697 49,553
1981/82 47,563 22,690 49,796 120,059
July-December 22,047 7.798 30.051 59,896
January-June 25,5616 14,902 19,745 60,163
1982/83 — - =5 —
July-December 31,358 13.479 18,572 64,859
January-June = -— — -_—

Source: Computed from date supplied by the office of the Director General of
Immigarations and Passports, Dhaka.

Table 6 shows the number of passengers arriving into Bangladesh
during 1981 and 1982. Middle East and Europe (including all western
countries) apart, arriving passengers include also those coming from
various South and South East Asian Countries. Now a multiplication of
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Tabie-7
Remittances in the form of Accompanied
Baggage of incoming Passengers.

Year/periods No. of Pass- Alternative Levels of

engers arri- Remittances based on

ving from

Europe and

Middle A, Ay Ag

East

(1) (2) (3) (4) (5)

1980/81 — — — —
July-December — — - -
January-June 24,856 124,28 248,56 372,84
1981/82 70,263 251,32 702,63 105395
July-December 29,854 149,23 298,45 447,68
January-June 40,418 202,09 404,18 606,27
1982/83 — b — —
July-December 44,837 22419 448,37 672,56

January-June — —_ — —

Note : A1. AZ and A3 refer to taka 5,000, 10,000 and 15,000 respectively as the value of
accompanied baggage brought into the country.

the number of passengers arriving from Europe and the Middle East
(where nationals work) at different points in time by an assumed average
value of goods brought inland as accompanied baggage should give the
possible levels of remittances.

Based on alternative assumptions about the average value of
accompanied baggage of an arriving passenger, different estimates of
the corresponding level of remittances are shown in table - 7. If one
assumes an average value of accompanied baggage as taka 5,000, the
corresponding level of remittances during 1981 /82 would have been
taka 351 million, Europe and Middle East taken together. On the other
hand, if the average value of remittances is assumed to be taka 10,000
the corresponding level of remittances will be taka 700 millions. In reality
the average value of accompanied goods will be much higher as will the
corresponding level of such remittances.

3.4: Cash Remittances Through Unofficial Channels (TPpc)

Remittances through the unofficial or private channels are alleged to
account for a significant proportion of savings of nationals abroad. These
have been rather common to Bangladeshis living in the UK, but
insignificant to those in the Middle East. However, this category is
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gaining much prominence lately. For instance, in a survey recently
carried out on Bangladeshi returned migrants from the Middle East®, it
was revealed that more than 16 percent of those interviewed would have
sent their savings abroad - partly or fully, through private middlemen
(See table- 8).

Table-8
Relative Importance of different Methods of sending
Remittances

Different Methods of

sending Remittances ' Relative Importance
Friends and Relatives 10.05
returning home

Bank Draft 78.26
Bank to Bank transfer 8.97
Middlemen 16.30
Others 2.45

Moreover, it was observed that among the migrants from particular
districts, e.g., Sylhet and Chittagong, having a long tradition of migration
the relative importance of private middlemen was much more evident.
This was however less important among the urban-based, educated and
skilled migrants of Dhaka City. Even in this case some 10 percent have
had used middlemen to send their remittances.

The importance of such transfers though very much evident, nothing
much can be said about the megnitude of overseas savings thus
transferred.

3.5 Current trends in the flow of remittances.

As table -2 demonstrates overseas remittances increased significantly
until 1982/83, since when such flows have shown a downturn. To have
a better picture of the present trends in the flow of remittances Graph-1
distributes overseas remittances by months/years. Overseas remittances
reached the highest level ever, monthwise, in December 1982 (145
crores), and since then the trend was downwards until September 1984
when the level of remittances had declined to Taka 85 crores. From the
end of 1984 onwards the flow of remittances has been rather
erratic.

3. This was in connection with a research project entitled “"Asian Migrant Workers to the
Arab World”. Some 370 returned migrants - those who have had completed atleast
one job contract in the Middle East, were interviewed from the districts of Chittagong,
Noakhali, Sylhet and Dhaka.

22
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Graph-1: Month-wise Distribution of Remittances.
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Regarding the downward trends in the flow of remittances [5], among
the various explanations could be the following : First, there has been a
slowing down in"the number of people migrating to the Middle East?.
Then there are the returning migrants. These two together will make the
number of nationals actually working abroad much smaller, hence the
corresponding decline in the flow of remittances.

Secondly the current downward trend in the flow of remittances could
be due to a disinclination on the part of the migrants abroad to remit their
overseas savings through official channels. The free auctioning of

4. Migration to the Middle East increased consistently until 1982, when it stood at more
than 62,000. However, in the following year it was stood at more than 60,593,

coming further down to 57,830 in 1984. For further details, see Mahmood, R. A.
ibid.
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foreign currencies ($ and £) under the WES has been discontinued
lately. Instead, the Bangladesh Bank dictates from time to time the rate at
which foreign currencies (US $ and Pound Sterling) should be bought
and sold in the market. Although such rates are higher than the official
exchange rates, the withdrawal of the auctioning itself could have some
dampening effect on the inflow of remittances. One implication of the
new system is the failure of the declared exchange rates to truely
represent the prevailing market forces. At times, currencies (especially
US $) are bought and sold at prices much higher than the rate prescribed
by the Central Bank. The margin is much higher for cash than for
draft/cheques. Therefore, instead of transferring foreign earnings
through banks and post offices, people prefer to bring such earnings in
person and in cash® and to sell it directly in the market. Such transactions
(especially cash currencies) are hardly likely to be registered as foreign
exchange earnings of the country, and clandestine indeed some of it may
even represent a form of capital flight from the country.

Moreover, the non-operation of the free market for foreign exchange
under the WES is said to have been a boon to the currency recketeers.
Such channels are said to have gained much prominence in recent years.
Thus when money does actually come in it seldom shows up in the
register. Even if the actual level of remittances remains the same such
unregistered flows could account for a downward trend in the official
flow of remittances.

Finally, it is maintained by many that part of the reason for the
downward trend in the flow of remittances is due to with-holding of a
part of overseas savings by migrants abroad. Since the job market in the
Middle East is presently quite uncertain, for professionals and
semi-professionals alike, people are presently withholding a part of their
savings abroad with a view to paying for a new visa/Job contract if one
loses his present job.

It should be noted here that the figures shown in table 2 do not all
necessarily refer to remittances from nationals abroad. Part of this will
include overseas earnings of nationals (not migrants) being
clandestinely transfered into the country either to evade possible
taxation, and/or to get a better premium. In countries such as
Hongkong, Japan, for instance, there is hardly any Bangladeshi migrant
workers (almost nil in Japan according to the official statistics), but

5. At presint, nationals working abroad are allowed to bring into the country a certain
amount of hard cutrencies ($ and £) without making any declaration, 1o the customs
official. However, the actual amount of foreign currencies brought in is often much
higher than what is allowed for.
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every year a significant proportion of remittances come from these
countries. It is possible that earnings in Foreign exchange accruing from
under-invoicing exports or over-invoicing exports from and to
Bangladesh or from earnings of Bangladeshi indentors, commission
agents, or under-dealers in various government and sector corporations
are transferred into the country in the name of workers’ remittances. Such
transfers could be from any country with whom Bangladesh has trading
relations.

3.6 : Geographical Origin of Remittances.

Geographically, remittances coming into Bangladesh originate mostly
from two areas - the UK and the Middle East (see table 9). As of 1984
(for the first six months for which data are available), more than three
quarters of such remittances came from the Middle Eastern countries
alone. Moreover, the relative importance of these countries has been
increasing overtime. The relative importance of remittances from
Bangladeshis working in the UK, the traditional source of such
remittances, has been on the decrease. In 1984 it accounted for only 11
percent of the remittance as compared to about 38 percent in 1977.
However, in absolute terms the inflow of remittances from the UK has
been increasing rather significantlys. Among the other sources of
remittances, USA seems to occupy an important position.

Table-9
Overseas Remittances by Major Areas/Countries and Year

(in percentage)

Regions/ Years
Countries 1980 1981 1982 1983 1984
(upto June)
Middle East 45.05 60.35 57.38 78.12 77.27
UK 31.78 22.48 14.44 12.33 10.97
USA 10.69 7.94 748 569 7.38
West Germany 3.06 2.45 1.25 - 0.72
Others 9.53 6.79 18.13 3.86 3.67
Grand Total (100) (100) (100) (100) (100)

Source : Exchange Control Department, Bangladesh Bank, Dhaka.

6. One should note here that remittances from the UK do not all necessarily represent the
savings of nationals working there. Many of those working in the Middle East,
especially among the educated and professionals, do maintain bank accounts in the
UK. And part of these savings are later transferred into Bangladesh. Lack of an
immediate need for cash in Bangladesh and better returns and higher securities for
savings are behind such banking habits.
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Within the Middle East the single most important source of
remittances is Saudi Arabia (see table-10). In 1984 it accounted for
about 48 percent of the remittances coming from the region, followed by
the UAE, 11.63 percent. The third important source is Kuwait, 11.24
percent.

Table-10
Remittances from the Middle Eastern Countries

(in percentage)

Countries Years
1980 1981 1982 1983 1984
(upto June)
Bahrain 1.26 1.20 0.74 133 1.82
Iran 2.94 1.29 0.26 0.15 0.13
Irag 8.93 7.29 15.83 9.89 94
Kuwait 10.93 818 11.29 10.01 11.24
Libya 6.27 6.65 847 6.58 6.34
Oman 227 3.06 4.28 5.03 5.83
Qatar 7.54 5.82 7.23 125 570
Saudi Arabia 41.20 41.51 34.08 4466 47.91
UAE 18.66 25.51 17.81 15.11 11.63
All together (100) (100) (100) (100) (100)

4. Remittances’ Importance to the Bangladesh Economy

The foredoing analysis appraised the quantum of resources coming
into the country as remittances from nationals working abroad. However,
a proper appreciation of such remittances would require a comparison of
the same with other sources of earning of the country. Importance would
here be measured by a comparison of remittances with export earnings
and import payments, foreign aid and loans received over the years,
domestic resources of the country, development financing, etc. The
purpose of this section is to contrast foreign remittances with various
macro-parameters of the Bangladesh economy.

4.1, Exports, Imports and Remittances

Overseas remittances have become the most important source of
foreign exchange earning for the country. Compared to export receipts,
remittances have become increaseingly important. As of 1982/83,
remittances were eqivalent to about 83 percent of the country’s export
earnings (see table- 11). Even export earnings from raw jute and jute
manufactures, country’s two major sources of foreign exchange, fall
short of overseas remittances. During 1983/84, for instance, remittances
came to more than 500 percent of the export earnings from raw jute; and
more than 160 percent of that from jute manufactures.
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Compared to import payments, in recent years remittances finance
more than one third of total imports coming into the country & its share
in imports is progressively increasing. In the context of Bangladesh three
import items have become vital for the survial of the population and
running of the economy, e.g., food (Rice and Wheat) petroleum and
related products and capital machineries. Individually and jointly they
account for a significant proportion of the import payments, and total
export earnings can hardly pay for any two of these imports. However,
overseas remittances are almost equivalent to the import payments for all
three of these major import items taken together. During 1982/83, for

Table- 11
Overseas Remittances in Relation to the Foreign Trade of
Bangladesh

(in percentage)

1980/81 1981/8B2 1882/83 1983/84

EXPORTS EARNINGSa(X) 53.96 67.79 82.98 73.69
Raw jute 33046 419.94 579.43 543,58
Jute Manufactured 94.93 133.62 188.75 167.04
Tea 1029.42 836.32 893.56 817.51
IMPORT PAYMENTS® (M) 16.62 21.68 39.89 34.14
Cereals (Rice and Wheat) 285.19 164.64 33556 21613
Petroleum & Petroleum Products 77.64 125.94 355.26 213.70

Capital goods (other than transport 349.41 211.72 306.42 259.23
euuipment)c

BALANCE OF TRADE DEFICIT 23.02 31.88 78.83 63.61
(X-M) (6,197.10) (8,396.70) (14,949.30) (14,837.80)

FiEl\.l"lf'T'I'AI'\ICEStl (Tk. in millions)

Sources : a) B. B. S., Statistical yearbook, 1983-84
b) B. B., Exchange control dept.
c) Computed from W. B. report No. 4822.

instance these major imports would have accounted for about 90
percent of overseas remittances. In other words, if the whole of the
overseas remittances during the reference period were used for import
payments, they would have almost paid for the three most vital import
needs of the country.

Bangladesh has a history of chronic deficits in her balance of
payments; export earnings can hardly pay for even half the import needs
of the country. Now, as table - 11 shows, overseas remittances could
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Table-12
Overseas Remittances in Relation to Import Financing in
Bangladesh

(in percentage)
Import Financing 1980/81 1981/82 1982/83 1983/84
TOTAL IMPORT 1453 16.09 2712 2465
Loans and Grants 35.72 35.54 43.81 5227
Cash 34.00 43.84 128.25 853
Barter 38245 416.0 1800.46 787.69
WES 113.42 122.28 13191 120.22
REMITTANCES (6197.10) (8396.70) (14949.30) (14837.80)

(TAKA IN MILLION}

Note : Total Import figures shown in the above are slightly different from those contained in
the earlier tables.

Source : Bangladesh Bank, Bangladesh Bank Bulletin, December 1984

cover a signigicant part of these deficits. During 1982/83, for instance,
remittance would cover more than three fourths of the country’s balance
of trade deficits.

A disaggregation of import finacing of Bangladesh would further
reveal the importances of overseas remittances. Imports into Bangladesh
are financed, apart from export eamings - called cash imports, through
foreign aid and loans, barter trade STA and overseas remittances. The
relative importance of imports under each of the above arrangements
compared to the inflow of remittances is given in table 12. Over the years
under observation remittances have been demonstrating an ever
increasing prominance in import financing. They were equivalent to
more than half the imports financed out of aid and loans received from
abroad during 1983/84, and more than the cash imports of the country
in the previous year.

4.2 : External Resources and Remittances

Table 13 constrasts overseas remittances with the foreign aid and
loans received by Bangladesh, the life-blood of the economy and the
agent for all development activities”. The three different forms in which
such aid and grants are received are food aid, commodity aid and project
aid. Overseas remittances compare significantly with such aid and loans.
During 1982/83, remittances were equivalent to more than half the
external resources available to the country.

7. -For further details on the role foreign aid and loans play in Bangladesh economy see

[8].



176 Bangladesh Journal of Political Economy.

Table-13
Overseas Remittances and External Resources available to
Bangladesh

(in percentage)

1980/81 1981/82 1982/83  1983/84

EXTERNAL RESOQURCES 41.31 47.71 51.69 43.45
(aid and loans)

Food aid 24417 255.81 272.21 249.02
Commedity Aid 120.59 139.95 153.94 12848
Project Aid 8463 100.83 108.99 89.17
OVERSEAS REMITTANCES (8137.10) (8396.70) (14949.3) (14837.8)

Note : Percentage figures refer 1o the equivalance of remittances o the respective
items.

Sources : Adapted from, World Bank, Bangladesh : Economic Trends and Development
Administration, Report No. 4822, February 27, 1984.

For the different components of aid and loans, the relative importances
of overseas remittances is much more significant. During the period
under observation remittances were more than double the food aid; more
than the commodity aid, and almost equal to the project aid coming into
Bangladesh.

4.3 : Domestic Resources and Remittances

The main issue underlying the discussion here is that if the government
had a fuller control over remittances coming into the country, how would
such resources have compared to the other revenue earnings of the
country ? For instance, at present the government sells Wage Earners’
Development Bond to the nationals working abroad. The sale proceeds
from these bonds go to the government exchequer and used for various
purposes including recurring expenditures. Now if the whole of the
remittances were tapped in similar ways, what would have been their
importance compared to revenue earnings.

The relative importance of remittances as compared to the total
revenue eamings of the country has been significant, and has been
increasing all through. During 1980/81 remittances were equivalent to
about one quarter of the current revenue earnings of the country,
increasing to more than half in 1982/83 (see table 14).



Mahmood : Overseas Remittances 177

Table-14
Overseas Remittances in Relation to the Current Revenue of
the Country. '

(in percentage)

1980/81 1981/82 1982/83 1983/84

TAX REVENUE 34.78 42.66 69.22 61.94
Customs duties 82.63 106.96 164.28 156.52
Sales taxes 182.27 29391 473.08 413.31
Excise duties 166.14 181.43 311.44 248.96
Income taxes 281.68 32283 47458 44292
NON TAX REVENUE 110.43 143.34 271.36 266.15
MNationalised sector 334.98 586.36 1187.39 1121.53
Railways 590.20 671.74 946.16 1009.37
TOTAL CURRENT REVENUE 26.45 32.88 55.15 50.25
REMITTANCES (Tk. in millions) (6,197.1) (8.396.7) (14.949.3) (14,837.8)

Source : Excepting for remittances. data come from World Bank, Bangladesh: Economics
and Social Development Prospacts, Report No. 5409, April 12, 1885.

A comparison of the remittances with the different components of the
current revenue earning of the country would better demonstrate their
relative importance. Remittances have been much greater than the
non-revenue earnings. Even in the case of tax revenues, remittances
would cover more than three fifths of the total since 1982/83. They have
all along been much higher than various tax revenues. Remittances come
to much more than the Customs Duties the most important source of
revenue for the country, and has been so consistently. Moreover, they
have been many times higher than Income Taxes.

4.4 : Remittances and Some Macro Indicators :

Table 15 contrasts overseas remittances with some macro indicators of
the country. Remittances account for about 6 percent of the GDP during
1982/83 and 1983/84. Remittances are much greater than the
country’s gross domestic savings.

The importances of overseas remittances can be appreciated better if
compared to the total credit/loans which have been issued for
agricultural activities and industrial development. Overseas remittances
are many times higher than industrial loans disbursed by the Bangladesh
Shilpa Bank (BSB) and the Bangladesh Shilpa Rin Sangstha (BSRS)
over the years. During 1983/84, for instance,

23
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Table-15
Overseas Remittances in Relation to Macro Indicators

(in percentage)

1980/81 1981/82 1982/83 1983/84

DIFFERENT FINANCIAL INDICATORS

Gross Domestic Product 3.16 383 5.91 5.60
Gross Domestic Savings® 136.11 104.79 365.51 147.42
Agricuatural Loans issued by

Major Financial Institutes . 17874 20813 239.48 149.08
Loans disbursed by BSB and BSRS 560.52 85419 149794 2021.50
REMITTANCES (Tk. in millions) (6,178.10) (8.396.70) (14,949.30) (14.837.80)

Note : a, At market prices
b. BSB. BSRS refer to Bangladesh Shilpa Bank and Bangladesh Shilpa Rin
Sangsta respectively.

Source : World Bank. Report No. 5409; Bangladesh Bank.

remittances were more than 200 percent higher than the loans disbursed
by these two major institutions together. Similarly, remittances greater
than agricultural loans provided by various commercial banks, and
specialised banks such as Bangladesh Krishi Bank and Bangladesh
Samabaya Bank.

4.5. Remittances and the Annual Development Programme

The purpose here is to judge the potential capability of remittances to
finance the development expenditures of the government. Specifically,
we ask, had it been possible to divert these remittances into various
sectors, what role could they have played in enhancing the development
process keeping in view the current resource availabilities.

As compared to the Annual Development Programme (ADP) of the
country (see table 16) overseas remittances come to more than one
quarter of the ADP in 1980/81 rising to about half the ADP in 1982/83.
Much more significant are remittances vis-a-vis sectoral allocations in
the ADP. Overseas remittances are many times, higher than resources
allocated for individual sectors separately. In the case of agriculture, for
instance, ADP allocations during 1983/84 would have been equivalent
to less than one third of the remittances received during that period; for
industry it would be about one fourth. Resources allocated for
eduacation and training in the 1982/83 ADP were less than 7 percent of
the remittances received. ADP allocations for manpower and
employment would be very insignificant compared to the inflow of
remittances,
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Table-16
Overseas Remittances and the Annual Development
Programme

(in percentagse)

1980/81 1981/82 1982/83  1983/84

ANNUAL DEVELOPMENT PROGRAMME 26.16 3092 4782 4295
Agriculture 182.04 227.06 316.66 316.98
Rural Development 82758 745.05 1288.73 1604.00
Industry 184.05 228.36 475.34 377.00
Transport 165.21 22085 305.52 571.00
Physical Planning & housing 86916 1392.00 1967.01 2132.00
Education and traning 83888 784.00 1377.00 1081.00
Manpower and Employment 5802.00 4141.00 7292.00 4833.00
REMITTANCES (Tk. in million) (6.187.10) (8.396.70) (14.948.30) (14.837.80)
Note : Figures contained in the table refer to remittances as percentage of the respective
item.

Source : Excepting for remittances, data come from World Bank, ibid

It is quite evident from the above that overseas remittances have great
potentialities to finance development activities in the country. provided
such resources could be properly tapped and diverted into various
sectors in the economy, the overall investment-both total and sectoral,
would have increased significantly.

4.6. Employment Promotion and Remittances

There is no data available to show the employment potentials of
remittances. However, some idea about the same could be derived based
on some assumptions. Given the level of un— and underemployment,
mass poverty, lack of foreign exchange and investible surplus, the
current flow of remittances could have contributed significantly towards
increased investments and ecployment opportunities. Even if a half of the
remittances coming into the country is productively used the job
opportunities thus created would have provided employment to
thousands.

Assuming an investment/employment ratio of 20,000 : 1, for instance,
even if a half of the remittances coming into the country during 1983/84
(14,838 million taka) were used for investment purposes, this would
have generated job opportunities for about 370 thousand people. If the
investment/employment ratio is raised to 40,000:1 (not too
unrealistic), the corresponding job openings would have been 185,000.
Such employment effects will be much higher if ail indirect employment
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opportunities thus created are also taken into account. One should not
further that the above estimates relate to the use of remittances coming in
one single year. However, if the total flow of remittances overtime is
taken into account the corresponding job opportunities will be many
times higher than the number of people migrating abroad.

Summary and Conclusion

Overseas remittances have been among the most tangible aspects of
manpower exports from Bangladesh. They are now a major source of
foreign exchange earnings for the country and disposable income for
thousands of migrant households, and an important catalyst behind
various economic activities in the country.

The purpose of the paper has been to probe into the various aspects of
overseas remittance, and to put them into their proper perspective.
Overseas remittance have been shown to comprise four important
components, i.e., cash remittances through official and private channels,
goods imported out of the savings abroad either along with normal
imports of the country or as accompanied baggage of incoming
passengers. '

Remittances in the form of cash sent through official channels
increased many fold over the past few years. From a nominal figure of
taka 744 millions during 1976/77, remittances increased to about taka
15,000 millions during 1982/83. However, from December 1982, the
period registering the highest level of remittances ever, monthwise, the
trend of remittances has been downward. Lately there has been some
signs of improvement in the flow of remittances. Such flows are however
rather erratic.

Whilst remittances through unofficial channels and in the form of
accompanied baggage of arriving migrants would account for a
significant portion of migrants’ overseas savings, data constraints
preclude any proper estimation of these remittances. Based on whatever
information that is available, remittances in the form of accompanied
baggage do seem to account for a sizeable proportion of cash
remittances. if information on the different components of remittances
were available, remittances would have been much higher than what is
shown in government statistics.

The importances of overseas remittances to the economy would be
better appreciated if compared to export earnings, import payments,
balance of payments deficit, external and internal resources of the
country, development financing, etc. Remittances are equivalent to a
singnificant proportion of export earnings; they could have paid for the
major imports of the country; and compared to the level of the balance of
payments deficit of the country they are quite significant. The importance
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of remittances’ is very much evident in comparison to the Annual
Deveopment Programme of the country, more so in contrast to the
sectoral allocations in the ADP. Flow of remittances is greater than the
allocations in ADP for sectors such as agriculture and industry. Finally,
overseas remittances have great potentialities for creating job
opportunities.

A proper appraisal of the level of remittances and their respective
importances would require an improved data base. Remittances in
foreign exchange should be reported in all currencies in which they are
received. and published alona with taka remittances. Efforts should be
made to further improve statistics on the inflow of remittances in the form
of accompanied baggage. Lastly, efforts should be made to device
means to properly appraise the level of remittances coming through
unofficial channels. Otherwise a significant proportion of remittances
would remain unaccounted.
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The Role of Aid Financing in the
Annual Development Programme
of Bangladesh : A Sectoral
Analysis
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l. Introduction

The economy of Bangladesh is generally known to be heavily
dependent on foreign aid. Even the revenue budgets cannot escape the
mark of this dependence. On average over the past decade i.e. from
1974-75 to 1983-84, 33.1% of the total revenue earnings came from
custom duties alone. (Appendix, Table-1). When one remembers the
fact that on average through all these years more than half of the import
budget was financed by foreign aid the dependence of our revenue
budgets on external aid flows becomes even more focussed. For details
see [3].

But if the dependence of the revenue budgets on foreign aid is
somewhat discreet, development budgets in our country are very overtly
dependent on external aid flows. Again, with time this dependence is
only increasing. If in the early seventies project aid financed only about
one-third of the total government expenditure, then in 1983/84, for
example, this has risen to the level of 51.1% (Appendix, Table-2). But
even this does not fully express the extent to which our development
efforts at present hinge on external assistance. '

As is known, project aid forms only one of the components of the total
aid that is being received by Bangladesh. Although the relative share of
project aid in the total volume of aid has tended to increase over time,
even in recent years non-project aid (i.e. food and commodity aid)
continues to constitute about 52.6% of the total aid flow into the
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country. (Appendix, Table-3). The government generates counterpart
funds by utilising these aided commodities within the economy which
can then be rechannelised to finance Government of Bangladesh (GOB)
furded projects or the GOB components of the otherwise aided projects
included in the Annual Development Plans (ADP). thus the ratio of
Project aid in the volume of total development expenditure does not fully
reflect the aid dependence of our development budgets. One has also to
know the volume of commodity aid that has actually entered into the
GOB funded share of the development budget through carryover from
the revenue account.

All this indicates that our dependence on external assistance is
overwhelming. As a result it is popularly believed that without aid all our
development activities could come to a standstill. Over the years we have
become unable to finance even the local expenditure of the projects
which are now being taken up by the donors for financing as part of
what is known as Programme Loans. This involves assigning parts of the
taka cost of a project to the aid budget for reimbursement by the donor in
foreign currency. A progressively larger number of projects now tend to
carry a reimbursible component. The fact that we are finding it
increasingly more difficult to finance on our own account the local
expenditure of the projects, and are foreced to seek funds from the
donors for this purpose, indicates that the domestic savings gap as well
as the foreign exchange gap has emerged as a major constraint to the
development effort in Bangladesh.

The coverage of the paper

In order to understand the extent of aid dependence in the
development effort in Bangladesh it is necessary to trace the sources of
financing in the ADP. Estimates of aid flows, presented at a high level of
aggregation conceal the reality that many sectors of the development
process in Bangladesh are more dependent on aid than others. Once this
differentiation in the incidence of aid dependence is established we can
try to understand how different components of the economy are linked
up with aid. this paper will limit itself to the task of reviewing how far aid
is important to sustain the development activities in different sectors of
the economy. This will enable us to examine whether aid was literally
indispensable for the whole development effort or whether there was
scope for substituting aid by increased efforts in domestic resource
utilisation; in other words, whether it is possible to do away with aid and
yet carry on the development effort momentum in different sectors either
by re-fixing the priority in project selection, rationalizing the project
designs or by relying more on domestic capacity utilisation. These are the
issues that will be raised in subsequent sections of the paper.
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The paper has been organised in the following way. Section Il narrates
the methodology used for assembling and analysing the data set.
Section 111 forms the main body of information and analysis. While in
section IV we will try to put together some of the findings and bring out
their proximate significance for the development process in our
country. )

1. Methodology

The methodology that we follow here may seem to some to be a bit
arbitrary. But this is so because we chose to be indicative rather than
conclusive. For bringing out the sectoral pattern of aid dependence we
selected the year 1983/84. This particular year was chosen not because
of any desirable statistical property, but just because of the fact that this
would show us the latest position prevailing in this regard, a position that
has evolved over the past years. Although it has not been presented here
but it can be seen on the basis of Annual Development Plans of recent
years that the sectoral pattern of aid dependence would not be
significantly different if we would have chosen some other year in the
recent period as the reference year instead of 1983/84.

111. Aid Dependence in Different Sectors

Calculated on the basis of the revised Annual Development Plan
(ADP) of 1983/84, project aid constituted 51.1% of the total
development outlay for that year. The total number of projects included
in the ADP was 992; of them 427 (43%) had a project aid component.
But usually the projects involving foreign aid were the larger ones, hence
the allocation for foreign aided projects constituted as much as 78% of
the total development expenditure. Thus the 565 projects which
involved no foreign aid accounted for only 22% of the ADP allocation,
although numerically they formed the bulk (57%) of the ADP list. That
this pattern of dependence of the ADP on project aid did not differ much
from the earlier years can be seen from Appendix table 4, which shows
similar indices over the past years.

But these aggregate indices of dependence of ADP on project aid
conceals significant inter-sectoral variations. It has now become
conventional for the ADP to divide the economy into 18 development
sectors, with a small amount remaining unallocable. In 1983/84, for
example, the unallocable component accounted for about 14% of the
total development outlay. But for 1983/84 this amount was
exceptionally high beceuse of the special allocation made for the first
time for the new Upa-Zilla administrative structure. In fact allocation for
this purpose alone accounted for 70% of the non-sectoral
allocation.
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Details of the inter-sectoral variations of the indices of dependence on
foreign aid can be seen from Table-1. In terms of the number of foreign
aided projects as a percentage of the total number of projects (Index-A)
the sector with the highest indices of dependence were found to be
Natural Resources (85%). Power (83%), and Population Control &
Family Planning (80%). At the other end of the spectrum were sectors
such as Sports & Culture (03%), Education and Religious Affairs (15%),
Physical Planning & Housing (18%) and Transport (17%). Agriculture
with 50% and Industry with 63% of their projects being foreign aided
showed an higher than average aid dependence, whilst Communications
(37%) and Health (28%) were lower than average.

But the numercial incidence of aided projects does not accurately
reflect the foreign aid intensiveness of any particular development sector,
because, as has been mentioned earlier, the aided projects tend to be the
larger projects apporpriating much more resources within the ADP than
the non-aided ones. Thus in terms of allocation for aided projects as a
percentage of total sectoral allocation, (Index-B) indices of aid
dependence escalate to more than 90% for a number of sectors. Among
these were, for example, Power (99.6%), Natural Resources (98%).
Population Control and Family Planning (97%), Scientific and
Technological Research (95%) and Public Administration (95%). In
these sectors it would appear that virtually the entire sector ADP was
committed to the execution of aided projects. At the lower end of the
scale were sectors such as Sports & Culture (6%), Social Welfare,
Women Affairs and Youth Development (17%), where the bulk of
sectoral development was located in non-aided projects. Physical
Planning and Housing (47%), Transport (49%) and Education and
Religious Affairs (59%) were sectors somewhat in between the
extremities of low and high dependence where the ADP was shared
between aided and non-aided projects.

But if we want to know the dependence of a development sector
specifically on project aid, the most accurate index will be the project aid
volume as a percentage of the total development budget allocation for
the sector (Index-C). For the ADP as a whole 51.1% was funded by
project aid (Table-1). As for individual sectors the highest indices were
for sectors such as Population Control and Family Planning (78.5%),
Scientific and Technological Research (72.6%), Natural Resources
(70.8%) and Power (69.1%). At the other end were sectors such as
Sports & Culture  (3.6%), Social Welfare, Women Affairs and Youth
Development (15%), Mass Communications (20.4%), Communications
(22.7%), Education and Religious Affairs (23.9%) and Transport
(29.6%).

A mere listing of the sectors in order of the degree of dependence on
foreign aid according to different indices of dependence shows that

24
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Table-1
Incidence of Foreign-Aid in Different Sectors
(Based on Revised ADP of 1983-84)

Index-A Index-B Index-C Project aid as % Relative weights
Sl Sectors No. of Allocation for  Project Aid as % of the of the sector.
No foreignaided fareign aided of the total atlocation for the calculated on
projects as % of projects as % of allocation foreeign aided  the basis of
total no. of total allocation projects sectoral
projects aliocation as %
of all sectnr
total
1. Agricufture 85 B4 52.3 822 137
2. Rural Development €6 81 624 713 s
Institution. Dav
Boards
3. Water 65 82 404 489 136
4. Industry 63 88 56.9 641 96
5. Power 83 899.6 69.1 69.4 1686
6 Net. Resources 85 a8 708 725 63
7. STR. 53 g5 7286 T6.6 08
8. Transpon 17 49 298 60.7 76
8. Communications 37 70 227 325 16
10. Mass communica- 50 70 204 294 04
tions '
11. Physical Planning a8 47 338 718 a2
& Houwsing
12, Education and 15 59 2389 40.2 38
Religious Affairs
13. Sports & Culture 03 6 36 578 03
14, Pub, Administration 64 95 382 413 0.3
15 Population conotral 80 a7 785 80.7 3
& Family Planning
16. Health 28 76 334 438 23
17. Soc. Welfare, Women 28 17 150 873 04
Affairs, youth Dev.
18. Labour & Manpower 40 86 59.2 884 07
Development

Sector Total 43 78 511 653 100.0

there is a rough correspondence in the order. Sectors in the upper
echelons of dependence in terms of number of aided projects as a
percentage of the total number of projects, are also those which come to
the forefront in terms of allocation for aided projects as a % of total
allocation or in terms of project aid volume as a percentage of total
allocation. But this correspondence remains only proximate since the
exact orderings according to different indices do not fully
correspond.

Table 2.1, 2.2 and 2.3 put the various sectors into five ranges of aid
dependence according to the three different indices mentioned above.
The shifting of the sectors from one range to another with the change of
index chosen indicates the relative variation in the degree of
correspondence of the orders. This can further be explored by
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constructing matrix tables with two indices on two axes and cou nting
the incidence of sectors in the diagonal slots (Appendix, 5.1, 5.2, 56.3) .
Whilst the smaller number of sectors in the slots above the diagonals
would indicate a lower aid intensiveness of the similarly placed index
(e.g. Index A in relation to index B in Appendix, Table 5.1).

Aid for the ‘core’ projects

Since 1975/76 it has become conventional to identify a core within
the Development Plan and designate projects included within it as core
projects (the rest being named as non-core projects). This implies a
prioritication in project implementation in the plan. The process was
initiated in the wake of the 1973/74 upheaval in the world economy
which made the targets of the First Five Year Plan (1973-78) quite
insecure and necessitiated the identification of a core plan to be taken up
for implementation based on the availability of external resources, for the
subsequent.part of the plan period. But even to this day identification of
projects into “core” and “non-core” has remained rather elusive. Even
the latest IMED report had to recognise that there is no criterion for
identification of a project as a core-project. The absence of any criterion
for categorising core projects was causing problems in the
implementation of the directive of the National Economic Council (NEC)
to reduce the number of core projects (IMED report, for the year
1983/84, October 1984). Given the prioritisation associated with the
core projects it was expected that aid-dependence would be much
higher in case of core rather than for the non-core projects. However in
the absence of any explicit ¢riteria for prioritisation it is not clear if a core
project does receive priority in being assigned aid or whether the
availability of aid for a project secures its selection in the elite category of
core projects.

This correlation between aid prioritisation and core categorization is
corroborated by all the three indices of foreign aid dependence we have
so far cited (Appendix, Table-6). For example, if in terms of number of
projects the core contained 52% of the projects as aided, in the non-core
part the number of aided projects constitued 35% of the total number of
projects. In terms of allocation, the differential was even higher. If for the
core part 98% of the allocation was for aided projects. then for the
non-core part aided projects accounted for only 53% of the allocation. In
terms of volume of project aid as a percentage of the total allocation, for
the core part this comes to 53%, while for the non-core part it is 39%. But

1. The higher number of sectors in the slots above the diagonals would indicate more aid
intensiveness reflected in the index put along the X -- axis (e.g. Index B in relation to
Index C in Appendix, Table 5.3).



Sobhan, Islam : Role of Aid Financing 191

this trend was not valid for all the sectors. Thus in terms of index A
sectors such as Rural Development & Institutions, Natural Resources,
Communications, Sports & Culture, Public Administrtion and Population
Control and Family Planning come up with the opposite trend i.e. the
non-core category contained a relatively greater number of aided
projects than the core sector (Appendix, Table-7). In terms of index B,
i.e. allocation for aided projects as a percentage of total allocation, 5
sectors viz. Rural Development & Institutions, Industry, Natural
Resources, Sports & Culture and Social Welfare, Women Affairs & Youth
Development came up with the opposite trend. Here the volume of
project aid formed a lower percentage of the total allocation in case of
the core projects compared to the non-core projects. In any case, in
aggregate, as has been already mentioned, the volume of projectaid as a
percentage of total budgetary allocation proved to be higher for the core
compared to the non-core projects.

IV. Summary and Conclusion : The Criticallity of foreign aid

An overview of the annual development programme indicates that
project aid is an important factor in the realisation of the programme.
However the significance of this aid varies considerably from sector to
sector. If we look at the three measures of aid intensity we see an element
of overlap between sectors where aided projects dominate both in
numbers and in relation to commitment of funds within the sector.
However, within the aided projects for each sector the Government of
Bangladesh (GOB) contribution varies thereby determining whether aid
intensity is high for a particular sector.

On all counts the Power and the Natural Resources sector emerge as
the most aid intensive. This would appear to reflect the fact that mostly
aided projects, with a high foreign aided component tended to be
incorporated into the ADP for these sectors and the drilling and mineral
exploration projects have traditionally been made contingent on aid
availibility to make them effective.

In contrast, Scientific and Technical Research has fewer aid financed
projects (53%) but these claim 95% of the sector budget. The aided
projects themselves tend to have a high aid component (73%). This
again indicates that a large number of small non-aided projects tend to
be included and survive as the neglected component of the sector
programme,

Other sectors with high aid intensity on all three counts include,
Population Control and Family Planning and Rural Development and
Institutions Population Control has 80% of its projects under aid with
these projects claiming 97% of the aid budget. The aid commitment for
the sector accounts for 78.5% of their budget which is the highest aid
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component for all sector budgets. This evidence confirms the priority
which donors invest in the Population Control programme which in turn
encourages aid use and crowds out domestically supported
programmes.

The importance of aid in the Rural Development and Institutions (RDI)
programme is however a more recent and more questionable
development. Not only does the sector have a large proportion of aided
projects but these consume 81% of the sector budget. 62.4% of the total
sectoral allocation comes from aid.

Other sectors where aided projects crowd out non-aided projects in
the ADP share are Industry (89%), Water (82%), Public Administration
(95%) and Labour and manpower development (86%). Though here
both Water and Public Administration, even within the aided projects,
have a large GOB component.

It is 2 matter of some uncertainty whether even projects with a high
GOB component will get taken up in the ADP if aid was not availible.
The dominance of aided projects in the share of the ADP budget (Index
B) would thus appear to be the dominant measure of aid criticality. By
this count as shown in Table-1. Power, Natural Resources, Population
Control, STR, Public Administration, Industry, Labour and Manpower
development, Water and Rural Development, which together account for
54.1% of the ADP, would today have some difficulty in sustaining a
development programme without access to aid.

In contrast the step-children of the ADP cover such areas as Sports
and Cultrue, Social Welfare, Women Affairs and Youth Development,
which count for little in their claims on the ADP, and even Physical
Planning and Housing and surprisingly Transport (49%). Education and
Religious Affairs where 59% of the projects are aided occupies
something of a middle ground.

Aid #inancing for local costs

The above account of aid intensity of our development budget and the
inter-sectoral variations in this regard brings out the following points of
importance. First, for some of the sectors aid dependence is total, almost
all the major projects in these sectors being aided projects. Secondly, the
traditional association - between import-intensiveness and
aid-intensiveness is undergoing significant change. The phenomena of
the ‘reimbursible component of Project Aid" epitomizes this
metamorphosis. Project aid is no longer assuming the task of financing
imports of the critical inputs necessary exclusively for the project;
increéasingly it is appearing in the role of financing parts of the local costs
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of the project. This has now created the scope for all sectors in the ADP
to be equal claimants of foreign aid. As a result we now find that a sector
such as Rural Development and Institutions, involving very little in the
way of imports has become one of the most aid-intensive sectors of the
economy.

Even the static picture of a particular year (1983/84) bears out the fact
that the aid-addiction of the economy is growing. The increasing volume
of RPA only symbolizes this current trend. To the extent that
aid-financed development strategy is leading us to a situation where we
are increasingly proving unable to finance the local costs of any
investment programme from our own savings, the negative correlation
between aid and domestic savings becomes more comprehensible. A
more in-depth analysis is however necessary to bring out the causal
basis of this observed correlation between high aid dependence and a
low capacity for domestic resource mobilisation. This is however beyond
the scope of this paper.
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Appendix Table-1

The share of custom duties in the Total Govt. Revenue
Earnings
(Based on Revised Revenue Budgets for different years)

{Million Taka)
Year Total Revenue Custom duties Custom duties as % Excise
Earnings of total revenue

1972/73 22355 697 31.20 550
1873/74 3939.1 1187 3013 836
1974/75 68371 1517 2219 1504
1975/76 10284.2 3486 34.00 1819
1976/77 9960.9 2890 29.01 2030
1977/78 10981 3840 34.97 2200
1978/79 15813 5187 32.80 2493
1879/80 15333 6254 40.79 2088
1980/81 17551 6425 36.61 3145
1981/82 25725 8277 3217 4543
1982/83 27107 8100 3357 4800
1983/84 33446 13300 39.77 5260

Weighted average : 33.10

Soruce : B.B.S. Statistical Year Books 1983/84, 1978/79
Appendix Table-2

Share of Project Aid in the Govt. Development Expenditure
(Based on Revised Annual Development Plans)

(in lakh)
Year Total Project Aid Project Aid
Development E.C Tk. Total {Total) as % total
Expenditure Dev. Exp.
1972/73
1973/74
1978/79 147047.00 1120242 48500.00 57702.42 39.24
1979/80 207000.00 6266216 1354968 76211.84 36.82
1980/81 270000.00 9627366 1704457 9797817 36.29
1981/82 301500.00 B80195.82 198804.18 100000 33.17
1982/83 270000.21 75497.95 253804.03 101301.98 37.62

Weighted Average : 36.61

Sources : Revised ADP 1978/79, ... ... 1982/83.
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Appendix Table-3

Relative Shares of Project, Commodity and Food Aid in the
Total Aid Volume for Different Years
(Based on the statistics of E. R. D.)

Project Commuodity Food Aid total

Year Aid Aid Aid Disbursed
(%) (%) (%) (in 000 US Dollars)
1972/73 14.50 52.39 33.10 551 444
1973/74 26.96 23.46 49.58 461,328
1874/75 1592 41.70 42.41 901,294
1975776 15.53 45.68 38.79 808,224
1976/77 29.75 47.45 22.80 533,082
1977/78 33.37 4517 21.46 828,596
1978/79 35.76 46.85 17.39 1,029,974
1979/80 3844 30.91 30.65 1,222,449
1980781 4882 34.26 16.92 1,147,216
1981/82 47.27 34.09 18.65 1,236,128
1982/83 47.43 33.58 18.99 1,345,528
1983/84 4873 33.82 17.45 1,375.000

Source : Ministry of Finance; External Resource Division.

Appendix Table-4

Dependence of ADP on Foreign Project Aid.
(Based on revised ADPs of different years)

No. of foreign aided allocation for foreign Project aid as-% of the
Years projects as % of total no. aided project as % of total allocation

of project total allocation
1979/80 27.52 6216 32.36
1980/81 30.10 68.16 36.29
1981/82 28.26 63.77 33.01
1982/83 36.61 68.97 3752
Source : Revised ADP 1979/80, ... ... ... 1982/83.
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Mathematical Models as Aid to
Planning in Bangladesh : The
Issue of Self Reliant
Development

SHAHABUDDIN MOSHERRAF HOSSAIN*

The issue of gradual reduction of aid dependence has been on the
agenda of planning for a long time. The paper briefly discusses the
successive five year plan models noting that they are not intended as tool
for planning self reliant development. In this context a model developed
by Prof. W. Haque (and which is currently being estimated at BIDS)
intended to explore the self-reliant development possibilities of the
Bangladesh economy during the perspective-plan period has been
presented. Its distinctive features and points of departure from other
approaches is then highlighted.

I. Prefatory Statement

An issue which has long been in the forefront of the planning debate
in Bangladesh is the possibility of self-reliant development by reducting
the reliance on foreign aid. Excessive dependence on foreign aid it is
argued, distorts economic structure and the social priorities and creates
lasting bias in the policy making process, considered detrimental for the
longrun national economic development. Mareover, it typically involves
grave social and political costs (e.g. loss of soverignty) resulting in
perpetuation of the status quo., a factor not quantifiable, but are clearly
perceived by the members of the society. But ane can’t do away with
foreign aid suddenly as this under present situation would mean
stagnation and paossibly chaos. Aid is required to finance import of food,
inputs and capital goods considered very crucial both for maintaining
current output (and employment) and making investment in new
capacity thus contributing to growth of the economy by easing the
foreign exchange constraint.

Foreign aid clearly affects all the macro-economic variables like
consumption, savings, investement, export, import, econimic growth etc.

Lecturer Department of Economics, University of Dhaka.
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both directly and indirectly. To plan reduction of foreign aid, resources
allocation and sectoral expansion plan need to done in such a way that
domestic resources are mobilized to the fullest possible extent without
unduly sacrificing growth objective, in the long run.

Clearly formulation of such long term plan necessiates some kind of
quantitative framework to analyse intersectoral and intertemporal
implications, taking into account the general equilibrium interactions
and feedback of the macro-variables involved. Economy-wide
Mathematical or statistical models are intended to provide such
framework. The models if carefully constructed could provide deep
insight on the alternatives open to society, the tradeoffs involved and
consistency of a set of targets. However it is important to realize that
much of the richness or weakness of planning models stem from its close
relationship with underlying economic theory. In so far as the theory is
an inaccurate description of what really goes on in developing
economics, formal planning based on the model is likely to be weak to
say the least.

In Bangladesh even though the statesmen, planners, policy makers at
all level repeatedly assert the goal of reducing external dependence over
the perspective plan period, there has hardly been any attempt to model
the quantitative implications of self-reliant development in the long run.
In this light here an attempt has been to briefly review the mathematical
models that have been put foreward as an aid to planning in
Bangladesh.

Il. Reducing Aid Dependency : A Review of Plan Models.

The macro-model for the Second Five Year Plan (SFYP) was basically
an input-output based multisectoral consistency model’. A consistency
model typically provides allocation of resources (e.g. investment, foreign
exchanges) in such a way that the sectoral output levels are consistent
with some given consumption or income targets; consistency in this
context meaning that the supply of each sector's output is matched by
demand generated by intersectoral and finanl use at base year relative
prices. To the extent that targets are flexible, there may be many such
feasible plans. The SFYP model [2] though contain some innovative
features (e.g. assigning priority to ‘basic needs’ consumption, strategy of
considering SFYP as the initial period of longer term Perspective Plan for
development etc.) didn’t explicitly attempt to explore the possibilities of

1. No published document exists specifying the technical frame underlying the FFYP
(First Five Year Plan). However in the words of the Deputy Chairman of the then
Planning Commission it was a simple consistency model based on a 33 sector input
output table [1].
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reducing foreign dependence over the years. The inflow of foreign aid in
the model has been specified as residual in the accounting sense.

£ = Mc.m. — E* — NFY* —OCT"

F - net capital inflow from rest of the world.

]'\fL'::if - agregate import payments at c.i.f. prices

E* ' - agregate export earnings at f.0.b. prices

NFY* - net factor income from abroad

ocT* - other current transfers from rest of the world

(remittances)

*All variable marked with asterisk are exogenously specified in the
model.

Thus here it is exogenous output growth target, that determire the
requirement of foreign aid through imports (import is linked to output
through fixed co-efficients). The choice between alternative growth
targets in this class of model is essentially arbitrary. Some criteria of
optimization, lacking here may become indespensable in the long
run.

Detailed information is not available regarding the structure and
characteristics of the macro-model underlying the proposed Third Five
Year Plan-TFYP (1985-90) of Bangladesh. Available scanty evidence,
however suggest that the model belongs to the class of Applied General
Equilibrium (AGE) models [3,4]. Supply and demand relationships of
thirty nine commodities have been specified. The Govt. and the different
social ‘classes’ constitute the actors of the model. The economy-wide
model distinguishes ten different social classes of which six are farmers
and the rest rural and urban nonfarmers.

Foreign aid (and remittances) in this model has been specified as
exogenous and is expected to grow at a fixed rate. Import and exports are
basically endogenous, determined largely by price elements. It appears
that imports in the model has been treated as. competitive.
Complementary aspect of imports considered important in a developing
economy don’t seem to have found a place in the model.

The AGE models are basically geared towards analyzing the effects of
policy changes (such as changes in tax rates, imposition of tariff or
quota, granting of export of food subsidies or sudden exogenous change
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in price or reduction/increase of a supply of commodity or foreign aid)
on a variety of macrovariables ; distribution of income among the social
classes, govt. revenue, levels of output and prices etc. But in such
models there is no optimization framework based on some explicit
preference/objective function, in which planners and policymakers are
usually interested. If the planner objective is to pursue a self-reliant
development strategy within a planning horizon, then AGE. Models are
clearly not the appropriate framewaork as it is poorly equipped to analyze
the long run implications of debt minimization goal given certain
constraints (or maximizing growth given a certain degree of dependence
on foreign aid). In this context a macro-model developed by Prof. W.
Huq [5] and presently being estimated at B.l.D.S. (Bangladesh Institute
of Development Studies) is worth noting. The model is of optimizing
variety where implications of minimizing aid dependence (or gradually
reducing the dependence to a certain level) on the real side of the
economy have been investigated.

ITI. Planning for Self-Reliance- A Suggested Model

The model is of multisectoral, multi-period linear programming type,
geared towards exploring the self-reliant development possibilities of the
Bangladesh economy during the Third Five Year Plan (TFYP) as well as
the Perspective Planning period. It builds on the following structural
components.

(a) Foreign Borrowing :

This macro-variable lies at the centre of the analysis. Foreign
borrowing at any period is defined as the difference between foreign
payments and foreign receipts during that peroid. Foreign receipts are
derived from exports and exogenous transfers (remittances and grants)
while foreign payments are made due to debt servicing i.e. amortization
and interest payments on pre-plan and new loans (incurred during the
plan period) and payments in imports used as final consumption,
intermediate inputs and capital goods, Debt accumulation (D,) in any
period may be expressed in terms of the following difference
equation.

D, =(1-£)Dy 4 +(E+P) Dy 4+

=(1+P) Dt-1 +2
where £ +p represents the expected rate of amortization and interest on
foreign loans to be negotiated during the plan period and t represents
the net import payments including amortization of foreign loans.
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=bg * Ty * TEm A Ky +=M 2. -5Bs - Fy

S - Total no. of sectors
T - Plan period

rs=1, 2-=--=--- S (subsrupt.)
)'(st - gross output of sectorls in year t
Est - export from sector s in year t
Msr - import into secror s in year t for consumption
zsr - capital formation from sector s in year t
M = proportion of Zst that is imported
Wit - (-My) Z
a = current input of sector per unit of output of sector s
Mrs - proportion of Ars that corresponds to imports into
sector
bt - debt servicing in year to due to pre plan loans
F = exogenous transfer in year t

1

(b) Capital Accumulation :

Given the gestation lag (Ts) and annual sector specific depreciation of
capital supplied by sector s, (S) we have the following difference
equation that governs capital accumulation in each period.

Kst = 8K, 1 * Zs,tr gt

where I(sl respresents total fixed capital available in sector s inyea: t.

(c) Minimum Sectoral Gonsumption

The model specifies a minimum level of sectroal consumption to be
maintained in each year. The lower bound on secroral consumption (C )
may be derived from the per-capita basic needs consumption targets of
the base year and the projected population growth each year.

PE e
st st
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(d) Sectoral Balance

Soctoral balance equation in a standard input-output framework
ensures consistency in macro-projections through. equality between

supply (domestic production plus imports) and demand for each sector
in the economy.

xst*mst"‘ﬁmsrasrxrt * Mz =% Esrxrt+cst+zst+Est
I= 132s0e0en- g
8= 1,2400004e0 S

; _ - -M
‘{st'i("'mst}asrxrt cst+Est +(1 o2t Mst

in vector notation

2 =W
(1-%) X, = C_t * Et + W - M, 61 MS) Z 4 std
151 -2 ) = ( (Vo)) then

= W - M 1 2..----.5
X4 = % Vrq (ot * Bt * Vot ot U=

System Constrainsts :

There are several system constraints imposed on the model. The two
most important ones are fixed capital constraint, and cropped acreage
(land) constraint - requiring that their total demand must not exceed the
total availability.

nr~

s

.;51 bsr Xre Kert-1
3 ) P

F-‘l h3+1J: rt KS""I,'b-"I.'

where, bs: respresent fixed capital-output ratio.

b5+1,r respresents fixed land-output ratio.
- represents total cropped land available in year
11,

Apart from these, imposition three other constraints namely, Export
Linit Constraint, Foreign Balance Constraint, Aid Tieing Constraint
makes the model complete. The first one requires that the export level of
particular sector cannot possibly exceed and upper bound (E_)
determined by world demand and domestic supply limits. The Foreign
Balance Constraint ensures that foreign payments don’t exceed receipts.
Finally aid-tieing takes the form that debt servicing must be met from
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receipients own forei?n exchange earnings implying that aid at most
finances only imports”™.

1. Maximum Self-Reliance Model :

Based on this component the Maximum Self-Reliance Model has the
objective to minimize foreign debt accumulated at the terminal year of
the plan subject to the constraints imposed by the availability of fixed
capital, land and feasible growth of exports. This is the first of the two
alternative versions of the model.

The entire model in terms of the objective function and system
constraints in reduced form can be written as follows .

Minimize Debt :
T
- M
TEO(I + 7 [bt-r E § msrasr Evrq S.eq . wa qt}
*r e W, o vEMg o7 B pr) Fyorl
5

with respect to the non-negative variables Et I'\)lt Wt

Subject to the following constraints

Fixed Capital Constraint
t=Te-1

7
I b 2V E_+W._ =M - Ss £ ot%
r °sr g 'rq ( qt gt q‘t) j?:?o (73 ) ws,t-j-'rs" 55 Kso

Land (Cropped Acreage) Constraint : - b FViq € ot

b V(B +W M )ik s 3

% t t ot S+ b
v Tst1,r E Qg g 3 tTF Pseq,r % Vol &
Export Limit Constraint Minium Sectoral Consumption Constraint

&=
-Ent cstz.gst

eq

Foreign Balance Constraint

Feg d o~ B

2. All these expressions can be represented in terms of parameters, predetermined
variables & decision variables of the model.
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Aid-Tieing Constraint

t=s
EE = t
LE (£ + P) Z (1+P) E& (F £ mg,2,,7 M

1 VB 5g Moutosq

AP N M t-C t
+ qfér Bsr8seVrqt -ﬁm-q-) W, t,0-1 2 b-Fy + (C+F) tEo('“P)

[o4-1* 3 mr2srVsq = Sartesi1]

2. Acceptable Dependence Model

The structure of this second version of the model is basically similar to
the first ane accepting the fact that, the abjective here is to maximize
GDP at the terminal year of the plan. An additional constraint has been
introduced to keep external dependence at a permissable level. It is
expressed in terms of a minium acceptable self-reliance ratio (SRR) i. e.
the proportion of total investment financed out of domestic savings
should not fall below a prespecified level (n) determined politically.

i.e. SRR=n

total domestic savings in year T

whole SRR = - -
Total investment in year T

Solution of the Model

The parameter/co-efficients of the model are a brs m

Ts, Ss. f,Candn

The predetermined variables are
sor, l(er1,t. Cst, Est, F!. bt

The parameters and the predetermined variables together constitute the
date- base of the model, to be used to find the optimal solution values of
Wst, and Mst

These woul in turn determine the level of xst, Cst, Zst and Kst

the 3 sets of decision variables namely Est,

in each exercise.

The Acceptable Dependence model would appear to be more realistic
than the Maximum Self-Reliance version. However in this case an
unduly high self-reliance ratio (n) may not yield a feasible solution.
Actual solution of the MSR model therefor may assist in specifying a
realistic value -for the parameter. The Aid-Tieing Constraint may be
automatically satisfied by a solution of the untied aid regime. The L.P.
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(Linear programming) problem of the untied version (without the
constraint) may be solved first. Only if the results don‘t satisfy the
constraint, then the tied aid version may be solved. This is suggested for
both the planning models.

Having exposed the model, it may be useful to highligth the salient
features of the model. The model clearly is an optimizing type and the
principal national objectives of Self-Reliance, Growth and Basic Needs
has been explicitly incorporated into the framework. Since the model is
multisectoral it can be run with as many disaggregative sectors as the
data availability and objectives permit.

Inflow of foreign aid (loans) constitute most crucial macro-variable in
the modle. Given the objectives and structure of the model, the yearly
requirement/flow of foreign aid comes out as the mode! solution. This
means aid inflow is treated as an endogenous variable in the model. One
coult, however, argue that, inflow of foreign aid is certainly variable over
which govt. has very little control — as such it should be ideally be
specified as an exogenous variable. Nevertheless, the rationale of
modeling aid inflow, as an endogenous variable is that govt of
developing countries including Bangladesh usually do have a certain
amount of control with respect to foreign aid, insofar as their
international policies domestic economic activities (e.g. absorptive
capacity) and quality and terms of negotiations can significantly
influence the quantity of aid forthcoming. More important, the required
amount ofaid that come out of such model solution may serve as a
useful device for aid negotitions. Expected rate of interest (P) and
amortization on foreign loans. (L) are treated as parameters in the model
since evidence indicate that from late 1970’s the terms of aid is more or
less stabilized. To the extent that this is not true, the information could be
incorporated through alternative parameter specificatians.

Another distinctive feature of the model lies in its treatment of imports.
Normally non-competitive imports are classified only by sector of origin
(not by destination). But since in multisectoral analysis, import intensity
differs significantly among sectors and goods are in general end-use
specific, projections or analysis based on this method is likely to yield
serious under or over estimation of actual import requirement of an
economy. Thus in this model intermediate imports have been classified
by destination as well relating such imports to output levels through
fixed coefficients (m,g). Import substitution possibilities can thus be
analyzed through changing parameters. For instance (M) proportion of
capital goods that in imported can be viewed as a policy of capital goods
that in imported can be viewed as a policy parameter. In this respect, one
virtue of this linear programming type model is that, the model solution

27
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generates a set of sectoral 'shadow prices’ of resources which is a very
important tool in analyzing industrial comparative advantage to assign
priorities.

Lower bound of the sectoral consumption level in each period (Cg,) in
this model have been treated as exogenous, the level being determined
by basic needs target and possibly also by reasonsable levels of
non-basic needs consumption. The underlying rationale is that govt.
through monetary, fiscal & trade policy can .greatly influence the
composition & level of.these macro-magnitudes. There are however
reasons to believe that the govt. policy tools are inadequate in this
respect. Alternatively as is usually done the consumption sectoral could
be implicity tied to sectoral output level through sectoral expenditure
elasticities, without altering the basic structure of the model. Solution
then could be found through successive iteration.

Another problem relates to availibility of land (cropped acreage)
which is assumed to be exogenously given in the model. But cropped
acreage itself is a function of investment in irrigation which is determined
endogenously in the model. Again this can in principle be handled
throlugh iteration until the solutions converge.

The model is envisaged to be run initially for five years than for ten
more years to see the quantitative implications of Self-Reliant
development. However if the model in run beyond five years, the
parameter values can’t be assumed to remain canstant and thus need to
be adjusted. In the absence of projection of key parameters by the central
planning agencies - this pose a very difficult problem. Particularly the
adoption of HYV rice technology in Crop Agriculture and lumpy capital
intensive investment in certain sectors is bound to seriously invalidate
the assumption of constancy of input-output co-efficients (8rg byg)-
Though there exists vast theoretical litérature on structural change and
substitution possibilities in input-output based models, for the purpose
of estimation of the model, given data limitations, it could be handled in
the following manner. The crop agriculture sector could be divided into
traditional and non-traditional sub-sectors. The input-output
co-efficients of each conglomerate sector is to be determined as the
weighted average of the co-efficients of traditional and non-traditional
sub-sectors. The base year weights would change as time passes
(normally contribution of the modern/nontraditional sector in total
output would rise with time). The weights could be determined looking
at the trend, extraneous information and a priorijudgement. Similar
procedure is suggested for the industrial sectors.
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The Self Reliance Model Compared

Now the question arises whether the issue can be better analyzed
within alternative frameworks : As mentioned earlier the AGE models are
clearly not the appropriate approach for this kind of long term
macro-economic exercise. The model though allowing for more flexible
treatment on the supply and demand side are basically static and focus
primarily on periodic adjustment mechanisms rather than long term
macroeconomic projection. The contenders in this coritext are Chenery
type two gap consistency models and Macro-econometric approaches.
The two-gap models by emphasizing the distinction between savings
and foreign exchange gaps on the one hand and tradable and
nontradable goods on the other focus on the crucial role of foreign aid
into the process of economic growth. In a paper recently published in
BDS journal[6] entitled "External Assistance and the Alternative Planning
Strategies: A Two Sector Model for- Bangladesh” Prof. Akhlaqur
Rahman and Dr. Mustahidur Rahman Presents a two-gap type
aggregative (two-sector) planning model focussing primarily on effects
of foreign aid on domestic saving and resourc mobilization [6]. The
results of the model (based on published data) indicate close positive
link between foreign assistance and domestic savings. Massive increase
in foreign assistance and domestic savings. Massive increase in foreign
aid in the initial years (between 1981-1982 to 1986-87) has been found
to contribute greatly to the attainment of high degree of self-reliance in
the terminal year (2000-2001) requiring planned inter-sectoral shift of
incremental resources to facilitate expansion of output and narrowing
down of trade gap (through import substitution and export expansion)
during the plan period. The work is first of its kind in Bangladesh
provides very useful quantitative insight into the role of foreign aid in our
economy. But as admitted by the authors, the exercise was essentially
agregative ignoring the inter-industry analysis reqd. for planning sectoral
allocation of resources. Secondly parameter changes to capture structure
shifts, could not be done in a satisfactory manner due largely to
information constraint. Moreover since the model is basically of
non-optimizing type,3. explicit preference funtion of planners is difficult
to incorporate in the model.

Some of the assumptions underlying the deterministic input-output
based linear programming model (presented earlier) are: the level of
aggregate demand and capacity utilization don’t matter and that there is
limited short run flexibility resulting from low elasticities of substitution
on the one hand and very low short-run response to price changes on

3. The authors did however make a laudable attempt to introduce some sort of Social
Welfare Function and determine the Optimal level of foreign assistance commensurate
with given level of GNP.
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the other. Stochdstic macro-econometric models in this respect may be
superior to the programming models in the sense that they can
incorporate demand constraint explicitly in the model - a factor clearly
not unimportant for long term projection. But in addition to the important
fact that they are non-optimizing type, these models require large no. of
time series observations clearly lacking in Bangladesh; and in forecasting
exercise it is rather difficult to capture the expected strucural shift in such
models.

IV.Concluding Remarks :

The preceeding discussion tend to indicate that a programming model
may be more appropriate than other models to explore the implications
of pursuing Self-reliant growth strategy in the long run, though it may
not be the right framework-to analyze other major planning issues. But
solutions of such macro-model usually give macro-targets without
providing the micro-entities in physical terms required at least
theoretically for providing a mechanism of implementation. Theory is still
inadequate in this respect, though some developments have occured. In
the context of the Self-Reliance Model. - Haque (1984) suggests a way
through which the micro-implications of the essentially macro-model
could be derived providing the micro-entities in physical terms that are
consistent with macro-magnitudes. This is essentially done through a
method of ‘consistent aggregation’ defining twa sets of value vectors
(weights) used for aggregating flows and stocks, fulfilling certain criteria
of valid aggregation.

In a ‘centrally planned economy’, the resulting physical plan may be
actually implemented by adminstrative fiat but in a2 ‘mixed economy’
micro-details are essentially indicative. As Haque points out through
various fiscal, mometary and trade policies attempts may be mode to
move towards the direction of the plan targets.
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Beneficiaries of Foreign Aid to
Bangladesh
A Conceptual Framework

SYED M. HASHEMI*

Introduction :

The rationale provided by donor countries for granting foreign aid, is
two fold. Firstly, aid is provided for donor “concern™ over Bangladesh's
basic humanitarian need and secondly, for the purpose of promoting
economic development. In both cases the beneficiaries of aid are
supposedly the majority of the people. It is true that benefits do trickle
down to a large section of the people. However, the process of foreign
aid inflow ensures that benefits accrue to a narrow segment of the
population and create a wealthy and powerful class. This paper attempts
a conceptual analysis of the beneficiaries of foreign aid to Bangladesh.
The framework is devised to estimate not only the benefits to the “narrow
segment of the population” but also the benefits received by the much
larger group of people.

Foreign aid benefits can be conceptualized at two levels. Firstly, in
terms of a flow of funds, one can identify a series of groups who receive
a share of the dollars disbursed due to foreign aid. It is through this
mechanism that economically powerful groups within Bangladesh
receive access to funds. Indentors, consultants, contractors, etc. receive
a portion of the foreign aid as “fees” for services rendered. This flow of
benefits is the second conceptual level at which foreign aid beneficiaries
can be identified. The Food for Work program provides employment
benefits to landless peasants. A power plant generates electricity for the
benefit of a large group of consumers. These flows of benefits are
absorbed by a much larger group than the first.

In this paper we will analyse the process of aid inflow and
redistribution to identify the process by which each group lays claims to
foreign aid, and suggest possible methods of quantifying these benefits.
All estimates are based on the ongoing work at BIDS on “Studies on
Planning for Self Reliance in Bangladesh™.

* Department of Economics, Jahangirnagar University. The author is indebted to Ms.
Humaira Noor for research assistance.
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Flow of Funds Abroad :

From December 1971 till June 1983, foreign aid commitment has
amounted to U.S. $ 14,485 million, of which U.S. $ 10,336 million has
been disbursed. However not all of this aid money has flowed into
Bangladesh. Foreign aid money is broken down into foreign currency
and local currency disbursements. Foreign currency disbursements are
meant for expenditures abroad. It is usually spent on purchasing foreign
materials, paying shipping charges, providing fees for foreign
consultants and contractors and payments for training Bangladeshi
personnel abroad. Though foreign currency disbursement beneficiaries
are not all foreign, it is spent abroad and not within the Bangladesh
economy.

Analyses of project budgets indicate that the bulk of aid flows are
made available in the form of foreign currency. Hence the major portion
of aid does not even flow into Bangladesh. A significant portion of the
foreign currency component is spent on the purchase of materials. In
those instances where credit is tied (implying that purchases must be
made from the donor country), prices are usually higher than competitive
prices, thereby providing foreign producers with high profits. Foreign
consultants and contractors receive high incomes from aid sponsored
projects. U.S. freight rates are twice as high as other countries’ but at
least 50% of U.S. products brought in have to use U.S. shipping lines. It
is not that these services are unnecessary but in situations where
payments made are greater than competitive rates, there is definitely a net
outflow of foreign aid meant for Bangladesh.

Flow of Funds
A. Indenting :

The major Bangladesh flow of funds beneficiaries include indentors,
consultants, contractors and bureaucrats.

The indenting business, in the post 1971 period, has provided large
profits to a number of people. it has been instrumental in the process of
“primitive accumulation” that has taken place in the years after the
independence of Bangladesh. The rationale for the indenting business
lies in it providing information to the buyers and sellers for facilitating
market transactions. For their services, indentors state that they are
provided a fee ranging usually around 3% of the total cost. The indenting
commission is specified on the bid document and the BDG pays the
indentor in local currency.

Of course, in reality, decisions are usually influenced by the indentors’
access to state patronage through their links with the decision makers. In
many instances, in fact, the firm receiving the contract may neither be the
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lowest bidder nor providing the superior product. In certain instances the
bid is negotiated even before the tender has been “floated”. Reports of
irregularities in tenders appear often in newspapers. Access to state
patroanage is as important to indentors as it is to all business firms. In fact
most of the big business houses have had contacts high up into the
echelons of power.

Indenting Comminssions are almost always understated on paper. For
foodgrain and commodities the commissions are lowest, less than 2%
and more correctly ranging around 1%. For a “normal” tender above
three crore takas the commission may vary between 2% to 4%. On
machinery and spares the fees are high, about 10%. Commissions are
highest on tied credit because costs are usually highly inflated in projects
on tied credit. Here fees are atleast 10% and more. Though the
percentage seems low the total amount received by indentors for little
investment is extremely high. A 5% indenting commission on 50 crore
taka project amounts to 2.5 crore takas. Since most of it is received tax
free in foreign currency, for a select few it becomes an extremely
profitable profession.

B. Consultants

Consultants are required by the donor countries to design and
supervise projects, and make evaluations. In the case of construction
projects consultants make the design of the project which incorporates
the layout. Concultants also make estimation of costs and specification
of materials. Quite often the bids by contractors are evaluated by the
consultants. Once construction begins, consultants are supposed to
maintain close supervision to ensure that the construction proceeds
according to engineering specifications and in keeping with cost
estimates.

In foreign aided projects, consultants are almost always foreign,
though lately they have been using local counterparts. In tied credit
projects stipulations are usually made in favour of hiring donor country
consultants. In the post 1972 period a handful of efficient Bangladesh
consulting firms have developed. About 20 consultancy firms take care
of the bulk of the work available. Local consultancy firms feel that they
are capable of all civil engineeting consultancy with as good a level of
proficiency as any foreign firms. In other fields too local consultancy
firms can take care of the majority of the projects. Hence the huge
amounts paid to foreign consultants represent an unnecessary drain on
resources.

Consultants receive income not only for their services but also from
contractors as payoffs to facilitate their bill payments. This normally
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amounts to a 3% “fee”. In certain situations consultants can (and do)
favour a specific construction firm by providing them with inside
information on design and specification and thus earning an additional
few percentage points as payoffs.

In the last few years there has been a mushrooming of local
socio-economic  consulting.  Professionals (Social  Scientists,
Statisticians etc.), mostly from the university and research institutes,
have entered the lucrative field of consultancy. It is normal for such
professionals to double or treble (or more) their income from being part
time eonsultants. In a time when real income is fast declining (and was
not too high to begin with), academics have gotten hooked on aid.

C. Construction Contractors

The construction business in Bangladesh was undeveloped in the
pre-liberation period. During that time, the little construction activity that
did take place, was dominated by Pakistani firms. There were of course a
few Bengali firms but it wasn't really till the Zia period (post 1975) that
major construction projects were undertaken and a few major
Bangladeshi firms developed and started getting involved in projects
worth crores of takas.

About 10 major construction firms are responsible for the majority of
the major construction works. There are however several hundred smaller
firms and with the Upazilla development on the agenda, the number of
smaller firms will probably increase.

Contractors’ profits are listed on paper at 15% but usually the profits
range from 20% to 30%. This increases, the higher the corruption. It is
interesting to note that in many projects the contractors quote rates that
are 8% to 10% below the estimated costs (based on market prices). This,
of course, is due to the fact that contractors are well aware that they can
make profits by other means. Engineers (of the government agencies)
and consultants actively collaborate with contractors to ensure high
profits both for themselves and for the contractor.

Contractors earn profits by engaging in mutual negotiations to
increase costs. This happens more often when there is already a list of
prequalified contractors. Most of the big time contractors are close
acquiaintances. It is extremely common for them to sit together and
decide on who would get the specific contract, increase their bids
substantially, and receive a cut from the higher profits without even
having to waork.

Engineers have become extremely wealthy through collussion with
construction contractors. In certain departments, payoffs to engineers
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have been institutionalized with a percentage of total costs being taken
away as engineers’ fees.

Most of the contractors and engineers feel that local contractors can
carry out most of the construction neéds of Bangladesh. The government
strongly discourages this practice even when there are no donor
stipulations to the contract. Most contractors feel that foreign companies
charge ten times as much as local companies. Local expertise has
developed to the point they claim that there can no more be any rationale
for letting foreign firms engage in construction activities.

E. Industrialists :

The new economic policies of the Government with its emphasis on
private capital, have paved the way for governmental loans to develop
industries. The BSB and the BSRS has received foreign assistance to
provide loans to prospective industrialists. However, as indicated in a
BIDS study, the repayment of these loans have been anything but
satisfactory [1]. In fact a significant portion of the loans have not
culminated in the setting up of productive enterprises. What has
occurred is state sponsored transfer of resources to a few hands.

Flow of Benefits

Once a project has been implemented, benefits flow to a large number
of people in the form of employment, consumtion etc. We now turn to an
examination of these benefits.

A. Food and Beneficiaries :

Food aid to Bangladesh since December, 1971 has been 19.53% of
total aid. The distribution of food aid, though providing unequal benefits
to urban people, do serve vast numbers of people. The Public Food
Distribution System provides food aid under several categories. Statutory
rationing accounted for 22% of total food distribution in 1980/81. It
provides rationed food grains, edible oils and sugar usually at lower than
market rates to urban residents of the six major cities. This ration is
essential for the urban poor in holding up their consumption level. 39%
of the total PEDS offtake in 1980/81 was meant for priority groups,
armed forces, police, employees of autonomous bodies, teachers and
students hostels. Modified rationing is provided only after the first two
categories of rationing requirements are met. It covers those rural and
urban people who do not qualify under the first two categories. It is
specifically geared towards providing rations to the lower income people
first. MR has been 12% in 1980/81.

Outside of the rationing system, food is distributed as relief, for Food
for Work program and for open market sales. Disaster relief is provided to

28
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people in disaster stricken areas. The relief distribution system is however
fraught with corruption. In 1972, during the aftermath of the liberation
war, in 1974 after the famine and more recently now in the southern
regions stories abound on the maldistribution of relief material. A
substantial portion of relief food never reaches the intended
beneficiaries.

The Food for Work program was initiated in 1974-75 to create
infrastructural development by providing employment (in payment of
wages in kind) to the rural poor. According to a BIDS study in terms of
providing employment, the FFW program has been fairly successful in
reaching the target group the functionally landless [2]. The benefits
however accrue also to gang leaders, local leaders (chairman etc.) and
Government functionaries who lay claims to the food aid. This is done by
declaring wheat “Loss” between local storage depots and the site of the
project and by underpayment of workers.

B. Rural Development :

Foreign aid sponsors rural development through providing fertilizer,
irrigation, rural credit etc. The new technology however has sponsored
the development of certain classes at the expense of others. The unequal
ownership of land, access to state patronage, has provided the rich
peasants with an unequal access to rural development inputs. It is they
who receive credit and who have access to power pumps eic. They are
the ones that can afford the new HYV package. Consequently the
relative positions of landlords and sharecroppers have changed to the
landlords benefit. Inequality in land ownership. and income has
increased; landlessness has gone up to over 50% at present. Though
employment opportunities have increased real wages have not
increased.

C. Others :

There is in addition a major flow of foreign aid which provide benefits
to a large segment of the population of Bangladesh which cannot be
quantified easily. This class of people will benefit from rural
electrification, from increased food production and of course from the
secondary impacts of demand creation brought about by increased
foreign aid.

D. Secondary Impacts :

In our exercise on aid beneficiaries it is necessary to account for the
secondary impact of aid. The multiplier effect of aid in increasing income,
if measured, would give us a more realistic picture of the importance of
aid or in other words, the real extent of aid benefits. A dollar of foreign
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aid spent for the construction of a power plant provides immediately,
employment opportunities. However the income thus received, when
spent, creates further demand. The day labourers are in many cases
dependent on foreign aid for employment (in aided projects). This of
course not only creates more demand for baskets, spades etc. but also for
street side food vendors, clothing etc. An indentor receiving his income
because of foreign aid could create a demand for anything from car repair
mechanics to local carpets; more and better food etc. With each cycle of
expenditure this list would only increase and show how pervasive aid is
in the economy of Bangladesh.

Bangladesh.

Quantification of Aid Benefits :

Though a quantification of the benefits from aid derived by each group
is outside the'scope of this paper, possible methods of conducting such
an exercise can be pointed to. Quantification of the flow of funds would
be relatively easier. Estimates of indenting commissions (for each type of
activity), of construction profits etc. can be made ' based on detailed
interviews. A breakdown of each foreign aided project would reveal the
expenditure for import of material, for consultancy, for construction etc.
Indenting commissions, multiplied by the amount spent on imports of a
specific material would provide us with the amount of aid flowing 1o
indentors. Construction profits can be obtained through a similar
method. Consultancy fees would appear as a separate category. Of
course it would be extremely difficult to quantify the extent of foreign
aid flow as bribes but extremely general (and somewhat reliable) figures
may be obtained from those departments where bribes are somewhat
institutionalized.

Quantifying the flow of benefits presents more problems. Food aid
beneficiaries may be identified in broad categories of urban/rural and
rich farmers/poor farmers. Benefits to better off farmers in the form of
credit and agricultural inputs may be broadly quantified (within ranges)
on the basis of micro studies. Consumption benefits (power, water etc.)
can at best be explained through illustrative examples. The point, n
analysing the flow of benefits, is howver to show the vast numbers of
people who are at least somewhat dependent on aid. An illustrative
exercise on the multiplier effect of aid as it flows through successive
rounds of expenditure should reveal more clearly this aid
dependence.

Conclusion :
Two major features of foreign aid are pointed to in this paper. Firstly

aid dependence (In the form of flows of benefits) pervades major
sections of the people. Secondly, and probably mare importantly the
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flow of aid funds have created an affluent class in Bangladesh. Aimost all
of its members are urban. Upper echelon bureaucrats have played a
pivotal role in supporting this development. Most of the members of this
group (indentors, consultants contractors, bureaucrats) have strong
social ties whether through intermarriage or sharing in the same social
gatherings. Actually there is a great overlapping in these groups.
Ex-bureaucrats become business directors; indentors become
industralists; traders beeome contractors. These groups are therefore
essentially one group - that which déminates the economic life of the
country. As long as this group benefits from foreign aid, the chances of
limiting Bangladesh’s dependence on aid, is indeed limited. What will be
interesting is to see whether this group can at all provide the required
direction to push Bangladesh towards a self sustaining development
(that which the donors are supposedly counting on). All available
indications point to the contrary.
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Aid Donors’ Development
Philosophies and the
Export of Capital

IRSHAD KAMAL KHAN*

During the years since Independence, Bangladesh has been seeing a
chronic dependence of its economy on foreign aid. As of June 81,
Bangladesh had received aid commitments worth US $ 10.9 billion of
which 71% had been disbursed [1;Appendix-1]. Between 1872—73
and 81—82, aid had risen from 9.5% of GDP to nearly 14%. Aid has
financed on average of 756% of fixed investments and the lion’s share of
the development budget. This has contributed to a growing involvement
of aid donors in the internal policy making of the country. While the
causes of this dependence on foreign aid mist be sought in the
international division of labour wihtin the world capitalist economy and
in the socio-economic development of Bangladesh, much of the
implications of the aid regime for the future course of development might
be better understood by going into an analysis of policies, priorities and
activities of donors. The present paper aims at putting donor policies and
practices in their proper perspective.

Aid donors and the World Bank

The major sources of aid to Bangladesh are the developed capitalist
countries like the USA, Japan, West Germany, Canada and Britain, and
the International Agencies like the International Development
Association (IDA) of the World Bank, the Asian Development Bank
(ADB) and UN Organisations. During the first post independence
decade, about half of all aid committed came from the developed
capitalist countries, about a third from the International Agencies and
only 5—6% from the OPEC countries and from the socialist countries
[1;Appendix—1]. The dewveloped capitalist countries, especially the
USA, have a much greater influence on Bangladesh through aid because
besides giving aid on a bilateral basis; they hold in their control such
multilateral aid donors as the International Bank for Reconstruction and

* Department of Economics, Chittagong University.
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Development (IBRD), IDA and ADB. The World Bank occupies a special
place in the aid-matrix of Bangladesh not only because it provides the
largest amount of aid through the IDA, but also because it happens to act
somewhat like a ‘Coordinator’ among the major donors of aid to
Bangladesh. Every year, the Bangladesh Aid Group, popularly known as
the consortium, consisting of the developed capitalist countries, holds a
meeting in Paris to make commitments on the size of aid to be given to
Bangladesh under the chairmanship of the Bank. These consortium
meetings provide a forum for the World Bank to review Bangladesh's
economic performance, pass judgement on the country’s policies, come
up with prescriptions for all its maladies and to use the influence of all
the other donors in favour of its own policies. The World Bank's report
serves as the basis for discussion by the donars, who in large measure
confine themselves merely to echoing the Bank’s concerns regarding
how Bangladesh should run its affairs. The Bank, with its formidable
arsenal of expertise and information, provides the support to donors
necessary for justifying their view points. No wonder, the World Bank's
ubiquitous godfather- like image appears constantly to fill the corridors
and offices of impotant decision-making government bodies of
Bangladesh dependent for their very existence on the flow of aid, and of
Ministries and their parastatal enterprises who have converted the
attainment of foreign aid from a means of achieving given aims and
objectives in certain fields into the ultimate aim of all activities. Given the
present state of affairs, the World Bank and its activities in Bangladesh
should warrant a closer look.

The World Bank today comprises of the IBRD and its affiliates, the IDA
and the International Finance Corporstion (IFC). The IBRD, which
together with the International Monetary Fund (IMF) was conceived at
the Bretton Woods conference and born in 1945, was created much
along the lines of a capitalist financial enterprise operating on a world
scale backed by the chief capitalist states, and through its “foreign aid"’
operations served as an extremely vital vehicle of exporting US capital
accumulated during the second World War to the war devasted countries
of Western Europe. Later, when the economic and territorial redivision of
the world following the collapse of the colonial system made it
imperative to make similar inroads into economies of the Third World
countries, the old mechanism was found wanting and the IDA was set
up in 1960 ostensibly to “provide assistance for the same purpose as the
IBRD, but primarily in the poorer developing countries and on terms that
would bear less heavily on their balance of payments than IBRD
loans[2:3]. It is the IDA that provided upto June 30, 1984, $ 2.9 billion
to Bangladesh in 97 credits [2;210]. While the IBRD provides loans to
borrowers, the IDA provides credits, i.e. it does not charge interest, but
receives service charges (generally 0.75%) and commitment charges and
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allows upto ten-year grace periods and 50 year maturities. Significantly,
the statement of income for 1983/84 and 82/83 recorded net losses to
the IDA. It is necessary to recount here the general mechanism of IDA
financing. IDA funds come as subscriptions and general replenishments
from the developed capitalist states and as transfers from the net earnings
of the IBRD. The IBRD, for its own part, draws its capital as subscriptions
from member countries and finances its lending operations primarily from
borrowings in the world capital markets. Thus, IDA lending appears to
indicate a .flow of western capital into Third World economies
guaranteed by the assets of the IBRD. In other words, developed
capitalist stated have found a smooth mechanism fo subsidizing the
export of capital to the Third World, facilitating the transition of these
economies into the domain of International capital. These assertions are
validated not only by the above observations on World Bank operations,
rather the broad involvement of multilateral and bilateral aid from the
developed capitalist countries represents an intergrated mechanism
subordinated to the same general objectives, in which the World Bank
plays a key role.

Coalitions of interest

The concrete environment in which the aid donors play out the above
role is also by itself a key component of the whole aid regime. The
acquisition of foreign funds for the implementation of projects and
programmes has become a principal preoccupation of ministries and
their parastatals. They find it imperative to cultivate special relationships
with the aid agencies. The development of such relationships are made
easier due to the fact that most aid agencies choose to operate in a
limited number of sectors because of their ‘comparative advantage’ in
those sectors, and develop ‘working relationships’ with a relatively small
number of people whom they can get to know. To this relationship is
added another actor in the aid drama - the supplier, together with its
local agent. The suppliers yet to know the preferences of the buyers, and
the buyers get to know the specialities of the sellers resulting in very
close relationships between the two. These relationships can lead to
situations where the supplier promises the buyer influence with the aid
agency‘, and where the Planning Commission often confronts a
common front of the supplier and the buyer and sometimes of the donor
agency too. The coalitions of interest that form in this way can be
sufficiently strong to override national planning objectives. An important
role in such coalitions is often played by sellers of ‘softwares’ - foreign
consultancy firms that have expertise to sell in a competitive and

1. Nurul Islam gives a concrete example of such a situation in connection with a Civil
Aviation Project in [3].
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profitable environment. Despite the relative abundance within
Bangladesh of highly qualified and competent porsonnel, donors and
government agencies find it more in their interest to employ foreign
consultants, who are generally tempted to justify the proposals under
review and tell the sponsors what they would like to be told, rather than
what they should be told. The World Bank itself comments. “The
consultants .... are not always committed to developmental objecteves
but more interested in securing additional business for themselves; tend
to restrict their activities to the letters of their Terms of Reference; do not
always recruit the best people available; and not unusually end up
writting reports on doubtful quality which are largely built upon other
equally mediocre reports ...... Few countries have been the object of so
much report writing as Bangladesh, and although the country is virtually
littered with reports on every single aspect of the economy, the amount
of operationally useful information remains limited” [4,37].

Development Philosophies

While the aid regime is a product of the objective process of the
international movement of capital, donor agencies are forced to give
considerable importance to their “Philosophy” of development which
has during the past decades known quite significant shifts in the points
of emphasis. The aid policies pursued in the 1969s started being
criticised in the early 70s. The philosophy of ‘growth’ with emphasis on
large capital intensive projects was attacked for doing nothing to
ameliorate poverty by radicals, experts and even by donor agencies. The
assumption that economic growth would eventually spread its benefits
to all strata of society through the benevolence of ‘trickle-down’ effects
was now discovered to have been wrong. Aid agencies, with the threat
of popular discontent snowballing into social upheavals because of the
failure of ‘development strategies’ hanging over them, now had to come
up with ‘new’ alternatives. USAID announced its ‘new directions’
legislations in 1972, to be immediately followed by the World Bank and,
over a period of a few years, by the Scandinavian countries, Britain and
the Netherlands. These policies aimed at the eradieation of poverty, the
satisfaction of basic needs, and the promotion of self-reliance. More
emphasis was to be laid on rural development and agriculture; benefits of
development programmes were supposed 10 reach the ‘target group’.
But even the on going foreign - aided rural development and agricultural
projects are being criticised for widening the gap between the rich and
the poor because of the built-in structural bias in favour of asset owing
social groups. There are criticisms that despite official policies, aid
programmes are not as yet giving sufficient suppor to the rural sectors

[5].
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A usual critique of aid-dependent development strategies is based on
the technological factor [6,7;277-300]. The argument is that
technologies developed in the West reflect the factor endowments
prevailing there and that these demand that technologies be large-scale,
capital-intensive, organisation - intensive and labour - extensive, that all
technologies carry their own code - economic, social, cultural,
environmental and embody deeply rooted assumptions about the
organisation of knowledge, space and time, human relations and
relations with nature. It follows that the import of'technology implies the
import of structures and value systems. Once established, technologies
create societies in their own image, demanding structually compatible
technologies to sustain them. This process generates dependence.

The donor community, with the huge resources at its command,
together with the local and international groups which thrive on the
dependence on foreign aid, will continually come up with strategies and
models to make aid more ‘efficient’ and distribution of benefits created
by it more ‘egalitarian’ While studies on the implications of aid and
alternative strategies are not without merits, such issues should be
viewed in the light of the essential function of foreign aid. It has been the
central point of the present discussion to attempt to place the aid process
in the backdrop of the movement of international capital.

The chain of contradictions started by the dependence of Bangladesh
on foreign aid and on aid donors presents a worthy intellectual challenge
to students of social processes. It is our firm contention that analyses of
donors’ ‘development philosophies’ in the light of the objective process
of aid giving will help in understanding the above contradictions. Theré
is always a temptation to attack the aid regime purely on the basis of
certain examples of aid being used for improper or currupt aims. While
such facts can and should be used to understand the underlying essence
of foreign aid, they can hardly be a substitute for a dispassionate,
objective analysis of the aid regime.
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Donors’ Perspectives :
The Emerging Trends for
Bangladesh

DEBAPRIYA BHATTACHARYA*

Introduction

The flow of external resources remains the most critical factor for
development and attaining self-reliance in Bangladesh. Due to massive
aid dependence not only the external alignments of Bangladesh but also
its domestic economic policies remain susceptible to the evergrowing
pressures of the donor countries and agencies. Understanding the forms
and content of the influences exercised on Bangladesh by its donors is
not merely an academic exercise, but also can help us to perceive better
the conditionalities of aid |—I varying according to its sources and the
circumstances under which these pressures are exercised. The responses
of successive regimes in Bangladesh to these pressures and the
socio-economic consequences conditioning the acceptance of the
policy recommendations put forward by the donors also merit analysis.
As a matter of fact, all these questions relating to the understanding of
the donros” aid philosophy are of vital importance for determining the
policy of national resource mabilisation and its eeective use in order to
achieve self-reliance, not to mention the protection of the sovereignty of
the country.

Scope and Objective :

The present paper aims to develop a model for better understanding of
the donors’ aid philosophy by identifying the areas of their policy
preferences and classifying their positions on the basis of the similarities
of thier attitudes to various policy questions. These similarities relate to
the extent of the donor's dominance over particular sectors of the
economy and the forms and intensity of the pressure exercised by
particular donor's in this area. In this context, the general responsiveness
of Bangladesh to donor's pressures, in different time periods, has also
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been taken into account. In other words, the paper attempts to explore
the dialectical relationship which exists and functions between the
donors and the recipient agency in Bangladesh in the context of time
and circumstances.

In order to prepare this paper, the author draws upon information
generated in an ongoing BIDS project cited earlier. Many of the
conclusions drawn in the paper are based on a series of firsthand
discussions which took place directly with donor representatives in
Bangladesh. However, the preliminary nature of the presentation here
limits us from going into detailed substantiation of many of the opinions
expressed here. The present paper limits itself to the dominant trends and
approaches, prevailing among the members of the Bangladesh Aid
Group. It is acknowledged that a review of the perspectives of the OPEC
and Socialist countries would have given completeness to the present
analysis, but this remains beyond the purview of the paper.

Donors’ Perspective : The Basic Premise

Reflecting on the issue of Bangladesh's growing debt burden, failing
aid absorption capacity and gross misuse of aid, the most perplexing
question which arises in ones’ mind is why do the donors continue to
give aid to Bangladesh ?

The philosophy on which aid is being given to the developing
countries by the developed countries or the doctrine which justifies the
“transfer of resources on concessional terms” emerged in the post
Second World War era, conditioned by concrete historical circumstances
determined by the social, cultural, political and economic peculiarities of
particular countries in the developed and developing world.

When aid started to flow into Bangladesh, it was concerned primarily
with relief, rehabilitation and repairing damage, incurred during the War
of Independence. However, once the immediate post-war threat of
famine had passed and the worst damage repaired, foreign aid become a
fundamental component of the development process in Bangladesh. As
successive governments in Bangladesh declared as their aim the
“significant reduction of poverty” and “more equitable distribution of
income and resources”, so the aim of the donors was officially declared
to be to strengthen the economy of Bangladesh and in particular to give
assistance to the poorest sections of the population. This humanitarian
approach to aid has been echoed in all the statements and declarations
of the donors.

But it can be very well noticed that there exists a sharp difference
between the rhetoric and the practice of the donors' aid policy. The aid
rationale of the donor countries are more complex in reality and reflect a
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mix of both selfinterest and altruism. This mix varies extensively between
donors depending on the factor endowments of the particular donor
country and its strategic interest in Bangladesh. Whilst the altruism of the
aid policy of the donors emerge from moral and humanitarian
considerations, their selfinterest is dictated primarily by two factors:
strategies of global, palitical and military interest in the region and the
enhancement of their commercial interest in Bangladesh.

The extent to which aid is exploited to pursue commercial ends of the
donors in Bangladesh is best revealed in the practice of tying of aid,
taking the forms of single, double and triple tying. Moreover, in many
cases statutory items included in the aid agreements automatically
ensure promotion of private capital of the donor countries in
Bangladesh. Perhaps the most obvious example regarding this matter is
the country checklist, project checklist and standard.item checklist of US
AID where the general criteria for country and project eligibility have
been explicily stated.

Thus we see, from the decuments of the donors themselves, that
whatever “hostoric humanitarian concern’”” may compel the donors to
give aid, there is definitely a strong case of selfinterest which, in its turn,
altempts to influence the domestic economic, as well as the foreign,
policies of the recipient country to suit them best. And that is what has
happened and is happening in Bangladesh , as can be empirically
validated.

However, the donors usually deny and/or fail to see any contradiction
between their aid and commercial policies. At the same time, they
acknowledge that the business lobby in the donor country along with a
section of interested people in the recipient country exploit the aid
programme, sometimes successfully, in their favour.

Areas of Preference of the Donors and the Degree of their
Interference

A close scrutiny of the positions taken by various aid donors in
Bangladesh brings out the following broad issues on which the donor,
countries/agencies have been inclined to take policy positions

(a) population control

(b) agriculture and rural development

(c) domestic resource mobilisation

(d) trade polcy

(e) utilisation of foreign aid

(f) economic management and development administration
(g) industrialisation

(h) social equity.
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It should be noted that the abovementioned list is arranged to indicate
some prioritisation in the donor's policy concerns. This list is however
not at all exhaustive as there is hardly any socio-economic question of
relative importance where the donors do not express their perceptions.
Moreover, each of these policies can be detailed out in terms of concrete
measures advocated by the donors.

It is reckoned that the degree of influence which a donor can exert
upon Bangladesh is directly proportional to the quantum of aid which it
is providing in the related venture, project or sector. For example Holland
and Nordic countries as donors are providing a relatively smaller share of
the Bangladesh aid budget, so their influence over policy is
comparitively limited. In contrast, major donors such as the World Bank,
USAID, Asian Development Bank (ADB) and Japan, etc. can exercise
much greater leverage in moulding the domestic economic policies of
Bangladesh.

It has been observed that the more aid a donor gives, the more
explicitly are its policy choices expressed. These opinions may be
registered through informal bilateral talks between the donor and the,
Government of Bangladesh (GOB). through recorded policy statements
and memoranda, as well as the mandatory conditionalities imposed in
the aid agreements signed with the GOB.

However, it would be deceptive to think that the donors limit
themselves to expressing their perspectives always within the areas
where their aid contribution is being chanellized. Some donors tend to
take the liberty of making generous comments on various aspects of the
economy of Bangladesh even where their involvement is sectorally
limited.

Dominant Tendencies in Donors Perspectives

A review of the perspectives of the various aid donors in Bangladesh
(except the OPEC and Centrally Planned Countries) suggests a
gradation, though very flexible, among them in their tendency to
excercise pressure on policy questions. As we have already mentioned,
the donors persistently emphasise particular policy measures with
varying degrees of intensity. These variations in the intensity of pressure
excercised by the donors can be used to classify them into three broad
groups : most assertive, moderetly assertive and assertive. While the
major donors such as the World Bank, ADB, IMF and USAID belong to
the first group, the UK, Japan and UN agencies tend to form the middle
group. Sweden, Norway, Denmark, the Netherlands, Canada and
Australia comprise the last group.
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It should be pointed out once more that this classification is very
flexible, as it is sometimes difficult to draw a line of demarcation between
one group and another. For example, the UK has a definite propensity to
be tougher in imposing its preferences but chooses for various reasons to
hide behind the shield of the World Bank. On the other hand, a donor
can be most persistent within its own framework of preferences, as for
example the Scandanavians have been on the question of social
equity.

It is also necessary to add that these gradations among the donors
emerge not only on the basis of the quantity of thier aid contribution, but
also to some extent signify the diverse trends existing among the donors
on particular policy issues. For example, whilst the population problem
always receives prime importance from all donors, the position of
Sweden, Netherlands, Norway, Denmark, Canada (the so-called
like-minded countries LMCs) happened to be somewhat different from
the general approach of the Bank and USAID on this question, which is
very well articulated. These LMCs (which happen to be the third group
of our proposed gradation) emphasise the need for integration of the
family planning activities with health programmes as against the WB and
USAID (first group of our proposed gradation) approach of maximum
reduction of fertility by building up family planning service delivery
systems.

Another example which can be cited here is the question of reduction
of subsidies on agri-inputs and the public foodgrain delivery system,
Whilst some countries such as the UK, FRG, Japan and others support
the strongly articulated position of the USA, WB, ADB and IMF for the
reduction of subsidies, the countries comprising the third group express
their reservation on this policy issue, motivated by the concern that it
might adversely effect the economic condition on the rural poor.

It can thus be observed that each of the three groups of donors in
many aspects (if not all) can be identified with a distinctive line of
thinking.

Point of Intersection of Donors Perspectives

Despite the above mentioned trends prevailing among the donors of
Bangladesh, there is one point on which they all seem to be in
consensus, This identity of views of the donors emerges from thier
overall understanding of the development process in Bangladesh, which
is determined by their socio-class content. All the donors explicitly
expressed thier preferences for a “free market economy” in Bangladesh
which, according to them, is the best model for advancing the
development performance of a country such as Bangladesh. This is so,
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even though by tying aid, imposing tariff and quantitative restrictions on
imports and the free movement of labour, they themselves appear to be
violating the logic of the free market. As a result, these perceptions on the
liberalisation and privatisation of the Bangladesh economy pervades all
the policy recommendations of the donors. The specific manifestation of
this similarity of views leads the donors to speak in unison in favour of
denationalisation of the public sector, privatisation of the agri-input
delivery system, opening up of the econmy to foreign private capital, etc.
The motivation behind this policy intervention/preference by the
Balgaadesh Aid Group in favour of ‘privatisation’ becomes quite obvious
if we take into consideration that the continued viability of particular
multilateral and bilateral donor organisations depends upon the
confidence of the multibillion dollar global capital market from which
these organisations do thier borrowing. So it is quite natural that this
confidence is directly proportional to the possibilities which the donor
countries/agencies can create for promotion of a congenial atmosphere
in Bangladesh for private indigenous, as well as expatriate, capital.
However, according to the donors, their pressure for privatisation is not
derived from ideological considerations, but from the point of view of
pragmatism and efficiency.

Responsiveness of Bangladesh and the Changing Pattern of
Donors’ Interference.

While we analyse the content and form of the donors’ perspectives, it
is also important to take cognizance of the character of the recipient,
because the extent to which the donors’ perceptions can be materialized
depends upon the receptivity of the aid recipient. It is not secret that the
attitude of the Government of Bangladesh towards donors over time has
undergone a metamorphosis. The ways in which, in the first years of
independence, attempts by particular donors to influence state economic
policies became a source of friction with some of the major donors, and
the extent to which this affected the economy and, eventually, the
socio-political circumstances of Bangladesh, merits fuller disgussion
than is possible in this paper. In 1974, GOB had to give in to donors’
pressures due to, on the one hand, unavoidable economic compulsions
and, on the other, its socio-class limitations in respect of state
power.

From the second half of the 1970s, the responsiveness of successive
regimes towards the donors’ recommendations have noticeably
increased. By counterposing the wide spectrum of policy
recommendations which the donors have put forward with the attempts
of GOB to translate them into reality, one cannot but say that from the
latter half of the 1970s till the present there appears to be a broad identity
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of views between the donors (especially with the World Bank) and the
GOB. To argue otherwise would imply that GOB, inspite of its
disagreement with donor perceptions, is succumbing more and more to
their pressure on policy issues. Either way, it may be argued that
objectively speaking the econoic policies of Bangladesh closely
approximate the donors’ policy perceptions.

Whilst the GOB may be in full solidarity with ideas of economic reform
postulated by the donors, it occasionally hesitates to implement these
reforms, apprehending adverse public reaction and unwanted
socio-economic consequences of such palicy changes. As a result, in
various aid forums, the GOB is compelled to emphasise its good
intentions in fulfilling the policy demands of the donors, in order to be
eligibile for getting more aid, as well as t0 project their performance to
fulfil and follow up on the conditions and suggestions laid down by the
donors.

This positive change in the responsiveness of the GOB corresponds
with the changing pattern and level of donors’ influence on the domestic
economic policy of the country. It seems that the donors can leave the
imprint of their policy perspectives at least at three levels of the
Bangladesh economy : project level, sectoral level and national policy
level. As has been already mentioned, depending upon the degree of its
involvement in the economy, a donor can exercise influence at each of
these levels. An exposition of each of the bilateral relations between
Bangaldesh and its donors shows that our previous classification of
donors according to their “assertiveness” by and large corresponds with
this classification of levels of influence. Thus the most assertive donors
can influence policy at the national policy level, moderately assertive
ones at the sectoral level, whereas the less assertive donors can exercise
leverage at the project level. As a whole, a close observation will show
that the overall thrust of the donors’ influence has shifted dynamically
from the project level to the sectoral level and now the major donors feel
that the circumstances are congenial to influence economic policies at
the national level.

Whilst the GOB is progressively more inclined to surrender to this
changing pattern of pressure by the donors, the donors’ position is also
becoming harder with the crisis in the world capitalist system and the
assumption of power of the Reagan administration in the most powerful
of tlje developed capitalist countries. Not only has the current US
administration become more explicit in its policy interventions in various
developing countries in favour of the free market and private capital, but
also it has become more determined to ‘tie’ aid to overtly political
conditions. The notorious ‘check-list’ prepared by Ms. Jean kirkpatrick,
the former US ambassador to the UN, on voting behaviour in the UN in
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relation to positions favoured by the US administration, is a case in point.
But many more instances can be cited where US aid policy is directed to
favour political clients and pressure recalcitrant Third World
countries.

Concluding Remarks

It is interesting to note that, in recent times, representatives of the
ruling elite and those sections of Bangladesh which were most
enthusiastic about foreign aid, are becoming vocal about the growing
regidity of the conditions imposed by the aid givers. This demomstrates
that even among the main beneficiaries of aid in Bangladesh there is a
growing disenchantment with the aid dependent circumstances of the
country. On the other hand, it also draws our attention once again to the
necessity of attaining self-reliance. After all, in the final analysis, it is our
Object dependence on foreign aid which makes us vulnerable to their
pressure on policy issues,

Taking into account the overall peformance of foreign aid in the past
years, growing pressure by the donors and the decreasing quantum of
aid inflows in real term into Bangladesh, it has become imperative to
chalk out an alterndtive development strategy based on effective
mobilisation of domestic resources. Such a development strategy
however can only be formulated and carried out by a state power
representing those classes and strata of Bangladesh which are capable of
withstanding donors’ pressures and are committed to the cause of
national development.
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Equity, Excellence and Efficiency
in Higher Education -
Certain Conceptual Issues
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Introduction

Higher education is a sub-system within the tota! education system of
a country. For education, particularly higher education, to play its due
role in national development through appropriate development of
human potential, the issue of Equity, Excellence and Efficiency assume
great importance. The concepts of equity, excellence and efficiency are
interlinked. It is the general and high level of competence of the large
majority of people achieved through a system of accessible, relevant and
efficiently delivered education that ensures attainment of a broad
socio-economic base for consolidating national freedom and
advancement in a quickly progressing world. The conflicts amongst
these three objectives that emanate from resource constraints are real but
can be resolved into convergence instead of normally observed
divergence, through deliberate policy measures, appropriate planning
and objective management.

Concept of Equity

Equity objective, broadly expressed, is that every person, irrespective
of his place of birth or residence, sex, enthnicity, socio-economic status,
financial capability must get as a citizen and human being, an
opportunity for education of equitable standards and of the kind for
which he is best fitted and to the fullest extent of his power so that he is
empowered to avail of the best opportunities in the post-educational
situation. Such an objective may not be fully realistic but such inspiring
myths if pursued generate energy and effort for its near attainment.

* professor, Institute of Business Administration, University of Dhaka.
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Equity, as a complement of social justice, has strong ethical and moral
imperatives. However equity in education, particularly higher education,
has been variously perceived, viz

(a) equal access to the education system,

(b) equal participation in the education system,

() equal attainments through the education system, and

(d) equal opportunity after the completion of the education process
(i.e., equal effects on life of the education system).

(a) Equity as Access

Enrolment in higher education in the developing countries show
considerable variation caused by economic and demographic factors. As
enrolment reflects a cost, the economic condition of individual, family,
groups as well as of the country and government expenditure,
particularly expenditure on education in which the share of higher
education, seem to influence the access to higher education. It may be
recalled that the unit cost of enrolment in higher education is always
substantially higher than that in other sectors of education.

Given this broad observation, equity of access has to be understood in
two dimensions for each criteria i.e., within and between entities.

(i) There are disparities between regions, such regional disparities are
explained by disparities in dispersal of higher education institutions,
socio-economic position of the clientele group and the demographic
and cultural factors. The capstone of such analysis of disparities is a
region has less access to higher educational institution because it is
socially, economically and culturally backward and such backwardness
is in turn fed by lack of access to educational institutions of quality. The
best example of regional disparity is concentration of institutions of
higher education in urban areas without proper integration with
hinterland and unidirectional migration of talented aspirants away from
rural areas which cause such disparities to persist. Regions are rarely
homogenous as a physical entity. Thus within regions disparity persists.
Roots of such disparities lie in the socio-economic distance of such
sub-regional units (e.g., village or a sub-village or a cluster of villages)
from the centre of the region. In other words within the region the thesis
that social, cultural and economic backwardness is positively correlated
with lack of access to higher educational institutions apply with equal
force.

Access to higher education has been found to be related to need for
such education which in turn is determined by the labour force engaged
in non-traditional (i.e., modern) sectors of the economy. It appears from
statistics available that the major share of GDP of countries with low per
capita income stemmed from traditional agriculture which employ large
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majority of labour force. These are also the countries that spend less on
education and much less on higher education. Such explanation of inter
country disparities can be extended mutatis mutandis to disparities
between and within regions.

(i) Gender inequality in higher education has also been observed
though such disparities seem to be narrowing overtime. For example
throughout Asia the proportion of female at any level of edication is still
very low. Male domination of decision making within the household,
and of policy-making in society and in administration have been cited as
the cause of gender inequality. In other words, the gender inequality is
directly related to the role women play at home and in non-home
production activities. Gender inequality is higher in non-urban areas and
amongst socio-economically backward groups. Unless employment
opportunities are broadly equalised and wage differentials rationalised,
net cost of enrolment of a female is more than that of a male counterpart.
Gender inequality in higher education is conditioned by such
realities.

(iiiy Ethnic inequality in higher education, though not fully
documented, has been substantiated by almost all studies of indegenous
ethnic groups of so called aboriginal, tribal groups throughout Asia and
the Pacific. Since such ethnic groups live in clusters, ethnic inequality, at
times, is manifested in regional inequality. Such ethno-regional
backwardness is generally explained in terms of absence of modern ising
catalyst i.e., predominance of status-quo oriented tradition which limit
need for education per se and higher education in particular. Such
inequality is allowed to persist through pursuance of a policy of
non-intervention or exclusiveness which does not permit integration of
such groups in the mainstream of the population.

(iv) Socio-Economic.Groups also demonstrate unequal access to higher
education system. The perspective espoused by Bourdeleve and others is
that education, particualrly higher education, allows acquisition of
‘capital’- cultural or even economic. Access 10 this is defined by keepers
of educational system as they define values, nerms and attitudes of the
system. The class or groups whose values and norms are within those
defined ones gain ready accessibility and perform well. These groups
whose norms and values are out of tune in differing degrees of
accessability manifests differing degrees of success.

Many studies of the students in the education system in the
developing countries in Asia and Africa shows that socio-economic
groups with high income constitute a small number but dominant
presence in the educational system while the opposite is true for low
income group. And such inequalities in access to higher education will
compound the social inequities cvertime. Mere expansion of the
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educational system does not seem to remedy the inequality of access
unless the catchment at the bottom level is large, and its retention is large
and its expansion is accompanied by deliberate demonstration of the
process, because where economic and cultural inequalities persist, it is
only logical that they would continue to influence access to and
attainment in education system.

(v) Differences in Financial Capability also lead to inequity of acces : If
education is not free (and higher education is not free in most of the
developing countries) and if non-monetised sector is predominant in
agricultural production or if service terms of exchange is weighed against
those who perform primary, basic or maintenance jobs, the
socio-economic status is not coterminus with financial capability in a
traditional society. This fact is manifested by records of impoverishment
of small farmers in the Indian subcontinent as they put their children
through higher education. Such eventualities only dramatise the lack of
access of higher education in real terms to many.

(b) Equity as Participation

While access refers to potentiality, participation is the reality. There is
indeed a gap between the two. Provision of access does not necessarily
ensure (continued) participation. There is a strong case to argue that
access should be understood in terms of participation. With this
observation made, our comments about regional, gender, ethnic,
socio-economic groups and financial capability equally hold, perphaps
with greater force.

At this point it may be pertinent to recall that higher education system,
differentiated as it is, instrumental in creating control and distribution
structure for intellectual property i.e., advancement in knowledge and its
application. This control and distribution structure is made complicated
and less accessible through establishment of finally tuned specialities
that has grown in scale with the general enlargement of knowledge in
society. Thus participation in higher education system has to be
understood in terms of such differentiated specialisation- as higher
education is not a monolith or a homogenous entity. The growth of
knowledge leading to evolution in production function dictates the
division of labour which in turn influence specialisation in higher
education. And at any time access to ‘coveted’ specialities are limited.
Those who are left out of the advancing system.participate in so-called
traditional component of higher education resulting in overcrowding in
such areas relative to employment opportunities. This is manifested in
enrolment pattern in the universities of the Asian region. It is to be noted
that differing particiation rates reflect generally the basic inequities
vis-a-vis region, gender, ethnic group, socio-economic groups and
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financial capability. However, certain ‘natural’ differences are to be
expected (e.g., more women in nursing), and certain vocations may be
region or ethnic or social class specific. But the question 10 be raised is
whether differential rates of participation are due to structural rigidities,
monopolistic practices or due to rationally acceptable factors.

(c) Equity as Educational Attainments

The third concept of equity is equality of educational attainment. It is
argued that geniuses and fools are rare phenomenon. Majority of
participants should be within a given range of intelligence defined by
standard deviation around a mean of pooled population of participats
over a certain number of years. This concept draws' our attention to
inequality in performance due to manmade factors, such as facilities,
curricula, faculty, teaching practices, learning process and examination
procedures. Inequities caused by such factor lead to existence of
differences between institutions of education at the basic as well as
higher education and tend to perpetuate such inequities by attracting
‘better students’ ‘better teachers’, better ‘attention’ and ‘higher allocation
of resources.’ Thus broad equality of access and even participation does
not guarantee equality of attainments. In this respect the observations
made in respect of region, gender, ethinic groups, socio-economic
groups and financial capability also hold, and with even greater
force.

(d) Equity as Post-Educational Oportunity

Post educational opportunity is conditioned by access 10 labour
market. Neither the higher education system through appropriate
integration with the manpower planning process nor the entrants to the
system through their own selectivity create such equality across the
higher education spectrum. This would have been attained if the
marginal return.to investment in education across the spectrum could be
equalised. The available facts of overcrowding and unemployability in
some segments as well as selective entry and high income in some other
segments of higher education demonstrate imperfection in labour market
itself and non-automaticity of supply response from higher education
system.

Given these constraints, equality of post-educational opportunity
would make some limited sense if the conditions of equality of access,
equality of participation and equality of educational attainments were
met and post-educational opportunity was offered on the basis of merit.
Since the basic socio-economic structure breeds inequity, the attainment
of post-educational opportunity and its three pre-conditions need be
weighed in favour of the less fortunate.
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These four concepts of equity are not substitutes, they view equity at
various points of the education process itself; access comes before the
process starts, participation starts and stays throughout the process,
attainment is the immediate result of the process and life opportunity
comes after the process ends. Thus one builds on the previous stage. Itis
only logical to start with access, but logic need not be extendend
* sequentially; rather attempts can be made to attain various degrees of
equity given the limitation of the previous stage. As attainment and
maintenance of equity is a continuous efforts, base of equity can only be
extended through achievement of equity at the access level and
extending the base through participation, ~ attainment and
opportunity.

Concept of Excellence

Excellence is a concern for higher education because the dynamics of
deveopment are entrenched in the search for and pursuit of excellence in
the education system as a whole but with added emphasis in the higher
educational institutions which represent the cumulated potential and
realisable capacity of the system at its ultimate point. In this sense
excellence in higher education is a context bound concept about quality
of education, though it.is not easy to perceive it in absolute terms. The
necessity of judging excellence in relation to objectives of education
implies that excellence has to be aimed at, achieved, :measured and
promoted differentially at different stage of education and at different
levels of socio-economic development of a country. Thus as a time-free
concept idea of excellence changes overtime and as a time-bound
context it maintains a logical relationship with minimum required
standards fhat are relevant to discipline, community/national needs,
individual expectations and to an ideal. Excellence, a complex and
dynamic entity, is thus difficult to define generally and like truth requires
constant and conscious search and pursuit. However, the pursuit of
excellence has to be bcunded by the norms of relevance. In a two
dimensional space with excellence and relevance represented in two
axes, infinite ways of combining the twin goals are possible. One may set
a minimum standard in terms of relevance and allow unbounded pursuit
of excellence. Alternatively one may set minimum standard in terms of
excellence and follow a policy determined persuit of relevance.
Furthermore there are ways of combining the twin goals at various rates
of increase as one moves away from the origin. Hence, it is difficult to
prescribe an absolute desirable loci of the path describing pursuit of
relevance-excellence goals. In general terms it may be said that a higher
education system that promotes logical absorption and integration of
knowledge, methodical delineation and creative incorporation of it and
meaningful interaction and experimentation with it on the one hand and
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produce desired and relevant application and innovation that have
implications for and positively contribute to socio-economic progress,
preferably in short term but at least in not-so-long term, on the other
hand can be said to satisfy the twin criteria of excellence and relevance in
the context of the developing countries of the region.

Excellence can be perceived at various levels of integration of the
higher education system, e.g.,

I. Least integration: (a) Excellence as individual attainment of
students, (b) excellence as individual attainment of faculties,

11. Minimal integration : (c) excellence as institutional attainment,

I1I. Intermediate integration: (d) excellence as higher education
system attainments, and
IV. Maximal integration : (e) excellence as education system attainments
since excellence need be viewed conjointly with relevance, hence it may
be desirable to relate individual and national objectives of education.
Traditionally, individuals objectives is said to be enlightenment, dignity,
intellectual advancement and only recently employment and career
building. Whereas with the dawn of independence, national objectives
have been considered to be creation and preservation of national identity
and coherence, utilisation and augmentation of productive capacity,
creating political consciousness and capacity to exercise political
judgement in the national interest, creating social consciousness and
capacity to pursue social judgement, creating international competitive
strength and consciousness for international cooperation, regulation and
preservation of national culture and finally accentuation of social and
economic, transformation for better equality of life. It can be argued that
national objectives need not be at variance from individual objectives, as
the goals of the individual attainments can be made consistent through
appropriate impartation of cognitive, affective and productive skills. The
cognitive skills need be extended from mere imparting facts to
impartation of powers of reasoning, creativity and judgement through
incalculation of values and attitudes that transcends individual
advantage to national goals and finally combining scholastic and
technical knowledge in various degrees simultaneously for career
development at the individual level and productive manpower utilisation
at the national level. Thus the individual usage for advancement can be
made consistent with national need for transformation, change and
development through appropriate policy, planning and management of
higher education.

(a) Excellence as Individual Attainment of Students

The excellence of higher education institutes is often judged by the
attainment of students career attainments and/ or scholastic attainments.
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This is so done because it is easy to do so, and apparently these are the
things that seem to have broader social acceptance as measures of
success. Career attainments are rough indicators of returns investment in
education by individuals, and scholastic attainments are rough indicators
of heights of intellectual capital formation by individuals. Both are
considered important parameters.

Student body as a whole have been classified as follows (1)
Job-seekers who primarily look for ‘skill’ acquisition and interested in
career development; (2) social status seekers who are interested in
acquisition of fines's that would help them attain social dignity and
status and they seem to have no interest in vocational and academic
objectives ; (3) knowledge seekers wha are interested in enlightment
and intellectual advancement and prefer to pursue a career in teaching or
research for a possibility of ‘extension of knowledge’ or at least to work
as education extension worker; (4) political activist who seek
knowledge and power of reasoning to work for broader social change
outside the education system and are not interested in traditional,
vocational and/or academic career; (5) disinterested ones who just
happen to be there and have no definad academic or vocational
objectives and (6) Anarchist who is a pro-changer and opposes the
system and whose ‘broad’ objectives have no relevance to the education
stream he is in.

Besides the objectives noted, higher education like the education
system is supposed to develop character, attitudes and values in all of
them. That is the common denominator. Individual students attainments
are normally measured in terms of acquisition of imparted knowledge but
not in terms of such basic but probably nonmeasurable objectives which
await revelation in their post-education life cycle.

The points to ponder is excellence as individual attainment as
perceived through career development and scholastic attainment is
much too limited a concept and normally does not integrate the broad
social/national objectives of education.

(b) Excellence as Individual Attainments of Teachers

The excellence of higher education institution may be construed to lie
in the attainment and image of teachers who are the active agents of the
process, while the students are generally considered as passive
recipients. In the case of teachers of higher eduaction, if career
development options are taken as given, the attainment of excellence
judged only by scholastic attainments in terms of research and
publication. But like students, teachers are not a homogenous group nor
do they have indentical objectives. First, there are the teachers who are

31
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primarily teachers and effectively impart existing knowledge with care,
and often is close to larger body of students whose character, attitude
and values are influenced easily by such a teacher. But such teachers
can-not wholly satisfy those students who need intellectual
advancement primarily. Second, there are the teachers who are primarily
researchers who are engaged in understanding and extending
knowledge in order to extend it beyond current limits. They normally
communicate well with those who seek intellectual advancement and
less effectively with general mass of students. They wish to restrict
admission and update curriculum in order to raise ‘efficiency’ and
‘attainments’ of the institutions they serve. Third, there are teachers,
especially in professional schools, who are academic entrepreneurs and
their pursuit of knowledge is conditioned by income-maximising
opportunities. For them teaching and research are incidental. They prefer
to limit admission and restrict change in curriculla. Their individual
attainments are comparable to students who are job-seekers. Fourth,
there are teachers, many in social science or related subjects, who are
activist and have non-academic goals to achieve. They are comparable
to students who are social status seekers or political activist. Their
interestin teaching and research is marginal and their attainments cannot
be measured in terms of scholastic terms. Fifth, there are the apathetic
type of teachers like the disinterested student group. Neither academic
nor non-academic objectives seem to move them. They are generally
non-performers. Finally, there are the anarchist who are anti-system and
thus actively work against standard attainments.

Having made the observations above and noting its implication for
characteristics of excellence, it has to be emphasized that an academic in
higher education is required to integrate what is being taught with what
is known to the subject. Further he is expected to integrate what is
known with now approaches, new knowledge and realm of the
unknown that needs to be explored. Hence, given this reality to some
extent to the contrary, individual attainments of teachers can only be
reckoned in this context, as a measure of excellence.

(c) Excellence as Institutional Attainments

Institutional attainments are not merely aggregation of individual
attainments. At the level of institution, an evaluation of attainments
provides the opportunity for a minimal systematic overview and allows
for the emergence of macro cosmic approach. It is at this level that a
community dimension, if not a national one, emerges. It is at this level
that the primary impact of the revolution of rising social, economic and
political expectations in the general population manifests in the
community and societal needs and demands vis-a-vis education. The felt
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manifestation is the increased demand for higher education and its
diversification which in turn reflects societal needs and employment
prospects of graduates. This also implies that in the face of knowledge
explosion and technological development such institutions of higher
education must continuously build capacity for adjustment and change
which in turn is constrained by availability of resources: financial,
human and material. However, assessment of institutional attainments
have been made difficult in the absence of clearly defined institutional
objectives besides imparting traditional knowledge. Much of the
institutions of higher learning in the region are mere emulation of ‘good’
institutions abroad without broad national relevance and a management
system that awaits to be modernised in order to make the institutional
capability responsible and flexible.

Institutional attainments largely depend on the attainment of its
constituent units severally and jointly and members of the constituent
units in the same way. Attainment of excellence in institutions of higher
learning depends on the quality of curricula, of physical facilities, of work
evironment, of teachers, of administrators and finally of students. Of
these elements, curriculum is considered to be very basic for attainment
of excellence. Mere implantation of curriculla or cramming it vvith more
topics does not help eradicate superficiality in teaching which is the
anti- thesis of excellence. Further, the pedagogical approach has to be
chnaged from teaching to a learning process, from theoretical discourse
to its application in own environment, from dependence for knowledge
to self-reliance if excellence is to be pursued and attained. Such an
approach requires to be abjusted in evaluation of students to allow
experienced teachers to assess the quality of attainment through
prolonged, observation. Such method would reduce risk, promote
interaction, inculcate necessary competencies and reduce wastage in the
higher education system. Institutional attainment of excellence is
unimaginable without excellence among teachers. Many teachers are
status-quo oriented. But the teacher in higher education has to be a
learner as the knowledge grows overtime and an institution in persuit of
excellence cannot allow itself to be obsolescont.

Institutional pursuit of excellence is permitted, encouraged or
obstructed by the enviroment for intellectual and educational work. A
general environment where creativity, innovation and good
performances are recognised and rewarded encourages attainment of
excellence; while an environment of strife and bitterness and an
environment where flattery and patronage are rewarded, discourages
attainment of excellence. Continuous pursuit of excellence in an
institution of higher learning is highly conditioned by attairments in
research. If researches tend to be small, limited, confirmatory,



244 Bangladesh Journal of Political Economy.

non-innovative, repetitive, and so on, then attainment of excellence
becomes difficult. Further developmental linkages of research to
education improves relevance and promotes excellence.

(d) Excellence as Attainment of Higher Education System

Higher education in a country generally comprises of number of
institutions. These institutions, even when not linked together, constitute
a system that are dependent on feeder institutions for intakes, supply
teachers to those institutions as inputs, and collectively create
environment for higher education institutions. The observations made
earlier for institutional attainments apply for the higher education system
collectively. In order to promote systemic efficiency interlinkages,
exchanges of experience and ideas, joint programmes wherever needed
and feasible, joint appointments, joint research are considered helpful.
The idea is to seek remedies for deficiencies through joint supportive
actions before looking towards external help. This requires continuous
interaction on program strength and deficiencies and on direction of
change and consequential required adjustment.

(e) Excellence as Attainment of Education System

Higher education system is a sub-system of education system and
should not stand in isolation, Where education’ system is fragmented
representing divisions in society, higher education system may tend to
cater to a fragment of the feeder system, thus negating its national
integration objectives. Hence the excellence of higher education system
is required to be built as component of the education system as a whole.
This is difficult and would require initially much more resources than is
available to the education sector in many countries. But pockets of
excellence in higher education without appropriate and extensive
backward linkages throughout the education system to the extent
desirable, not only creates sub-optimal attainments for the system but
also creates possibilities of inequity within the system. When resource
constraint limits such general approach and when selectivity has to be
exercised ithas  be done in a manner that allows derivation of optimum
social benefit over a period of time not maximum excellence at a point of
time particularly in a country with widespread poverty, urban-bias,
nondevelopment and proliferation of substandard feeder schools in rural
areas. This emphasizes the fact that excellence need be pursued in the -
total system of education and wherever selectivity is unavoidable it has
to exercised with care so that the trade-off between equity and
excellence is settled in the broadest perspective of social integration and
social benefit.
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Concept of Efficiency

Efficiency has been variously perceived and measured. Efficiency is an
organization, environment and membership related concept. Efficiency
of a higher education institution or system has to be understood in terms
of its capacity to mobilise and use resources in pursuit of its operative
goals in a manner that effective goal attainment is least expensive in
terms of resources. It is however helpful to conceive such efficiency in
broader perspective and to distinguish between various aspects of
efficiency. Efficiency of a higher education institution has rightly been
related to higher education system, education system as a whole and the
national level i.e.,

l. Internal efficiency a) at the higher education institution
level
b) at the higher education system level

[l. External efficiency c) atthe total education system level
d) at the national level

a) Internal Efficiency at the Higher Education Institution
level

The nature and concept of a higher education institution has varied
overtime and amongst countries. It has been viewed as a community, a
bureaucracy, a business firm, a political system and the like. Whatever
may be the near appropriate description of a higher education institution,
the efficiency of such an institution depends on the set of factors that
determine its goals, targets, availability and use of resources, structure of
groups and components, internal and external environment, and the
process of teaching, research, review, coordination and integration .

The objectives and goals of a higher education institution are often not
articulated and while teaching and at times research are recognised by its
functions, the external dimension of its activities are rarely explicitly
recognized. The output objectives are identified as graduates and
research where quantitative dimension are available but quality
objectives may widely vary. Such presentation of objectives emphasises
the supply side of the system and largely ignore the demand side
represented by society, guardians and even students.

The growth of a higher education institution tend to deemphasize the
concept of community of scholars and conveyance of objectives through
consequences. The growth leads to a conflict situation where allocation
of resources tend to become an endless bargaining process. Even with a
system of participation and democratisation the higher education
institution becomes an amulgum of several communities or groups. The
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distrinution of decision-making power determines allocation of
resources and reveals attainable objectives which may be at variance
from objectives defined by efficeincy criteria.

Efficiency of a higher education institution depends on the
academices, students and the administrators. Not only the academics are
non-homogeneous with differing objectives, but the roles performed by
academics as academics have many dimensions (e.g., creators of
knowledge, seekers of knowledge, providors of knowledge, setters of
standards, depository of knowledge, etc.). The academics in performing
these roles determine the efficiency and attainments of a higher
education institutions relative to its goals. The academic is required to
transform information into knowledge while transmitting it to recipients
and to integrate what is known with the realm of unknown while seeking
and creating knowledge. These are difficult functions but their
attainments, though not wunifurm, are difficult to measure
instantaneously. However varied attainment of efficiency of higher
education institution is conditioned by capacity and activity of individual
academics. Hence selection of ‘right’ academic in terms of potential, and
commitment and providing him with work environment and minimally
adequate facility and resources become important for institutional
efficiency.

The resource allocation function within the institution is done by
administrators who are often academics themselves.- This allocation
touches many things such as space, ling, books, equipments, men,
money, materials and this need be done in terms of objectives of the
higher education institutions and it should be so distributed that
marginal returns in relation to marginal cost from such use in various
components are equalised. This however would require acceptance by
academics of an administrative system that is responsive to management
by objectives and results. Such continuous evaluation is often thawrted
by the process of leadership selection and dilution of leadership
position.

The students also contribute to efficiency as it is their collective
attainments including the quality in immediate and over the life cycle
that become a primary input in the evaluation of efficiency of a higher
education institution. The efficient use of resources is conditioned by the
number and quality of intake including the diversity of their objectives for
persuit of higher education. Many institutions have attempted to
maintain and augment their efficiency through restrictive entry in order to
include broadly homogenous student body even though it runs contrary
to social objectives. On the other hand a free entry system would require
allocation of resources for remedial or deficiency and increased intensity
of faculty supervision.
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Before leaving this section it may be mentioned that various efficiency
indicators of a higher education institution has been used. These are
generally partial e.g., attrition rate, failure rate, employment of graduates
and levels of their entry and attainments, capacity utilization rate,
wastage rate, research output, cost per student, average earning
potential of a graduate etc.. As a multitude of factors go to determine the
level of efficiency in a given institution of higher education, such partial
indicators have limitations. On the other hand, integrated measure is a
necessity, but such a measure face many problems viz. construct validity
problem, criterion stability problem, time perspective problem, multiple
criteria problem and measurement precision problem. As integrated
index of efficiency is thus difficult to construct, in such a situation a
simple indices can be used.

The internal efficiency at the institutional level thus requires
mobilisation, allocation and utilisation of human, material, financial and
organisational resources through a conscious process of internalised
planning -and implementation within and between constituent
departments/units with built-in mechanism to monitor deviation from
objectives as well as planned outlay to purse corrective measures and
minimisation of cost and waste. This is only possible through a conjoint
effort of faculty and administration.

(b) Internal Efficiency at the higher education system level

The concept of efficiency at the higher education system level initially
refers to agglomeration of internal efficiency at the constituent
institutional level. But the concept goes beyond as it has to take into
account higher education objectives at the aggregate level which is not
necessarily the aggregation of the higher education institutional
objectives. Further it has to take into account capability and performance
of the constituent units as the system efficiency has to be built upon
mobilisation, allocation end utilisation of resources for and amongst
constituent units to optimise capability and attainments given the system
goals and perspectives. Thus at this level it is not merely a question of
institutional planning and implementation but more importantly it
ecompasses policy issues vis-a-vis higher education system as a whole
which in turn conditions the delineation of institutional objectives within
the system perspective. This is a process of interaction and
integration.

In free market economics, the focus is on institutional efficiency and
the system efficiency is built through voluntary action (e.g., accredition
procedure) and competition. In developing countries where
development planning of some sort has been accepted and where
education remains a primary responsibility of the government the higher
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education system efficiency is as important as the efficiency at the
institutional level. Individual institutional efficiency without attainment
of systemic efficiency may indeed reflect sub-optimal utilisation of
resources and also have serious consequences of inequity.

The higher éducation system, generally speaking, at least is as efficient
as the constituent units provided a minimal criteria is satisfied by the
constituerit units. But the disperate efficiency standards which create
small pockets of very high efficiency and large pockets of very low
efficiency tend to create an output efficiency level that is lower than the
agagregates would suggest with lower efficiency units creating
disecomies of attainments. But the converse is not necessarily true, as it
is more difficult for lower efficiency units to adjust to the pulls of higher
efficiency units. But the higher education system with general uniformity
of efficiency tend to generate externalities through specialisation as well
as competition that results in higher system efficiency than what would
be suggested by aggregation accross the system. These observations
suggest that disproportionate allocation of resources to create or sustain
pockets of high efficiency is not only undesirable from points of view of
equity but also unsupportable from the points of view of systematic
efficiency. This is borne but by experience of isolated centres of
excellence.

The pursuit of efficiency in the higher education system can only be
built up in stages through continuous evaluation of objectives, inputs,
facilities and outputs inter-institutionally as well as intra-institutionally.
But such pursuit to be effective and acceptable would require deficiency
remedial measures and provision of vocatical education for the
disinterested or deficients and job-seekers while competence and
flexibility is ensured in the high education system.

The system is as good as are the people who man and run it. For the
system to be efficient, the management of the system need be efficient.
This is not merely a question of structure or the process which should
reflect the objectives of the system adequately but also of a workable
system of evaluation and accountability to self, peers, academic and the
society. Diffused responsibility code, decentralised responsibility,
weakened leadership in academic administration within the system make
such an effort across the system difficult.

The systemic efficiency depends on adequacy of facilities vis-a-vis
current programmes of horizontal expansion due to population pressure
and growth of socio-economic transformation. This requires a
coordinated allocation of available resources. As within the institute,
misallocation between departments results in sub-optimal efficiency,
similarly misallocation between institutions causes inefficiency across
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the system. Rapid expansion has often resulted in recruitment of
unsuitable or untrained teachers, overcrowding of classes, lack of
laboratory facilities or inadequacy of library books etc. Depending on the
degree of such academic deprivation, the institutions become to that
extent less efficient. Hence maintenance of systematic efficiency requires
anticipating the demand for higher education and being ready for it. On
the other hand maintenance of efficiency requires pre-emption of
obsolence and demand in terms of faculty quality and facilities across the
system.

(c) External Efficiency of the Higher Education System.

External Efficiency of the higher education system has to be perceived
at two levels i.e., (i) its impact on education system as a whole and (ii)
its response to national development and social transformational
needs.

It has to be remembered that higher education system is an integral
part of the total educatin system. It should not stand apart as it did at
times in many colonies where education was a large but neglected and
unitegrated sector. In an integrated education system intakes for higher
education comes from the pre-higher education sector. Thus their
efficiency has a bearing on the efficiency of higher education system.
Further, higher education system supplies the agents for correction and
integration to the pre-higher education sector as its graduates become
teachers in that sector. Hence there are externalities both ways. But
externalities emanating from higher education system seem 10 be
dominant not only because it produces the manpower but also because
it can influence the development of curricula, create conditions for
vertical and horizontal integration, create flexibility in programmes for
attaining standards and reducing waste, and promote interaction for
coherent development and change in the total system so that conflict
between various levels of education and between various units,
disciplines, departments or strands could be minimised.

(d) External Efficiency vis-a-vis National Needs and Social
Transformation

The institutions of higher education are depository of knowledge and
the community/country expects this knowledge to be directly or at least
indirectly relevant. The academics and the institutions are reguired to
perform community, social and national functions. The institutions of
higher learning supplies the most capital intensive human agents for
national development and through its research and deliberationa they
are expected to contribute to social and economic transformation and to
create cultural’ and intellectual capital that helps rejuvination and
progress in the country. Narrowly perceived this externality has been

32
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viewed in terms of employment of such institutional output (i.e.,
graduates) and relevance of communicated knowledge (i.e., curricula)
and of created knowledge (i.e., research). However, the concept is much
broader and need be perceived through a social and economic
production function and monitored through accounting matrix that
reflect social and economic output of the system, as each sector of the
national economy needs and indeed has a distinct educational input.
The effectiveness of such inputs, within the constraint of existing
institutions, reflect the external efficiency in respect of national needs.
The social transformation or social engineering process is propelled,
guided and sustained through conscious education with a social
dimension which emanates from the socially responsive education
system in general, and higher education system in particular. The
external efficiency is to be judged by the contribution to and attainments
of social transformation that is attributable to higher education
system.

Thus efficiency of higher education system is neither a simple nor a
unidimensional concept. It is complex because of complexity of variable
that determine it. It is multi-dimensional because higher education like
education has multidimensional impact. It is necessary to understand
these ramification, though it may not be easy to operationalise all these
concepts.
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