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“For Bangladesh particularly, morality should be considered as an
essential input for development. Though invisible, it is the only element
which can stop leakage and ensure effective utitisation of visible
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Problems and Prospects of Small
and Cottage Industries in
North-West Bangladesh : A Case
Study of Brass and Bell Metal
Industry

M. AZHAR-UD-DIN *

1. Introduction

The brass and bell-metal industry is one of the most important small
and cottage industries of Bangladesh. This industry is located at
Rajshahi, Dhaka, Mymensingh and Faridpur districts. In the district of
Rajshahi, the villages of Kalam (Singra), Budhpara (Rajshahi) and
Kansari Patti under Chapai-Nawabganj Upazila have been famous as the
oldest centres of this industry. The important products of this industry are
pitchers, jugs, plates, glasses, bowls, water pots, spoons, ash-trays, and
flower-vasses of different sizes and shapes. The products are very
essential in the day-to-day life of the people. These are solid and durable
compared to those of other metals.

During the riots of the Bargees (at the time of Nawab Alibardi Khan of
Murshidabad), a class of brass and bell-metal artizans were displaced
from various parts of Murshidabad and came to settle at the above
villages. The present owners of the factories of brass and bell-metal
industry are the descendants of those artizans and workers. About two
hundred years ago more than a thousand families of Kansari lived around
Nawabganj. Their number has now come down to three hundred only.
Thus the glorious days of brass and bell-metal are almost over. In recent
years, brass and bell-metal utensils, both used as well as the newly
produced have been smuggled to India. The producers are thus deprived
of getting enough raw materials. Consequently they are giving up their
profession. Some skilled labourers have already migrated from
Chapai-Nawabganj to other places in search of alternative jobs. Many of
them are now engaged in agriculture. Some of them are, for want of

capital, involved in repair work. In fact the industry is now in a decaying
condition.

*  Professor, Department of Economics, Rajshahi University



Azhar : Brass and Bell Metal Industry 79

2. Survey Findings

In this study, we report the findings of a survey of the brass and
bell-metal industry. The survey was conducted by us in two phases as a
part of a Research Project sponsored by the Social Science Research
Council of Bangladesh. In Phase |, we collected primary information
depending upon a pilot survey, and in Phase |l a sample survey was
conducted depending upon a questionnaire method for detailed
investigation. The factory-owners, the artizans, the mahajans as well as
the dealers of the bell-metal products were interviewed for the purpose
of the present study.’

The factories belonging to the industry may be divided into various
categories according to the different types of utensils made by them such
as plates, glasses, bowls, pitchers and spoons. Most of these factories
belong to and are run by the individual entrepreneurs. There is, however,

-another category of factories that are run by the artizans under the
auspices of the mahajans. The mahajans themselves do not directly go
for production. They are well-to-do people and have enough knowledge
in this line of production. They procure raw materials including breakings
and supply them to the artizans and take delivery of goods from them as
per their own specifications. The artizans only geta making charge from
the mahajans at the prevailing rates. The mahajans directly market their
products (brass and bell goods) and earn the entire profit. They are,
therefore, just like an intermediary class in this business.

The industry as a whole is a very old one. Out of the thirty units of
different categories under investigation, most of them were established
in or before 1950. Only 2 glass and 2 bowl factories run by the
independent artizans and 3 general manufacturing units run by the
mahajans were set up during the 1950s. Most of the factories of the
above categories are of single ownership. Only 50% of glass and 33% of
bow! producing units are run as joint ventures. Our study shows that the
industry has no formal recognition and as such it does not belong to any
registered society. None of the entrepreneurs of the firms under
investigation have any formal education. Most of them are even illiterate.
The workshops are run for only one shift daily and for 3 to 6 months in a
year. It is also evident from the study that all of the entrepreneurs
manufacture brass and bell-metal goods as their main occupation. Only

1 The author is indebted to the SSRC for their sponsorship of the project. He also
expresses his gratitude to two of his colleages, Mr. Md. Rafiqul Islam and Mr. Md. Abu
Baker Siddique of the Department of Economics, Rajshahi University, for their
assistance and cooperation as members of the research team in the collection of
data.
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very few of the bell, bow! and pitcher manufacturers have agriculture as
the socondary occupation. The annual average income from the main
occupation (i.e.) brass and bell-metal is Taka 14,252 in the case of the
owners of the workshops established before or in 1950s. The average
income of the two groups from the subsidiary occupation (i.e.
agriculture) is Tk. 1,675 and Tk. 1,850 respectively.

One important feature of this industry is that it does not employ any
female labour, although both family and hired labour is engaged.
Number of hired labourers is more than that of the family labourers in
almost all the categories of manufacturing units under investigation.
Table-1 shows the overall picture of the employment situation of the
firms. It can be seen from the Table that the average number of labourers
in each category of the manufacturing units excepting mahajans
category declined between the initial and the current period. For the
industry as a whole the average number of workers per manufacturing
unit fell from 3.54 to 2.64 between the two periods. The cause of the
decrease in the number of workers may be explained by their migration
from the manufacture of brass goods to agriculture and other
occupations because of the reasons mentioned before.

All the categories of firms consume raw materials and fuel available
from the local market. Although some raw materials (e.g. copper, zinc,
rankta) uséd to have been formerly imported from foreign countries by
the importers of Dhaka, these were generally available to the factory
owners of Nawabganj through the mahajans and other businessmen of
the locality. Only a very negligible quantity of the above raw materials
was imported direct by the manufacturers themselves. Moreover, since
the inception of Bangladesh, the import of such raw materials has almost
stopped. Thus at present the factory-owners have to depend solely on
the raw materials in the form of breakings available from the local market.
As already mentioned, available evidence shows that a huge quantity of
the breakings of brass and bell-metal goods of different kinds is being
smuggled out of the country. Thus the manufacturers have to face the
problem of shortage of raw materials for the production of such
goods.
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Table-1
Trends in the Employment of Labour in Different Categories
of Brass and Bell-Metal Industory (Number of Workers)

Category of Year of Employment Employment Current
Firms Establish- in Initial in Current as % of
ment Period Period Initial Period
Plate Before 24 14 58.30
1950 (4.8) (2.8)
Glass Before 11 F) 64.00
1950 (3.6) (2.3)
e 1950-55 73 b 71.00
(3.6) (2.5)
. Bowl Before 14 8 57.00
1950 (4.6) (2.6)
1950-55 8 6 75.00
(4.0) (3.0)
Pitcher Before 19 13 68.00
1950 (3.8) (2.6)
Spoon Before 18 13 72.00
1950 (3.6) (2.6)
Mahajans Before 4 5 125.00
1950 (2) (2.5)
1950-55 6 9 150.00
(2) (2.9)
Average — 3.54 2.64 —
for all
categories

Source: Survey data.
Note Figures in the parantheses indicate average number of workers per firm in the
respective category of firms.

The’ fixed assets of the industry consist of land, buildings and
machinery. Almost all the workshops are situated on the premises of the
homestead of the artizans. As most of the owners of the workshops live
in thatched houses, their workshops are also made of straws and
bamboos. Some of the mahajans have buildings which are used either
as workshops by hired artizans or as shops by themselves for the
business of the brass and bell products. Generally, ovens, hammers

T
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ironstands and forceps (pincers) are used by the artizans as
machinery.
Table-2
Average Value of Fixed Capital and
Annual Average Consumption of Raw Materials and Fuel.

(Figures are in Taka)

Categories Year of Fixed Raw Materials
of establishment Capital and Fuel

factories Consumption
Plate before 1950 7,860 2176
Glass Before 1950 6,300 1,400
v 1950-55 12,500 3,000
Bowl Before 1950 7,400 2,333
v 1950-55 9,000 4,525
Pitcher Before 1950 6,356 2,660
Spoon Before 1950 7,420 2,800
Mahajan Before 1950 75,000 1,25,400
" 1950-55 98,000 1,866,267

Source: Survey data.

The life of all these machinery except oven varies from 20 to 35 years.
As the ovens are made of earth, their life span is comparatively short and
have to be replaced by the new ones every 3 to 4 years. It is also evident
from our investigation that the machinery used in this industry is all
indegenous.

Table-2 shows the average value of fixed capital and the annual
average consumption of raw materials and fuels per firm in each category
of firms. It is evident from the table that the average value of fixed capital
is the highest in the case of factories run by the mahajans. Also, since the
mahajans have larger funds, they use much larger quantities of raw
materials. In other words, the mahajans can be seen to run their business
on a much larger scale compared to the artizan-entrepreneurs.

Table-3 shows the annual average production of various types of
utensils in quantity terms. It is evident from the table that the production
of brass and bell goods have declined to a considerable extent, i.e. by
50% to 60%, over the years. This is because of the non-availability of raw
materials such as zinc, brass, bell-metal, breakings of bell and brass
goods, and the migration of the artizans from their main occupation as
Kansari to other occupations.
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Table-3
Annual Average Quantity of Production of Bell and Brass
Goods
(in Maunds)
Category Period of Production Production
of Industry Establishment in Initial in Current
Period Period
Plate Before 1950 67 . 23
Glass Before 1950 53 16
£ 1950-55 32 18
Bowl Before 1950 68 21
" 1950-55 53 25
Pitcher Before 1950 68 21
‘Spoon Before 1950 49 20
Mahajan Before 1950 85 48
5 1950-55 92 55
Average of 64 25

all categories

Source ; Survey data.

Two types of costs — direct and indirect are included in the analysis of
costs and profits of the brass and bell-metal industry. Direct costs
include those in respect of raw materials, purchased machine parts and
labour. Indirect costs, on the other hand, consist of factory overheads
including fuel, electricity, water, rent, depreciation charges, repairing
expenses and taxes if any.

Table-4 shows the costs and sales proceeds and thereby the gross
profit in value terms of the different categories of firms in the industry. It
is clear from the table that although sufficient raw materials are not
available and cost of production is high enough, gross profit is also high.
This profit varies from, 40 to 112 percent of the total cost except in the
case of mahajans where it is about 30%. Thus we can easily come to the
conclusion that the industry is still a profitable concern and not a losing
one.

3. Problems of the Industry and policy package

The sky-high price of raw materials is the main problem faced by the
industry at present. There is a chronic crisis of raw materials, specially
since the black-marketeers smuggle the byeakings of brass and
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bell-metal goods to the neighbouring country. During the Ayub regime,
a liberal policy was pursued for this industry and sufficient guantitles of
raw materials were imported. Subsequently, and specially after the
inception of Bangladesh, the import of raw materials for the industry was
stopped. Now only breakings are used as raw materials. This source too.
is going to be exhausted.

Table-4
Annual Average Costs, Sales Proceeds & Profit

(Figures are in Taka)

Category Perid of Numb- Total Total Gross  Gross

of Establish- ers Costs Sales Profit profit
Industry ment of Proceeds as % of

Firms total

cost
Plate Before 1950 5 9252 19,600 10348 112
Glass Before 1950 3 6800 14,000 72,000 105
o 1950-55 2 11,408 16,000 4,593 40
Bowl Before 1950 3 12,583 20,400 7,817 62
i 1950-55 2 16,018 25,000 8,975 56
Pitcher Before 1950 5 8.692 15,000 6,308 73
Spoon  Before 1950 5 9,205 17,200 7.991 87
Mahajan Before 1950 2 1.89,150 2,42,500 53,350 28
. 1950-55 3 1.95,700 2,55,000 59,300 30

Source : Survey data.

The factory-owners are deficient of capital to purchase machinery and
raw materials. They often take loan from the mahajans, but the rate of
interest is so high that it does not give them any net return. They do not
get any financial assistance either from the government or from any other
financial organization: nor have they been able to form any cooperative
credit society of their own which could provide cheap loan. The problem
of fuel for this industry is also acute. Bangladesh badly lacks in the
supply of coal, the high price of which is a serious problem.

The product of this industry is also facing competition with the goods
made of steel, aluminium, tin etc. which are produced in the modern
manufacturing industry at a lower cost and as such can be sold at a more
competitive price. Furthermore, unlike the manufacturers in the modern
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sector, the producers of the brass and bell-metal goods are not in a
position to incur any expense on advertizements and publicity for the
expansion of market for thier goods.

In the light of the findings of this study, we may suggest the following
policy package :

a) Availability of raw materials at a reasonable price should be ensured
and as such import policy in this regard should be made more liberal. In
the case of the import of raw materials such as brass, zinc, rankta, etc., by
the owners and artizans of this industry, preferential tariff should be
introduced in order to reduce cost of production and hence increase
profitability and level of investment.

b) The industry has to be formally recognized and the artizans should be
provided with necessary credit facilities at a lower rate of interest. While
the BSCIC should take a lead in this regard, the commercial banks and
_other specialized financial institutions also can play a vital role for the
purpose by opening up of a “separate window™ as proposed in the
Industrial Policy of 1986. )

c) Necessary arrangements should be made for supplying the artizans
with modern tools, machinery and technical know-how so that the
quality of the product may be improved and the scale of production
expanded to cater to the need of the domestic market and to increase
export to the foreign market.

¢) With a view to popularising the use of modern technology among the
kansaries, technical training together with general education should be
imparted to the artizans and workers.

e) Pending the availability of cheaper power, specially through the
extension of gas pipe line from the eastern region to the North-Western
region of the country, subsidy should be given to the price of coal and
other necessary services used by this industry. If necessary, a
concessional electric power tariff may also be introduced for the first few
years of the operation of the factories.

f) Finally, the formation of cooperative societies will go a long way to
provide the artizans with credit facilities at a cheaper rate of interest. The
society will mobilize the small savings of the members and thus help
capital formation which in turn will revitalize the industry.



Fragile Profile of Energy Balance
in the Western Zone of
Bangladesh

M. SOLAIMAN MANDAL *

The energy requirement of a country depends mainly on its climate
and its state of economic development as reflected in the size of its per
capita GNP, the level of structural changes and technological progress in
the economy and also in the extent of urbanization attained.

Bangladesh belongs to the subtropical region where substantial
amount of energy is obtained, free of any cost,from the sun and utilized
in drying and processing various crops like rice, jute and pulses and in
making construction materials (brick, tiles, etc.) and household articles
(earthen utensils, toys and protective rings for dugwells). But this source
of energy cannot be availed of during the monsoon. Large-scale
harnessing of solar energy for generation of electricity is still a remote
possiblity in this country.

As the Western Zone of the country is relatively free from the ravages of
floods, prospects of agricultural development through widespread use of
irrigation technologies can greatly be widened provided that adequate
energy can be supplied relatively cheaply. Unfortunately for the Western
Zone, however, its own sources of commercial energy from coal, oil and
gas are either unknown or untapped; and its prospect for generation of
hydro-electricity is very much limited. To add to this ill-fortune,
traditional sources of energy from firewood and cowdung are also
severely restricted, as only about 9 per cent of the North-Western region
of Bangladesh is presently under forest and as the cattle population of
the region is too small to yield sufficient cowdung for meeting the twin
requirements of fuel and manure. Inadeqate supply of electricity
generated from hydro and thermal sources and still more inadequate
supply of commercial energy from coal and gas have been taking a heavy
toll of the tree and plant population in the North-Western region. The
extent of reliance upon traditional sources of domestic and commercial

Professor, Department of Economics, Rajshahi University.
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energy has already been so large in this region as to threaten the region
with the onset and acceleration of a process of desertification. Under the
circumstances, the socio-economic development of the Western Zone of
Bangladesh along with the maintenance of its overall ecological balance
hinges heavily on ensuring an adequate supply of commercial energy in
this region.

Present Scenario of Energy Balance in the Western Zone

At present Bangladesh generates commercial energy from hydro and
thermal sources. Thermal energy is obtained from generators driven by
(a) steam turbines and (b) some form of internal combustion devices.
Coal, furnance oil and natural gas can be used to operate steam turbines.
But as coal is a costly imported item of fuel it is no longer used to drive
such turbines, leaving only furnace oil and natural gas to fuel the existing
steam turbine-based power stations of Bangladesh. Internal combustion
mechanisms normally use shell gas, naptha or diesel as fuel A part of the

* thermal electricity produced in Bangladesh comes from diesel generators

[11.

During the war of liberation, power installations suffered extensive
damage. As a result, the peak production at the worst phase dropped
from the pre-liberation (1970) level of 225 MW to only 30 MW. By the
end of 1972-73, the peak production was restored to 222 MW. Several
projects initiated in the preliberation period were completed during the
first Five Year and the Two-Year Plan periods. Important among them
are: (1) Khulna 60 MW power station, (2) Ghorasal 110 MW power
station, (3)  Ishurdi-Saidpur  transmission line and (4)
Ashuganj-Jamalpur transmission line. New projects initiated and
compieted during these periods include Bheramara 60 MW Gas Turbine,
and Khulna 56 MW barge-mounted power station [2;chp X]. As a result,
"the installed capacity for generating hydro-electricity increased from 80

-MW in 1974-75 to 130 MW in 1983-84; the installed capacity for
generating thermal electricity increased from 587 MW in 1974-75 to 991
MW in 1983-84. Thus Bangladesh could manage to increase its total
installed capacity for generating electricity from hydro and thermal
sources from 667 MW in 1974-75 to 1121 MW in 1983-84 [1].

The zone-wise distribution of the installed capacity presents a dismal
picture for the Western Zone vis-a-vis the Eastern Zone. The total
electricity generation capacity of the Eastern Zone increased from 1022
million KWH in 1974-75 to 3398 million KWH in 1983-84. During this
period, the same capacity of the Western Zone increased from 300
million KWH to only 569 million KWH [1]. Thus the decade between
1973-74 and 1983-84 witnessed more than threefold increase in
electricity generating capacity in the Eastern Zone as against less than
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twofold increase in the Western Zone. What is much more conspicuous
is the fact that the installed capacity of the Western Zone has been
concentrated in its Southern region. Consequently, the Northern region
(Rajshaji Division) has to remain heavily dependent on the Eastern Zone
as well as on the South-Western region of Bangladesh. The Northern
region can meet a very small fraction of its electricity requirement out of
its own generation capacity located at Saidpur (10.5 MW), Thakurgaon
(4 MW), Bogra (5 MW), Rajshahi (2.2 MW) and Sirajganj (2.4 MW).
Thus the installed electricity generation capacity of Rajshahi Division is
only about 0.71 per cent of that of the Eastern Zone and only about 4.24
per cent of that of the Western Zone.

The inter-zonal disparity in installed capacity is, no doubt due
primarily to the comparative cost advantage of the Eastern Zone over the
Western Zone emanating mostly from favourable resource endowments.
The flat topography of the latter could not offer anything comparable to
the Kamafuli basin as a site for a hydro-electric project. As regards
thermal power, again it is the Eastern Zone that enjoys a decisive
cost-advantage because of proximity to the gas fields of Sylhet and
Comilla.

The following questions can now be raised urgently: Given the
meagre quantity of electrical energy that the North-Western region can
generate, how can this region think of maintaining its energy balance ? It
goes without saying that this question can be understood and answered
only with reference to energy balance in Bangladesh as a whole.

The present energy situation in Bangladesh is far from being
satisfactory. The per capita consumption of commercial energy in this
country was only about 41 kg of oil equivalent by the end of the Second
Plan period— only about 15 per cent of the average of the low-income
economies [2;chp. XI].

The authors of the Third Five Year Plan of Bangladesh attributes the
situation to “highly capital-intensive character of both primary and
secondary development projects, dependence on foreign technology
and poor resource management” [2;251]. The most important primary
energy source of the country at this moment is natural gas, with reserves
estimated at 11 trillion cft. While it is being distributed at a nominal cost
(thereby encouraging wasteful consumption) in areas of the Eastern
Zone, the Western Zone is still now deprived of this versatile fuel.
Liquefied Petroleum Gas (LPG) supplied to a limited number of
consumers of the Western Zone is costly and irregular in supply, and as
such as limited potential of becoming a substitute of electricity or other
traditional fuels.
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The completion and commission of the East-West Interconnector
across the river Jamuna in December 1982 was looked upon as an
important step towards transmission of gas-based electricity from the
Eastern to the Western Zone of the country. But frequent incidences of
power failure and load-shedding in the Western Zone and reports of the
alleged transmission of electricity from the energy starving Western Zone
to the relatively affluent Eastern Zone amply testify to the. fragile
character of energy balance in Bangladesh. The energy imbalance was
allowed to develop, despite rather a healthy growth of energy resources
during the First Five Year and the Two-Year Plan periods, due primarily
to the fact that the growth of energy demand at 11 per cent annum far
exceeded the extension of capacity at 6 per cent per annum. Again,
despite completion of five generating plants with a total capcaity of 330
MW during the Second Plan period (1980-85), the generating capacity
still lagged far behind the growth of demand [2;253]. The growth of
demand was due largely to the introduction of energy-intensive
technologies in food and agricultural production, in storage and
processing of agricultural products, in cottage and small industries in
rural areas, and in transport and communications sector. It is also due to
such ambitious programmes as Upazila electrification and rural
electrification,

The limited base of commercial energy resources, concentration of the
currently available energy resources in the remote Eastern Zone of
Bangladesh, technological and economic constraints to transission of
natural gas throughout the length and breadth of this reverine country
and pariticularly to the zone across the river Jamuna and, above all, the
high prices of modern commercial energy account for grossly
disproportional dependence of the economy on traditional energy
sources upto the extent of 70 to 80 per cent which is definitely a
sufficient indication of the traditional character of thd economy. Data on
zone-wise consumption of traditional fuels and modern energy are not
available. But the data on the maximum demand for electricity are
available and these indicate an increase of the maximum demand of the
Eastern Zone from 192 MW in 1974-75 to 549 in 1983-84 as against the
increase of the Western Zone’s demand from 64 MW to 212 MW during
this period. It can easily be understood, therefore, that the Western Zone
in 1984-85 is almost at the same level of electricity-based technology as
the Eastern Zone had been in 1974-75. As gas-based technology is
virtually a privilege of the Eastern Zone, the Westrn Zone will continue to
trail behind the former with respect to diversification and modernization
of its productive sectors. Pending the construction of the proposed
multipurpose Jamuna bridge, and increased supply of commercial
energy to the Western Zone (within the techno-economic constraint to

12
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exploitation of its known energy resources) has been contemplated in
terms of substitution of natural gas for imported liquid fuel in the Eastern
Zone along with generating gas-based electricity in the Eastern Zone
and transmitting it to the Western Zone via the East-West Interconnector.
But the government policy has so far been concerned with maintaining a
kind of energy balance in which management of demand seems to have
gained an upper hand over management of supply. Enhancement of
rates of tariff has been chosen as the principal instrument for containing
the demand for commercial energy, particularly the demand for
electricity. The avarage rate of tariff for electricity was raised from Tk.
0.66 per KWH to Tk. 1.44 per KWH, registering an increase of 118 per
cent over the Second Plan period against a cumulative inflation rate of
75 per cent. On the other hand, substitution of natural gas for imported
fuel reduced per KWH cost of generating electricity from Tk. 0.56 in
1982 to Tk. 0.50 in 1985 [2;255]. The reduced cost is said to be due also
to large-scale generation of electricity and the extension of the electricity
market to the Western Zone. Nonetheless, higher rates of tariff for
industrial and commercial uses as well as for large-scale domestic
consumption of electricity are still applied allegedly to generate
additional financial resources and to compensate for high percentages of
distribution loss. Notwithstanding a number of costly measures,
technical and administrative, initiated during the Second Plan, the
system loss of electricity could be reduced only marginally from 40 per
cent in 1979-80 to 37.5 per cent in 1984-85 [2].

While reviewing the energy policy of the Government of Bangladesh
one has to unvail the unpleasant truth that the policy has always been in
a state of confusion and contradiction. On the one hand, natural gas
which is a non-renewable resource has long been allowed to be
consumed wastfully in the Eastern Zone at a nominal price. On the other
hand, progressive rates of tariff for electrictity have ruthlessly been
applied to create external diseconomies for the public and private sector
enterprises as well as to give rise to diseconomies of large-scale
domestic, industrial and commercial consumption. The energy policy
must be considered as part of an overall development strategy aimed at
alleviating poverty and satisfying the basic needs of the people. What is
needed is the formulation of a kind of energy policy which will
encourage technical innovations in different sectors of the economy:. It
should be conceded, however, that an abundant supply of commercial
energy at reasonable prices can do so only when the development policy
package itself is conducive to such innovations.

The development plans of Bangladesh placed due emphasis on
(1) removal of imbalance between generation and distribution facilities,
(2) removal of regional imbalance in power distribution facilities,
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(3) integration of power transmission and distribution systems into grids,
(4) undertaking effective rural electricification programme, and
(5) improvement in the quality of service. But physical attainments have
always lagged behind the plan targets in almost all subsectors excepting
the so-called rural electrification programme. As already pointed out,
shortage and poor management of resources, capital-intensive
technology and dependence on foreign assistance have been identified
as the main constraints to the growth of energy sector.

A close examination of the causes of the energy imbalance in
Bangladesh will, however, reveal that none of the constraints was really
unsurmountable provided that the political leadership had been prepared
to give this sector the (social) priority it deserves. It is true that the energy
sector is relatively capital intensive. But it is equally true that vast
resources have been allocated to marginally productive uses such as the
recent proliferation of Upazila administration. It goes without saying that
administrative infrastructure and superstructure is much more
capital-intensive than even the typically capital-intensive energy sector.
Again, the argument that energy development involves foreign
technology and foreign resources is a hackneyed one, because it is true
of many sectors of our economy. Energy is basic to satisfaction of basic
needs of our society and it must be made available to the people at the
least possible cost. How and when Bangladesh chooses to do it is the
most important question.

Profile of Energy Balance in the Western Zone Towards the End
of this Century

Any discussion on energy balance in Bangladesh or in any of its zones
is invariably related to estimation of demand for and supply of
commercial energy as well as traditional fuels. It is hardly possible to
make any accurate estimate of the demand for energy over the decade
1990-2000 A.D. This is because there are too many unknowns in the
equation of demand for commercial energy or traditional fuels both at the
macro and micro-economic levels. The macro-economic demand at
constant prices of commercial energy may crudely be estimeted on the
basis of projections in respect of the rate of population growth and per
capita energy consumption. It may also be calculated as a function of the
GDP growth rate and the incremental energy coefficient of GDP. Lack of
reliable data on the relevant variables renders it difficult to make any such
projections of demand. One can, however, make some intelligent guess
about the nature and the magnitude of the energy balance or imbalance
which may very well become an important economic factor in
Bangladesh by the turn of the century.
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Our guess may start with the projection of population of Bangladesh
over the period 1985-2000. The most optimistic projection puts the
population of Bangladesh at 131 million, while the least optimistic
projection sets it at 142 million in 2000 A.D. [1]. Thus the population of
Bangladesh in 2000 A.D. will roughly be 50 cent higher than its
population in 1984. As regards the per capita consumption of
commercial energy, it increased from 24 kg of oil equivalent in 1972 to
32.8 kg in 1980 and to 41.3 kg in 1985. The per capita consumption is
expected to rise to 58.3 kg of oil equivalent in 1990. This estimate is
based upon the growth of per capita consumption of commercial energy
at the rate of 8.7 per cent per annum during the Secona Plan Period.
With introduction of energy-intensive technologies in agriculture,
industry, trade and commerce, gradual substitution of commercial energy
for traditional fuel and electrification of upazilas and villages, the demand
for commercial energy (particularly the demand for electricity) is
expected to register some steep rise. Accordingly, the per capita
consumption may shoot up to 70 kg of oil equivalent in 1995 and to 80
kg in 2000 A.D. Thus the per capita consumption of energy in 2000 will
at least be 50 per cent higher than the consumption in 1990. With
population and per capita consumption of energy each becoming
roughly 50 per cent higher than what will be in 1990, Bangladesh will
really be faced with an exploding demand for commercial energy
towards the turn of the ctentury.

The situation in the Western Zone of Bangladesh is somewhat more
unpredictable. Historically, much of the industrial development in
Bangladesh has occurred in the Dhaka-Narayanganj metropolitan area
with some further concentration around the principal port of Chittagong
and, on a smaller scale, around Khulna and Jessore in the Western Zone.
A few argo-based and footloose industries have been set up in the
North-West and the North-East regions of Bangladesh. Government
policy to attain regionally balanced industrial deveiopment, through
establishment of industrial estates in every district, is most unlikely to
succeed. This is because agglomeration ecofiomies obtainable in the
large and industrial cities of Bangladesh have uptil now been far stronger
than the economic incentives created by the government in the industrial
estates. Viewed from this angle, the industrial demand for commercial
energy is likely to increase much less repidly in the Western than in the
Eastern Zone. But the same statement may not hold true for domestic,
commercial and agricultural uses of such energy. On the contrary, the
demand for traditional fuels and commercial energy is sure to grow apace
on account of application of energy-intensive technologies to
agricultural production and cottage and small scale industries and also
due to hastening of the process of urbanization under the agglomerating
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influence of district and upazila administration. However, the most
important source of the enlarged demand for commercial energy and
traditional fuels can be traced to the population growth at a rate
somewhat higher than the national average simply because of the fact
that the demographic transition to the stage of a relatively low net
reproduction rate is likely to take place at least a decade later in the
Western Zone vis-a-vis the Eastern Zone. The impact of the population
growth on the demand for traditional fuels will be far more adverse in the
Western than in the Eastern Zone where easy access to natural gas willl
ease the pressure of demand for fossil fuels.

Let us now turn to the important question as to how the Government
of Bangladesh proposed to tackle the situation of exploding energy
demand in years to come. It may be pointed out at the very start of
answering the question that the Government does not have any long
term energy policy capable of providing an easy solution to the energy
problem. The main thrust of the Government's energy policy has been an
accelerated use, of natural gas which, at the current rate of growth of
consumption estimated at 13.8 per cent per annum during the Third Plan
period, will be available for fresh commitment only upto the turn of the
present century. Therefore, alternative sources of energy have to be
explored to augment the energy resource base including nuclear energy
and perhaps space energy. Exploration of gas reserves through
geological survey and remote-sensing should receive the highest
priority.

The tricky problem of maintaining the energy balance in the Western
Zone of Bangladesh has been thought to be solved in terms of enhanced
exploration; involvement of the private sector, particularly multinational
oil companies; transfer of gas to the Western Zone, increased supply of
LNG and LPG to the Western Zone through the addition of a second
East-West Interconnector by 1990, raising the voltage level of the
backbone transmission system to 230 KV for efficient operation and bulk
power transmission; reinforcement of the grid network to ensure
adequate transmission capability; completion of on going projects of
generation, transmission and distribution; and improvement of system
reliability. Despite all these measures, however, shortage of power will
remain a chronic problem for the Western Zone, unless and until the
proposed Rooppur Nuclear Power Station is brought to commission.
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Introduction

Water is the most critical input for farming particularly in the dry region.
The barind tract of North Western region (NWR) experiences the lowest
rainfalls wihtin the relatively most dry area representing the entire
division of Rajshahi [1]. The low rainfalls over the years coupled with
the peculiar ecological features such as rapid deforestation, soil
conditions, humidity and temperatures, has contributed to the onset of a
desertification process of NWR since the early 70's. This is further
exacerbated by the continous drying up of major potential sources of
recharge to the ground water system (such as various water bodies
including rivers and canals) during the dry months resulting from the
withdarwals of waters at Farakka by India [2]. This acts as a major
constriant in the crop production strategy of the region in particular and
the country as a whole. Keeping this in view, this paper examines the
factors responsible for the gradual desertification process, its short and
longrun implications for- the growth of crop production, and the
strategies to be adopted to combat this problem.

Factors Contributing to Desertification Process

The total land area under forests for the country as a whole stands at
only around 15% which is much below the area warranted for ecological
balance. This proportion is the lowest for the North Western Region
which is evident from the smallest contribution of the forestry sector to
the GNP in this region. The shares of the five regions, namely, north
western, south western, north eastern, south eastern and the hilly
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regions, in the total forest resources of the country are respectively 0.7%,
27.1%. 8.2%, 9.9% and 54.1%. The loss of area under forests at a rapid
fate is particularly alarming for the barendra region which is already
vulnerable to the desertification process. With the loss of forests. their
beneficial effects in stabilising soils and slowing water run-off are also
lost. The felling of trees also destroy the ecological balance with the most
deliterious impact on temparature, humidity and rainfall. Below we
mention some of the major factors contributing to the deforestation
process.

(a) Construction activities
The district of Rajshahi have had the worst communication system until
very recently. However, the road communication system developed and
the construction sector got some momentum during the last decade. In
the absence of easy availability of any alternative fuels like gas and coal,
the big trees became the easy prey of all fortune seekers associated with
the construction activities.

(b) Domestic use of trees as fuel
After Liberation, the use of gas for domestic purposes increased quite
considerably in the south eastern and north eastern regions of the
country. Because of the long distance and the difficulties involved in the
supply of gas and coal in the north western region, big trees and small
plants are still being used as one of the major sources of fuel for cooking
and related activities.

(c) Industrial use of trees as raw materials
This can be regarded as one of the most important causes contributing to
the deforestation process of this region. The match factories which
started production since the 50°s were largely responsible for the
destruction of big as well good varieties of trees.

The combined effect of the aforesaid factors became more disastrous
when the Farakka Dam was commissioned in 1974. As a result of the
Farakka, the potential sources of recharge to the ground water system
remain dry during the period stretching from January to May thus
contributing to the desertification process.

Effect of Desertification on Crop Production

As has been explained, the declining of under ground water levels has
serious implications for enhancing crop production in the regions thus
affected . That the whole strategy of increased food production through
irrigation during the dry months is threatened becomes obvious from the
follawing findings of a survey carried out in six upazilas in Rajshahi
district during the 1986 Boro season.
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The findings of Table 1 suggest the alarming effect of declining
underground water levels on Boro cultivation. Qut of 178 STWs
surveyed in six barendra upazilas, aroud one third apparently suffer from
the shortage of irrigation water. The distance at which water drops from
the mouth of the pipe is indicative of lifiting either adequate or
inadequate volume of water. Assuming 18 inches as a normal distance
for this, only in two out of six barend upazilas the average distance
reached 75% of the normal; in the other upazilas, this distance was a level
of 75% of the normal volume of water only about half the normal (see
colum 5, Table 1). Only about half of all the STWs in the survey upazilas
were lifting normal volume of water (see column 4).

Table-1
Performance of STWs in lifting water in six Upazilas of
Rajshahi District

Name of No. of No. of No. of No. of Average
Upazila STWs STWs STWs STWs not  distance
commi- opera-  survey- lifting (in inches)
ssion- ted ed normal at which
ed volume water
of water drops
from
pipe's
mouth
1 2 3 4 B
Godagari 335 430 40 26 6.9
(65)
Tanore 368 128 28 6 14
(21.4)
Nawabganj 329 244 24 6 9.2
(25)
Gomostap- 368 367 25 5 134
ur (20)
Mohadevp- 502 165 40 5 9.2
ur (12.5)
Patnitala 298 130 21 5 7
(23.8)
Total 2400 1464 178 53

Notes & Sources : Based on data from a field survey conducted in the Boro season of 1986.
The figures in parentheses in column 4 show the percentage of col. 3. The number of STWs
in cols. 1&2 is obtained from BADC.
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The failure to lift normal volume of water is reflected in the loss in
expected yield of winter crops (ir.,Boro HYV). Our field experience
however suggests that all the STWs or all groups of farmers in the six
barendra upazilas are not equally affected by the declining of
underground water levels. So, for the convenience of comparison, the
survey area is further classified into relatively more dry and less dry
zones.While the former includes Godagari, Patnitala, Mohadevpur and
Nawabganj, the less dry zone includes Tanore, Gomostapup and
Shibganj. The STWs are also classified into two groups according to
performance- the relatively good ones lifting 75% of normal volume of
water and the bad ones lifting less than 75% of water. It appears from
Table 2 that the number of respondents reporting loss in expected yield
in the mare dry zone is twice as much as that in the less dry zone. Again,
based on the quality of STWs defined in terms of better location, the
farmers of ordinary STWSs of the more dry zone are the worst sufferers
compared to those of the relatively less dry zone. The matter does not
end here. The worst victims are the small farmers who are more affected
than the medium and large farmers. The results in Table 3 show that the
percentage of victims among the small, medium and large farms are
respectively 48%, 36% and 16%. Again, the small farmers using water
from the ordinary STWs are the worst sufferers in terms of output
loss.

Table-2
Distribution of good and ordinary STWs according to loss in
expected output in less dry & more dry zones

(Number of STWs)

Extent of output Less Dry Zone More dry Zone Total

Loss (in %) Good Ordinary Good Ordinary Good Ordinary
STWs STWs STWs STWs STWs STWs

0-25% 5 14 11 34 16 48
25%-50% 1 8 2 12 3 20
50%-75% 1 g . 2 1 .
75%-100% 1 . - s 1 .
Total 8 22 13 46 21 68

Notes & Source : Based on field level data good and ordinary STWs are defined as those
lifting more than 75% and less than 75% of normal volume of water respectively.

13
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Table-3

Distribution of good and ordinary STWs according to loss in
expected output based on farm size

Extent of output ~ Small Farm Medium Farm Large Farm Total
loss (in %) A B A B A B A B
0-25% 6 25 8 156 2 8 16 48
25%-50% 1 10 - 6 4 1 20
50%-75% T = - - - - 1 -
75%-100% % 8 - ; 1 -
Total 9 35 8 21 2 12 19 68

Source : Based on field level data. A and B stand for good and ordinary STWs respectively.

The long run consequences of the declining underground water levels
resulting from the desertification process look even more alarming. In
fact, if the process continues at the present rate, the whole policy of
enhancing production through winter Boro HMV cultivation is likely fo
be jeopardized withing the next decade or so. This is apparent from the
three types of strategies revealed by the owners of STWs of the affected
areas (Table 4). The three strategies of reducing the land under STW(2),
using engines of STWs for purposes other than irrigation(3) and
disposing of the STWs(4), if adopted, are likely to have a most serious
affect on the growth of output through Boro HYV cultivation. These
three strategies combined account for about 60% of the respondent
farmers (Table 4).

Strategies For Combating the Onslaught of Desertification
a. Short-Run Strategy

Given the declining under ground water levels and the high irrigation
intensity of Boro HYV cultivation, farmers should be encouraged to go
for diversification i.e., by replacing the water thirsty Boro HYV by less
thirsty HYV wheat. To make less popular food crops like wheat more
attractive, the government’'s entire policy package should be geared
accordingly. Such a policy package may include, for example, creating a
buffer stock for wheat and fixing a minimum but realistic procurement
price for wheat, Besides wheat, the farmers may be encouraged to
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produce some other winter cash crops like Soyabin, mustards, jower,
pulses, etc. In realizing this, the government may have to ensure the
availability of better quality seeds in the right quantity and at the right
time. Access to institutional credits, with appropriate safeguards through
a crop insurance scheme to cover all sorts of natural calamities, may also
be provided to farmers of all size classes.

Table-4
Distribution of opinion of STW owners according to strategies
likely to be adopted in future to confront the problem of
declining under ground water levels in Barendra upazilas

Name of Strategies likely to be adopted by STWowners Total

Upazila 1 2 3 4 5 6

Godagari - 6 4 1 2 - i3
Nawabganj 4 1 2 . 5 - 12
Gomaostapur 5 6 - - - - 11
Tanoro 8 6 4 6 4 2 30
Patnitala 1 6 5 5 4 7 28
Mohadevpur - 6 1 2 - 1 10

18 31 16 14 15 10 104

(17) (30) (15) (13.5) (14.4) (9.6) (100)

Notes and Source : Based on field survey data. The figures in parentheses against 1ast row
show the percentage of row total. More than one opinion have been recorded from one
respondent. The strategies are numbered as follows

(1) placing engine further below the surface by digging
(2) reducing land under STWs

(3) using engine for alternative purposes (say, husking)
(4) disposing of the STWs

(5) shifting the location of installation

(6) others.

b. Long-Run Strategy

The first and foremost among long run strategies will be to effectively
execute the afforestation scheme with the entire responsibilities of
maintenance thrusted upon the local administration. As a part of
afforestation, legislative laws may be enacted to halt deforestation while
ensuring access to energy sources such as gas, electricity and coal. Here
lies the importance of the proposed Jamuna Multi-Purpose Bridge. The
growth of green vegetation as a part of aforestation scheme depends to a
large extent on the availability of surface water in various water hodies
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like rivers and canals. In this regard, the right sharing of water at the
Farakka is a must for improving water reservoir for irrigation as well as the
potential sources of recharge to the ground water system [3;chapter 16].
If the process of desertification continues at the present rate, the DTWs
may also confront the same problem of declining underground water
levels in the longrun. This calls for a comprehensive approach by taking
resort to both short and long term measures encompassing the Farakka
issue, the DTWs scheme, the aforestation programme and the
construction of the Jamuna Bridge to ensure the supply of gas and coal
in north-west Bangladesh.

REFERENCES

i Bangladesh Bureau of Statistics: Statstical Yearbook of Bangladesh (various
issues), Government of Bangladesh, Dhaka.

2, Abbas B.M.AT. : The Ganges Water Dispute, The University Press Limited. Dhaka,
1984.

3. Asaduzzaman M. : Handbook of Ground Water and Wells. Rural Technology Series.
BARC Prokashana, Dhaka, 1985.



Hug, Ashraf : Crop Production Strategy. 101

Appendix-1

Area-wise distribution of STWs according to the size of land
covered and average coverage of land per STW during 1986

(Number of STWs)
Size of Tanore Patnitala Gomos- Godagari Mohade- Shibganj Nawab- Total
land tapur vpur ganj
covered
(in acre)
Upto 5 03 26 05 27 09 Q07 06 73
(10.72) (76.19) (20) (675) (225) (25) (25) (35.44)
501-8 10 05 05 06 12 10 11 59
(35.71) (23.81) (20) (25) (30) (35.71) (45.83) (28.64)
8.01-10 08 = 05 03 17 07 04 44
(2857) (20) (7.5) (425)° (25) (16.67) (21.36)
10 and 07 — 10 04 02 04 03 30
above  (25) (40) (10) (5) (14.29) (125) (14.56)
Total 28 21 25 40 40 28 24 206
(100)  (100) (100) (100) (100) (100) (100)  (100)
Average 9.T 38 98 48 7.4 7.4 6.0 7
amount
of land
covered,

Note & Source : Based on field level data. The figures in parentheses show % of row
total.



Regional Differences in Factor
Substitution in Bangladesh
Agriculture : An Econometric

' Study

TARIQ S. ISLAM *
M. ISMAIL HOSSAIN *
AHSANUL HABIB *

1. Introduction

The publication, in 1961, of the paper “Capital- Labor Substitution and
Economic Efficiency” by Arrow, Chenery, Minhas and Solow (ACMS)
[2] .ushered in a new demension in measurement of substitution
between the factors-capital and labour. The Leontief Walras Harrod
Domar specification of zero elasticity of substitution and the
Cobb-Douglas specification of unitary elasticity of substitution could
now be empirically tested.

A flurry of empirical works followed ACMS contribution. Most of these
studies were on the manufacturing sector of the developed countries.
Few studies were conducted on the developing countries, and fewer still
on the agricultural sector. This paper attempts an econometric
investigation into this somewhat sparsely researched area using data on
the agricultural sector of the Bangladesh economy.

More than fifteen years have elapsed since the emergence of
Bangladesh as an independent nation. There are now just about enough
observations for conducting an econometric study using time series data.
In this paper, we present our estimates of elasticity of substitution using
the CES production function given by ACMS. Besides providing
estimates for Bangladesh as a whole, the estimates for the four districts of
Chittagong, Dhaka, Khulna and Rajshahi are also presented hoping that
this will enable us to discern differences, if any, in the extent of factor
substitution in different regions of Bangladesh.
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This paper is divided into five sections. In Section 2, the theoretical
model is described, Section 3 contains an annotated description of the
data used, and the estimates are presented in Section 4 along with an
attempt at identifying their implications. Section 5 concludes the study
with a brief overview of the main results and indicates some directions
for possible future research.

2. The Model
The ACMS model [2] used for our study is given by
log (V/L) =a+ blog(w) + e (1)

where V-is the value added, L-labour input, W-the money wage rate,
B- the elasticity of substitution coefficient, and E-the error term. The
rationale for treating b above as the elasticity of substitution (ES) is the
following :

If the production function is given by V = F (K,L) and is assumed to
be homogeneous of degree one, then V/L =F (K/L,1); and if we put
V/L= yand K/L =x we cand say

y =f(x) (2)
In these terms, the marginal products of labour and capital are f(x)—xf{’

(x) and f'(x) respectively. Now let w be the wage rate with output as the
numeraire. If the labour and product markets are competitive then

w =f(x)—xf"(x) - (3)

which can be inverted to give a functional relationship between x and w,
and from there, 2 monotonic increasing relation between y and w.

If s stands for the marginal rate of substitution between K and L, then
the elasticity of substitution is simply defined as the elasticity of K/L with
respect to s along an isoguant. For constant returns to scale it turns out
[1:43] to be
F(x) (F(x)-XF (X)) 4

xf (x)f'(x)
Now moving back to (3) above we consider the relationship between y
and w as determined explicitly by equation (3). Differentiation with
respect to w we have

1= 0 @FEE - e EFLE - g (5)
and since

way _ _ £ (x)(f(x)-xf*(x))
7w xf(x)£"(x) ..(6)

b=
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the elasticity of y with respect to w is from equation (3)

ay _ _ £ (F(x)=xf(x)) oy
P = R S

which is exactly equal to b as in equation (4) above.

ACMS demonstrated that the relationship given by equation log
(V/L) = a + blog(w) implies the following familier constant elasticity
of substitution function

V = k(mk P+ (1-m)L0)~1/0 --(8)

for which the elasticity of substitution is given by b = 1/(1+n).
Admissible values of n run from -1 to infinity which permits b to range
between plus infinity and O, and hence encompasses as special cases
the Cobb-Douglas (b =1) and the fixed factor Leontief (b = O)
production functions.

ACMS have also shown that the relative share of factors is closely
linked with the magnitude of elasticity of substitution. They have shown
that labour’s share is governed by the relation

WLV = (1-m)® (w/i) 1P .(9)

where (1-m) is the share of labour coefficient, w=wage rate and k is the
index of neutral technological progress. The above relationship gives rise
to the following three possibilities:

(1) If b =1, we have

wL/V =1-m «(10)
which is the Cobb-Douglas case. Here, labour’s share of value added
(wL/V) is independent of both neutral technological progress k and
wage rate w.

(2) If b< 1, suppose .5, we have
WL/ = (1=m) "2 (/) 1700
= (1-m) "2 (w/x) "> i)

so that if wage rate w increases more rapidly than the neutral
technological progress coefficient k, that is if (w/k) rises, the share of
labour will also rise.

(3) If b> 1, suppose 1.5, we have
WLV = (1-m) V"2 () 17102
= (1-m) V"2 (w/i) ™2
(1) T*Sitic/) 3 (12
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which implies the reverse of case (2) since a rise in (w/k) implies a fall in
(k/w); so that labour's share would fall over time.

3. The Data

Time-series data for the years 1973 to 1984 are used for this study.
Data used are: (1) V, value added, defined as the difference between
value of output and value of input (in million Taka); (2) L, agricultural
male labour force given by persons employed (in thousands). Labour
force data are available only for the census years, hence figures for the
intervening years have been generated by interpolation; (3) w, the wage
rate, represented by yearly average of daily wage rate (without food) of
male labour. All data are obtained from the Statistical Year Book of
Bangladesh and Monthly Statistical Bulletin of Bangladesh (various
issues).

Table-1

Empirical estimates of the equation log
(V/L) = a+ b log (w)

Region a b R2

Bangladesh -0.01786 1.3561"* 0.9694
(25.61)

Chittagong -1.0420 17087 " 0.9198
(19.92)

Dhaka -0.7276 1.2845"" 0.9247
(15.46)

Khulna -0.1976 1.0384** 0.9239
(12.43)

Rajshahi - 0.2508 1.0238*" 0.8994
(10.66)

Notes: ** indicates significant at the 1% level. t-values in

parentheses.

4. The Results

. The empirical estimates of the CES function as specified in

equation (1) are set out in Table 1. It can be seen from the table that the
coefficients of log (w), which measure the elasticity of substitution, are
all significant at the 1 per cent level. The values of R-square range
between 0.899 and 0.924. All considered, the estimates may be
accepted as being reasonably reliable.

14
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From an economist’s perspective, the estimates appear 10 have several
interesting implications. The estimates are all significantly different from
zero, which implies that the Walras-Leontief-Harrod-Domar
specification of zero elasticity of subsititution is untable for Bangladesh
as a whole and for the four districts spread over four Divisions of
Bangladesh.

Our estimates of ES for Dhaka and Chittagong are considerably greate!
than one which rejects the Cobb-Douglas specification of unit elasticity
of substitution. The estimates of ES for Khulna and Rajshahi are.
interestingly, not significantly different from one implying that the
Cobb-Douglas specification of unit elasticity may be applicable to these
two districts of the Western zone of Bangladesh.

The estimates also show that the extent of capital labour substitution
has been greater for the two Eastern districts, Dhaka and Chittagong.
Although the estimates of ES are symmetric that is, one cannot say
whether capital was substituted for labour or the other way round— the
direction of such a change in an economy like Bangladesh could be
conceived of as substitution of labour by capital. Hence, it follows that
the use of capital has grown faster in the Eastern regions of
Bangladesh.

The relationship between ES and factor share which was discussed
above implies that the share of labour has fallen (in recent years) in the
districts of Dhaka and Chittagong whereas it has remained nearly
constant in Khulna and Rajshahi. A falling share of labour as has
apparently occurred in Eastern Bangladesh indicate growing
mechanisation of agricultural operations, whereas for the Western
region, a state of stagnancy is indicated. It is not possible to directly
ascertain these indications which follow from the estimates of ES as, t0
our knowldge, there is no time series estimates of the shares of labour
and capital.

5. Conclusion

The results which we obtained regarding factor substitution using a
formal mode! appear both statistically significant and economically
meaningful. The study indicates divergent extent of factor substitution in
Eastern and Western Bangladesh and, in addition, points out a
dichotomized situation in which the Eastern region is clearly ahead in the
use of capital in agriculture relative to its Western counterpart.
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Industrialisation in North-West
Region of Bangladesh : Need and
Strategies for Balanced Regional

Industrial Development
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Bangladesh is no doubt a small country area-wise. Though small, from
the standpoint of geographical characteristics, she has at least four
distinctive regions— namely, Centre, East, North-West and South—
which broadly conform to the areas of existing four administrative
divisions. This paper attempts to study the present condition and future
possibilities of industrialisation of the North-West region along with
suggesting some strategies for achieving balanced regional industrial
development in the country.

In her efforts for achieving economic development, Bangladesh has
been able to develop her industrial base only to a modest extent. From
about 4 per cent of GDP and less than 1 per cent of employment in the
early fifties, the share of the manufacturing sector increased to around 10
per cent of GDP and 8 per cent of employment in recent years [1]. This
limited amount of industrialisation has however been so located as to
have led to a glaring disparity between North-West and other
regions.

Extent of Industrial Disparity

The Census of Manufacturing Industries (1976-77) shows that 86 per
cent of the total industrial fixed assets are located in Dhaka and
Chittagong divisions while only 10 per cent and 3.86 per cent of the
capital formation took place in Khulna and Rajshahi divisions
respectively. Evidence on industrial disparity among the various regions
with respect to employment industrial value added, etc. is also amply
provided by other sources of industrial statistics [3].

According to a BSCIC Survey Report, of the total number of 24005
small industries in 1978, 37 per cent are located at Centre, 29.6 percent
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in East, 18.1 per cent in South and only 14.4 in North-West region. In
terms of total fixed investment, while Centre’s share stands at 39.8 per
cent, the share of North-West is only 15:2 per cent. Total employment in
these industries is 322.3 thousands of which the share of Centre is the
highest (37.5 per cent) and that of North-West region is the lowest (15.3
per cent) [4].

The Statistical Year Book of Bangladesh (1982) also shows glaring
differences in respect of distribution of industrial value added of both
large and small industries. The respective share in this case are 38.2 per
cent for the centre, 44.4 per cent for East, 11.9 per cent for South and
only 5.5 per cent for North-West. Taking together the total output of
both the large and small industries, the share of Centre and East stand
out at 37.5 per cent and 45 per cent respectively while South and
North-West has only 9.9 per cent and 7.6 per cent respectively.
Region-wise disparities can also be found in the contribution to the
gross regional product by the industrial sector. While the contribution of
industry (both large and small) to gross regional products of Centre and
South are 12.2 and 14.6 per cent respectively, the corresponding
contributions are 6.7 per cent and only 3.4 per cent for South and
North-West. Consequently wide differences exist in region-wise per
capita value added from industry.

Why North-West Is Lagging Behind ?

Industries tend always to proceed towards those areas where there
exists sort of a localisation of industries. The tendency continue to persist
even at the risk of higher cost of land and raw materials. The internal and
external economies of these places are so large that they outweigh the
higher costs of obtaining certain factors of production. This is what
happened in Bangladesh leading to the localisation of industries in some
places around Dhaka, Chittagong and Khulna cities. These regions thus
turned out to be the industrial areas of Bangladesh having higher per
capita income. The peculiar secio-economic and environmental
advantages which acted as the initial factors responsible for these
regions to leap forward in industrialisation later on became mare
consolidated and thus intensified the process of unbalance. The
North-West region has thus come to be considered as a place not
enjoying competitive advantages in the field of industrialization.

Because of the prevalence of such a notion neither the public nor the
private sector has in the past systematically explored the possibilities of
establishing different industries in this region. This is tentamoun to
saying that our industrial efforts in the past was devoid of any idea of
regional and special considerations. Thus instead of switching over to
the North-West region, the older growth centres were preferred for
subsequent industrialisation. -
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Industrial Prospects

It is very much wrong to say that the North-West region does not
possess competitive advantages whatsoever in the filed of
industrialisation. The fact is that this region do really possess many of the
natural resources. This region has an abundant and cheap supply of most
of the agricultural commodities which are the raw materials for
industries. The availability of these agricultural resources has led to the
establishment of some large-scale raw material-oriented industries in this
region, such as those producing sugar, jute, paper and food and allied
products. This area is well-endowed with some mineral resources, either
in un- or under-utilized form, which can satisfy the input requirements of
some industries. Besides, their exists a huge and varied market for mass
consumer goods which can lead to the establishment of a large group of
market-oriented industries. Demand for fertilizer, machine tools, etc. also
calls for the establishment of a number of input-supplying industries
here. With the adoption of sufficient fiscal and incentive measures many
of the foot-loose industries can also be directed towards this region.
Some labour intensive growth industries such as those of mechanical
engineering, electrical engineering, metal products, textiles (including
silk and hosiery), plastics, etc. have good prospects. Moreover, there is
enough scope and necessity for establishing a good number of industries
supplying public sector utility and capital goods. Along with these, the
operation of various traditional and non-traditional cottage and small
industries can further be extended here.

In the context of the backwardness of the North-West region,
alongside the prospects of its future industrialisation, there is a need for
adopting an approach of balanced regional industrial development in the
country. By balanced development, we do not of course, mean that each
region must attain the same level of development. Rather, opportunities
and facilities should be created in such a way that every region can
develop to the full extent. It may happen that a particular region is
lagging behind economically or it happens to be a backward area. In that
case, the principle of balanced regional development suggests that
greater efforts for development (in terms of greater investments, special
policy measures etc.) are to be made for that region so that it can fully
develop its potentials. Thus, by the term balanced regional development
we mean a coordinated and harmonious development for all the regions
of the country.

Balanced Regional Industrial Development and Our Plans

The importance of undertaking a regional development strategy in our
country has not been properly amphasized by the First Five Year Plan of
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Bangladesh. It in fact, “did not split up the overall development
programme into regional or district components, nor did it work out the
implications of the regions” [5;96]. Recognition of the importance of the
need to disperse industries is found only in the Second Five Year Plan.
With this end in view the Plan proposed the adoption of conscious effort
and necessary incentives “'for the location of industrial units in new and
less developed areas in order to promote balanced and harmonious
development of different parts of the country, particularly in the
non-metropolitan areas, discouraging further concentration of industries
in already developed area as far as possible.” [6;XIlI-12] But surprisingly
enough the Third Five Year Plan of Bangladesh did not explicitly state
any strategy with respect to regional industrial development. In one of its
industrial objectives it only sought to “‘create new opportunities,
particularly dispersal of small industries and development of rural and
cottage industries” [7;X-233]. Recently, the declaration of certain poiicv'
measures in the Industrial Policy of 1986 indicate that the Government
of Bangladesh is fully aware of the need for balanced regional
development. But the adoption of some isolated policy measures
without a broad-based strategy package will not be enough to do the
needful. The following analysis concentrates on the formulation of some
such strategies by which the strategy of balanced regional industrial
development can be made effective in this country.

Strategies for Balanced Regional Industrial Development

(1) Regional planning : In the first place in the context of regional
approach to industrial development the need for the setting up of a
regional planning machinery is an utmost necessity for the North-West
region [8]. The regional planning machinery will (a) frame the objectives
of development of its region, (b) determine the special dimensions of
economic activities, (c) identify the local resources, both human and
material, and then (d) formulate appropriate measures for activising
these resources for development. Such a regional plan, of course, needs
to be coordinated and integrated into the national plan so that lopsided
development and strategic shortages and bottlenecks do not arise in a
particular region.

(2) Greater public investment: While allocating development
expenditure, adequarte and special funds should be made available for
the depressed North-West region to help undertake different growth
activities on a priority basis. The bulk of public investment in this region
should go. for providing infrastructural facilities so as to facilitate the
growth of economic activities. By providing greater incomes to the
people, these activities in turn will help increase the size of the market
and thereby promote further industrial growth.
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(3) Dispersal of industries using local resources : There should be an
intergrated programme for dispersal of industries on the basis of
availability of local resources. Here in this region, rural and cottage
industries may be promoted as part of rural development programme by
the maximum use of local natural resources, agricultural produces and
human skills. Along with these, larger consumer good and processing
industries can also be established here using local resources. Production
of various silk goods, mango processing, saree printing are some
examples of such kind of industrial ventures. Increased activities for
extraction of mineral deposits can also be undertaken.

(4) Greater role of public sector industries : Along with the aforesaid
industries, a good number of other industries which may supply inputs
(fertilizer, iron, gas etc.) and utility services may be set up by the
government in this region. Those industries where capital requirements
are large and profits are insecure should also to be established under
auspices of the government. “Some government-owned big and large
industries particularly which are of foot-loose nature (such as textiles)
can be established in such region to attract location of other industries
specially those which generally grow up around a big industrial unit and
serve the mother unit by providing smaller items, spare parts, etc”

[2].

(5) Growing points and Industrial Estates: Another strategy for
regional development will be to establish some “growing point” at
strategic places of business and commercial interest. The growing points
will definitely help cluster industrial activities. Growing Points may also
‘be effected with the establishment of industrial Estates where basic
facilities like power, transport, communications, etc. would be provided
and loan concessions and subsidies may be offered. These estates, if run
properly, will help reduce cost of production (and thus provide
competitive strength) and will be very effective in developing new
industrial bases and in diffusing industrial development.

(6) Special regional development policies: To achieve a balanced
industrial development in the country, adoption of some special
development policies may act as a very effective strategy. These policies
may be of both positive and negative nature. As regards the negative
actions, it may be said that those existing facilities and policies which
inflated the regional unbalances should be abandoned. For example,
easy credit facilities and issure of licences for new industries in older
industrial places may be kept suspended. On the other hand, in
backward areas a positive policy package like those of granting tax
holidays and tax rebates along with fiscal and credit incentives may be
provided for some time. The non-availability of gas in this region makes
industries depend entirely on more expensive electricity. So long as the
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extension of gas pipeline to this region is not possible, differential rates
of electricity may be introduced for this region.

(7) Greater transport network including the Jamuna bridge : This
region remains secluded without a broader transport network linking it
with the whole of the country. The non-existence of a bridge over the
river Jamuna is the main cause of this isolation. There is no denying the
fact that the absence of such a bridge is creating serius obstacles to
(a) the balanced development of industry, (b) distribution of energy, and
(c) the development of the transport and communication system over
the whole country. One would only hope that the construction of this
bridge, for which efforts have been initiated will not aggravate backward
effects leading to serious resource depletion and consequent
deterioration in the economic condition of the North-Western people.
Instead of proving itself to be an error for North-West region, let the
Jamuna bridge become a big asset not only for this region alone but also
for the country as a whole.
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Karl Marx and His Analysis of
Capitalism
Some A-Posteriori Reflections
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I. Capitalism : The Basic Marxian Proposition

It is now over one hundred years that the man named Karl Marx had
died. This was a century of tumultuous events of far reaching
consequences following one after another. On the one hand rapid
succession of scientific technological innovations has resulted in
colossal improvement in man’s productive power. on the other hand, this
was the century during which great revolutions shook the world,
devastating wars ravaged continents, mighty social upheavels swept
across countries. As a cumulative expression of all these, we now find
the social make-up of the world greatly changed. No longer have we a
single world; rather we now have to reckon with three worlds within one.
On the one hand, we have a world of socialist countries; on the other,
there is the world of developed capitalist countries. And yet there is a
Third World consisting of countries variously labelled as from the
optimistic ‘developing” to the rather unpleasant’'underdeveloped’. In a
word, therefore, the world has profoundly changed since the time of Karl
Marx’s death.

But symbolically it was precisely fact of change that constituted almost
the whole point that Marx wanted to establish.

| refer e.g. to the Blue Book published within the last few weeks:
‘Correspondence with Her Majesty’'s Missions Abroad, regarding
Industrial Questions and Trade Unions’. The representatives of the
English crown in foreign countries there declare in so many words that in
Germany, in France, to be brief, in all the civilized states of the European
continent, a radical change in the existing relations between capital and
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labour is as evident and inevitable as in England. At the same time, on the
other side of the Atlantic Ocean, Mr.Wade, Vice-President of the United
States, declared in public meetings that, after the abolition of the slavery
a radical change of the relations of capital and of property in land is next
upon the order of the day. These are signs of the times, not to be hidden
by purple mantles or black cassocks. They do not signify that tomorrow a
miracle will happen. The show that, within ruling classes themselves, a
foreboding is dawning, that the present society is no solid crystal, but an
organism capable of change and is constantly changing”.-- wrote Marx
in his preface to Capital [18,vol.1;21].

In fact it was this profound understanding of society as an organism
existing in the constant process of change and mutation which
distinguished Marx from all the erstwhile scholars who had tried to
understand the functioning of the new economy and it was this which
made it possible for Marx to offer the most penetrating analysis of
capitalism. The name of Ricardo, whom Marx referred as the ‘genius’
economist crowing English classical political economy, becomes
particularly relevant in this respect. In fact, as is known, Marx seemed to
agree with Professor Sieber’s reading that "'his (Marx’s) theory of value,
money and capital,......., in its fundamentals is a necessary sequel to the
teaching of Smith and Ricardo” [18,vol.1;26]. With Ricardo, as we
know, capitalism in the long-run was not baving a very bright future.
This was not because he was apprehending the danger of workers rising
together to put an end to capitalism. Rather, Ricardo consistently upheld
his (labour) theory of value. In doing so he had to inevitably arrive at the
conclusion that, leaving aside rent, the share of wages and profits in the
value of the commodities (created by labour) are inversely related. One
can increase only to the detriment of the other. Thus, the deep seated
conflict between the class of wage-labourers and of capitalists was
already exposed in the Ricardian system. But this did not pertrub
Ricardo. The bourgeoisie was still on the ascendence and working class
still only in the stage of formation. Malthus ‘Population Theory’ was at
hand to remain assured that wages can never exceed the level of a bare
subsistence minimum. If yet Ricardo’s long term scenario for capitalism
was gloomy it was due to his discovery of the law of diminishing returns
in agriculture. Rate of profit would be falling because increasingly
cultivation will have to spread to worser soils making the wage-goods
dearer and creating the possibility for the landlords to increase their
parasitic claim of rent. He therefore fought against com laws so as to
allow cheap-corn from the fresh lands of the colonies to flow in, thereby
preventing wages to rise, or what is the consequence of the same, profits
to fall.
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But Ricardo could see no further. Instead; in his otherwise remarkably
consistent system two fundamental flaws remained. First, Ricardo
by-paased the task of explaining, on the basis of labour theory of value
what constitutes the most important area of exchange under capitalism,
namely the exchange between the capitalists and the wage-labourers.
And secondly, Ricardo was struggling to his last day to solve the
renowned transformation problem. He was finding himself trapped in a
apparent circularity of dependence between the rate of profit and relative
prices of the commodities of different lines of production. This was a
problem which was impossible to resolve without the concepts of
surplus value and rate of surplus value- concepts which were inherently
absent with Ricardo who had all along remained confined to the
surface-category of prafit only.

This was the scientific height reached by classical political economy
which Marx could inherit. After Ricardo, with the trade union movement
(class struggle) taking “more out-spoken and threatening forms”, the
disintegration of the Ricardian school was more than inevitable. On the
one hand, men like Hodgskin and others could take up a pro-worker
stand basing themselves on Richardo’s theory of value; on the other
hand, sposkesmen like Senior Bastiat and others made no secret of their
discarding the Ricardian positions and thereby retreating from the
Ricardian achievement in going to the depth of the capitalist economy.
Still others like games Stuart Mill continued in their attempt” to reconcile
the irreconcilables™.

It was in this setting that Marx took up the task of analysing capitalism.
The explicit purpose of his investigation into the political economy of
capitalism was, in his own language, “to lay bare the economic law of
motion of modern (i.e. capitalist----N.I.) society” [18,vol.1;20]. This
was the “ultimate aim” of his work (Capital).

From these very opening sentences we can therefore note there
characteristic aspects of Marx's view of capitalism and for that matter,
any human society in general. First, that it is an organic entity. Second,
that it exists in a constant process of change, change resulting into
mutation. And thirdly, that this constitutes a natural process, a process
independent of individual human will. All these insights with which
Marx could approach the task of analysing capitalism were the results of
his earlier investigation into the law of motion of human societies in
general. By 1845 Marx (in collaboration with F. Engels) has already
accomplished what Althusser has proposed to term as an
‘epistemological break’ [2;32-9 and 3;44-5] and event which Althusser
further interpreted as a revolution inscience which had to coincide with
the founding of a new science— the science of history, commonly



116 Bangladesh Journal of Political Economy.

known as historical materialism. This materialist conception of history to
which Marx finally arrived in his ‘Theses on Feuerbach’ and more fully in
their voluminous ‘The German Ideology’ (in which they said to have
settled accounts with their ersthile philosophical conscience) received
adequately matured formulation in Marx’s famous 1859 preface ot the
‘curtain raiser’ ‘A contribution to the Critique of Political Economy’.
There Marx succintly formulated the general law of motion of society i.e.
the law of thange of production relations with the change in the level of
productive forces. It was discovery of these laws which allowed Marx to
rise to a higher ‘epistemological terrain’ from which it was possible for
him to see further than was possible for the classical economists. In the
language of Althusser it was this ‘change of terfain’ which allowed Marx
to overcome the ‘myopia’ from which classical economists suffered and
1o see there where Adam Smith or David Ricardo could not see. Thus to
Marx capitalism appeared as yet another historical phase through which
human society has to pass in its evolution through successive stages, just
as the preceeding feudalism was one.

The evolution of societies through successive stages was to Marx a
natural process. It was not a question of personal disliking towards one
particular type of society or the other. He,. therefore, could displav a
remarkable dispassionate attitude in appreciating the progressive
achievements of capitalism.

"The bourgeoisie, historically, has played a most revolutionary part.
The bourgeoisie---has accomplished wonders far surpassing Egyptian
pyramids, Roman aqueducts, and Gothic cathedrals..... The bourgeaisie
during its rule of scarce on hundred years, has created more massive and
more colossal productive forces than have all preceeding generations
together” [22;436-7]."

These were the lines that Marx could incorporate in the ‘Manifesto of
the Communist Party’, a document he was writing precisely to conduce
to the activity of putting an end to the capitalist mode of production, in
other words, to the bourgeois rule. To him the capitalists and the
landlords were just personia de stage, as natural product of history as
their opposing proletariat was. He had therefore even his regrets offered
to them.

"To prevent misunderstanding, a word,—wrote Marx, —I paint the
capitalists and the landlord in no sence couleur de rose. But here
individuals are dealt with only in so far as they are personifications of

1. Quoting this passage Whilliam J. Baumol and Alan S. Blinder, authors of a popular
text-book on economics had following to remark, ""Except for Marx's use of the word
bourgeoisie, the following passage,,, might have been penned by a publicist for the
Chamber of commerce”” [5;768).
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economic categories, embodiments of particular class-relations and class
interests. My standpoint from which the evolution of economic
formation of society is viewed as a process of natural history can less
than any other make the individual responsible for relations whose
creature he socially remains, however much he may subjectively raise
himself above them” [18, Vol. 1; 20-21] 2

Starting from such a dispassionate natural history-view-point, Marx
was able to discover such laws of motion of the capitalist mode of
production as enabled him to show how the very capitalist relations of
production, under which the productive forces so far developed,
ultimately become a hindrance. They become more and more
incompatible with the increasingly pronounced social character of
production, which in turn is the very outcome of the development of
productive forces. Thus capital itself becomes the barrier of capitalist
mode of production. As the antagonistic contradiction between private
appropriation and social character of production (which according to
Marx is the basic contradiction of capitalist mode of production)
exacerbates, it becomes objectively necessary to replace the private,
capitalist ownership over means of production by collective, social
ownership for further unhindered development of the society. In other
words, replacement of capitalism by the socialist mode of production
becomes the task of the day. And the working class, because of the
objective position it occupies under capitalism, is destined to take the
lead in accomplishing this historical task. Capitalism thus ultimately
yeilds to the emergence of socialist society and itself remains
remembered as the preceeding spectacular phase through which
mankind had to pass and during which a qualitatively higher level of
productive forces was achieved which could form the objective basis on
which the construction of socialist society would proceed.

This however could not happen during Marx’s life-time. The first
attempt to establish a workers’ state in the form of Paris Commune could
not withstand the joint France-Prussian onslaught and was defeated. It
was at the turn of the century with the victory of October Revolution in
Russia in 1917 that political pre-conditions were met for the first time for
the emergence of a socialist economy, though in a single country. In the
Marxian parlance, this inaugurated the General Crisis of capitalism as a
socio-economic formation, meaning thereby that the transition of human

2. Touching upon a different point Marx can also be found to state : “Intrinsically, it is
not a question of the higher or lower degree of development of the social antagonisms
that result from the natural laws of capitalist production. It is a question of these laws
themselves, of these tendencies working with iron necessity towards inevitable
results” [18, vol.1;18].
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societies from the capitalist stage to that of socialism has already begun.
The emergence of socialist states in a number of countries of East Europe
and Far East in the aftermath of the vioctory of Red Army over German
fascism and Japan led to the extension of socialism from one lone
country to that of a comunity of countries. This is held to signify the
second stage of capitalism’s general crisis. With the gaining of strength
of the socialist countries and collapse of the colonial system etc., a
situation arose in the late fifties when, in Marxist expression, due to a
significant shift in the balance of power, imperialism had lost its historical
initiative, i.e. imperialism was no longer the sole controller of events. This
is said to denote the third stage of the general crisis of capitalism. Since
then more than two decades have passed. And now we may have
reached vyet another threshold point when the guestion whether
socialism will be able to achieve an ultimate victory through economic
competition with capitalism within the frame work of peaceful
coexistence of opposing social systems or a nuclear holocaust will
intervene to put an end to human civilisation altogether seems to be
hanging in the balance.

Il. Marx's Theory of Periodic Crises of Capitalism

But if Marx did not happen to live to see the beginning of capitalism's
‘General Crisis’ in the above sense, he nevertheless witnessed much of
capitalism's periodic crises. In fact, success in explaining capitalism's
periodic crises was and still remains the touch-stone of success of
analysing capitalism in general. Ricardo did not have to face this
disconcerting task. Capitalism’s first crisis of general overpruduction
dates back to 1825. In Marx's language “...with the crisis of 1825 it
(capitalism) for the first time opens the periodic cycle of its modern life”.
[18,vol. 1;24]. Before that “modern industry itself was only just
emerging from the age of childhood."®

Ricardo therefore did not have to face the task of explaining
capitalism’'s periodic crisis, the main features of which are general
over-production and unemployment. It was not that over-production did
not at all occur during Ricardo's life-time. But these were still not
"general crises of the world market, arising out of the production process
itself" Ricardo therefore could explain, for example, that the crises
which occurred between 1800 and 1815 were caused “by the rise in the

3. We can note the analogy to see Marx's conception of capitalist society as an organism
which is born, grows up, matures and ultimately'paves way for the emergence of a new
society.

4. “Ricardo himself did not actually know anything of crises, of the world market, arising
out of the production process itself” [19, Part II; 497].
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price of corn due to poor harvests, by the devaluation of paper currency,
the depreciation of colonial products etc., because in consequence of
the continental blockade, the market was forcibly contracted for political
and not economic reasons’’.

He was also to explain the crises after 1815, partly by a bad year and a
shortage of corn, and partly by the fall in corn prices, because those
causes which according to his own theory had forced up the price of
corn during the war when England was cut off from the continent, had
ceased to operate, partly by the transition from war to peace which
brought about sudden changes in the channels of trade. In short, these
were ‘accidental’ causes of ‘accidental’ and ‘partial’ over-production.

But as Marx noted, “Later historical phenomena, especially the almost
regular periodicity of crises on the world market, no longer permitted
Ricardo's successors to deny the facts or to interpret them as accidental”.
[19, Part Il; 497]. Instead, in a attempt to explain the crises economists at
the time invented a distinction between ‘over-abundance of capital’ and
‘over-production’. “Against the latter, they arm themselves with phrases
and good reasons used by Ricardo and Adam Smith, while by means of
the over-abundance of capital they attempt to explain phenomena that
they are otherwise unable to explain” [19, Part II]. But ironically it was
Ricardo himself who could see that the statment that no over-production
(of commodities) is possible is synonymous with the statement that no
plethora or over abundance of capital is gossible. Citing extensively from
Ricardo’'s argumentation in this regard.” Marx therefore scornfully put
the question : “What then would Ricardo have said to the stupidity of his
successors, who deny over-production in one form (as a general glut of
commodities in the market) and who, not only admit its existence in
another form, as over production of capital, plethora of capital,
over-abundance of capital, but actually turn it into an essential point in
their doctrine ?" [19;498].

In fact, falling into such glaring inconsistencies as that of finding
distinction  between over-production of commodities and
over-production of capital only went to indicate the extremely shallow,
level of understanding of these, whom Marx termed as the ‘epigons of
classical political economy’. There was, on the other hand, also an
attempt on some others’ part to explain away crises only on the basis of
credit. But obviously this was again just only another way of

5. Forexample, Ricardo put up the question : “Is the following quite consistent with Mr.
Say's principle: ‘The more disposable capitals are abundant in proportion to the
extent of employment for them, the more will the rate of interest on loans of capital will
fall’, If capital to any extent can be employed by a country, how can it be said to be
abundant, compared with the extent of employment for it ?* [19; Part II;108]
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presupposing over-abundance of capital. In short, in face of the obvious
fact of periodic crises manifesting themselves in general over-reductions,
economists, avowedly successors of the classical school, found
themselves quite in a disarray.

The root of the problem was the inability of all these economists to
recognise the possiblity of over-production of commodities inherent
with the capitalist commodity production. But in this they were
following none other than Ricardo himself. Ricardo, unfortunately, had
adopted in this regard the position of Say that ‘'supply creates its own
demand’.® But with his characteristic acuteness Ricardo had already
detected the inconsistency of Say who was speaking of ‘disposable
capital (being) abundant in proportion to the extent of employment for
them’ while at the same time swearing by his law of markets. As for
Ricardo’s accepting Say’s notorious formulae, Marx had only rebuke for
him. Citing Ricardo reterating the statements of Say on this point, Marx
pungently cammented, “This is the childish babble of a Say, but it is not
worthy of Ricardo™ [19, Part I1;502]. Marx's contempt for the ‘vulgur
political economy’ of Say was particular. In another instance where
Ricardo was reproducing Say's dogma about the identity between
demand and supply, Marx remarked, “Since Ricardo cites Say, we shall
criticise Say’s theories later, when we deal with this hubug himself"" [19,
Part I1;494].

To Marx, However, the periodic crises were the concentrated
expression of all the contradictions and antagonisms of the capitalist
mode of production. “In the crises of the world market, the
contradictions and antagonisma of bourgeois production are strikingly
revealed”, wrote Marx [19, Part IT; 500]. Or, for another instance; “"The
world trade crises must be regarded as the real concentration and
forecible adjustment of all the contradictions of bourgeois economy”
[19:509]. He further felt that. “The individual factors which are
condensed in these crises, must therefore emerge and must be described
in each sphere of the bourgeois economy and the further we advance in
our examination of the latter, the more aspects of the conflict must be
traced on the one hand, and on the other hand it must be shown that its
more abstract forms are recurring and are contained in the more concrete
forms”[19;509-10]7

6. Maurce Dobb however pointed out that this viewpoint can be traced back to James
Mill. But Say being the most unreserved spokesman of this view, in the history of
Economics it has gone as Say's Law and Ricardo also always referred to Say's
staternents in this regard [8:40-41].

7. Marx can be found repeating the same theme in yet another place: "The .
contradictions inherent in the movement of the capitalist society impress themselves
upon the practical bourgeois most strikingly in the changes of the periodic cycle
through which modern industry runs and whose ‘crowning point is the universal
crisis” [18, vol. 1; 28].
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In contrast to his predecessors, Marx deciphered the abstract
possibility of crisis at the very outset of his analysis of capitalism. As is
known, Marx started analysing capitalism with the analysis of the 'Value’
form of commodities which according to him is the economic cell-form
of the capitalist society.® In the very first Part of Capital Vol. 1, Marx
noted : ““Nothing can be more childish than the dogma, that because
every sale is a purchase, and every purchase a sale, therefore the
circulation of commodities necessarily implies an equilibrium of sales
and purchases. If this means that the number of actual sales is equal to
the number of purchases, it is more tautology. But its real purport is to
prove that every seller brings his buyer to market with him. Nothing of,
the kind. the sale and the purchase constitute one identical act, an
exchange between a commodity-owner and an owner of money,
between two persons as opposed to each other as the two poles of a
magnet. They form two distinct act, of polar and opposite characters,
when performed by one single person,.... Since the first metamorphosis
of a commodity is at once a sale and a purchase, it is also an independent
process in itsel. The purchaser has the commodity, the seller has the
money, i.e., commodity ready to go into circulation at any time. No one
can sell unless some one else purchases. But no one is forthwith bound
to purchase, because he has just sold? Circulation bursts through all
restrictions as to time, place and individuals, imposed by direct barter. If
the interval in time between two copmlementary phases of the complete
metamorphosis of a commodity become too great, if the split between
the sale and the purchase become too pronounced, the intimate
connection between, their oneness, asserts itself by producing—a crisis”
[18, vol 1;114-5].

8. Celebrated is Marx's following expression in this regard : "The value-form whose fully
developed shape is the money-form is very elementary and simple. Nevertheless, the
human mind has for more than 2000 years sought in vain to get to the bottom of it,
whilst on the other hand, to the successful analysis of much composite and complex
forms, there has been at least approximation. Why ? Because the body as a whole, is
more easy of study that are the cells of that body But in the bourgeois society the
commadity form of the product of labour, or the value-form of the commodity--is the
economic cell-form. To the supperfical observer, the analysis of these forms seems 1o
turn upon minutiae. It is fact deal with minutiae, but they are of the same order as
those dealt with in microscopic anatomy™. [18, vol. 1;19].

8. “During a crisis, 8 man may be very please. if he has sold his commodities without
imediately thinking of a purchase”. [19, Part II; 503].

16
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Marx therefore deduced the possibility of crisis from the very fact of
splitting up of the two metamorphoses of commodity circulation with the
emergence of a general equivalent (money), which is but an inevitable
consequence of the development of commodity production. Thus when
J.B. Say and his followers were finding identity between supply and
demand they were doing this by forgetting very elementary truths about
capitalism that it is a system of commodity production which leads ot the
bifurcation of the commodity world into commdities on the one hand
and money on the other, and that money can assume the role of store of
value. They were taking exchange of commodities as more barter of
products, of simple usevalues. And Marx Commented that “This is a
return not only to the time before capitalist production but even to the
time before there was simple commodity production [19,Part
11;501]."°

To be accurate, it should be mentioned here that even at the level of
analysis of commodity and money, Marx attempted to distinguish two
forms of crisis. In his opinion,” crisis in the first form is the
metamorphosis of the commodity itself, the falling as under of purchase
and sale.” And “the crisis in its second form is the function of money as a
means of payment, in which money has two different functions and
figures in two different phases, divided from each other in time. Both
these forms are as yet quite abstract, although the second is more
concrete than the first” [18, Part I1;510]. To this he further added that,
“The form mentined first is possible without the latter-that is to say,
crises are possible without credit, without money functioning as a means
of payment. But the second form is not possible without the first— thatis
without the separation between purchase and sale” [13, vol.1 ;514]. In
other words, Marx proves that it is erroneous to try to explain away crises
simple by indicating to the (newly emerged at that time) phenomenon of
credit.

But obviously an abstract possibility of crisis is not yet a crisis, or the
inevitability of it. And Marx was quite aware of it. Just after deducing the
‘possibility’ he was therefore quick to add that, “These modes (i.e. modes
of motion or development of the contradictions immanent in a
commodity in the antithetical phases of metamorphosis of a commodity)
therefore imply the possibliity, and no more than the possibility, of crises.

10. Itis interesting to note in this regard Marx's following casual remark : “In no science is
such a big fuss made with common place truisms as in Political Economy. For
instance J.B. Say sets himself up as 2 judge of crises, because, forsooth, he knowes
that a commodity is a produet” [18, vol.1; 146].
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The conversion of this mere possibilir;/ into a reality is the result of a long
series of relations.....[18,vol.1;11 51.1 it is the analysis of these relations
which remained the other half of the task. “The general, abstract
possibility of crises denotes no more than the most abstract from of crisis,
without a content, without a compelling motivating factor. The factors
which turn this possibility of crisis into (an actual) crisis are not
centained in the form itself; it only implies that the framework for a crisis
exists” [19, Part II;509]. This compelling motivating factor which turns
the possibility of crisis into a crisis has to be found out if the theory of
capitalist crises is to attain completeness.

As a first step to it Marx shows that under capitalism what happens is
an interwining and coalescence of the processes of reproduction or
circulation of different capitals. The first metamorphosis of one capital
must corres pond to the second metamorphosis of the other.
Transformation of one capital from the form of commodity into the form
of money, must correspond to the transformation of the other capital
from the form of money into the form of commodity. Thus in the
reproduction process of capital, the abstract forms of crisis of simple
commaodity production are not simply repeated, “"Rather only here they
receive a content, a basis on which to manifest themselves” [19, Part
11,510].

The interwining and coalescence of the processes of reproduction and
circulation of different capitals is on the one hand necessary
(necessitated by the division of labour) but on the other hand it remains
purely accidental. Capital thus ‘provides a much more concrete basis for
turning the possibility of crisis into reality’ and ‘the definition of the
content of crisis (thus) becomes already fuller’ [19, Part IT; 511].

Yet the ‘further development of potential crisis (remains) to be traced’
[19;512]. and Marx senses that, "...this cannot be shown dealing with
the production process itself, for the latter is not concerned with the
relisation, either of the reproduced value or of surplus value..... [19, Part
I1; 513]. In other words, crisis of over-production, appears in the first

11. in fact Marx even rebuked those economists who attempted to present the possibility
of crisis as reasons of their actual occurence. "Incidentally those economists are no
better,— wrote Marx, —who (like John Stuart Mill) want to explain crises by these
simple possibilities of crisis contained in the metamorphosis of commodities such as
the separation between purchase and sale. These factors which explain the possibility
of crises, by no means explain their actual occurrence. They do not explain the
possibility of crises, by no means explain their actual occurrence. They do not explain
why the phases of the process come into such conflict that their inner unity can only
assert itself through a crisis, through a violent process. This separation appears in the
crisis, it is the elementary form of crisis. To explain the crisis on the basis of this, its
elementary form, is to say 1o explain crisis by the crisis” [19, Part I1503].
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place, as a crisis of realisation. Marx very vididly illustrates (his example
of calico) how “For a crisis (and therefore, also for over production) to
be general, it sufficess to affect the principal commercial goods”™ [19,
Part I1;505]. (In passing we may note here that subsequently we would
enconunter the prective of referring to particular periodic crises not only
by the years in which they occurred but also by the name of the
industries, from which these initially ‘picked up’, although we would not
be knowing to whom to properly ascribe the credit of first indicating to
these realities.

Marx however, realised that this was "....a two-edged argument. If it is
easily understood how over-production of some leading articles of
consumption must bring in its wake the phenomenon of a more or less
general over-production, it is by no means clear how over-production of
these articles can arise.”

 _Whence does it come in the former?” [19, Part II; 524]. was the
guestion.

Marx was very emphatic to distinguish between over-production of
products and over-production of commodities or . between
over-production in the absolute sense and over-production relative to,
what we now call, the effective demand. “What after all has
over-production to do with absolute needs?” asked Marx. “It is only
concerned with demand that is backed by the ability to pay. It is not a
question of absolute over-production—over-production as such in
relation to the absolute need or the desire to possess commodities. In this
sense there is neither partial nor general over-production.” [19, Part
11;506]. A few pages further Marx once again takes up the issue. “The
word over-production in itself leads to error,” he notes. “There can be...
absolutely no talk of an over-production, in the sense that the amount of
products is excessive in relation to the need for them. On the contrary,
Marx continues, —it must be said that, on the basis of capitalist
production, there is constant under-production in this sense...... over
production of products and over-production of commodities are two
entirely different things™ [19, Part IL; 5?8]

Thus over production talked about is not over-production in the
absolute sense, not in relation to men’s absolute needs and necessities.
These are over-productions only in a realitive sense, in relation to the
‘demand backed by the ability to pay’. And under capitalism this demand
fails 10 keep pace with*the production possibilities because with this
mode of production there is an .inherent contradiction between
production and consumption.

“Qver-production is specifically conditioned by the general law of the
production of capital: to produce to the limit set by the productive
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forces, that is to say, to exploit the maximum amount of labour with the
given amount of capital, without any consideration for the actual limits
of the market or the needs backed by the ability to pay; and this is carried
out through continuous expansion of reproduction and accumulation,
and therefore constant reconversion of revenue into capital, while on the
other hand, the mass of producers remain tied to the average level of
needs and must remain tied to it according to the nature of capitalist
production’ [19, Part II; 534-5].

‘The whole aim of capitalist production is appropriation production is
appropriation of the greatest possible amount of surplus labour’
Operation of the law of surplus value makes capitalists to try to keep
wages as minimum as possible. This was and remains one of the main
ways by which capitalists try not only to prevent the profit rates from
falling but actually to increase the profit margins. But however
‘roundabout’ (Bohm Bawerk) the production process may happen to be
or whatever may be the extent to which ‘capital-deepening process’
(Wicksell) has proceeded, all production is ultimately linked with the
production of Department-Il, or the production of consumer goods.
Thus the boundless striving of the capitalists to extract as much surplus
value as possible by extending production to the furthest limit cannot but
ultimately come to conflict with the narrow bounds of consumption
which it has itself created by limiting wages to a minimum possible level
and often by pushing then down below the value of labour power.
Capitalism has no escape from this inherent to it contradiction and herein
we find that "‘compelling motivating force’ which makes crises an
ivevitability, the force that turns the possibility of crisis into a
cirsis.

12. While emphasising Marx's reference to the contradiction between production and
consumption under capitalism as one of the factors leading to crises, we should
however note that Marxian conception in this regard differed fundamentally from the
naive under-consumptionist views like that of Malthus or Sismondi. Malthus
‘apprehension about possible shortfalll in consumption demand owed more to his
pre-occupation to safeguard landlords’ interests than any clearly propounded
economic logic; and Keynes, when he commented that economics had done better if
followed Malthus line of thought than Ricardo’s, he was in fact ignoring much and
was actully making only a jest. On the other hand, while Sismondi and others were
maintaining that it was in principle impossible to realise all the capitalist produce
within capitalism and therefore the presence of a ‘third” sector (adjunct) was
inevitably necessary, Marx termed such a view erroneous. He, on the contrary, very
elaborately showed how not only simple but also extended reproduction was
technically quite possible within the limts of capitalism, [18. voLII]. Understanding of
the reasons of crises therefore required, Marx indicated, a far more profound
understanding of capitalism, its nature and properties.
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But capitalism is beset not with the contradiction between production
and consumption only. Inherent with it is the other contradiction---that
between “organisation of production in individual enterprises on the one
hand and anarchy of production in society on the other’. Capitalism is
not a system of social production in which society “as if according to a
plan distributes its means of production and productive forces in the
degree and measure which is required for the fulfilment of various saocial
needs, so that each sphere of production receives the quota of social
captial required to satisfy the corresponding need” (19;528). Hence the
various proportions between the different departments and branches of
production that are necessary for the sacial reproduction process 10 go
unhindered (which Marx meticulously worked out in his schemes of
re-production in Capital, Vol. Il) are under capitalism attained only
accidentally. With increasing social character of production units and
increased intensity of interwinement and coalescence of the circuits of
different capitals are the two indices and the growth of the whole edifice
of credit and stock market structure allowing almost perfect
inter-industry and inter-location mobility of capital on the other, the
possible amplitudes of fluctuation and the rapidity with which
cumulative processes can work themselves out can easily be understood.
Crises would then appear to be an almost any day event. Is there then
any objective basis for some regularity in the occurrence of crises ?

In this respect we find that Marx could hint upon an actual material
basis for the periodicity of the crises. Here is what he wrote in this
regard:

“As the magnitude of the value and the durability of the applied fixed
capital develop with the development of capitalist mode of production,
the lifetime of industry and of industrial capital lengthens in gach
particular field of investment to a period of many years, say of ten years
on an average. Whereas the development of fixed capital extends the
length of this life on the one hand it is shortened on the other by the
continuous revolution in the means of production which likewise
incessantly gain momentum with the development of capitalist mode of
production. This involves a change in the means of production and the
necessity of their constant replacement, on account of moral
depreciation, long before they expire physically. One may assume thatin
the essential branches of modern industry this life cycle now averages 10
years. However, we are not concerned here with the exact figure. This
much is evident: the cycle of interconnected turnovers embracing a
number of years, in which capital is held fast by its fixed constituent part,
furnishes a materails basis for the periodic crises. During this cycle
business undergoes successive periods of depression, medium activity,
precipitancy, crisis. True, periods in which capital is invested differ
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greatly and far from coincide in time. But a crisis always forms the
starting piint of large new investments. Therefore, from the point of view
of society as a whole, more or less, a new material basis for the next
turnover cycle” [18, vol.II;188-9].

Stopping short of any further elaboration, we can then see that Marx
had a full developed theory of capitalism’s periodic crises. This was not
something separate from Marx’s analysis of capitalism in general.On the
contrary, his theory of the periodic crises, as we could see from the
narration above, was the logical outcome and in fact the crowning point
of his analysis of capitalism. If we are allowed to repeat, to Marx, the
periodic crises were ‘the real concentration.....of all contradictions of
bourgeois economy”; all the ‘individual factors’ of capitalism that he
analysed ‘are condensed in these crises.”’® According to him these,
periodic crises were the concrete manifestation of the fact that capitalism

is facing a barrier, a barrier to the further free development of the
productive forces.'® In a letter to Engels, Marx even hoped to produce a
mathematised version of his theory of capitalism’s periodic crises.

But if the successors of classical economics were nevertheless trying
to explain (however unsuccessfully it may be) crises by resorting to the
fact of over-abundance of capital, neo-classical economics would soon
prefer to virtually reject the possibility of unemployment and crises. While
throwing overboard the classical theory of value and distribution,
neo-classicals however clung to one particular of its tenets more fiercely
than even the classicals themselves---that of alleged identity between

13. In fact in a remarkable passage at the very outset of the sections devoted to the
analysis of crises, Marx could summarise all these different factors and contradictions
leading to crises in a single sentence : “...the wholie process of accumulation in the
first place resolves itself into production on an expanding scale which...forms an
inherent basis for the phenomena which appear during crises. The criterion of this
expansion of production is capital itself, the existing level of the conditions of
production and the unlimited desire of the capitalists to enrich themselves and to
enlarge their capital, but by no means consumption which from the outset is inhibited,
since the majority of the population, the working people, can only expand their
consumption within very narrow limits, whereas the demand for labour, although it
grows absolutely, decreases relatively to the same extent as capitalism develops.
Moreover, all equalisations are accidental and although the proportion of capital
employed in individual spheres is equalied by a continuous process, the continuity of
this process itself eqully pressposes the constant disproportion which it has
continuously, often violently (i.e. crises) to even out” [19, Part I1;492].

14. "..the bourgeois mode of production contains within itself a barrier to the free
devellopment of the productive forces, a barrier which comes to the surface in crises
and in particular, in over-production--the. basic phenomenon in crisis” [19, Parn
I1,528]
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supply and demand, or the Say’s ‘Law of Market’ (a fact which provoked
Keynes to adopt his ‘soleeist’ position of bracketing Smith-Ricardo with
Marshal and Pigou together and label them all as classical economists).
Thus supply would be creating its own demand allowing any quantity of
goods (commeodities) produced to be marketed without any problem of
realisation. Employment hence would always proceed until marginal
product equalled to wages leaving no scope for involuntary
unemployment at the euqilibrium wage-rates. Interest rates would be
equiting savings with borrowings and the quantity of supply of money
would be determining the price level. So ingrained was the faith in the
elegance of this static equilibrium that documents like Treasury View’
could be put forward when Great Depression was already in half way
with its toll and when nothing was more true than Marx's following
classic description :

“On the one hand there is super abundance of all the means of
reproduction and a super abundance of all kinds of unsold commaodities
on the market. On the other hand bankrupt capitalists and destitude,
starving workers™ [19, Part II; 523].

Keynes was then to appear as the saviour of econmics from a total
debacle. He found Marx very tedious to read and therefore could claim
original the rediscovery of a contradiction between production and
consumption under capitalism. With him however this would not appear
as a concrete manifestation of the contradiction between productive
forces and production relations under capitalism. Instead, a class
antagoinsm of capitalism would take the form of an abstract
phychological law. According to hum the law of ‘Propensity to
Consume’ is such that people tend to consume less and less of their
incremental income. But when all the ‘psychological’ digression is
complete, the point at issue boils down 10 the problem of insufficiency of
‘demand backed by the ability to pay’ which Keynes preferred to term as
‘effective demand’. But there was trouble with the other component of
‘offective demand’ i.e. with ‘investment’ as well. On the one hand, there
was the problem of ‘marginal efficiency of capital’; on the other this was
reinforced by the problem that future was uncertain— a situation which
led expectations only to further boost up expectations, while any
symptomatic departure from them led to the sudden recoiling back with
violent intensity. The laisez faire mechanism was therefore found to be
essentially incapable of guaranteeing stable full employment equilibrium.
Instead, forces internal to the system operate to subject the capitalist
economy to alarming fluctuations. Keynes therefore proposed to discard
laissez faire and to regulate capitalism least the violent crises terminate
the very continuance of the system.
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It thus appears that alomost whole of the Marxian theory of periodic
crises of capitalism was resurrected in Keynes. In his train of thought
Keynes went so far as to propose ’'socialisation of investment’, if
necessary for maintaing adequate levels of investment and effective
demand. This was the point simultaneously of strength and weakness in
Keynes ‘conception. Of strength because this indicated the acuteness of
Keynes' understanding of the necessity of social control arising out of
the social character of production already achieved under capitalism. On
the other hand, socialisation of investment under capitalism being a
sheer impossibility, this betrayed Keynes' failure to understand some of
the basic properties of capitalism as a mode of production.

Keynes other ‘stabilisers’ however became popular and part of the
official credo. (In one sense though Keynes was only offering theoretical
substantiation of the practical measures that were already there in
President Roosevelt's New Deal Undertaken in an effort to overcome the
depression.) In the situation of post war boom many started to believe
that, thanks to Keynes’ ‘miraculous’ discoveries, capitalism’s problem of
periodic crises are once for all done with. The crisis of 1957-58 had
however already shaken that belief. If, nevertheless, throughout the
sixties the milder crises could be attributed to inefficiencies in making
use of the Keynesian ‘stabilisers’, then since the crisis of 1974-75, the
whole validity of the Keynesian analysis has been brought to question.
The presistent situation of ‘stagflation” is not amenable to the original
Keynesian frame-work of remedy. Even a cursory review of the different
shades of contemporary economics shows that it is impossible to explain
the present day economic situation in the developed capitalist countries
without taking note of the significant structural changes that have
occurred in these economies over the past few decades. ® Keynesian
psychological laws prove very fragile in face of these hard rock
realities.

Thus if on the one harid, rediscovery of some of the ‘truths’ about
capitalism (when these ‘truths’ were already existing in reality in their
most violent forms) allowed Keynes to provide a framework for the
neoclassical economics to think of crises and involuntary unemployment,
then his inability to reckon with their socio-economic content, to reach
to their class roots, handicapped his framework from the very out set.
With time it was only to become more apparent. Now, in the eighties it is
more than obvious that it is the enhanced power of the monopolies to
not only withstand but actually increase their profit margins even in a

16. For a commendable discussion of these, see [10;1-28 and 70-122].
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situation of depression that is the key to the explanation of the startling
phenomenon of stagflation. Thus it is not to psychology of some
particular strand, but to the class and production relations we have to
revert back in seeking answers to the present day business cycle
pn:ublems.16 And it is production relations and class relations in which
Marx moored his theory of capitalism’s periodic crises,— crises which
were, according to him, the most concrete revelation of the fact that
productive forces are indeed in a conflict with the production relations, a
conflict which according to him will find its ultimate resolution in the
negation of capitalist relation of oroduction and establishment of a new
type of ownership and thus making capitalism’a passing historical
phase’.

lll. Colonial Capitalism— The Other Dimension of Capitalism’s
Crisis
But, if the periodic crises are one dimension of the historical limitations

of capitalism, then there is a outher dimension of the same— and it is the
latter which is more revelant for us, the people of Bangladesh.

Ever since Marx put forward the materialist interpretation of history
and identified several, what he called ‘progressive epochs in economic
history’, there have been different lines of further elaborating and
specifying it. One of these have been the ‘schematic’ or ‘parallelistic’ way
of understanding. According to this interpretation human societies all
over the world have been travelling through these phases (epochs)
almost in a similar manner, i.e., in the same sequence and with almost the
same chronology (or simultaneity). Thus there have been serious works
which attempted to decipher in India slavery aimost of the same type as
in Antiquity and of the same time-span. According to this interpretation it
would then emerge that peoples of various parts of the world are moving
in a parallel fashion and thus are passing through the successive
economic epochs owing to dynamics contained entirely in them.

16. Itis quite instructive to note that W.J. Baumol, Alan S Blinder reviewing Marx's theory
of capitalism’s periodic crises, remarked that, "..in areas such as business cycle
analysis almost all modern thinking stems from his, either directly or indirectly”
[5;780]. More elaborately, according to them, “'In fact, the Marxian models covered
such a wide range of cyclical relationships that there is hardly a modern theory of the
business cycle that cannot find some antecedent in Marx's writings. And for this
reason Marx must be considered the father of all modern cycle analyses” [5;779]. In
passing it may be mentioned that Baumel tried 10 identify several, what he calls,
models of business cycles (crises) that can be found in Marx. In fact in these Marx
was only hinting upon some of the initial. Jerks from which a crisis may pick up and
this does not go 1o imply any fundamental duplicity of Marx’s theory of periodic
Crises.
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Different peoples would then be wholly self-contained units with all the
dynamics of their own and hence moving parallely in the same fashion as
others in other parts of the world.

Such a viewpont suffers from two types of difficulties. The first is the
reality itself. Looking at the contemporary world for example, along with
the co-existence of socialism and capitalism, we find not only traces of
feudal institutions in some countries but even societies of neolithic, or
even of the palaeolithic type existing in some corners of the world. How
can a parallelistic way of movement can account for such simultaneous
existence of so many different types of societies (epochs) ? Yet such a
panorama of diverse societies is true not for the contemporary world
only, at some earlier points of time also we find the simultaneous
existence of societies of different epochs.

The second difficulty faced by the parallelistic interpretation
constitutes in the following. How do we define ‘people’ ? In other word,
what are the boundaries of the entity, ‘people’ ? This is a problem which
is sometimes also expressed as the problem of the ‘relevenat unit of
analysis’, Is England of the early New Age a separate such
unit/entity/people, or it formed only a part of the ‘West European
whole’, from which it cannot be separated if we want to understand the
forces that changed the society of that country at that time ? Similarly,
can Bengal of the Middle Ages be separated from the rest of India if we
want to understand the social dynamics of that time ? Thus, the very
problem of demarcating ‘peoples’ seems to stand in the way of
deciphering a ‘parallel’ movement with peoples all over the world.

Intrinsically a response to the same complexity of the problem of social
evolution, another line of argumentation with Marx's statements as the
point of departure has been along the Althusser-Balibar and
Hindess-Hirst line. (It must be mentioned here that there have been
significant contributions from other scholars as well to the stock of these
discussions. But the above mentioned names would probably suffice to
designate the line of thought referred to.) The main characteristic of this
trend has been the rejection of what they term ‘empiricism’. Althusser
emphasised the distinction between the ‘real object’ and the ‘object of
thought’ and the function of ‘theoretical practice’ as ‘appropriation of the
real object and presenting it as a ‘thought concrete’. Apparently there
was nathing wrong in it, because these are Marxian utterance about the
methodology of political economy which may also be treated to hold for
theoretical activity in general. But in doing so Althusser severed in an
important way the connection/relation between the aforementioned
‘real-concrete’ and ‘thought concrete’. In the ultimate analysis
‘thought-concrete’ has to correspond with ‘real-concrete’ and itis in this
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correspondence that the correctness of the ‘appropriation’ lies. And the
criterion of correctness of appropriation or truth of theory is once again
‘practice’.

But Althusser arrived at the dictum: ‘Marx’s theory is not true because
it could be successfully put to practice. It could be successfully put to
practice because it is true’. He thus assigned a special status to theorecial
practice. The legitimacy of any concept is to be determined entirely by its
logical coherence in relation to other concepts of the problematic
concerned. These concepts are necessary to produce knowledge about
any concrete situation or ‘conjuncture’. This is because, according to
Althusser, Marxian contradictions are fundamentally different from the
Hegelian contradictions in the fact that while the latter, are ‘essentialist’,
contradictions in the Marxian sense are always’ over-determined’. This
was Althusser’s theorisation of Lenin’s repeated emphasis that ‘concrete
analysis of the concrete situation-this is what constitutes the soul of
Marxism. Rejection of essentialist interpretation of Marx's contradiction
(straight away inversion of Hegel), or emphasisation of
‘over-determination’ of Marxian contradiction was associated with
Althusser's rejection of teleology. This was despite Althusser’s assertion
of a ‘structural causality’ (as different from ‘expressive causality” of the
Hegelian system) to be found in a ‘practical state’ in Marx and the
principle of ‘determination in the last instance by the economy’ to be
operative in it

In fact these were the methodological foundations which ultimately
led to (or which Althusser found out for) his ‘rejection of empiricism’
with respect to theoretical practice. The demand of correspondence and
assertion of this correspondence through (other than theoretical)
practice was now very weak and remote. The criterion of validity of
concepts was now different. It was to be entirely resolved in the realm of
thought. Thus an artificial distance has been created between the ‘real

object’ and the ‘object of thought’ and hence a misrepresentation of the
function of ‘appropriation of real by thought and its representation as a
thought concrete’.

It is through this unwarranted gap, in this unwarranted space, that
much theoretical activity flourished. Drawing inspiration from Althusser,
Etienne Balibar thus found out “the possibility of an a priori science of
the modes of production, a science of possible modes of production,
whose realisation or non-realisation in real concrete history would
depend on the result of a throw of the dice or on the action of an
optimum principle” [3;226]. And Balibar actually proceeded to
construct one such theory “based on a variation of the connections
between a small number of elements which are always the
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same" [3;224]. His was therefore a combinatory approach. Different
modes of production appears as different combination of the same
elements. And Balibar disginshished two types of modes of production:
transitional and non-transitional. The latter are those whose conditions
of existence are reproduced along with the reproduction of the economy
while the transitional ones are those where such auto-reproduction of
the conditions of existence are not occurring. Balibar however could not
carry his project further. He could not elaborate the concepts of different
concrete modes of production. Moreover within his framework it was
difficult to see how a non-transitional mode of production would ever be
transformed into a transitional one. Balibar himself acknowledged these
difficulties in his ‘Self-criticism’. ,

But Barry Hindess and Paul Hirst would then take up the task. They
discarded Balibar's idea of arriving at the concepts of different modes of
production from just variation of connections between the same
elements. Instead they set out to test the legitimacy of the notion of
“various pre-capitalist modes of production briefly indicated in the
works of Marx and Engels”. They adopted a definition of mode of
production as '‘an articulated combination of relations and forces of
production structured by the dominance of the relations of production”
[13;9] and attempted to apply this definition for their above mentioned
purpose, The mode of proof turned out to be the possibility or
impossibility of deducing corresponding forces of production from the
relations of production specified. If the deduction is possible then the
concept of the pertinent mode of production is declared justified; if not,
then the concept of that mode of production is termed as invalid. Thus
every thing happens in the realm of ‘theory” and proceeds in just the
opposite derection than was suggested by Marx | History, or the actual
course of events has nothing to do with the ‘work in theory’ of Hindess
and Hirst. In fact, their so called ‘rejection of empiricism’ went to such an
extent that towards the close of their book they are found to make such
arrogant statements as “we reject the notion of history as a coherent and
worthwhile subject of study” [13;321] or “Marxism, as a theoretical and
political practice, gain nothing from its association with historical writing
and historical research. The study of history is not only scientifically also
politically valueless™ [13;312]. Two years later Hindess and Hirst would
however be proposing to discard the very concept of mode of
production and to operate with the concept of social formation only.
According to their new realisation then, “the effect of concentration on
the conceptualisation of the modes of production is the restriction of
analysis to an extremely limited range of economic class relations and the
consequent neglect of the problems of conceptualising more complex
forms of class relations. We argue that it is necessary to develop concepts
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of economic class relations and their conditions if existence in definite
social formations”. Their “present text (therefore) rejects the pertinence
of the concept of mode of production’™ [14;2]. What ultimately happens
therfore is an idealist flight from the initial elevation of the criterion of
truth that Althusser proposed. The ‘rejection of empiricism’ ultimately
becomes very akin tc an agnostic position and becomes prone to all the
consequences that agnosticism suffers from. Yet it was Marx who found
his fundamental distinction from Feuerbach in the thesis that, "The
question whether objective truth can be attributed to human thinking is
not a question of theory but it is a practical question. In practice man
must prove the truth, that is the reality and power, the this-sidedness of
his thinking. The dispute over the reality or non-reality of thinking which
is isolated from practice is a purely scholastic question”
[21,vol.1;13].

Meanwhile it were the historians, who through their scrupulous
research and painstaking invstigations were offering some very useful
insights in understanding the materialist interpretaion of history and
solving many of the riddles of the theory of history. Thus D.D. Kosambi,
for example, basing on his brilliant studies on Indian history, put forward
the following observation. Citing Marx's 1859 classic formulation of the
basic proposition of historical materialism, Kosambi added :

"When one applies these inspiring words to the Indian problem, it
must be kept in mind that Marx speakes of all mankind where we deal
only with a fraction ... For short periods in restricted localities, a dead
end, retogression, or evolution by atrophy are possible which cannot
stop the progress of mankind as a whole... Marxism is far from
economic determinism ... It will be shown that India had never a

classical slave economy in the same sense as Greece or Rome...
[16;9-10].

In other words, Kosambi indicates that the process of evolution of
human societies has to be seen in the context of ‘all mankind’ or
‘mankind as a whole'. In other words, emergence and passing through
the ‘progressive economic epochs’ that Marx enumerates in his 1859
preface has to be seen in the context of the world as a whole, in a global
framework. (And while ‘for short periods’ ‘in restricted localities’ dead
ends or atrophies may occur, mankind as a whole nevertheless
progresses through successive social phases.)

Gordon Childe on the other hand in, his classic works on pre-history
(Man Makes Himself, What Happened in History?) investigated into the
process of emergence of neolithic societies from the midst of a
palacolithic canvas and subsequently of Bronz Age Civilizations on the
basis of the develop productive forces achieved under neolicthic culture.
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(In his latter work Childe traced the process upto the emergence of
Iron-Age ecanomies of the Antiquity as well). In these works we see that
Childe all along deciphers the fact of interaction among peoples playing
a pivotal role in propelling the pracess of social progress. It is through
this interaction and intermingling among peoples that technological
discoveries are diffused. And not only scientific technological
innovations but also the superstructural elements are spread in this way.
Childe shows that as a result of such interaction the experience and
knowledge gathered by different peoples of different parts are pooled
together in some particular places due to the specific circumstances
favouring them and this ultimately leads to the emergence of a higher
type of economy and society in those places. In other words, different
elements of productive forces and ideology that are necessary for the
make up of a new society are attained gradually within the erstwhile
societies. When they are pooled together, a synthesis occur resulting into
a qualitative change, giving rise to a new type of society. Childe used the
term ‘focii’ to denote such favoruable points where these initial
formations take place. Once the new, more developed type of society has
already emerged, then through the process of interaction and diffusion
the transition of the rest of the mankind to the new type of society
proceeds. Childe even distinguished between ‘primary’ and ‘secondary’
‘focii’ in elaboration of the diffusion process.

Thus once again, what is suggested is that it is the global frame-work
against which the process of social evolution through successive stages
has to be traced, Thus, although the new economies first emerge at the
‘focii’ these are not the out-come of the focii-regions only, These are the
outcomes of the world development as a whole. These are not
phenomena of local nature, these are world phenomena finding their
expression in particular localities. (For further elaboration of the theme,
See {11].

Though some have tried to dubb this as a ‘Diffusion Theory” and play
down the significance of the findings, its basic proposition that the
evolution of societies through successive phases has to be examined in a
world frame-work is nevertheless correct. If we look for Marx in this
context minutely, we shall see that Marx did not imply any strict

17. Thus palaeolithic achievements were pooled together in Near East which gave rise 10
the neolithic economy. Similarly the great reparian Bronze Age civilizations emerged
when all the spectacular achievements and possibilities of neolithic culture were
pooled together in these places. Again different discoveries, innovations and
possibilities that accumulated in different Bronze-Age centres could combine together
in the Mediterranean coast to give rise to the lron Age civilization of the
Antiguity.
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parallelism in the process of social evolution that he tried to outline. That
he did not, can be seen, for example, from his naming one of the
‘progressive epochs’ of his 1859 list as 'Asiatic’. Debate about the
existence or non-existence of such a mode and hence the validity of its
concept is well-known. But obviously here we are not concerned with
that debate. What we want to note is Marx’s usage of a name ‘Asiatic’.
Thus, Marx was naming a particular mode of production by the name of
a geographical region (a continent). With a strict parallelistic approach;
this would be quite illogical. Because then the said Asiatic mode of
production would be equally applicable for Europe and other regions in
the same manner as for Asia and there would be no point in naming it by
the name of one particular geographical region. The same could be said
about Marx’s usage of ‘Antiquity’ to designate another mode of
production if it went to mean the geographical region concerned and not
the particular time period.

On the other hand, we find Marx quite aware of the significance of
interaction among peoples in the social evolution process. For one
example, this was quite eloquently revealed in Marx’s drafts to reply to
the Russian revolutionary, V. |. Zasulich who asked for Marx's opinion
regarding the question whether or not the Russian village communes
were ‘capable of gradually discarding their primitive features and
developing directly as an element of collective production of a national
scale’ i.e. of the future socialist economy). It is known that Marx replied
in the affirmative and here were his reasons for such an opinion :

"It is precisely the fact that it (the commune) exists at the same time as
capitalist production which enables it to take advantage of all the
positive achievement of the latter without passing through all its dreadful
vicissitudes. Russia does not live in isolation from the modern world"
[21,vol.3;153].

“If the spokesmen for the ‘new pillars of society’ were to deny the
theoretical possibility of the evolution of the modern village commune,
one would ask them whether Russia was compelled like the West to pass
through the long incubation period of developing machine production in
order to obtain machines, steamboats, railways etc. One would also ask
them how the Russians have managed to introduce in a flash the whole
mechanism of exchange (banks, joint-stock companies, etc.) which took
centuries to grow up in the West” [21,vol.3:1 57] and finally,

“the simultaneous existence of Western Production, which dominates
the world market, enables Russia to incorporate into the commune all the
positive achievements which have been attained by the capitalist system,
without passing through its Caudine Forks”'[21,vol.3;1 571.
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Thus, even if we do not have to be thorough diffusionists, we find
enough indications in Marx that the process of social evolution through
successive phases has really to be examined in a global framework, and
interaction among peoples is an inherent element of this process. (Those
bands of people who remained effectively separated from the rest of the
mankind for a long time, were therefore found to be living in an atrophy,
for example the aborigines of America, Australia etc. not experiencing
the a;\golutlonary phases which mankind as a whole has passed through
[11].

The world framework becomes particularly obvious in examining the
emergence of capitalism. The Dobb-Sweezy debate in this regard is quite
well-known. While Sweezy emphasised the role of ‘long distance trade’
as a force for dissolution of feudalism and rise of capitalism in Western
Europe, Maurice Dobb underscored the importance of ‘internal
dynamics’ of the feudal societies of the area. Definitely both the factors
played their respective roles in the said outcome. While on the one hand,
‘distance trade’ could also result in the sweep of a 'second serfdom’ in
Eastern Europe; on the other hand, it can not be denied that “the modern
history of capital dates back from the creation in the 16th century of a
world-embracing commerce and a world embracing market” [18,
vol.1;145]. Thus creation of a ‘world-embracing commerce’, ‘world
embracing market’ was therefore the starting point, a pre-condition for
the emergence of capitalism.‘19 Indeed sixteenth century was the century
of great geographical discoveries when the world suddenly ‘expanded’
and the virgin continents of America, old civilizations of India and China
and the ‘exotic’ continent of Africa were all brought together in the

whirlpool of world commerce, resulting into what Marx termed “the
revolution of the world market’'[18,vol.1;670]. Of course, this aspect of

18. Obviously the forms of interaction and their relatuve importance have also undergone a
process of change with time. Wholesale migration of 'nations’ for settling elsewhere as
a form of interaction is now obviously of much less importance than it was in
pre-feudal, or even pre-capitalist times. Yet on the other hand, the intensity of
interaction today is of inconceivably greater degree than of feudal times. That different
peoples of different parts of the world are inter-reldted is so much a glaring reality
today that it needs no explanation. On the other hand, the degree of the intensity of
interaction and of soil-bounded character of production has found its reflection in the
degree of universality of different modes of production. As the degree of intensity of
interaction has increased and soil-boundedness of production has decreased. so has
increased the degree of universality of successive modes of production, This is very
well illustrated by the experience of history.

19. Marx adds the word ‘'modern’ in order to demarcate from what he termed the sporadic
beginnings of capitalist production of earlier times. "'The capitalist era (starts)from the
sixteenth century (though) we come accross the first beginnings of capitalist
production as early as the fourteenth or fifteenth century, sporadically in certain towns
of the Mediterranean™ [18,vel.1;739].

18
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the ‘primitive accumulation” was just as far from anything idyllic as was
its other aspect, that of expropiation of the peasants of their lands and
creation of ‘free labourers in the double sense’, which formed the other
pre-condition for the beginning of t:apitenlism.20

“The discovery of gold and silver in America, the extirpation,
enslavement and entombment in mines of the aboriginal population, the
beginning of conquest and looting of the East Indies, the turning of
Africa into a warren for the commercial Hunting of black-skins, signalised
the rosy dawn of the era of capitalist production. These idyllic
proceedings are the chief momenta of primitive accumulation”-- wrote
Marx [18,vol.1;703]. To this he further added, “On their heels treads the
commercial wars of the European nations, with the globe for a theatre. It
begins with the revolt of the Netherlands from Spain, assumes giant
dimensions in England’s Anti-Jacobin War, and is still going on in the
opium war against China, etc.” [18,vol.1;703].

Thus the emergence of capitalism takes place ‘with the globe for a
theatre’, with “entanglement of all peaples in the net of the world market,
and with this, the international character of capitalistic regime” [18,
vol.1:744-5]. The whole purport of the Dobb-Sweezy debate then gets
changed. The forces (long distance trade etc.) which seemed to be
‘external” to Dobb (and were emphasised to be so by Sweezy) becomes
quite ‘internal’ if globe is to be taken as the theatre. Imposition of
colonial rule over a vast part of the world, over great populous
civilizations of the East was therefore the just reverse pole of the rise of
capitalism in West Europe. “The colonial system ripened, like a
hot-house, trade and navigation. The colonies secured a market for the
budding manufactures, and, through the monopoly of the market, an
increased accumulation. The treasures captured outside Europe by
undisguised looting, enslavement, and murder, floated back to the
mother-country and were there turned into capital” [18,vol.
1:705).%'

20. Thisis what Marx wrote about the latter : “The spoilation of the Church’s property, the
fraudulent alienation of the State domains. the robbery of the common lands, the
Usurption of feudal and clan property, and its transformation into modern private
property under circumstances of reckless terrarism, were just sa many idyllic methods
of primitive accumulation, They conquered the field for capitalistic agriculture, made
the soil part and parcel of capital, and created for the town industries the necessary
supply of a ‘free’ and outlawed prolezariat’ [18,vol.1,685].

21. To this Marx further added that, “"Holland, which first fully developed the colonial
system, in 1648 stood already in the acme of its commercial greatness. In the period of
manufacture properly so called, itis . . . the commercial supremacy that gives industrial
predominance. Hence the preponderant role that the colonial system plays at that
time. It was ‘the strange God' who perched himself on the aitar cheek by jow! with the
old Gods of Europe. and one fine day with a shove and a kick chucked them all of a
heap” [18,vol.1,705-6].
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Thus not only that the emergence of capitalism was a development of
the world-theatre, it also, from the very outset, emerged as a werld
system. The rise of capitalism in Western Europe was associated with the
imposition of a colonial system. These were the two poles of the same
process, one inseparable from the other. Greater part of the humanity;
abidement had to play the role of subjugated colonies, which were
looted, plundered, revaged and ultimately deformed so as to pave way
for the rise of capitalism. The changes of feudal societies of Europe had
to crorrespond with a change of the feudal societies of Asia as well. The
social formations that resulted in these colonies in the process of the
specific role they had to play in the genesis of capitalism, we propose
here to be termed as colonial capitalism. Industrial Capitalism of West
Europe had to have a counterpart in the colonial capitalism of these
subjugated peoples. Only these two dialectical poles together give the
world-system of capitalism.

Now amongst the colonies again the Indian sub-continent was
destined to play a very special role. The continents of America emerged
in the map only as a result of the Europeans thrust to reach no other ‘land
of fabulous wealth® than India. The historical ‘Triangular Trade' was
nothing but a prelude to the subsequent extraction of Indian wealth
gratis. And ultimately it was on the heaps of million of Indian’s skeletans
who had to die in famines, in privation, on the pile of cut off hands of the
thousands of weavery of India who had not only to leave their profession
but to be crippled for ever that ultimately the glorious Industrial
Revolution of England could breakout. Marx could vividly portray the
complentarity of these two processes.

"It was the British intruder who broke up the Indian hand-loom and
destroyed the spinning wheel. England began with depriving the Indian
cottons from the European market; it then introduced twist into
Hindostan and in the end inundated the very mother country of cotton
with cottons. From 1818 to 1836 the export of twist from Great Britain to
India rose in the proportion of 1 to 5200. In 1824 the export of British
muslins to India hardly amounted to 1,000,000 yards, while in 1837 it
surpassed 64,000,000 vards. But at the same time the population of
Dhaka decreased from 150,000 inhabitants to 20,000" [21,vol
1;490-1].

That the rise of Britain with its Industrial Revolution of late eighteenth
century on the one hand and desintegration and decay of Indian
economy on the other (and within India of Bengal in particular, because
Bengal was not only the richest province of Mughal India, but also it was
here that commercial and political colonisation of India by the Britishers
began and it was Bengal which had to pay the highest toll for the
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efflorescence, first of commercial and then of industrial capitalism of
England) - were two complementary processes, or put differently.two
poles of the same intergral process, has been amply documented and
substantiated by many notable scholars of India, as also of England, and
there is hardly any need of further elaboration of this point here.

The above is, however, not to say that the imprint of the colonial rule
on the social formation of these countries has not been emphasised
earlier. Notable contribution ir this regard has been of Hamza Alavi. He,
in his works, has more than many, very scrupulously traced the link
between the destitution and impoveristment of India (and Bengal in
particular) with that of the occurrence of Industrial Revolution of
England. Alavi's more significant contribution has been in his acute
understanding of the character of changes brought about by the British
rulers in the Indian socio-economic texture. For one example, he could
very convincingly show that the land tenure systems (e.g. the permanent
Settlement in Bengal) introduced by the Britishers were (contrary to the
general belief that these were imposition of feudalism proper, in a
non-propet feudal India) actually the introduction for the first time of
bourgeoisie relationship on land in India an event which had to
simultaneously go with the introduction of British (i.e.bourgeois) legal
and judiciary system, i.e. a different ‘system of application of force’. But
despite these commendable contributions, Alavi falls into an error when
he tries to coin a term ‘colonial mode of production’. There is nothing’
which can be called as ‘colonial mode of production’ if this has to be
politico-economically correct. Colonies are specific not to capitalism
only. For the civilization of Antiquity to flourish, it also had to have
colonies and provinces from which were ‘extracted’ not only taxes and
wributes but also the main productive force, slaves. But obviously the
social formation of the colonies of Roman Empire were quite different
from those of the British Empire two thousand years later. On the other
hand, in the accepted meaning of the terms, while a mode is a mode, a
formation may designate a hierarchical articulation of more than one
mode. Now the diformed capitalism, the traces of feudal institutions etc.,
cannot be one mode, they are rather all the features of the formation - the
colonial capitalist formation. Thirdly, an important constituent element of
Alavi's concept of ‘colonial mode of production” is an indissoluble unity
of three classes - the indigenous (local) bourgeoisie, indigenous
landlords and the ‘metropolitan’ bourgeoisie, i.e., the bourgioisie of the
‘mother’ country, in other words, the colonial rulers. It hardly needs to be
proved that talk of such indissoluble unity is not only theoretically and
empirically unsound, but also politically misleading.

Another expression that is also some times found in the literature is
‘dependent capitalism’. But this is applied only to indicate to some of the
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results of some extra-ordinary efforts undertaken by ‘metrepolitan’
capitalism to transform the colonial ,capitalist formations in some
countries and is hence not of equal status , as that of colonial
capitalism.

Finally, one has to take note of another prevalent term, ‘peripheral’
capitalism as distinct from the ‘metropolitan’ capitalism. As is obvious,
the ‘centre-periphery’ relationship expounded variously by Gunder Frank
and Samir Amin comes quite close to reflect the actual process of the
emergence and development of world capitalist system. But despite the
merit in this regard, the ‘centre-periphery’ expression suffers from the
serious deficiency that it cannot exihibit the casual relationships
contained in the phenomena that it wants to represent. Not only that, the
very substance of the process remains disguised. It is not clear why a
periphery may not be more ‘developed’ than the ‘centre’, just as
‘up-towns’ may be the ‘residence’ of more affluence than the
‘down-towns’. But what is more important is that the ‘centre-periphery’
framework has received some connotations (particularly in the hands of
Samir Amin, who was thus-led 1o be in full enthusiasm with the way of
constructing ‘socialism’ that was practised by the Pol Pot regime in
Kampuchea) which necessiates rather serious taking to stock of the
discussions done so far under this head.

Lastly one important question that remains to be answered is that what
happens to the colonial capitalist societies after the colonial rule 1s over.
To be brief the answer is. they remain to be formations in colonial
capitalism now evolving through the * post colonial’ (politically) stage.
The societies of colonial capitalism remain now intergrated to the world
capitalist system just as it was two or three hundred years ago, colonial
rule now being substituted by neo-colonial integration. Of course in its
‘post colonial’ stage of evolution, the colonial capitalist formations
presents as much diversity as it did during the initial time when the
‘colonial-system’ arose; but their underlying character as formations in
colonial capitalism nevertheless runs across countries and across
continents.

Thus the hunger, poverty, destitution, that from which all so acutely
suffer the people of the ‘South’, of the countries of the Third World are
not the results of underdevelopment of capitalism; rather, they are the
tragic consequences of over development of capitalism, a capitalism that
took for them the shape of colonial capitalism. It is for this reason that we
find that it is in many countries of the Third World that socialist
governments are emerging. This is a fact which to many seems to be an
aberration of the law of social evolution, nevertheless has a historical
logic behind it, otherwise we would not have found the phenomenon in
practice.
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Thus the famines, the ‘unmanagable’ problem of ‘overpopulation’, the
privation and degradation of human life, all that we find in our country
are manifestations of the other dimension of the crisis of capitalism as a
world system and it is this which is particularly relevant for the people of,
Bangladesh— the classic case of colonial capitatism.

22. Just as England is the classic case of Industrial Capitalism — the capitalism of the
other pole.
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The Transition from Capitalism to
Socialism : The Schumpeterian
Version

ABU AHMED ABDULLAH *

1. Introduction

“Can capitalism survive? No, | do not think it can”. Thus, arrestingly,
begins Part Il of Joseph A. Schumpeter's Capitalism, Socialism, and
Democracy. He also predicted that the most likely successor to
capitalism is socialism. As he himself says, “My final conclusion
therefore does not differ, however much my argument may, from that of
most socialist writers and in particular from that of all Marxists
[14;61].

The purpose of this essay is to examine Schumpeter’s arguments, and
in particular to try and assess whether they represent an advance over
Marxist thought on the same subject. | shall depend entirely on the
exposition in the book cited above.

The presentation in this essay will be structured round the following
themes: (1) Schumpeter's notion of capitalism, (2) his analysis of its
“breakdown”, (3) his motion of socialism, and (4) his views on the
relationship of democracy to capitalism and socialism.

Il. Schumpeter’s capitalism

There is little doubt that by “capitalism” Schumpeter meant the same
empirical phenomenon as Marx did and most Marxists do'. Marx and
Schumpeter would have agreed on which countries over which periods
of time to call capitalist. However, they would have differed on what
constituted its essential defining characteristics. For Marxists capitalism
is defined as generalised commodity production with labour power (but
not labourers) a commodity like any other. Alternatively but
equivalently, it may be defined as the mode of production whose

Research Director, Bangladesh Institute of Development Studies.

1 There are influential exceptions, notably Andre Gunder Frank and Emmanuel
Wallerstein.
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characteristic mode of surplus appropriation is as surplus-value. In class
terms, capitalism is the mode of production where the main class
struggle (the “principal contradiction™) is between capitalists, who own
the means of production, and labourers, who own nothing but their own
labour power.

Schumpeter does not directly take up the first two definitions of
capitalism, but he does discuss the definition in terms of classes, only to
give it short shrift. His self-satisfied pronouncements on this make
interesting reading, if only as an illustration of the superficiality of his
understanding:

“ . Marx wished to define capitalism by the same trait that also
defines his class division. A little reflection will convince the reader that
this is not a necessary or natural thing to do. In fact it was a bold stroke of
analytic strategy which linked the fate of the class phenomenon with the
fate of capitalism in such a way that socialism, which in reality has
nothing to do with the presence or absence of classes, became, by
definition, the only possible kind of classless society, excepting primitive
groups. This ingenious tautology could not equally well have been
secured by any definition of classes and of capitalism other than those
chosen by Marx....” [14;19].

Perhaps all that Schumpeter is trying to say is that classes will not
necessarily vanish with capitalism, that socialism will also have a class
structure. This is of course partly a question of definition. Does it make
sense to talk of socialism if classes persist in the Marxist sense, i.e. if there
is a separation of the direct producers from the means of production and
surplus appropriation by the owners of these means of production ? |
will take up this question when | discuss Schumpeter's ideas on
socialism.

Elsewhere Schumpeter defines capitalism with upcompromising
empiricism, in terms of three features: “private ownership of the physical
means of production; private profits and private responsibility for losses;
and the creation of means of payment- bank notes and deposits - by
private banks” [3;20]. One wonders how this definition would help us
differentiate capitalism from, say, slavery in the ante-bellum south, unless
“physical means of production” is meant clearly to exclude human
beings. Or perhaps to Schumpeter the ante-bellum South would have
qualified as capitalist, even though it was hardly noted for its perennial
gale of creative destruction.

Let us pass on from Schumpeter’s definition of capitalism to his vision
of it.

First of all, then, capitalism is essentially dynamic: “Capitalist reality is
first and last a process of change” [14;77]. And this change emanates
from entrepreneurial activity:

12
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“The fundamental impulse that sets and keeps the capitalist engine in
motion comes from the new consumer goods, the new methods of
production or transportation, the new markets, the new forms of
industrial organization that capitalist enterprise creater’ [14;83].

Secondly, competition and the process of creative destruction
inevitably leads to the dominance of fewer and larger enterprises, i.e. to
increasing- monopolisation. But, contrary to what textbook analysis
teaches, this improves the performance of the capitalist engine.

Thirdly, capitalisim more than any other system clearly,
unambiguously, and reasonably promptly rewards supernormal ability.
And in various snide asides he attributes the hostility to capitalism and
the attractions of socialism to “the auto-therapeutic attitude of the
unsucccessful many”.

Fourthly, capitalism universalises rationality, and progressively
restricts the spheres of life where irrationality or “magic”, can have free
play. ’

On the first point there is, at least, on the surface, a great similarity with
the Marxist vision of capitalism, a similarity that Schumpeter drives home
with quotations from the Communist Manifesto. There is, however.a
significant difference. For Schumpeter there is no structural reason,
inherent in the laws of motion of the capitalist mode of production, why
this dynamism should ever be exhausted. Or, in Marxist terms, if
capitalism is bound to be replaced by socialism, this is not because the
relations of production will become fetters on the forces of production,
but more because the superstructure will come increasingly in conflict
with the base.

2 Schumpeter's definition of “magic” exhibits clearly the primitive epistemology 1o
which he was a prisoner: “By/ magic/ | designate the use of a set of beliefs which are
not indeed completely divorced from experience — no magic device can survive an
unbroken sequence of failures — but which insert, into the sequence of observed
phenomena, entities or influences derived from non-empirical sources” [14;121].
And in a revealing footnote he adds: "A friendly critic . . . expostulated with me on the
ground that ... in that case | should have to call the physicist's “force” a magic
device, That is precisely what | do mean, unless it is agreed that the term Force is
merely & name for a constant times the second time derivative of displacement’.

This, of course, is operationalism as preached by the physicist Bridgman.  For
refutations of operationalism, see [12; chp. Il and 13;440]. Also Feynman: "Many
physicists think that measurement is the only definition of anything... we believe
that there is something to measure before we build the speedometer. Only then can
we say, for example .. The spesdomster isn't working right ... This would be a
meaningless statement if velocity had no meaning independently of the
speedometer” [4;8].
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Now here | must admit that | find the Marxist analysis less than
convincing. It is really not clear why, for example, there should be any
“contradiction” between “socialised” production and private
appropriation. The multinationals, after all, seem to have found a
workable formula to reconcile the two. It is true that capitalism is perhaps
more dependent than ever before on active state intervention on its
behalf, in terms of appropriate monetary and fiscal policies, in terms of
public sector operation of certain vital activities, e.g. the space
programme, and in terms of diplomatic and military interventions as and
when required. But this shows capitalism’'s power and versatility rather
than any fatal weakness. And even if it could be demonstrated with
mathematical exactitude that technical change, the expansion of the
forces of production, would be much faster if capitalism were to be
replaced by socialism, does this in itself establish that the replacement is
inevitable, or even highly likely ?

It is interesting to note in this connection that four scholars operating
roughly within the Marxist tradition justify their optimism about the
advent of world socialism by invoking, not Marx, but Schumpeter :

“Amin, Arrighi and Wallerstein are long-run optimists, seeing the
demise of world capitalism as virtually certain . . . They believe this to be
so because they believe, as did Schumpeter, that it is capitalism’s
successes that will breed its failure . . . Although/Frank/does not believe
capitalism to be eternal, he cannot yet foresee when the demise of world
capitalism will occur . . . They vary in their degree of certainty about what
will replace it. None believe a socialist world order s
inevitable . . .""[1;243]

Ernest Mandel starts his discussion of “'the crisis of capitalist relations
of production”[7;ch.18] with the statement: “‘Late capitalism is the
epoch in history ... in which the contradiction between the growth of
forces of production and the survival of the capitalist relations of
production assumes an explosive form™ [7;562]. He makes the point that
certain major technical advances, notably general automation in large
scale industry, cannot be absorbed within capitalist relations of
production [7;5670]. Granted that this is a clear example of “fettering”,
one may still ask whether this is the kind of contradiction that is bound to
lead to crisis. Nor is it clear that a socialist regime would necessarily
chcosi to implement all feasible technical advances.

On the second point, about increasing concentration of capital,
Schumpeter and Marx are in substantial agreement. But again, they differ
in their diagnosis of the consequences of this process.” For Schumpeter,

3 | use the word “concentration” here to mean both “concentration” and
“centralisation” in Marx's sense. For the distinction see [8:627].
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concentration, of “monopolisation”, is not only an inevitable
consequence of the process of capitalist development, but also an
essential prerequisite for the full realisation of capitalism’s dynamic
potential :

"\What we have got to accept is that/the large-scale establishment or
unit of control/has come to be the most powerful engine of that progress
and in particular of the long-run expansion of total output. .. In this
respect, perfect competition is not only impossible but
inferior .. ."[14;106]

Marx's views on concentration are somewhat confusing. There are
passages that appear 10 extol the process in almost Schumpeterian
terms :

“The masses of capital fused together overnight by centralisation
reproduce and multiply as the others do, only more rapidly, thereby
becoming new and powerful levers in social accumulation. Therefore,
when we speak of the progress of social accumulation we tacitly
include—today—the effects of centralisation”[8;628].

And earlier he speaks of the role of centralisation in” a wider
development of their material motive force”” [8;627], and points out that
“the world would still be without railways if it had to wait until
accumulation had got a few individual capitals far enough
[8:628].

At the same time, he can also pronounce:

“The monopoly of capital becomes a fetter upon the mode of
production . .. Centralisation of the means of production and
cocialisation of labour at last reach a point where they become
incompatible with their capitalist integument” [8;763].

| must confess to finding this cryptic and unsatisfactory. In what way
exactly does monopoly become a fetter ? One is tempted to say that here
Schumpeter was right and Marx wrong.

However, before giving in to that temptation, we should noté that
Schumpeter appears quite unaware of any problems that may arise from
inadequate effective demand. Baran and Sweezy argue persuasively that
under monopoly capitalism, there is a tendency for surplus (or aggregale
profits) to rise faster than total output, causing 8 persistent “realization
crisis” [2]. One of the manifestations of this crisis is the overexpansion
of productive capacity:

_the actual investment of an amount of surplus which rises
relatively to income must mean that the economy’s capacity 10 produce
grows more rapidly than its output . . . Sooner or later, excess capacity
grows so large that it discourages further investment”” [2:82].
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It is therefore possible to argue that the basic contradiction of
monopoly capitalism is between its awesome productive power and its
inability to promote a distribution of income that ensures the demand for
its output. Schumpeter only sees the productive power. Marx did not
postulate a tendency for surplus to rise, nor did he relate monapoly
explicitly to the problem of effective demand. But at least he does
provide the ingredients from which such an analysis can be initiated, as
noted by Chakravarty [3;26].

We need not spend much time on the third point, Schumpeter's
adulation of the entrepreneur seems to be derived less from an
observation of the realities of capitalism than from a perusal of Horatis
Algern-type stories. This is not to deny that to build up industrial
empires does take some outstanding abilities. But ability or not. the men
who started with ten dollars are in a minority. The most supernormal
brain would have great difficulty rising from the ranks of the waorking
classes to entrepreneurial eminence. And to say in 1942 that the Marxist
theory of classes “misses the salient point (my emphasis) about social
classes— the incessant rise and fall of individual families into and out of
the upper strata’ [14;18] is simply pathetic.

The last point, about the rationality supposedly sustained by
capitalism, could also be controverted. One only has to look at the
Moonies, the Jesus Freaks, the assorted gurus who are migrating West,
Charlie Mansion, random and senseless violence, child abuse, and other
symptoms of anomie, to have grave doubts on this score. However, |
think the main point that needs to be made is this: a system where
unemployment and inflation become things one cannot control, where
market prices are like natural forces which can make or unmake lives,
cannot be a proper breeding-ground for rationality.

Before closing this section, we should take a closer look at
Schumpeter’s hero, the entrepreneur, and the nature and function of the
entrepreneurial activity.

The entrepreneur, for Schumpeter is essentially the innovator— in the
realm of capitalist production, to be sure:

“  _the function of entrepreneurs is to reform or revolutionise the
pattern of production by exploiting an invention or, more generally, an
untried technological possibility for producing a new commodity or an
old one in a new way, by opening up a new source of supply of
materials or a new outlet for products, by reorganizing an industry and
so on . . . This kind of activity is primarily responsible for the recurrent
“prosperities’” that revolutionize the economic organism -and the
recurrent “recessions” that are due to the disequilibrating impact of the
new products or methods. . . To act with confidence beyond the range of
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familiar beacons and to overcome that resistance requires aptitudes that
are present in only a small fraction of the population and that define the
entrepreneurial type as well as the entrepreneurial function™.
[14;132].

The entrepreneurs do not, in Schumpeter's formulation, form a class by
themselves. They form, as it were, the dynamic vanguard of the
bourgeoisie. They are the path-breakers, the revolutionaries, and it is
their activity that makes profits, as opposed to mere wages of
management, possible. “Economically and socialogically, directly and
indirectly the bourgeoisie therefore, depends on the entrepreneur and,
as a class, lives and will die with him..." [14;134]. It is this
entrepreneurial function, rather than mere ownership of the means of
production, that gives the bourgeoisie as a whole prestige and
power.

Now as a description of the process of capitalism during a certain
phase (probably a briefer phase than Schumpeter thought) this may be
accurate enough. Clearly not all capitalists are equally able and equally
innovative. It is also plausible that many if not most innovations were,
during that phase, initiated by relative newcomers into the ranks of the
capitalist class. But some of the uses 10 which Schumpeter put this, at
bottom fairly trivial, insight are definitely suspect.

First, he tried to counterpose this “theory” to the theory of “primitive
accumulation” as an explanation of the origin of capitalism:

“/Marx/ contemptuously rejects the bourgeois nursery tale
(Kinderfibel) that some people rather than others became, and are still
becoming every day, capitalists by superior intelligence and energy in
working and saving. . . Nobody who looks at historical and
contemporaneous fact with anything like an unbiased mind can fail to
observe that this children’s tale, while far from telling the whole truth, yet
tells a good deal of it. Supernormal intelligence and energy account for
industrial success and in particular for the founding of indurstial
positions in nine cases out of ten” [14;16].

The starry-eyed image of the industrial entrepreneur is in fact not
borne out by a look at “historical and contemporaneous facts with
anything like an unbiased eye”. C. Wright Mills has established that of a
sample of eminent businessmen born between 1570 and 1839, 63.7%
were from the upper and upper middle classes, and 40% were sons of
businessmen [11;120-4]. To sustain the Schumpeterian thesis, one
would have to believe that the upper classes have a corner on brains.
And Meyers has documented the degree to which chicanery and fraud
were involved in the founding of the great American fortunes.
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However, this is a relatively minor point. More important is the fact
that Schumpeter is here guilty of a really astonishing failure to
understand the theory of primitive capitalist accumulation. The question
Marx was addressing himself to was not whether under capitalism it is
the “supernormal brains” who succeed and innovate. The question is:
how did a system of production arise where setting up a capitalist
enterprise is a feasible and profitable option, and innovation is
rewarded ? It is a question of the transition from feudalism to capitalism
and not of the abilities and disposition that make one a successful
capitahsz And infact “force-robbery-subjugation of the masses”, at
which Schumpeter pokes such professorial fun, were usual
accompaniments to the three processes that facilitated this transition: the
accumulation of critical levels of wealth in certain hands (this was
perhaps the process least dependent on force or robbery), the creation of
a doubly free labour force, which involved large-scale expropriation of
the peasantry, and the creation of dependable and expanding
markets.

A second major function of the theory of entrepreneurship is to
explain (and justify) the social dominance of the bourgeoisie
(Schumpeter never conceded their political dominance, though
admitting that as long as they discharged their social role, they received
adequate government support). Mere ownership of the means of
production Schumpeter considered inadequate either to define a class or
to explain its preeminence:

- business achievement is obviously not everywhere the only
avenue to social eminence and only where it is can ownership of meahs
of production casually determine a group’s position in the social
structure. Even then, however, it is as reasonable to make that ow nership
the defining element as it would to define a soldier as a man who
happens to possess a gun” [14;18].

There are obvious confusions here. In societies where business
achievement is not the chief avenue to social eminence, clearly the
ownership of “non-business” forms of property (e.g. land in feudal
society) will be critical. Besides, it is not a question of “social eminence’
for an individual— that can be achieved, even in the most
thorough-going capitalist order, through success in the arts or the
sciences but of class dominance. But the basic point, | think, is a valid
one, and it is quite in the spirit of Marxist analysis. The capitalist is not a

4 "The point is that before the Industrial Revolution, or in countries not yet transformed
by it, Henry Ford would not have been an economic pioneer, but a crank, inviting
bankruptey” [6:41].
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capitalist merely because he happens to own some means of production.

- He is a capitalist because he functions as one, i. e., lays out his money
capital to purchase labour and the means of labour, and organises the
labour process. If Marx does not put the function of innovation at centre
stage it is because to him innovations, part of the search for relative
surplus value, flow from the structural compulsions of the system and
need no separate psycho-social explanation.

A third, and perhaps the most critical, use of this theory is in predicting
the demise of capitalism. This is better taken up in the next section.

lll. Decline and Fall

We have seen already that Schumpeter did not believe that there were
any built-in constraints in capitalism’s capacity for sustained growth. It
may be added that he did not believe in the class struggle either. He
puts the point, indeed, with uncharacteristic intemperateness:

“To any mind not warped by the habit of fingering the Marxian rosary
it should be obvious that their relation is, in normal times. primarily one
of cooperation....” [14;19].

What reasons does he put forward then for believing that capitalism is
doomed ? These may be listed, partly following his own section
headings, as follows:

1. The obsoleseence of the entrepreneurial function.

Schumpeter sees innovation, the fundamental entrepreneurial
function, becoming itself progressively routinised:

“Technological progress is increasingly becoming the business of
teams of trained specialists who turn out what is required and make it
work In predictable ways. . . The romance of earlier commercial
adventure is rapidly wearing away, because so many more things can be
strictly calcuated that had of old to be visualized in a flash of genius”
[14;132].

As a result, the role and the social position of the entrepreneur is
undermined:

“His role, though less glamorous than that of medieval warlords, great
or small, also is or was just another form of individual leadership acting
by virtue of personal force and personal responsiblity for success. His
position, like that of warrior classes, is threatened as soon as this function
in the social process loses its importance. . ." [14;133].

And again:
“The perfectly bureaucratized giant industrial unit not only ousts the
small or medium-sized firm and "expropriates” its owners, but in the end



Abdullah : Schumpeterian Version 183

it also ousts the entrepreneur and expropriates the bourgeoisie as a class
which in the process stands to lose not only its income but also what is
more important, its function” [14;134],

Apart from the stress on the function of innovation, all this is of course
very reminiscent of classical Marxist analyses. This is how Engels puts
the matter:

“All the social functions of the capitalist are now performed by salaried
employees. The capitalist has no further social function than that of
pocketing dividends, tearing off coupons, and gambling on the Stock
Exchange... At first the capitalist mode of production forces out the
waorkers. Now it forces out the capitalists. . .” [10;427-8].

For Marxists, this development brings socialism closer by graphically
demonstrating the pointlessness of private property in the means of
production. For Schumpeter the primary proximate impact is on the
relevance and prestige of the entrepreneurial function. Probably the two
viewpoints come to the same thing. Both accept the implicit premise
that a ruling class must discharge, and must be perceived to be
discharging, an essential economic function, otherwise it is doomed. |
cannot enter here into the question of whether this premise is valid, butit
is pertinent to keep in mind that the ideological hegemony of the ruling
class (which of course is not unassailable) can insert, for a shorter or
longer period, a gap between actually discharging a function and
appearing to do so.

2. The destruction of the protecting strata.

The argument here is that the bourgeoisie, by temperament and by the
nature of their calling, are incapable of ruling. They therefore, need
another class to rule for them. In England it was the feudal aristrocracy
who rendered the bourgeoisie this service. But capitalism, in the process
of succeeding, abolishes these allies and is defenceless:

Within a protecting framework not made of bourgeois material, the
bourgeoisie may be successful, not only in the political defensive but
also in the offensive, especially as an opposition. . . But without
protection by some non-bourgeois group, the bourgeoisie is politically
helpless and unable not only to lead its nation but even to take care of its
particular class interest’” [14;138].

An absurd position, into which Schumpeter traps himself by his
inability to see leadership in any but personalised, charismatic terms.
Who, one may ask, provided this “protection” to the bourgeoisie of the
United States ?

There is this kernel of not very profound truth in this idea, that
capitalists actively involved in their business will not have the time or the

20
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generalised competence to run the government. This may indeed have
been one reason why the English capitalist class in the beginning
needed the aristocracy. But the problem becomes unimportant precisely
with the further development of capitalism, because an intermediate
class develops, whether offsprings of the capitalist class itself, or of some
previously dominant class, or even the result of upward mobility from the
petty-bourgeois, who can take on this task.

3. The destruction of the institutional framework of capitalist
society.

Here Schumpeter points to the psychologically and politically
debilitating effects of the passing of small enterprises and the growth of
stock ownership as the dominant form of property. The first, according to
him eliminates a class who would vote for capitalist interests at the polls,
and also have a direct and personal influence on the political behaviour
of the foreman class. The second development emasculates the concept
of property and makes it something no longer worth fighting for:

"“Dematerialized, defunctionalized and absentee ownership does not
impress and call forth moral allegiance as the vital form of property did.
Eventually there will be nobody left who really cares to stand for it—
nobody within and nobody without the precinet of the big concerns”
[14;142].

The people of Vietnam, Chile, Nicaragua, Grenada and a host of other
countries can testify that capitalism has by no means lost its will to fight
for itself.

There is not very much more. Intellectuals come in for a drubbing as
professional trouble-makers subverting trade union movements to their
own ends, the supposed passing of the bourgeois family is claimed 1o
strike at the root of the drive to accumulate, and ultimately, it seems, it is
men’s irrationality (which has not been completely eliminated by
capitalism after all) which sustains an ever-increasing hostility towards
capitalism. All this undeserved hostility unarms the bourgeoisie, who
lose the will to fight, and are evicted.

It will remain an intriguing question in the sociology (or perhaps
pathology) of knowledge as to why Schumpeter felt impelled to resort to
such desperate expedients to establish an eventuality he did not even
desire.

IV. Schumpeter’'s Socialsim

Schumpeter's definition of socialism is along strictly economic
lines:
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By socialism we shall designate and institutional pattern in which the
control over means of production and over production itself is vested
with a central authority— or, as we may sdy, in which, as a matter of
principle, the economic affairs of society belong to the public and not to
the private sphere” [14;167].

Curiously, he appears to believe that this exclusive focus on the
economic is in agreement with “all the others that | have ever come
across’’ [14;169]. He must either never have come across, or completely
failed to understand, any definitions in the Marxist tradition. For all
Marxist definitions without exception stress that state ownership and
control are not sufficient to define socialism. The state must itself have
been taken over by the proletariat, or since the proletariat in taking power
abolishes itself and all classes, by society as a whole.

| am not suggesting that the Marxist formulation is without difficulties.
Certainly Marxists have been far too prone to use terms like “free
association of producers’ or “dictatorship of the proletariat” uncritically,
without considering the problems of collective action. Schumpeter’s
definition certainly has the merit of being relatively unambiguous. But at
least the difference should have been noted and its implications
explored. ;

One implication of Schumpeter's definition, which will be vehemently
criticised by Marxists, may be noted here. For Schumpeter, socialism
would make no particular difference to the life of the working class:

“ ., .there is the world of the laborer and of the clerk. No reform of
souls, no painful adaptation, would be required of them. Their work
would remain substantially what it is and it would, with an important
qualification to be added later”, turn out similar attitudes and habits.
From his work the laborer or clerk would return to a home and to pursuits
which socialist fancy may denote as it pleases— he may, for instance,
play proletarian football whereas now he is playing bourgeois football—
but which would still be the same kind of home and the same kind of
pursuits” [14;203].

The proletariat play no role in decision-making, then ? Schumpeter's
most heavy handed sarcasm is reserved for $uch fantasies:

“The case has, like so many others, been all but spoiled by foalish
idealizations— the absurd picture of workers who are supposed to arrive
by means of intelligent discussion (when resting from pleasant games) at
decisions which they then arise to carry out in joyful exultation”
[14;211].

5  This probably refers 1o “'a healthier attitude towards his duties” [14;211].



1566 Bangladesh Journal of Political Economy.

Clearly Schumpeter's socialism is something that most Marxists would
repudiate. Critics of Soviet society have called it bureaucratic centralism.
Indeed Schumpeter is quite explicit that the only kind of socialism he can
envisage is a “huge and all-embracing bureaucratic apparatus’’
[14;206].

To whom then, if anyone, will the bureaucrats be accountable ? Given
the exclusively economistic definition of socialism, it is not surprising 1o
learn that the answer is indeterminate:

“In fact according to our definition as well as to most others, a society
may be fully and truly socialist and yet be led by an absolute ruler or be
organized in the most democratic of all possible ways; it may be
aristocratic or proletarian; it may be a theocracy and hierarchic or atheist
or indifferent as to religion” [14;170].5

This much is therefore, clear, that Schumpeter's socialism is very
different from socialism as Marxists understand it. On this ground along
one may say that his claim that “my final conclusion therefore, does not
differ. .. from that of all Marxists” [14;61] is ridiculous.

But is Schumpeter right after all ? Is an all-embracing bureaucracy and
a working population completely alienated from decision-making
(except possibly through the polls) the only plausible form of socialism ?
s there any meaningful sense in which the “whole people”, or even the
proletriat as a whole, can take decisions on what to produce ?

| do not even know how to start trying to answer this question except
by an assertion of faith. There are two issues of control and
accountability involved here: a national leadership that is responsive to
the “whole people” and a “technostructure” amenable to control by the
national leadership (for the technostructure and its suposedly
ineluctable autonomy, [5,chp.VI-IX]. And it can hardly be denied that
dictatorship of the proletariat has all to often turned into a dictatorship
over the proletariat. Therefore, | think in all honesty one has no choice at
the moment but to keep the question open.

V. The Transition According to Schumpeter

The transition to socialism occurs, according to Schumpeter, when
capitalism, in spite of, or in his formulation because of, its successes, has
made itself redundant as an institutional arrangement. Socialism as he

6 Compare Engels: “But of late, since Bismarck went in for state ownership of industrial
establishments, a kind of spurious socialism has arisen, degenerating, now and again,
into something of flunkeyism, that without more ado declares all state ownership,
even of the Bismarckian sort, to be socialistic” [10;427].
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sees itis simply monopoly capitalism pushed to its logical limit— which
agree pretty much with Engels’ vision, not of socialism, but of the stage
before it [10;427].

Socialism therefore, comes only when all the conditions, technological
as well as socio-psychological, have been created within monoply
capitalism:

“Most of the arguments of part | may be summed up in the Marxian
proposition that the economic process tends to socialize itself— and also
the human soul. By this we mean that the technological, organizational,
commercial, administrative and psychological prerequisites of socialism
tend to be fulfilled more and more’ [14;218].

It is clear therefore, that for Schumpeter socialism (as he defines it) is
on the agenda only for an advanced capitalist country. It is true that he
distinguishes between “a state of maturity” and “a state of immaturity”
for socialisation, but even his state of immaturity involves a reasonable
degree of development— the examples of “immaturity” he gives are the
USA in 1932, and Germany in 1918-19 [14;223-4]. In conditions more
backward than this, “the attempt at conquering power could not be more
than a ridiculous Putsch”. [14;223].

Schumpeter believes that this is in keeping with Marx's own views.
Inspite of some frantic attempts to invoke the authority of Marx behind
the Russian or Chinese revolutions. | think here Schumpeter was right.
The few late fragments on Russia really will not bear the burden that
some people have tried to put on it. For Marx and Engels, as for
Schumpeter, socialism will come only when production has already been
socialised by the development of capitalism.

Under these conditions, it seems obvious to Schumpeter that the
transition of socialism would most likely take place gradually, peacefully,
through constitutional amendments, enactments etc. Revolution cannot
be completely ruled out, but is extremely unlikely, since hardly anyone
will want to resist that badly. There would really be no strong capitalist
class, just a large number of small shareholders.

How realistic is this picture of a peaceful transition ? In a sense one
can agrue that since that is involved here is not really.a transition to
socialism at all, buta “growing over” into full-blown state capitalism, the
scenario is not an implausible one. At that stage of development, state
capitalism might be good for capitalists, and might be perceived to be
so. On the other hand, the picture. of the parcellated and powerless
capitalist class is surely overdrawn. Since Schumpeter wrote, the whole
analysis has become even more shaky due to the emergence of the
multinational corporations, whose implications for the prospects of
socialism in one country (specially the major host country) remain
unclear.
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The major question raised by this analysis is of course about the nature
of the socialist regimes that have come up in backward regions of the
world. This is a question to which a satisfactory answer is not to be
found either in Schumpeter or in Marx. But this much can be said, that
the Marxist tradition in its subsequent development (Lenin, Trotsky,
Mao, and contemporary neo-Marxism) has made some progress in
understanding this phenomenon. There is no way the Schumpeterian
analysis can be similarly extended. There is indeed legitimate scope for
debate as to whether these subsequent extensions of Marxist theory
truly represent “‘creative development” or involve to a significant degree
a jettisoning of major components of that theory. | am personally
inclined to say that Marx's basic insight was correct, and that socialism
in the true sense of the term can only come, and will come, in the
advanced capitalist countries. This is not, however, to deny the very real
achievements of the Russian, Chinese and other revolutions that have
taken place in this century.

VIi. Socialism and Democracy

Schumpeter's definition of democracy, like his definition of socialism,
is uncompromisingly pragmatic.and operational:

[T

_ . the democratic method is that institutional arrangement for
arriving at political decisions in which individuals acquire the power to

decide by means of a competitive struggle for the people’s vote”
[14;269].

This definition enables Schumpeter to get away from the problems of
trying to define “the will of the people” or “common good”. As he gquite
rightly prints out, “to different individuals and groups the common good
is bound to mean different things” [14;251].

Schumpeter does not explicitly address the question as to why the
perception of the “common good” of the majority might not be an
adequate basis for defining and justifying democracy. But the whole
tenor of his agrument is that people in general are neither qualified for
nor greatly interested in participating in political decision-making, so
that while they may be allowed to vote for their leaders, they must not

actually have too much influence on what the leaders do. For
example:

“Normally, the great political questions take their place in the psychic
economy of the typical citizen with those leisure-time interests that have
not attained the rank of hobbies, and with the subjects of irresponsible

. conversations” [14;261].

Schumpeter recognizes that this is, at least partly, because the
individual citizen is politically powerless:
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"In fact, for the private citizen musing over national affairs, there is no
scope for such a will and no task at which it could develop. He is a
member of an unworkable committee, the committee of the whole
nation, and this is why he expends less disciplined effort on mastering a
political problem than he expends on a game of bridge” [14;261].

And Schumpeter draws 2 telling analogy between commercial
advertising and the manufacture of the “popular will" by politiciahs
[14;263].

Furthermore, the extent of the franchise does not concern Schumpeter.
If a society decides to restrict the franchise to some groups and
disinfranchise others, whatever the criteria used, it does not thereby
become by definition undemocratic [14;244]. It is not clear whether
Schumpeter would consider equally immaterial restrictions on the right
to seek office— though he does at point define democracy as “free
competition for a free vote” [14;271].

In fact one suspects that Schumpeter did not really believe what he
was saying. For it the franchise can be arbitrarily restricted without
violating the spirit of democracy, in what sense is the vote “free”? And
besides, why would it then be true that:

o

. . .democratic government will work to full advantage only if all the
interests that matter are practically unanimous not only in their allegiance
to the country but also in their allegiance to the structural principles of
the existing society” [14,296].

Of course, the answer could be in the phrase “all the interests that
matter”. If only the junkers can run for office and vote, then only the
junkers have to be practically unanimous.

Armed with this idiosyncratic definition of democracy, Schumpeter
proceeds to investigate the possibility of a democratic socialist order. He
sees dangers in the expansion of the political sphere to encompass the
economy, since according to him one of the conditions for democracy to
work is “that the effective range of political decision should not be
extended too far” [14;291]. This is essentially the question of the degree
of autonomy that the “technostructure” must possess, to which
reference was made earlier. On the other hand, he thinks that at least in
the case of “mature socialization”, socialism would have the great
advantage of removing fundamental disagreements about the nature of
society, and hence improve the chances of democracy functioning
well.

It is difficult to pass judgement on this rather protean presentation. If
one ignores his position on the limitation of the franchise, there is a great
to be said in favour of his definition of democracy. It is unambiguous and
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verifiable. It is not clear, as Schumpeter admist, that democracy so
defined is a desirable arrangement, though | would argue that it is. The
guestions he raises, which, as | said earlier, are questions about the
accountability and control of the national leadership as well as the
technostructure are of fundamental imporant for elaborating the Marxist,
as opposed to the Schumpeterian, notion of socialism, and Marxists
cannot ignore these questions, though they may safely igonore
Schumpeter's answers,

VII. Conclusion

Schumpeter’s analysis of the transition from capitalism to socialism is
fatally flawed. He fails to establish that capitalism is doomed, and he
misunderstands socialism. His empiricist epistomology and his inability
to perceive things in structural rather than personal and psychological
terms condemns him to theoretical shallowness and dilettantism. The
only area where he may be said to have contributed something of value
to the understanding of the transition is in his discussion of democracy,
and even this mainly because he raises questions (questions which,
however, he doss not see as such) to which Marxists have so far given
insufficient attention.
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ECONOMIC AND MANAGEMENT
PROBLEMS OF DEVELOPMENT
BANKING

Central Banking, Monetary
Management and Related Issues
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Bangladesh Experience
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1. Introduction

This paper is an attempt to discuss some of the issues of the central
banks in monetary management and economic development with
special reference to Bangladesh experience, in policy measures. It is
written from the perspective of our experience of dealing with central
banking problems for a number of years. We have, therefore, placed
emphasis on the practical problems and the key policy issues that the
central bankers are often confronted with in actual situation.

The functions of central bank are carried out within the framework of a
nation’s overall economic policy objectives, the most important of which
are (a) sustained economic growth, (b) reasonable price stability and (c)
a stable balance of payments position. Central banks are required to
pursue policies in a manner which helps attain the above policy
objectives. However, simultaneous attainment of all the above objectives
is not an easy task since the policy goals are often in conflict with each
other. Policy pursued to achieve price stability and an improved balance
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of payments situation may slow down the economic growth. Therefore,
while formulating monetary policy, efforts are made to maintain proper
balance between these objectives. Since the central bank of a country,
in general, regulates the financial system of the country, it is the
responsibility of the central bank to formulate and implement monetary
policy- in line with the overall economic policies pursued by the
Government. Though the central bank’s major responsibilities are to
frame the monetary policy, in practice, the authority exercised by central
banks in the discharge of responsibilities differ from country to country.
In general, the central banks are expected to carry out their duties in
consultation with the relevant government agencies.

The formulation of an appropriate monetary policy and the execution
thereof are very difficult task. The monetary authorities have to face great
difficulties in framing a sound policy and its maintenance in the light of
the changed economic environment. In order to formulate a sound and
effective monetary policy information on all the sectors of the domestic
economy and a short-term projection of future developments both at
home and abroad is required. In most of the developing countries there is
a lack of reliable data, and moreover most of the data become available
with a time lag. The authorities, therefore, have to work with limited
information and often with un-reliable data. They also face the problem
of lack of coordination in economic policies pursued by various
government departments in different areas. If there is a lack of proper
coordination in various policies affecting the country’s economy, best
results from policy actions taken by the monetary authorities cannot be
expected to be achieved. It is also important to have detailed information
on the current state of international economic condition and the
direction towards which it is moving since changes in international
economic environment affect, in several ways, the domestic economic
conditions which may necessitate initiation of domestic policy changes
to correct the effects of external factors.

The main objectives of monetary policy in Bangladesh are laid down in
Bangladesh Bank Order 1972. In accordance with this order,
Bangladesh Bank has been entrusted with the responsibility of
regulating the issue of currency and the keeping of reserves and
managing the currency and credit system of Bangladesh with a view to
stabilising domestic monetary value, preserving par value of Bangladesh
Taka, promoting and maintaining a high level of production,
employment and real income in Bangladesh, and fostering growth and
development of the country’s productive resources in the best national
interest. However, with the passage of time, Bangladesh Bank's
responsibility has gone beyond what is indicated in the Bangladesh
Bank's Order. The Bank is now required to pursue policy in line with the
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declared policies and programmes of the Government. While formulating
the monetary and credit policy due attention is also paid to regional
balance and social justice.

The plan of the rest of the paper is as follows. In Section |l we discuss
the issues of monetary management in Bangladesh with particular
reference to the instruments of control. In Section |1l we discuss the role
of central Bank in relation to the government and in the light of central
bank autonomy in over-all development and monetary management. The
central bank's efforts to mobilise rural savings and finance its priority
sectors are also discussed very briefly in this section.

Il. Monetary Management
Definition of Money Supply

Traditionally, money has been defined as the sum of currency with
public and that portion of deposits held by the public with banks which
can be withdrawn on demand. In the economic literature this money is
referred to as narrow money and is abbreviated as M,. Money in broad
sense is defined as the sum of currency with the public plus all deposits
held by the public with banks irrespective of whether these deposits are
withdrawable on demand or not. This money is referred to as broad
money and is abbreviated in Bangladesh, in line with the practice of
International Monetary Fund (IMF), as M_. The question then arises
which definition of money should be adopted for the purpose of
monetary policy. Theoretically, one should use that definition of money
which gives a predictable and stable demand function for money. The
estimated demand function for money enables the policy makers to
determine what should be the quantum of increase in money supply in a
period given the expected increase in real output and tolerable rate of
inflation.

In Bangladesh, the broader concept of money supply is used for the
purpose of formulation of monetary policy. The decision to use broad
money (M,) for monetary and credit policy is, however, not based on the
statistical properties of the demand function for money, but perhaps
based on the ground that control of broad mcney by the monetary
authorities is much simpler. There may be other consideration as well.
We shall revert to the subject later.

Safe Limit to Monetary Expansion.

The basic framework of monetary policy in Bangladesh is to fix a target
level of broad money which is defined to include, as mentioned earlier,
currency held with the public, demand and time deposits. Various credit
control and support measures are taken by the monetary authorities to
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contain monetary expansion within the target level and allocate credit to
various sectors in such a way as to ensure deployment of scarce bank
credit in the best possible manner for increasing production, employment
and real income. The safe limit for monetary expansion is calculated on
the basis of estimated growth rate of real G.D.P., acceptable rate of
inflation, and growth in income velocity of money. The income version
of the transaction equation in the form pf the rates of growth is the
underlying theoretical framework for calculation of target level of money
supply. It says that the sum of rate of growth of broad money and the rate
of change of income velocity of money is equal to sum of the growth of
the real income and the rate of inflation. Given the expected growth in
real income, the acceptable limit of price change, and the expected
change in income velocity of money, the safe limit for monetary
expansion is derived. However, the factors such as rate of monetisation
and substantial amount of excess liquidity in the previous years are
sometimes taken into consideration for projection of monetary
expansion. The safe limit for monetary expansion calculated by the
monetary authorities on the basis of expected growth rate of real GDP
and rate of inflation is given in Table-I. It can be seen from the statistics
given in Table-I that all the years 1980-81 through 1983-84 expected
change in income velocity of money has been assumed to be zero. The
rate of monetisation of the non-monetised sector or the lagged effect of
money supply has also not been taken into account.

Table-1
G.D.P. Price and Broad Money

.......................................................................

Period Expected Expected Rate Estimiate of  Actual Mone
GDP of Inflation Safe Limit of tory Expansion
Growth Broad Money
Rate Expansion
1980-81 7.1 5.0 f24 275
1981-82 7.0 10.0 17.0 10.0
1982-83 6.0 13.0 19.0 29.7
1983-84 6.7 12.0 18.7 422
1984-85 5.5 12.0 16.5 256

Source : Bangiadesh Bank
Note : For detailed data see appendix table of Bank Porikrama vol Xll, P.100 and
Economic Trends, Bangladesh Bank.

24
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Given the estimated growth rate in real G.D.P. and acceptable rate of
inflation, the calculation of safe limit for monetary expansion depends
crucially on two parameters viz. rate of monetisation and change in the
income velocity of money. Unless these parameters are estimated
precisely and taken into account. the calculation of safe limit for
monetary expansion will not be accurate. While drawing up annual
monetary and credit programme, the monetary authorities in Bangladesh
make certain assumptions about the rate of monetisation and the
expected changed in the income velocity of money, but these
assumptions, as far as we are aware, are not made on the basis of any
empirical study. Empirical studies for estimation of these parameters may
be undertaken by the appropriate authority and the estimated values of
these parameters may be taken into consideration for monetary
projections every year.

The formulation of monetary programmes in the quantity theory
framework assumes implicitly that real income is exogenous, that is, real
income remains un-influenced by changes in money. It may be noted
that money creation, given the same level of net foreign assets, is
simultaneously accompanied by credit creation. To the extent that the
increase in credit increases output, the impact of monetary expansion on
prices is neutralised. In Bangladesh, monetary expansion, if
accompanied by an increase in domestic credit, has both demand and
supply side effects. The increase in money supply: increases consumers
demands for goods and services which in turn increases prices almost
proportionately in the short run, but the resultant increase in price tends
to induce the producers to produce more goods and services, and the
increased output reduces the price. In the long run there will be higher
price and an increase in output, but the increase in output will not be as
much as in developed countries, because of the structural rigidities of the
Bangladesh economy.

Expansion of credit has, both demand and supply side effects.
Monetary expansion occured as a result of extension of credit increases
the demand for goods and services and thus prices, but if the credit is
extended to such sectors where there is a considerable scope for increase
in production and where production is constrained due to inadequate
cash resources, the credit expansion increases the volume of production
directly. Therefore, monetary expansion, if resulted from credit
expansion, increases the level of output through both demand and
supply side effects. However, whether there will be any change in price,
and if so, to what extent, depends on the relative strengths of the two
effects. If the demand side effect is'higher than the supply side effect, the
resultant price will be higher. On the other hand, the price will be lower if
supply side effect is higher than the demand side effect. The nature of
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inter-action between money, output and prices is, therefore, very
complex. The problem may be tackled through a framework of a macro
model focusing on the relation between output and credit, and also
between prices, and output and money. Therefore, while determining the
target level of monetary agregate, the above factors may also be taken
into account.

Instruments of Monetary Policy

The main policy instruments available to the central banks to effect the
desired change in monetary aggregates are discount rate, open market
operations, variable reserve requirements, statutory  luquidity
requirement, quantitative and selective credit controls and moral suasion.
However, all policy instruments are not equally important. The order of
importance depends on the characteristics of the economy in general,
and the degree of development of money and capital markets in
particular,

The central banks through the change in the discount rate, the rate at
which the commercial banks borrow from the central banks to
supplement their resources against eligible papersisecurities, influence
the size of lending operations of the banks. For example, change in bank
rate increasesdecreases the cost of borrowing of commercial banks from
the central bank and thus discourageencourage the banks to borrow
from the central bank. However, in many developing countries the
central bank provides credit to commercial banks at rates below the bank
rate to finance selected sectors.

Open market operations refers to sale and purchase of securities by the
central banks in the open market to effect desired changes in the
monetary aggregates. Purchase of securities from the public by the
central bank increases the level of money stocks; the magnitudé of
increase depends on, among other factors, the mode of financing. If the
purches is financed through adjustment of existing assets portfolio of the
central bank without increasing the amount of reserve money, the
magnitude of the increase will be less than if the purchase is financed
through creation of additional reserve money. If the securities held by the
central bank are sold to the public, the level of money stock is
immediately reduced. The open market operation, therefore, is a useful
tool to control the monetary aggregate. However, the success and
appropriateness of this tool depend on the degree of development of
securities market. Apart from the control of monetary aggregate, the open
market operations are conducted in many countries on other
consideration as well. We shall discuss these and other related issues
later.
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Commercial banks are required to keep a certain percentage of their
deposit liabilities in the form of balances with the central bank as reserve
requirements. The central bank exercises a direct influence on the credit
creating capacity of commercial banks through variations in the reserve
requirements. Increase in reserve requirements reduces the excess
reserves of the commercial banks which in turn reduces the credit
creating capacity of the commercial banks. On the other hand, decrease
in reserve requirements increases their credit creating capacity. In many
countries, banks are also required to keep a certain percentage of their
deposit liabilities in the form of specifically prescribed liquid assets. This
requirement is known as the statutory liquidity requirement. The central
banks change this requirement from time to time to bring about desired
change in credit.

In many countries, particularly in developing countries, the central
banks impose guantitative ceilings on total bank credit as and when
needed. This direct control on credit enables the central banks to control
the money stock more effectively. The central banks can also direct the
commercial banks to extend credit or prohibit the extension of credit to
certain sectors. The central banks in many developing countries also set
different margin requirements and different interest rates for different
types of loans. Apart from quantitative and selective credit control, moral
suasion is also used to influence the credit operation of the banks in line
with the overall monetary policy framed by the monetary authorities.

The policy instruments described above briefly are generally used by
the monetary authorities to bring about the desired change in the
monetary aggregates. However, which policy instruments would be
more relevant than the others depend on the economic characteristics
and institutional set up of the country concerned. In Bangladesh, cash
reserve requirements (CRR), statutory liquidity requirement (SLR), Bank
rate and open market operations (OMOQO) are seldom used as policy
instruments. The monetary authorities place more emphasis on
guantitative and selective credit controls. Variation of interests on bank
deposits and bank lending is made from time to time in conjunction with
quantitative and selective credit controls. The rationale and
appropriateness of this policy will be discussed later.

Control of Money Supply Through Control of Reserve
Money

Reserve money which is commonly reffered to in the literature as 2
monetary base or high powered money represents certain liabilities of the
central bank including its currency liabilities and the currency liabilities
of the government. In Bangladesh, reserve money comprises total
currency held by the public, cash with scheduled banks and deposits of
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all banks with Bangladesh Bank. These liabilities are matched by the
assets of the central bank. The sources of changs in monetary base are
changes in (i) net foreign assets held by Bangladesh Bank, (ii) claims on
government (net) by Bangladesh Bank, (iii) credit to scheduled banks
by Bangladesh Bank, and (iv) other assets (net) of Bangladesh Bank
The ability of Bangladesh Bank to control monetary base, therefore,
depends on its ability to control these four sources. Credit to scheduled
banks by Bangladesh Bank and other assets (net) of Bangladesh Bank
are amenable to control by Bangladesh Bank. To the extent that there is a
proper coordination between fiscal and monetary policy, control of
Bangladesh Bank's credit to the Government is not difficult. The
difficulty arises only in the case of foreign sector. Bangladesh Bank has
no control over the foreign sector. Changes in net foreign assets depend
on a host of exogenous factors. The most desirable thing in this case
would be to make realistic projection of balance of payments position.
To the extent that actual changes in net foreign assests diverge from the
projected changes, the Bank should be able to make adjustments in
other sources to offset the errors so that in the end the desired change in
the monetary base can be attained. In practice, however, it is very
difficult to effect such changes within a short notice. Nevertheless,
Bangladesh should have some control over the monetary base.

Money supply, as mentioned earlier, not only depends on the
monetary base but also on the money multiplier. Even if the central bank
can control the monetary base, its ability to control money supply
depends on its ability to predict the value of the money multiplier. It may
be noted that setting reserve requirements of commercial banks is within
the purview of the central bank, other elements of the monetary
multiplier such as excess reserves of the banks and the currency ratio
depend on the behaviour of the banks and the public respectively, and
therefore their control does not lie within the powers of the central bank.
The central bank can, however, influence the behaviour of the
commercial banks and the public through appropriate policy measures.
For example, an increase in lending rate induces the commercial banks to
decrease the excess reserves, and an increase in interest rate on deposits
encourages the public to decrease their currency holdings relative to
depasits. In both the events, the value of the money multiplier increases.
However, it is not an easy task to make precise estimate of the effects of
these policy measures on the behaviour of commercial banks and the
public, Bangladesh Bank does not normally control money supply
through control of monetary base and the money multiplier. It takes
recourse to other mechanism. But this is not to say that it is not
necessary to control the monetary base or to effect change in the value of
the money multiplier for control of money supply. In fact, it is our view
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that whatever mechanism a central bank adopts to effect desired
change in money supply, required regulation of monetary base and
money multiplier may also be adopted simultaneously.

Monetary Control through Control of Net Domestic Assets of
the Banking System.

Monetary control can be achieved through the control of net domestic
assets of the banking system. The sum of net domestic assets and net
foreign assets of the banking system is identically equal to broad money
(M,). Therefore, given the change in net foreign assets, the desired
change in broad money can be brought about through change in net
domestic assets. The net domestic assets can be decomposed into
domestic credit of the banking system and other assets (net) of the
banking system. Domestic credit includes credit to the government, other
public sector and private sector. The control of net domestic assets.
therefore, involves the control of credit to the government, public sector,
the private sector and also the control of other assets of the baking
system.

As mentioned earlier, the safe limit for monetary expansion in
Bangladesh is derived using the quantity theory framework. Given the
base year level of money supply and the safe limit for monetary
expansion, the target level of money supply is derived. After the target
level is estimated, the level of net foreign assets and other assets (net) of
the banking system are projected to estimate permissible expansion in
domestic credit in a given period. Control of money supply in this
framework, therefore, depends on, among other things, the monetary
authorities’ ability to make realistic projections of the change in net
foreign assets and also the change in other net assets of the banking
system. Even if the monetary authorities are able to control the bank
credit, the ability to control broad money supply depends on the
accuracy of the projection of these assets.

The monetary authorities in Bangladesh fix credit ceilings for the
government, other public sector and the private sector within the
framework of overall expansion in credit. The overall and sectoral credit
programmes are made on annual basis, but quarterly phasing of the
credit programmes is made by taking into consideration the influence of
seasonal factors. After the guarterly credit ceilings are drawn, credit
ceiling for each bank is made on the basis of their share in outstanding
credit at the end of the preceding quarter.

We may now discuss the rationale of targetting broad money (Mz)
rather than narrow money (MT). It is easier for Bangladesh Bank to
control broad money since given the projected level of net foreign assets
and other assets (net) of the banking system, Bangladesh Bank can keep
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the broad monetary expansion within the desired limit by fixing up the
credit ceiling for each bank and persuade them to adhere to the ceiling
accordingly. In order to control narrow money (M1), it is necessary for
Bangladesh Bank to apply other instruments. Since the precise estimate
of the effects of policy instruments on narrow money is very difficult, it is
easier to control broad money through the direct control of domestic
credit which is within the purview of Bangladesh Bank because, other
things remaining un-changed, there is oneto one correspondence
between domestic credit and broad money stock. There may have other
considerations as well. First, though there has not been any dependable
empirical study on the money demand function and its statistical
properties, empirical studies using data of developing countries showed
that predictability and stability of demand function for broad money is
better than that for narrow money. Secondly, broad money, as
mentioned earlier, is the sum of narrow money and time deposits. .Time
deposits includes fixed deposits of all terms and a substantial portion of
savings deposits. In Bangladesh, the portion of savings deposits which is
treated as time deposits is also withdrawn by the the depositors as and
when monetary stringency occurs, Fixed deposits can be withdrawn on
penalty, and moreover loans can be taken from the banks against the
collateral of fixed deposits. Inclusion of time depaosits in the definition of
maney for the purpose of monetary policy does not, therefore, seem to be
inappropriate. The present practice of considering time deposits as part
of money stock for formulation and implementation of monetary policy
may, therefore, continue until a detailed study about the statistical
properties of money demand function and the nature and frequency of
transactions in fixed deposit accounts are made. Fixation of credit ceiling
for each bank on the basis of each bank’'s share in total outstanding
credit is based on the implicit assumptions that each bank’s performance
in respect of loan recovery is the same and that the capacity of extension
of loan out of their own resources is the same. If these assumptions do
not hold, the present policy of fixation of credit ceiling suffers from two
major weaknesses. First, a bank whose outstanding loans contain a large
amount of overdue loans is, at present, being treated equally with the
bank whose outstanding loans contain little or no overdue loans. This
policy of treating the banks equally, whose performance in respect of
recovery of loans is different, is inconsistent with the policy of reducing
the share of overdue loans in total outstanding bank credit. Secondly,
some banks borrow heavily from Banlgadesh Bank while there are banks
which rely mainly on their own resources for credit expansion. Fixation
of ceiling for each bank on the basis of their share in total outstanding
credit without taking into consideration the liquidity position of the
banks is inconsistent with the policy of encouraging the banks for
mobilising deposits. While fixing the credit ceiling for each bank,
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Bangladesh Bank may, therefore, not only take into account the share of
each bank's outstanding credit in total bank credit in the previous
quarter, but also the share of each bank's overdue loans in total
outstanding credit and the credit deposit ratio. It may, however, be noted
that Bangladesh Bank has recently discontinuec the policy of imposing
bankwise credit ceiling.

Other Policy Measures

As mentioned earlier, the central bank influences the size of the bank’s
lending operation by changing the Bank rate. Change in the Bank rate
not only influences the size of the bank credit but also the overall
borrowing in the economy since it influences the other market interest
rates. Changes in interest rates also have the effect on flow of funds
which in turn affect the country’s balance of payments. We now examine
the relevance of the Bank rate as an instrument of monetary policy in the
existing institutional set up of the country.

Bangladesh Bank, in general, follows a refinance policy under which it
extends loans to commercial banks for financing certain specific sectors
and charges different rates of interest depending on the purpose for
which the amount is borrowed by the commercial banks. The rates of
interest charged for refinancing depend on the importance of sectors the
Bank attaches to for financing. However, for certain sectors different
rates of interests for different slabs are charged instead of a single rate. In
general, a large portion of commercial banks' borrowings from the
Bangladesh Bank is in the form of refinance extended to them by
Bangladesh Bank. In a situation where the commercial banks borrow
substantial amounts from Bangladesh Bank at rates of interest ather than
the Bank rate, the Bank rate does not seem to have much relevance to the
control of bank credit. It is really the refinance policy that plays an
important role in influencing the size of the bank credit.

The rates of interests on deposits and bank lending are institutionally
fixed in Bangladesh. Variation of Bank rate does not have any effect on
these rates, unless these rates are changed simultaneously by
Bangladesh Bank with the change-of Bank rate. Securities and capital
markkets are highly underdeveloped. Interests on the securities which
are very few in numbers are hardly any reflection of market forces of
demand and supply and, therefore, change in Bank rates has little
influence on the prices and thus the yields of these securities. Changes in
the Bank rate has, therefore, little or no influence on the market rates of
interest and thus the availability of investment funds in the economy.
Therefore, the Bank rate as an instrument of monetary policy has not
been used frequently in Bangladesh. The Bank rate has been changed
few times only since independence. Any significant change in the Bank
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rate was either accompanied or followed by changes in scheduled bank
deposit and lending rates. This implies that the Bank rate was changed 10
keep it in line with the changes in deposit and lending rates of banks, or
when the Bank rate was changed, deposit and lending rates were
changed to keep these rates aligned with the Bank rate.

Bangladesh Bank followed a policy of low interest rates on deposits
and advances since independence until October, 1980. The rates of
interest fixed on different types of deposits were below the rate of
inflation thus giving a negative rate of return. It can be observed from the
data given in the table-2 that the real rates of return on all types of
deposits as on 30th June, 1980 were negative.

The difference between the weighted rates of interests on advances and
deposits was maintained around 6-7 percent. The rates of interest on
deposits were, therefore, fixed at low levels. However, on October 16,
1980 interest rates on deposits and advances were refixed and set at
reasonably high levels. This policy shift was expected to achieve two
major objectives. First, the high rates of interest on deposits were
expected to generate additional savings which could be used for
productive investment in the economy. Secondly, relatively higher rates
of interests on longer term doposits would induce the savers to shift their
funds from other type of deposits to longer term deposits, and as a result,
the shift in composition would reduce the income velocity of money and
thus produce less inflationary impact on the economy. If we examine the
data given at Table-2 we find that the rates of interest on fixed deposits
were fixed in such a way that it gave savers a positive real rate of return
As a result of revision of interest rates a shift in the composition of
deposits took place. Time deposits which was around 60 percent of total
deposits before the revision stood at over 70 percent as on 30th June,
1985. The objectives of upward revision of interest rates on deposits
seem to have been achieved to a certain extent.

Interests on deposits and lending are costs and income of commercial
banks respectively. Increase in interests rates on deposits impair the
profitability of the banks unless the rates of interests on lending are also
increased. Therefore, Bangladesh Bank increased the lending rates
simultaneously with the increase in interest rates on deposits. Two
observations seem to be in order. First the policy of higher rates of
interests on deposits which creates the base for credit expansion through
increase in the value of money multiplier is inconsistent with the policy
of slowing down credit expansion. If Bangladesh Bank is to continue
with the policy of decreasing the rate of credit expansion, then there is a
case for downward revision of interest rates on deposits. Secondly,
savings is a ‘leakage’ and invenstment is an ‘injection’. Unless savings
are used for productive investment, additional savings generation may

25



194 Bangladesh Journal of Political Economy.

TABLE-2
Real Return on Bank Deposits

................................. i e e A e . e

Types of Rates of Rates of Real Rate  Real Rate
Deposits Interest Interest of Return  of Return
as on as on on Deposits on
30th 30th as on 30th Deposits
June, June, June, 1980 as on
1980 1985 30th
June,
1985
1 2 3 a4

.......................................................................

A. Saving Deposits

i) With Chequing 6.00 8.50 -9.50 -3.34
Facilities

ii)  Without chequing 7.00 10.00 -8.50 -1.34
Facilities

B. Fixed Deposits

i)  for 3 months and 7.00 12.00 -8.50 0.16
over but less
than 6 months.

ii) For 6 months and 7.50 13.00 -8.00 1.16
over but less
than 1 year.

i) For 1 year and 8.25 14.00 -7.25 2.16

over but less
than 2 years.

iv) For 2 years and 9.25 14.50 -6.25 2.66
over but less
than 3 years.

v) For 3 years and 10.25 156.00 -5.26 3.16
over

Source of Basic Data : Economic Trends, Bangladesh Bank.

Note: Real Rates of Return of deposits as on 30th June, 1980 and 30th June, 1885 have
been calculated by deducting average inflation rate of 1879-80 and 1980-85
respectively from rates of interests on different types of deposits.

become counter productive. Creation of investment opportunities
through appropriate policy measures simultaneously is, therefore, also
necessary.
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Market for government securities is highly underdeveloped in
Bangladesh, and as a result Bangladesh Bank cannot undertake open
market operation as an instrument of monetary policy. In order for the
open market operation to be effective and successful as an instrument of
monetary policy two things must be insured. The securities should be
highly marketable, and the yield on the securities should be competitive
with the yields on alternative assets. In Bangladesh the marketability of
the government securities is very low and the yield on these securities is
also low as compared to the yields on other assets. The people are
unwilling to hold the government securities and treasury bills because of
its low level of marketability and yields. The main holders of the
government securities and bills are, therefore, the Bangladesh Bank and
the commercial banks. The guestion then arises if the public do not hold
the government securities and treasury bills because of its low level of
yield and unmarketability then what makes the commercial banks to hold
these securities ? One of the reasons for holding those securities by the
banks is that they are required to hold certain percentage of their
depositors liabilities in cash, balances with Bangladesh Bank and
approved securities as statutory liquidity requirement.

In the developed economy open market operation is used as the most
effective instrument of monetary policy. The yield on the government
securities depends on the market forces of supply of and demand for
these securities. It is easy to sell and buy government securities whenever
there is a need to do so because there is a well organised market for these
securities. The yield on the securities is comparable to the yield on
alternative assets because the price at which these securities are sold and
bought in the markert depends also, among other factors, on the current
market rates of interests. In the absence of such a well organised market,
it is almost impossible to generate excess liquidity or mop up excess
liquidity in the economy by Bangladesh Bank as and when needed. This
is not to say that open market operation as an instrument of monetary
policy is irrelevant in Bangladesh because there does not exist any
securities market in which to conduct the operation. What we suggest is
that the efforts may be made to develop the securities market so that the
conventional monetary policy insturments can be used to influence the
economy in the desired direction.

The interest rates on government treasury bills are very low. Since the
prices of the bills do not vary, the rates of interests are the yields of these
bills. If we examine the data given in the Tables-2 and 3 we find that the
interest rates on treasury bills are lower than the rates of interest on
savings and fixed deposits. The public, therefore, cannot be expected to
hold the bills which offered such low rates of interest relative to those on
other assets.
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TABLE-3
Intrest rates on Treasury Bills

Type of Treasury Upto October Effective from
Bills 15, 1980 October 186,
1980
(a) Treasury bills 6.00 8.50
(b) Treasury bills 7.00 9.50
on tap

Source: Economic Trends, Bangladesh Bank.

Many pepole in the developing countries tend to aruge that low rates
of interests on government securities is appropriate because increase in
interest on government securities increase the cost of government
borrowing which in turn is likely to reduce the government development
expenditure affecting production and employment adversely. To the
extent that the government securities are held by the central bank and
the nationalized banks, increase in interests on governmentsecurities
implies transfer of money from one government department t0 another.
Real cost of the government borrowing increases if the securities are held
by the public and private banks. Lower rates of interest on government
securities impairs the profitablity of the banks. If the central bank lowers
the statutory liquidity requirement or interest on bank deposits in order to
enables the banks to maintain the same level of profitibility, the
effectiveness of the important policy instruments is reduced. If instead of
lowering liquidity requirement and interest on deposits, the central bank
increases the banks’ lending rates, the private sectors borrowing from the
commercial banks is reduced, which in turn affects adversely the private
investment in the economy.

Open market operation has both monetary and fiscal aspects. If the
interests on government securities are kept low administratively, open
market operations will fail to achieve its desired objectives, and therefore,
cannot be used as an instrument of monetary policy. On the other hand,
if the interests on government borrowings are fixed at high levels, the
cost of the government borrowing will go up and is likely to reduce
_ government investment. However, it may be noted tbat if low rates of
interests on government securities are to be accompanied by either
decrease in interest rates on fixed deposits or increase in interest rates on
lending or both for the purpose of maintaining the level of profitability of
the banks, such low level of interests on government securities is not
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without any cost to the economy, since decrease in interest rates on
" deposits adversely affects the level of financial savings and increase in
lending rates reduces the public demand for credit affecting the level of
investment in the economy.

Scheduled banks in Bangladesh are required to hold a certain
minimum percentage of their deposit liabilities in the form of balances
with Bangladesh Bank as cash reserve requirement. Variation of this
requirement exercises a direct effect on the credit creating capacity of the
banks and thus the aggregate money stock. This is a very useful
monetary policy instrument to effect the desired change in the monetary
aggregates. In Bangladesh, cash reserve requirement has not been used
by Bangladesh Bank as a monetary policy instrument. After
independence, the cash reserve requirement was fixed at 5 percent of
total deposit liabilities. The amount of reserve money has increased
substantially in recent years, and so is the value of the money muitiplier.
In this situation cash reserve requirement could be used effectively to
reduce the value of money multiplier and thus the credit creating
capacity of the banks.

The banks are also subject to additional reserve requirement, called
statutory liquidity requirement. According to this requirement, the banks
are required to hold certain minimum percentage of their deposit
liabilities in cash Balances with Bangladesh Bank and investment in
approved securities. Though the primary purpose of this statutory
liquidity requirement is to ensure the liquidity of the banks for safety
reasons, the monetary authorities could use this requirement as a credit
control device. It can also be used as a device to allocate resources to
government for financing government expenditure. Bangladesh Bank
has not used the statutory liquidity requirement as an instrument of
monetary policy to control monetary aggregates. After independence,
the requirement was fixed at 25 percent of total deposit liabilities, and
this ratio was not changed for a long time. Recently, the liquidity
requirement in the case of time liabilities was reduced from 25 percent to
23 percent. It is our view that in order to have an effective monetary
policy the monetary authorities may make use of statutory luguidity
reqgquirement as one of the policy instruments as and when needed. In
october 1887 both cash reserves and liquidity requirement have been
raised by the Bangladesh Bank.

Bangladesh Bank imposes ceilings on the total amount of loans and
investments of the banks as and when needed. Ceiling for each bank is
determined, as mentioned earlier, on the basis of predetermined total
bank credit on a given date and the share of each bank’s credit to total
outstanding Bank credit at the end of the previous period. After credit
ceiling for each bank is determined Bangladesh Bank imposes selective
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credit control and other measures with the objectives for increasing
production, employment and real income with due regard to
socio-economic priorities, distributive justice, regional balance.

Selective credit controls in Bangladesh take the form of a complete
restriction of credit for specified purpose of setting 8 maximum limit on
the amount of credit for certain purposes or fixing a minimum amount of
credit expressed as a certain percentage of total deposit liabilities or
specified assets for certain purposes. It also takes, among others, the
form of setting minimum margin requirements or change the margin
requirements as and when needed. In Bangladesh, these selective and
quantitative credit control measures are a very effective tool for the
conduct of monetary policy. Since the selective and quantitative level of
bank credit as also the amount of credit to specified sectors of the
economy for specific purpose are essential for achieving the desired
objectives within the framework of overall economic policies and
programmes of the government, the present policy of using selective and
quantitative credit control measures may continue along with the use of
other policy measures. However, it may be noted that mere issue of
directives/circulars to banks to comply with certain instructions does not
serve the purpose unless Bangladesh Bank monitors, from time t0 time,
whether those instructions have been carried out properly. One way to
ensure whether the banks have complied with the instructions given by
Bangladesh Bank is to inspect the bank branches periodically and check
whether the operations of the bank branches are consistent with the
prevailing instructions. Another way is to examine various data
submitted by them to different departments of Bangladesh Bank and see
whether those data are consistent with the data expected as per the
various directives/circulars issued by the Bank. In order to make the
selective credit control measures effective, it is desirable to cross check
all the information gathered by Bangladesh Bank from scheduled banks
and to take corrective measures as and when needed.

Ill. Related Issues

The broad strategy of economic and monetary policy is decided by the
government. The Bangladesh Bank is responsible for coordination and
implementation of the government's policy. The Bank clearly makes its
influence felt on a wide range of policy decisions and is represented on
many Committees through which economic policy is formulated and
co-ordinated. The Bank, therefore, has a special role to play at the

formulation stage in advising the government on monetary and fiscal
affairs.

It has sometimes been common to talk about autonomy or
independence of central banks. The use of the word independence may,
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of course, be misleading to some people about the position of a central
bank. The authority of the state over the central bank is invariably
absolute. What is open to question is the extent to which the government
should detail its command to the central bank. The extent of government
regulation of the central bank, however, varies from country to country
depending upon the precise role that the central bank is assigned by
statute or by tradition. Generally, the central bank is created as a
corporate body whose powers are regulated by its Charter, just as an
ordinary bank’s powers are regulated by its Articles of Association. In
Bangladesh, the central bank (Bangladesh Bank), like all other
corporations and banks, has been created by Charter. The bank’s role can
be analysed on the following categories :

(a) The Bank’s relationship with the Government;
(b) Its relationship with the banking and financial community; and
(c) lts relationship with the general public.

By Charter the Bangladesh Bank is the Government’s Bank. The
government’s consolidated account is maintained by the Bank free of
cost. Bangladesh Bank does not pay any interests on balances of
Government account maintained with the Bank. The Government, like
the customer of a commercial bank, has ‘ways and means’ advance limit
determined by mutual consultation. Whenever this limit is exceeded, the
excess drawal is covered by adhoc securities. This aspect of the Bank's
relationship with the government is more or less of a routine nature.

Bangladesh Bank's relationship with the government has two distinct
phases-advisory and operational. It is a common feature of the modern
central banks throughout the world that they have the main operational
responsibility for official dealings, both in their own markets and the
international markets. The earlier philosophy that the central bank should
not cater and pay too much regard to politics of government, is steadily
giving rise to different conception that a central bank, albeit detached
from executive anxieties, nonetheless be an insider in the policy realm of
the government. It has become increasingly recognised that the larger
and overall interest of the country demands harmonisation of policies
and it would only be disastrous if one part of the official machine pullsin
one direction and the other part in another. The monetary policyisonly a
fraction of the entire gamut of economic policy in which the final
responsiblilty must inevitably lie with the government. In a planned
economy in which government controls virtually all commercial and
financial activities a central bank outside the government's control
would be wasteful and superfluous. But in a mixed economy where
economic decisions are made by the households, and productive and
distributive activities adjust to those decisions, the central bank and the
government may not have the same kind of orientation.
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In terms of clause (1) of Article 9 of the Bangladesh Bank Order, 1972
the government has the power to give directions to the Bank to cover
any matter of policy. This provision locates clearly where the ultimate
responsibility lies. However, it seems to us that there are clear
circumstances where views may be divergent between the government
and the Bank. In such situations, disagrements should be discussed
threadbare in the best intersts of the country.

The Annual Report of a central bank is useful instrument through
which it can air a good deal of its ideas to the public. The Annual Report
not only records the economic events of the period under review but also
analyses, focuses and pinpoints the factors which are responsible for the
performance of the economy in a particular way. This function of the
central bank like its relationship with the government, in the final
analysis, depends on the availability of expertise and technical
competence at the command of the central bank. If the government's
department is better organised in anlysing issues, tracking out a course
for the economy and establishing causal relationship among the various
macro variables, the central bank will certainly fade into unimportance in
this role. It is, therefore, important how well-educated and able are the
operational and technical staff of the central bank.

The effectiveness of central banking policies designed to regulate the
monetary conditions depends largely on the degree of development of
money and capital markets. In countries where money and capital
markets are of a rudimentary nature, it is necessary for the central banks
to play an important role in the development of money and capital
markets. Empirical evidence has shown that financial development and
economic growth are positively related and that in most of the LDCs
fifnancial development induces real economic growth. Apart from
performing the traditional functions, the central banks in LDCs are,
therefore, required to make strenuous efforts to develop a sound financial
system which can play an important role for the economic development
of the contry.

Bangladesh Bank direct the nationalised banks from time to time to
provide sufficient credit to priority areas such as agriculture, exports,
small industries etc. In order to extend banking services to rural areas the
nationalised commercial banks were required to establish two rural
branches in order to obtain a licence to open an urban branch. This
policy led to the substantial increase in the number of rural branches. The
number of rural branches which was about one-third of the total number
of branches as at end December, 1971 has increased to about twothirds
of the total number of branches as at end june, 1985 (Annexure-1).
However, this fast expansion of rural branches was not initially well
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planned as a result of which there was a concentration of branches in
some areas while some areas remain uncovered.

The monetary authorities formulate programme and policies in line
with the overall government's national economic policies. In the
development plans and programmes the government places continuing
emphasis on rural development. The monetary authorities have,
therefore, adopted policies in such a manner that flow of credit to rural
areas increases over the years. The percentage share of rural advances
which was lower than that of percentage share of rural deposits till
1981/82 increased in recent years (Annexure-2)

The Government allowed private banks to operate in the country. The
objectives of allowing private banks to operate in the country are, among
other things, to encourage competition in the banking sector which is
expected to raise efficiency by rendering improved counter and
non-counter services to the customers, to mobilise deposits from hitherto
untapped sources,to channelise credit to genuine users so that overall
economic activity could be raised to a satisfactory level. However, if we
examine the loan structure of different banks (Annexure-3) it can be
seen that in contrast to substantial flow of funds from the nationalised
and specialised banks to agriculture and other priority sectors, the
advances by local private banks and foreign banks remain concentrated
mainly in trading services. The nationalised commercial banks and the
specialised banks are therefore, heavily burdened with meeting
socio-economic priorities set by the monetary authorities. It may be
desirable to direct the local private banks and foreign banks to extend
certain percentage of their loan to priority sectors.
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ANNEXURE-1

Number of Bank Branches
Operating in Bangladesh

Year Rural Urban Total
Branch Branch
1 2 3 4

December 1971 412 757 1169
June 1972 414 757 1173
June 1973 519 780 1299
June 1974 694 798 1492
June 1975 784 836 1620
June 1976 821 830 1751
June 1977 1095 969 2061
June 1878 1592 1163 2755
June 1979 1983 1266 3248
June 1980 2456 1364 3820
June 1981 2851 1527 4378
June 1982 2932 1538 4470
June 1883 3050 1553 4603
June 1984 3225 1592 4817
June 1985 3335 1628 4963

Source: Compiled from different issues of scheduled banks statistics, Bangladesh

Bank.
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ANNEXURE-2
Percentage Distribution of Advances and
Deposits by Areas (Urban and Rural)
Advances Deposits

Period Rural Urban Rural Urban
30.6.75 92.31 7.69 86.50 1350
30.6.76 96.40 3.60 90.83 917
30.8.77 94.23 5.77 89.26 1074
30.6.78 90.82 9.18 86.75 13.25
30.6.79 90.19 8.81 84.65 15.44
30.6.80 89.18 10.82 85.60 14.40
30.6.81 87.59 12.41 84.11 15.89
30.6.82 86.78 13.22 84.58 15.42
30.6.83 81.40 18.60 83.24 16.76
30.6.84 74.22 25.78 82.94 17.06
30.6.85 71.50 24.50 82.73 17.27

~ Source: Different Issues of Scheduled Banks Statistics. Bangladesh Bank, Dhaka.
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ANNEXURE-3
Advances Classified by Economic Purpose

(Figures in percentage)

As 0on30.6.1985

Economicpurpose
NCBs Specialis- Foreign Private
ed Banks Banks Banks

1 2 3 4 5
A. Agriculture, Hunting, 21.04 6858 1.76 7.55
Forestry & Fishing
B. Minig & Quarrying 0.35 0.30 - 0.04
C. Manufacturing 22.94 23.27 40.58 21.68
D. Construction 2.72 0.15 2.98 4.47
E. Electricity, Gas, Water & 1.21 0.08 0.01 0.85
Sanitary Services
F. Wholesale & Retail 41.77 1.58 47.74 60.21
Trade & Restaurants
& Hotels
G. Financing, Insurance, 0.71 0.18 0.08 0.09

Real Estate &
Business Services

H. Transport, Storage 1.76 3.90 2.66 2,42
& Communication

I.  Community, Social &
Personal Services

J. Employees & Activities 7.50 1.95 4.19 2.69
not Adequately Des-
cribed

Total 100 100 100 100

Note: Compiled from Scheduled Banks Statistics, Bangladesh Bank.
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Introduction

This paper is intended to throw light on some aspects of development
financial institutions (DFls) in Bangladesh. The paper is divided in 3
parts. Part | discusses what is a development bank and how it has grown
in Bangladesh context. Part Il presents descriptive account of the
relationship between development banks and other banks working, in a
limited way in the same or related sectors. Part Il provides analytical
overview of the working of BSB and BSRS. The paper is not intended to
provide an exhaustive analysis of the working of DFls in Bangladesh but
is meant to provoke a debate on the subject.

I. What is a DF1 ?

William Diamond has addressed the question. [1]. During the last two
and a half decades the governments in the third world countries have
created organisations called “development corporations” and
“development banks.” These organisations have diverse forms. Although
these organisations have been created by the government, some are
owned exclusively by government, others by private interests and still
others by a combination of the two. Diamond argues that conceptually it
is possible to make a distinction between a “development bank” and a
“finance corporation.” Development bank is concerned primarily with
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long term loan capital and a “finance corporation” is concerned
“primarily with equity capital” and "“with fostering and managing
specific companies as well as providing financial supports.” However,
Diamond argues that although this distinction may be conceptually
valid, it is too blurred to be useful in practice.

Diamond uses the terms “‘development corporation” and the “finance
corporation”” almost in the same breath. In Bangladesh context,
development corporation has a different connotation and its growth was
the result of adopting the concept of corporate under a law which
defines its functions, responsibilities and powers, If development
corporation is seen as an institution concerned primarily with equity
capital and with management of specific companies as well as providing
financial support, some of the development corporations in Bangladesh
may not stand this text. BADC and BWDB are cases in point. They do not
provide equity capital nor do they manage specific companies. On the
other hand, some of the development corporations like PDB, BCIC and
BSEC may come near to the concept of deveiopment corporation to
which Diamond has referred. Although PDB is yet to have any company,
it is understood that government is setting up such companies starting
with Dhaka Electric Supply. BCIC has a number of holding companies
and so have BSEC and BSFIC.

Diamond does accept the fact that there may be a thin line of
difference  between loan-giving  development banks and
equity-providing development corporation. He further argues that both
development bank and development corporation have one common
goal; the provision of capital and provision of enterprise. He sees them
bound by the common purpose of supplying two elements of
production, the objective being to speed up the process of
development.

Diamond draws a further line of distinction for the development
banks:

— those concerned with government investment and
— those concerned with the private sectors.

He cites examples of countries where governments have decided to meet
the gap of capital and enterprise required for speeding up the process of
development. Thus organisations are created to plan, finance and carry
out investment projects and programmes on government account. He
cites the cases of “Prombank’ in Soviet Russia and “Sumer bank” of
Turkey and “Corporation Boliviana de Fomento.” These institutions
were established to execute government investment projects. The closest
parallel in Bangladesh context was the EPIDC. However, it must be
borne in mind that EPIDC was never a development bank. EPIDC acted
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wholly as an agent of the government for long term investment in the
industrial sector. This difference between a development bank which
primarily provides capital and a development corporation which
promotes the process of development on behalf of the government is not
lost sight of by Diamond. For the purposes of his discussion, Diamond
defines a development bank as a financial institution devoted primarily to
stimulating the private sector of the economy [1;4].

In Bangladesh context, a typical example of a development
corporation is Bangladesh Small and Cottage Industrial Corporation
(BSCIC). BSCIC is responsible for promoting small and cottage
industries. It provides for setting up of industrial. estates, selects
entrepreneurs and facilitates grant of loans to the selected entrepreneurs
through the banks. It is not responsible for making investment on behalf
of the government except for setting .up of industrial estates for small
investors.

Diamond argues that the development bank as an institution to
promote and finance enterprises in the private sector is not a new device.
Such institution for production investment has existed for more than a
century and they have gained popularity in Asia, Latin America and
Africa because of the growing urge for rapid economic development.
Just as the nations of Asia, Africa and Latin America today are looking on
Western Europe and North America for machinery and technical
know-how, so did the continental Europe look on Britain in the middle
of nineteenth century. When defining a2 development bank as an
institution providing capital, enterprise, managerial and technical advice
to the private sector, Diamond admits that this does not adequately
describe the range and depth of its operation. He deals with such issues
as the: conditions affecting private investment and how much can be
done to promote such investment. In view of the diversity of forms of
financial institutions, we shall use the term DF| to denote both finance
corporation and development bank.

The problems of investment

The problems associated with productive investment are as varied as
they are complex. The size of investment needed for a particular
enterprise may be in short supply. A nation’s savings may be indequate
or it cannot otherwise be mobilised. It may even be misdirected. Even
when capital is available, the entrepreneurs may be averse to risk the
investment proposed. There may also be other socio-economic and
institutional impediments. The seeting up of a development bank by
itself may not provide solutions to all these problems because a
development bank is to operate in a given economic and institutional
environment. Furthermore, it cannot act unilaterally in the sense that it
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has to act in conjunction with other institutions, financial, administrative
and political.

Difference in approach in lending operations of DFls and
Commercial Banks

In discussing the issue of differences in approach in lending operations
of DFIs and commercial banks, one may as well raise the question : is a
development bank at all necessary ? The argument against setting up of
new institution involves questions of cost, shortage of managerial and
technical personnel which is characteristic of underdeveloped countries
and the undesirability of spreading that personnel too thinly.
[1:41-42],

During the early nineteeth century, the commercial banks have largely
financed the industrial sector in continental Europe and the United States.
In many countries such as Columbia, the law forbids comercial and
investment banking. In others, such as India, Pakistan and Bangladesh, a
mixed system is preferred.

It may be perhaps correct to say that in the South Asian countries of
India, Pakistan and Bangladesh, the need to set up development banks
arose out of two factors. First, industrial finance is primarily related to
providing long term loans for fixed capital although, after an enterprise is
established, it would also need floating (working) capital. Because
commercial banks have an overwhelming preference for short-term
lending, it is not possible for them to go for long-term financing on large
scale.

Second, development banks, in their approach to long term financing,
take into account considerations other than purely commercial. Besides,
other essential ingredients of investment: enterprise and skill are
precisely what the commercial banks lack.

The Bangladesh Context

During the fifties, there where two finance corporations. Pakistan
Industrial Finance Corporation (PIFCO) was established in 1949 with
the object of “making medium and long term credits more readily
available to industrial concerns in Pakistan.”” It was a joint venture of
government and private capital, the government owning 51% share.

Pakistan Industrial Credit and Investment Corporation (PICIC) was
established in 1957. The main objectives of the corporation were to
assist industrial enterprises in the private sector by providing assistance
in creation, expansion and modernisation of such enterprises. It could
also sponsor and facilitate participation of private capital in such
enterprises.
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The Credit Inquiry Commission, 1959 noted the overlapping of
activities of PICIC and PIFCO and recommended conversion of PIFCO
into a Industrial Development Bank catering only to the needs of
medium-sized industry [2;117].1n 1959, PIFCO had branch offices only in
Lahore and Chittagong. The Commission recommended setting up of
operational officesin Dhaka underseniorofficers with well-defined powers
to sanction loans. Following the recommendation of the Commission,
the Industrial Development Bank of Pakistan (IDBP) was established in
1961.

in the agricultural sector, during the fifties, there were also two
institutions: Agricultural Development Finance Corporation (ADFC) and
Agricultural Bank of Pakistan (ABP). As in the case of the industrial
sector institutions, the Credit Inquiry Commission recommended setting
up of one institution. Thus ADFC and ABP were merged and
Agricultural Development Bank of Pakistan (ADBP) was established in
1961.

At liberation in 1971, these institutions assumed new names reflecting
the spirit of independent Bangladesh. ADBP came to be known. as
Bangladesh Krishi Bank (BKB), IDBP came to be known as Bangladesh
Shilpa Bank (BSB) and PICIC came to be known as Bangladesh Shilpa
Rin Sangstha (BSRS). The private commercial banks ere nationalised
and they, with former National Bank of Pakistan (now Sonali) came to
be known as Nationalised Commercial Banks (NCBs). An investment
corporation was also set up and is known as Investment Corporation of
Bangladesh (ICB). There are also Samabaya (Cooperative) Bank
(BSBL) and the Grameen Bank (GB). In addition there are some private
investment companies.

Except for Grameen Bank (GB), all otHer institutions are engaged in
long-term finance for industries, although BKB's role is limited to
agro-based industries only. BKB and BSB are legally defined banking
companies fully owned by the government. BSRS and ICB are
development corporations dealing in long term loans. ICB is owned by
the government, the relevant parastatals and private investors. Its main
operations include provision of bridge financing, equity support and
management of investment accounts.

For the purposes of our consideration, the discussion will primarily be
limited to BSB and BSRS which are seen as the leading industrial
financinginstitutionsin Bangladesh. The basic difference between the two
is that while BSB is a development bank in the sense that it is a banking
company, BSRS is a development (finance) corporation.

-
!
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Il. Relationship among DFls, NCBs and BKB

In order to understand the operational significance of DFls in industrial
financing, it is important to discuss the linkages and interrelationship
between DFls and other financial institutions. As already stated, in
Bangladesh, it is a mixed system in so far as long-term financing in
industrial sector is concerned. The law does not appear 10 prohibit long
term financing by the NCBs. In fact the government policy has
increasingly involved the. NCBs in the financing of medium and small
scale industries. BKB's position is somewhat different from those of the
NCBs. BKB's charter allows financing of agro-based industries and atthe
same time it is required to operate on commercial principles. In most cases,
financing of medium and small industries by NCBs and BKB resulted from
different aid agreements signed by the government with international
donor institutions. However, involvement of NCBs and BKB in long term
financing in the industrial sector is not significantly high. In case of BKB
only Tk. 1190 million have been outstanding as on June 30, 1986 which
is 5.7% of the total outstanding amount of Tk. 20580 million.” For NCBs,
the total invested amount in financing the industrial sector is believed to

be much less.

However, BKB's involvemenit in financing agro-based industries is
much higher than those of the NCBs. For instance, BKB is the lone bank
providing long term finance for the development of tea sector. To that
extent BKB is performing the roles of a DFI and a specialised commercial
bank. Similarly, in maintaining a separate window for financing medium
and small industries, the NCBs ‘are also doing the functions of a
DFI.

Direct financing of medium and small industries by NCBs or agrobased
industries by BKB is just one of the aspects of the operation of the mixed
system. The other aspect of the system is more fundamental which
involves providing working capital loans for the enterprises set up by the
DFls. Working capital is in the nature of a short term loan which are
provided by the NCBs and BKB. However, in practice, the line of
distinction between long term loans for fixed capital and short term loans
for working capital is thin indeed. Working capital loans are often
renewed beyond a working season not only in Bangladesh but also in
India and elsewhere. Depending on the circumstances of each case, a
working capital loan, renewed over the years, becomes a term loan.

Viewed in this context, DFls, BKB and NCBs work in mutually
supportive roles. Working capital loans are advanced to all enterprises

1. In case of BKB, foreign aided projects also include fisheries, horticulture and livestock
development.
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funded by BSB, BSRS and ICB. In fact, the current procedure followed
in sanctioning industrial loans which the DFls have sponsored make it
almost obligatory for NCBs and BKB to provide working capital loans.
Thus when a project is considered for sanction of funds, the bank which
will provide working capital is also identified after mutual
consultation.

The fixed capital assets of an enterprise funded by a DF| is mortagaged
to that DFIl. For working capital loans, a second charge on the
mortgaged property is created in favour of the bank providing working
capital. The second charge under the existing law implies in the event of
continued default, the working capital loan-providing bank will have a
claim on the property after the liabilities of the first charge are fully
liquidated.

In providing or renewing working .capital loans, BKB and NCBs
usually demand a 'no objection certificate’ from the DFI which has
provided the long term loan for fixed capital. The object is to obtain
information on the borrower's payment habit, Unless the certificate asked
for can be obtained warking capital funds are not given. This procedure
enables the DFls to force the borrower to have a satisfactory record of
payment.

Conversely, ‘whenever a new entrepreneur approaches a DH for
capital loan, the DFI checks with NCBs and BKB as to the applicant’s
liability. This system is intended to screen out entrepreneurs having bad
payment records with other banks. The borrower thus has to come to a
satisfactory arrangement with the bank in which he has large overdues.
This system works to the advantage of other banks in getting the
defaulted amount back or at least a substantial part of it.

As regards ICB, it is not a development bank. Its primary function is to
ensure supply of securities in the stock-market. ICB now generally comes
into contact with the DFls after the project has started operation. As a
financial intermediary, it helps investors to raise funds from the capital
market.

lll. Working of BSB and BSRS: 1972-1985

In this part an analytical overview of working of BSB and BSRS, the
two major lending institutions in the industrial sector will be analysed in
terms of disbursement, recovery, overdue, outstanding for the period
from FY 1972 to FY 1985. Our selection of these aspects is dictated by
the fact that over the past few years the problem of disbursement and
recovery coupled with high overdues of these two institutions have
attracted the attention of donors as well as the government [3;35]. There
is a growing consensus among some quarters that these two institutions
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have become unvialbe and major restructuring of both the organisations
is seriously called for. It is not our intention to go into the question of
restructuring. We intend to limit our attention to specific points in time
when disbursements rose, overdues piled up, the status of loan
repayment, the sectoral distribution of investment and other related
iSSUEs.

For the sake of convenience the period from FY 1972 to FY 1985 is
divided into three parts reflecting three distinct political regimes. First, the
period from 1972 to 1974. Second, the period from 1975 to 1981. Third,
the period from 1982 to 1985. The first part deals with the period
immediately following the emergence of Bangladesh when the
politically accepted principle articulated through the constitution was in
favour of public sector investment to achieve the goals of socialism.
Consequently it was expected that BSB and BSRS would go in for
higher level of investment in the public sector.

BSB: 1972-74

Thus during these years, out of a total of Tk. 360.5 million sanctioned
by BSB, 83% was for public and the remaining 17% for the private
sectors. Out of the sanctioned amount of Tk. 360.5 million only 34% was
committed reflecting an amount of Tk. 122.0 million. Out of these Tk.
122.0 million, 67% was committed to the public sector and 33% for the
private sector. The amount disbursed was even less and it was 42% of the
amount committed indicating the total disbursed amount of Tk. 51.4
million. Out of these Tk. 51.4 million 62% was for public sector and
remaining 38% for the private sector. The emerging picture from the
above trend is that while the sanctioned.amount for the private sector
was at the low level of 17%, the committed and disbursed amount nearly
doubled leading to a corresponding decline for the public sector. It can,
therefore, be said that although the political philosophy of
industrialisation was overwhelmingly in favour of public sector, the share
of funding to private sector in fact was not neglected.

BSB: 1975-81

Between the years 1975 to 1981 the political principle of industrial
investment underwent a radical change with greater emphasis for the
development of the private sector. The scenario in respect of amount
sanctioned, committed and disbursed betwen public and private sectors
was similarly reversed compared to the regime immedicately preceding it.
The volume of propsed investment by BSB rose sharply from Tk. 360.5
million FY 1972 to FY 1974 to Tk. 4943.7 million during FY 1975 to FY
1981 registering a rise of 1271%. Even if we consider the fact that the
comparison is between unequal length of time, the rise was significantly
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high. Of even more significance than this is the fact that during these
periods as far as BSB is concerned the sanctioned amount for the public
sector was only 3% of the total amount of Tk. 4843.7 million. The
amount committed during these periods in BSB was Tk. 2814.8 million
which was 43% less than the amount sanctioned. Out of these
committed amount, the share of public sector was only 1.5%. In respect
of disbursement the situation continues to be the same. The amount
disbursed was Tk. 2050.2 million which was 27% less than the amount
committed. Out of these disbursed amount of Tk. 2050.2 million, the
share of public sector amounted to 4% only.

BSB : 1982-85

During the period from FY 1982 to FY 19886, the share of public sector
in terms of sanctioned, committed and disburshed amount was nil.
During these periods the amount sanctioned stood at Tk. 1968.1 million
of which Tk. 1228.4 million was committed and Tk. 1401.5 million was
disbursed. Thus disbursement was higher than amount committed.

BSB : 1972-85

During the period from FY 1972 to FY 1985 BSB disbursed an amount
of Tk. 3503.1 million of which 96.6% was for private sector and 3.4% for
public sector.

BSRS :1972-74

In case of BSRS the situation is more or less same. Thus during the
period under review, out of a total sanctioned amount of Tk. 107.0
million, 59% was for public sector and 41% for private sector. The
amount committed was 21% less than the sanctioned amount i.e. Tk.
83.8 million. Out of these committed amount of Tk. 83.8 million, 61%
was for public sector and 39% for private sector. Thus it is seen that the
share of public sector in the committed amount increased by 2% leading
to a corresponding decrease of 2% in private sector. The amount
disbursed fell by 30% compared to the amount committed. Out of the
disbursed amount of Tk. 53.9 million, 93% went to the public sector and
the remaining 7% for the private sector. Thus it is seen that as faras BSRS
was concerned the ultimate disbursement for the private sector was
drastically reduced.

On an over all basis, however, the disbursed amount in the public
sector remained at 78% leaving 22% for the private sector. The total
amount disbursed during the period by both the organisations stood at
Tk. 105.3 million.
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BSRS : 1975-81

During the FY 1975 to 1981 BSRS sanctioned an amount of Tk.
4428.3 million of which 95% was for private sector and 5% for public
sector. The amount committed during the same period was Tk. 31287
million which was 29% less than the amount sanctioned. Out of this
committed amount of Tk. 3128.7 million, 93% was for private sector and
the remaining 7% for the public sector. The amount disbursed was Tk.
1796.3 million which was 43% less than the amount committed. Out of
this disbursed amount 90% was for private sector and 10% for public
sector. Thus it is seen that although public sector started with the 5% of
the sanctioned amount, the amount disbursed actually doubled.

BSRS : 1982-85

During the period from FY 1982 to FY 1985, the total amount
sanctioned by BSRS was Tk. 1895.2 million of which 96% went to the
private sector and the remaining 4% for the public sector. During the
same period the amount committed stood was Tk. 751.6 million which
was 60% less than the amount sanctiond. Qut of this committed amount
of Tk. 751.6 million, 91% was for private sector and 9% for public sector.
The amount disbursed during the same period stood at Tk. 1181.5
million which was 57% higher than the amount committed. Out of this
disbursed amount of Tk. 1181.5 million, 99% was for private sector and
only 1% for public sector. Thus the share of public sector was
insignificant.

BSRS :1972-85

During the period from FY 1972 to FY 1985 the amount disbursed by
BSRS stood at Tk. 2583.0 million of which 89.9% went to the private
sector. During the same period the two lending institutions disbursed an
amount of Tk. 6534.8 million of which 94.6% went to private sector and
the remaining 5.4% to the public setor. The over all situation is shown in
annex-l.

The Status of Repayment

It is perhaps relevant to find out the respective share of public and
private sector in loan repayment. It has been found that the shaie of
public sector in loan repayment is generally higher than that of the
private sector. The recovery figures for the FY 1972 and FY 1973 divided
between public and private sector are not available in respect of BSE.
For BSRS the figures show that an amount of Tk. 55.8 million was
collected during FY 1972 to FY 1974 of which Tk. 45.2 million was from
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the public sector representing 82% of the total recovered amount. During
the period from FY 1975 to FY 1981, out of the collected amount of Tk
1549.3 million by BSRS, 89% was from the public sector and for BSB it
was 67%, the collected amount being Tk. 1411.2 million.

During the period from FY 1982 to FY 1985, BSRS collected an
amount of Tk. 1119.6 million of which 48% was from the public sector
and 52% from the private sector. During the same period, BSB collected
an amount of Tk. 1411.17 million of which 20% was from public sector
and 80% was from private sector. The situation during this period is,
therefore, totally opposite of the preceding periods. However, on an over
all bsis from FY 1972 to FY 1985 the share of public sector stood at 56%
although during the last decade the disbursement to public sector rapidly
declined drawn to zero.

Rate of Recovery of BSB and BSRS

The discussion on the status of repayment reflects only partially the
relative performance of the public and private sectors. A clear picture will
emerge if one looks at the recovery rate of both the institutions. This is
shown in table-1:

In case of BSB the recovery rate divided into private and public sector
for the period between FY 1972 to FY 1974 is not available. The
recovery rate for the period between FY 1975 to 1981 of BSB is
consistently higher in respect of the public sector except for the FY 1975.
In most cases it is generally 4 times higher than that of private sector in a
given year.

In case of BSRS except for the period between FY 1972 to FY 1974
the recovery rate for public sector is also consistently higher than that of
the private sector. This tends to signify the fact that the repayment habit
of the public sector is better than that of the private sector. It may be
argued that since both the lending institutions are wholly owned by the
government they are in much better position to exert pressure on public
sector borrowers and get the money back. Conversely it may also signify
the fact that the two lending institutions in the period under review, have
not either been able to exert the requirec level of pressure on the private
sector or the private sector is given to habitual default in loan repayment.
It has often been argued that the inability or unwillingness of two
lending institutions to exert the required level of pressure on the private
sector stems from two basic factors. First, the legal framework for
recovery of loan from the defaulting borrowers is outmoded, expensive
and time consuming. Second, most of the big and habitual defaulters are
often able to get undue and undeserved political protection against any
attempts by the banks to recover the loans within the limitation imposed
by the outmoded legal framework.
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Table-1
Recovery Rate of BSB and BSRS Loan
in the Private and Public Sector
during FY 1972 to FY 1985

BSB BSRS
Recovery Ratein percen- Recovery Rate in  percen-
tage tage
Total Total
(Private+ (Private+

Year Private Public Public)  Private Public  Public)

1872 — —_ 8.1 ) B 4.7
1973 —— — 11.0 85 4.4 49
1974 — — 111 8.8 27 32
1975 21.6 5.9 8.9 7.9 14.4 131
1976 18.5 322 26.8 7 36.1 285
1877 18.0 57.1 37.6 41 242 17.6
1978 225 321 275 5.5 12.6 0L
1979 17.8 69.9 46.0 7.6 449 353
1880 221 70.2 412 9.4 48.1 321
1981 216 64.2 32.2 8.1 45.2 245
1982 14.9 40.0 197 5.6 29.6 11.7
1983 15.4 40.2 17.4 6.6 238 9.9
1984 12.3 46.9 14.3 4.3 17.5 6.5
1985 1.7 411 13.5 9.8 20.4 69

Amount Recovered
Note : Recovery Rate - X100
Amount overdue + Amount Recovered

Source : Analysis based on figures of BSB 'and BSRS
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While the above line of reasoning is advocated by the lending
institutions, the defaulting borrowers have their own arguments not to
repay their debt in time. Of the many arguments advanced a few may be
cited. First, unusual delay in project appraisal and ultimate disbursement
which leads to cost overrun. Second, inadequacy of the project
appraised by the bank's appraisal staff resulting largely from
overdependence on macro level information and consequent over
congestion in a particular sector, Third, fiscal policies which imposes
unnecessary tax burden on the entrepreneurs. Fourth, insufficient or
interrupted power supply. Fifth, turbulent labour unionism which often
leads to either lock out or complete suspension of factory operation.
Sixth, uncertainties of the level of protection granted to indigenous
industries through import policy orders and unforeseen waivers given for
imports presumably as part of political patronage. Seventh, unplanned
sanction of industrial enterprises in the same sector leading to over
congestion and consequent unviability of enterprises from commercial
point of view. Eighth, cumbersome and dilatory process of
documentation.

While the truth perhaps lies between the two sets of opposite
arguments, it cannot perhaps be denied that from 1975 onward there has
been complete reliance on the institutional, managerial and technical
capability of the private sector in making sound investment. It may even
be said that this type of reliance instrumented through liberal
disbursement of loan to the private sector was somewhat misdirected in
that the private sector entrepreneurship was not perhaps ready to absorb
the flow of fund in a way which would ensure adequate return on
investment with which to pay back the debt. Instances are not lacking
when many investors found it prudent to divert a large portion of the
investible fund to build up other assets such as real estate or trading. In
such cases even the best appraised project would be sick because of
indadequate finance. A conclusive judgement on the issue of the two of
diametrically opposite arguments may be possible through further
investigation and research. One thing that is certain, is that the piling up
of overdues in industrial sector resulted as much from the relaxed
attitude of the borrowes as from the lack of political and administrative
commitment on the part of the government to ensure loan recovery.

This is substantiated by the very high level of overdues for both the
financing institutions. In case of BSB the outstanding and overdue till FY
1985 respectively are Tk. 6107.3 million and Tk. 2673.4 million. Of the
total outstanding amount of Tk. 6107.3 million, Tk. 5985.2 million
representing 98% is for private and the remaining 2% for public sector. Of
the total overdue amount of Tk. 2673.4 million, Tk. 2627.5 million
representing 98% is for private sector. The overdue as percentage of
outstanding is 44% in case of BSB.

28
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In BSRS the total outstanding till FY 1985 is Tk. 7071.6 million of
which Tk. 4640.3 million is overdue representing 66% for private and the
rest for public sector. Of the total overdue amount, 89% is for private
sector and the remaining is for public sector.

It is relevant to look at the trend in piling up of overdue during three
periods of which reference has already been made. The total overdue
amount in FY 1974 was Tk. 488.2 million in case of BSB and Tk. 791.6
million in case of BSRS. BSRS, therefore, started with a higher overdue
in FY 1974 considered as base year. In FY 1985 the overdue amount of
BSB and BSRS respectively stood at Tk. 2673.4 million and Tk. 4640.3
million, The available evidence suggests that piling up of overdues
occurred during the period from FY 1981 to FY 1985. In case of BSB the
overdue rose by 64% in FY 1981 over the level of FY 1974. The overdue
increased by 235% in FY 1985 over the level of FY 1981, In case of
BSRS, the overdue increased by 55% in FY 1981 over the level of FY
1974. Again the overdue increased by 278% in FY 1985 over the level of
FY 1981. It can be argued that the larger piling up of overdues between
FY 1982 to FY 1985 in both the cases resulted from higher
disbursements during the period from FY 1975 to FY 1981. This is
evident from annex-II.

However, if the piling up of overdues is seen in conjunction with
table-1, it can also be argued that piling up of overdues was also caused
by the unwillingness or inability of the two institutions to maintain
reasonable rate of recovery. Thus it can be seen that the recovery rate for
both public and private sectors of the two institutions were generally
higher between the period from FY 1875 to FY 1981 than the period
from FY 1982 to FY 1985.

It has been stated eatrlier that due to unplanned sanction of loans there
has been over congestion in paritcular sector. An attempt has been made
to collect information of this aspect of loan administration for bath the
institutions. The overall picture is presented in table-2.

It will be seen from table-2 that highest concentration is in cotton,
woolen and synthetic textiles, food and allied products and jute and
allied products. An attempt was also made to obtain overdue figures of
different sectors in order to correctly assess the question of over
concentration which is often cited as one of the major reasons of default.
The overall picture is in Table-3.
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Table-2

Loans disbursed by industrial sector of BSB and BSRS
during FY 1972 to FY 1985

(Figure in Percentage)

Sector BSB BSRS
1. Food and Allied Products 21.7 238
2. Jute and Allied Products 11.2 17.2
3. Cotton, Woolen and Synthetic 22.8 171
Textiles
4. Paper, Paper Products and Printing 9.7 1.7
5. Tannery, Leather and Rubber 3.1 1.0
Products
6. Non-Metalic Mineral Products 13 4.4
7. Engineering Industries 9.0 7.7
8. Transport Equipments 15 7.8
9. Chemicals, Pharmaceuticals and Allied 6.6 10.6
Industries
10. Service Indurstries 6.7 5.0
11. Others 0.4 3.7
Total 100.0 100.0
Source : BSB, BSRS
Table-3
Overdues by industrial sector of BSB and BSRS during FY
1982 to 1985

(Figure in Percentage)

Sector BSB BSRS

1. Food and Allied Products 23.7 18.9

2. Jute and Allied Products 205 24.0

3. Cotton, Woolen and Synthetic 1.3 121

Textiles

4. Paper, Paper Products and Printing 9.5 5.2

6. Tannery, Leather and Rubber 2.0 0.8
Products

6. Non-Metalic Mineral Products 1.8 31

7. Engineering Industries 5.2 43

8. Transport Equipments 8.1 111

9. Chemicals, Pharmaceuticals and Allied 7.8 101
Industries

10. Service Industries 7.9 27

11. Others 25 77

Total 100.0 100.0

Source : BSB. BSRS
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When we look at the overdue situation by sectors the picture is
somewhat different. Food and Allied Products followed by jute and allied
products have higher overdues than textiles. It is significant that the first
two sectors which are dependent wholly on locally available raw
materials have higher overdues. While identification of factors responsible
for such a scenario must have a more rigorous empirical investigation,
rigidity of markets in these two sectors is often cited as a major reason for
overdues.

Age Analysis of Loans

An attempt was also made to obtain overdue figures by age in order to
correctly ascertain the extent of long overdues in different sectors.
Unfortunately although figures of loans are being maintained by age
these are not maintained by sectors. Again the age factors are not
uniformly stated in both the banks. BSB maintains it by month while
BSRS does it by days. It is felt that uniform use of age analysis would be
helpful for comparative analysis. We .have used the age analaysis by
month for both the institutions. It .has been found that as on June 30,
1986, 60% of BSRS loans are over 12 months and 57.11% of BSB loans
fall in the same category. The situation is presented in Table-4
below:

Table-4
Age Analysis of overdue loan of BSB and BSRS as on June 30,
1986
BSRS BSB
Upto 8 months 29% 24.3%
Over 6 months but not exceeding 12 1% 18.7%
months
Over 12 months but not exceeding 18 10% 12.9%
months
Over 18 months 50% 44 2%
Total 100% 100%

Source ;: BSB, BSRS.

Information was also obtained in regard to the total number of sick
projects. It has been found that in BSB out of 865 private sector projects
as many as 112 projects are sick representing 13% of the total number of
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projects in this sector. In these sick projects, a sum of Tk. 910,9 million is
stuck up representing 15% of the total outstanding in the private
sector.

In BSRS out of a total number of 426 projects, 203 projects are said to
be sick representing 48% of the total. Thus in case of BSRS the number
of sick projects are much higher than in case of BSB. No standard
criterion is adopted for identification of sick projects in both the
institutions. However, projects which are operating in loss or in technical
orfinancial difficulties are generally treated as sick projects. InBSRSasum
of Tk. 2260.1 million is stuck in 203 sick projects representing 32% of
the total outstanding amount. All these projects are said to be in the
private sector.

BSB has of late started selling of such projects and it is yet to be
estimated how much of the outstanding amount can be recovered by
such sale,

It is yet to be estimated how many of such projects can be
rehabilitated by change of management or infusion of further capital. It is
felt that quick decision on such projects in terms of either rehabilitation
or outright sale is imperative not only in the interest of the bank but also
in the interest of economy. Unfortunately, speedy decision on such
issues is often impeded by lengthy legal batties over which banks do not
have any control. It is understood that to remove the time consuming
process of taking over management or outright sale, .a special recovery
act has been under consideration of the government for the past few
months. Unfortunately, the proposed law is yet to see the light of the
day.

The Status of Repayment of Debt Servicing Liabilities (DSL)

The question of high overdues for both the banks should be seen in
conjunction with their capability to meet debt services obligation. It is
only natural that with high overdues there would be failure to meet debt
service obligation. Incase of BSB it has been found that from FY 1973 to
FY 1975 it could meet its debt service obligation fully. In FY 1976 debt
service payment fell to 81% and after that there is steady decline except
for the FY 1980. The worst period is from FY 1981 to FY 1983 when
BSB's debt service payment ranged between 11.6% to 7.4%. The total
DSL payable in FY 1985 stood at Tk. 2482.38 million of which Tk,
907.4 million representing 36.5% have been paid.

In case of BSRS the figures available are from FY 1974 to FY 1985. The
pattern is almost similar except for the year FY 1985. There was 100%
repayment from FY 1974 to FY 1977. In FY 1985, 257% payment was
made which looks somewhat unusual. Investigations made to explain



222 Bangladesh Journal of Political Economy.

this high rate of payment show that during FY 1985, cash payment of
DSL amount to 14.5% which also includes transfer of part of DSL
payable to government to paid up capital. In this process a total sum of
Tk. 74.64 million was transferred. The other explanations for unusually
high payment is thatamount on account of EFAS and bad debt provision
were also adjusted. The total amount involved in these two elements is
Tk. 1449.68 million. The total DSL due to be paid in FY 1985 stood at
Tk. 2545 million. The amount paid is Tk. 2280.80 million inclusive of
adjustments referred to above. If these adjustments are excluded the total
payment made stands at Tk. 830.7 million representing 32.6%. The
details are shown at table-5 below :

Table-5
Debt Service Liabilities of BSB and BSRS
Amount in Million Taka

BSB BSRS
Fiscal DSL DSL % DSL DSL %
Year payable paid payable paid
1973 4,57 457 100.0 — — —
1974 4.72 472 100.0 0.34 0.34 100.0
1975 12.39 12.39 100.0 65.19 65.19 100.0
1976 35.34 28.46 80.5 51.27 51.27 100.0
1977 124.91 60.91 48.8 67.22 73.67 108.6

1978 130.28 40.28 30.9 146.14 41.57 284
1979 154.84 64.84 419 141.67 83.31 58.8
1980 166.50 91.50 56.0 14211 90.57 63.7
1981 241.72 2812 116 162.086 56.67 349
1982 304.84 26.79 88 287.41 92.26 321
1983 355.03 26.18 74 35239 87.84 249
1984 41873 397.35 949 53277 101.15 19.0
1985 52853 141.05 26,7 597.34 86.90 145

Total 248238 907.14 36.56 254590 830.72 326

Source : BSB and BSRS
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The Future

A major restructuring of both the DFis is said to be in the offing. Already
the Parliament has approved the amendment of relevant laws allowing
sale of shares to the public of both the DFls. They have also been
granted more autonomy. It is learnt that BSRS may go off the stage of
industrial financing and its functions will be limited to advisory services
and rehabilitation of the sick projects financed by it. Private investment
companies are also now operating although it is too early to assess their
performance. Government is understood to have approved the
establishment of a private sector Bank for financing small scale industries.
Atleast one, if not more, institution is also financing small industries and
this institution has been jointly established by the Government of
Bangladesh and Saudi Arabia. It is learnt that more such institutions may
in future be established in the public sector. In addition, as has already
been stated, NCBs and BKB are already providing finance to the same
sector.

With such development as these funding of projects does not seem 10
be a problem. The problem lies in keeping the projects viable so as to
ensure desired returns on investment.

REFERENCES

1. Diamond William: Development Banks, A World Bank Publication, The John
Hopkins University Press, Baltimore and London, 1975.

2. Credit Inquiry Commission (Abdul Qadir, Chairman): Government of Pakistan,
1958.

3 World Bank : Bangladesh: Revent Economic Developments and Medium Term
Projects, Report No. 6048, 1986.



224

Bangladesh Journal of Political Economy.

Annex—1

Sanction, Commitment, Disbursement and Recovery Position

of Bangladesh Shilpa Bank
during FY 1972 to FY 1985

(Amount in Million Taka)

Sanction Commitment Disbursement Recovery
Amount Amount Amount Amount
YEARS
Private Public Total Private Public Totwl Private Public Totsl Private Public Total

1972-73 6.9 839 168 5.0 84 104 48 30 7.9 — —_ 240
1973-74 B8 B89 758 82 127 189 29 53 8.2 - — 458
1974-75 441 2238 2679 86 638 924 115 238 353 460 147 607
Sub-Total 598 3006 3605 398 819 1217 193 327 614 1305
1975-76 58.8 62 650 168 34 203 317 561 878 285 330 615
1976-77 1784 248 2042 692 278 970 #4185 30 445 242 659 .90
1977-78 3452 531 3983 2632 — 2632 986 171 1167 345 1039 1444
1978-78 483.7 B2 5019 3639 B7 3726 2799 13 2812 508 783 1304
1978-80 10258 6682 10920 4Ma — 4711 3448 69 3517 664 2704 3268
1880-81 16689.4 — 15894 89029 — 8028 5223 12 5235 1024 2146 3170
1981-82 1082.9 — 10928 86877 — 6877 64568 — 6458 1718 1684 3413
Sub-Total 4785.2 1585 49437 27748 400 28148 19646 B5.6 20502 4BB.7 9425 14112
1982-83 89.7 — 897 4849 — 4849 BT — B217 1750 1122 2872
1983-84 2248 — 2245 2878 — 28789 3684 — 3694 2772 832 3404
1984-85 662.7 — 6627 1957 — 14957 2881 — 2881 2885 684 3669
1985-86 991.1 — 9911 2588 — 2593 1223 — 1223 3852 320 4172
Sub-Total 1968.1 — 19681 12284 — 12284 14015 — 14015 11358 2758 14117
G.Total 6813.12 459.1

72723 40430 1219 41649 33854 117.7 36031 16506 12330 29535

Source: BSB
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Annex—2
Sanction, Commitment, Disbursement and Recovery Position
of Bangladesh Shilpa Rin Sangstha
during FY.1972 to FY 1985

(Amount in Million Taka)

Sanction Commitment Disbursement Recovery

Amount Amount Amount Amount
YEARS

Private Public Total Private Public Total Private Public Total Private Pubfic Total

1972-73 03 473 478 — 212 212 — 122 122 08 1189 125
1973-74 1561 6.9 220 1.7 211 228 08 218 227 37 133 17.0
1974-75 281 83 374 Hn2 BS8 388 29 161 18.0 63 200 263
Sub-Total 435 635 1070 329 508 838 38 501 539 106 452 558
1875-76 848 1037 1885 501 746 1247 107 17 124 72 533 605
1976-77 285.1 135 2888 671 554 1225 392 102 484 92 1323 M5
1877-78 3753 684 4437 6814 85 6888 351 745 1088 74 B1T 951
1978-78 484.4 B3 4747 3584 520 4204 1252 928 2180 127 T84 921
19739-80 1280.0 — 12800 5853 — 5853 4877 — 4877 225 3866 409
1980-81 16242 232 16474 B551 — B55.3 B800 21 5821 50.3 3666 4169
1081-82 874 — 974 3076 232 3308 3371 — 33711 61.7 2124 3349

Sub-Total 42112 2171 44283 29050 2237 31287 16150 1813 17963 17100 13783 15493

1882-83 2700 411 3113 1999 — 199 4694 — 4684 B854 1540 2394
1983-84 127286 156 12882 3555 533 4088 410 28 4238 1477 1274 275
1884-85 1634 156 16850 688 155 843 1912 63 1975 1412 1200 2612
1985-86 126.9 — 1268 594 = 594 908 - 908 2076 1363 34338

Sub-Total 18229 723 18952 6828 - 688 7516 11724 9.1 11815 5818 5377 11188

G.Total: 60776 3529 64305 36207 3434 39641 27972 2405 30317 6635 19612 27247

Source : Resume of Activities of the Financial Institutions in Bangladesh, Ministry of Finance, GOB, 1985-86

29
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Annex—3
Outstanding Loans and Advances and Overdues of
Private and Public Sector of BSB
during FY 1972 to FY 1985

(Figure in Million Taka)

Qutstanding loans Overdues
and advances
As on

Private Public Total Private Public Total

Sector Sector Sector Sector
June 30, 1973 — — 772.8 - - 273.7
June 30, 1974 — — 811.7 - = 3722
June 30, 1975 — 1081.9 488.2

June 30, 1976 2342 9980 12322 1032 529.0 16322
June 30, 1977 288.0 9555 12435 106.8 138.7 2455
June 30, 1978 4254 960.8 13862 157.4 825 2399
June 30, 1979 719.1 786.7 1705.8 174.7 167.9 342.6
June 30,1980 11442 8795 2023.7 260.7 116.7 377.4
June 30, 1981 17055 7705 24760 361.8 912 453.0
June 30,1982 2644.0 6805 33245 6247 945 799.2
June 30,1983 36555 662.0 4317.5 991.7 1684 1168.1
June 30, 1984 46835 269.3 4952.8 1522.0 940 161 6.0
June 30,1985 5476.2 197.8 5674.0 21208 77.3 219841
June 30,1986 59852 122.1 6107.3 26275 459 26734

Source : BSB
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Outstanding Loans and Advances and Overdues of
Private and Public Sector of BSRS
during FY 1972 to FY 1985

(Figure in Million Taka)

Outstanding loans Overdues
and advances
As on

Private Public Total Private Public Total

Sector Sector Sector Sector
June 30, 1973 65.6 6126 6782 343 220.7 255.0
June 30, 1974 59.2 6194 6786 39.8 2911 3309
June 30, 1975 93.7 995.0 1088.7 65.0 726.6 791.6
June 30, 1976 104.7 1126.3 1231.0 840 3164 400.4
June 30, 1977 195.1 1212.6 1407.7 121.0 234.2 355.2
June 30, 1978 2314 1288.51519.9 1698 2746 444 4
June 30, 1979 363.3 1359.3 17226 2155 552.2 767.7
June 30, 1980 851.0 1184.7 2035.7 2751 4735 748.6
June 30, 1981 1443.7 1008.0 2451.7 484.9 395.1 880.0
June 30, 1982 1918.6 919.9 28385 897.6 330.3 12279
June 30, 1983 3454.3 814.6 42689 14354 366.5 1801.9
June 30, 1984 4458.0 736.9 51949 21027 4075 25102
June 30, 1985 5359.5 859.0 62185 3162.8 5659 3728.7
June 30, 1986 63385 733.1 7071.6 4108.5 531.8 46403

Source : BSRS



Role of Commercial Banks in
Economic Development
Bangladesh Experience

MOHAMMAD HOSSAIN *

The story of commercial banking dates back to the sixteenth century.
“The Bank of St. George at Genoa, and other banks founded in imitation
of it, were at first only companies to make loans to, and float loans for,
the government of the cities in which they were formed” [1;77]. Another
purpose which necessitated an institution like banking was to remedy
the inconveniences in transaction in foreign trade. The Bank of Venice,
Genoa, Amsterdam etc, had all been originally established with this view.
In Engiland, the Bank of England was established in 1609 to facilitate
foreign trade financing specially dealing with foreign bills of exchange.
Contrary to common notion the function of receiving deposit by the
banks was a much later development. In most countries deposit banking
came much later than the other functions of the bank. For about a
century and a half note issue occupied foremost important function of
the banks. Deposit banking followed note issue gradually and slowly.
“Probably upto 1830 in England, or thereabouts, the main profit of banks
was derived from the circulation, and for many years after that the
deposits were treated as very minor matters, and the whole of so-called
banking discussion turned on question of circulation” [1;83]. But with
the development of trade and commerce and the emerging necessity for
shortterm financing both nationally and internationally, banks needed
the resources for lending and consequently borrowing and lending
surpassed all other activities of the banks, specially after the withdrawl of
the power of issue of notes by the banks. That is how the concept of
financial intermediation developed. In the eighteenth and the nineteenth
centuries the City of London became the centre of world financing and
till today it remains so and not in a diminutive form inspite of the advent
of the great money markets in Newyork and Tokyo. It was said at one
time that any national can borrow any amount of money from the City at
any time but at a cost. !

* Director-General, Bangladesh Management Development Centre The views expressed in
this article are the author’s own.
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English commercial banks were thus and till today are pre-dominently
the provider of short-term capital to trade and business. The direct link of
banking with economic development was not thus obvious in the
English banking system. One reason for this is that at the time the
Industrial Revolution started in England, it had already accumulated
capital from agriculture and trade and with the development of industries
from the surplus of industries. The scenerio has been largely different in
the continent where the nations were late-starters in modern economic
development which required long-term capitals. The German and French
banks, therefore, had a different orientation than the English banks.
Though they also dealt primarily with short-term credits, they provided
capital on a long-term basis also on a roll-over mechanism of the
short-term capital and as a result, the banks in the continent became a
powerful instrument in the development of industrial enterprises and had
a great influence on them. “A German Bank”, as the saying went,
“"accompanied and industrial enterprise from the cradle to the
grave” [2;14].

Upto the early fifties of the present century the main function of banks
was supplying a cheap means of payment and to some extent, mobilising
savings. The most important of the responsibilities of the banks in proper -
allocation of economic resources and in optimising the financial services
was not obvious till the fifties when a spurt of research activities ensured
on the concept of financial development and its relations with economic
growth.

Financial Development and Economic Growth

Financial Development of an economy can be gauged by the
identification and analysis of its finaricial structure over time. The
financial structure comprises and inventory of the stock of various
financial assets in the economy and how they are commanded by the
various financial institutions. Since financial structure is a composite
concept it has to be represented by some surrogate indicators which
have been developed by Goldsmith in the late sixties [3]. The important
among the indicators are the following :

1. Financial Interrelations Ratio:

Ratio of the value of Financial Assets outstanding

Value of Tangible Assets.
2. Financial Assets

GNP
Financial Assets Capital

®
National Wealth GNP
= FIR x Capital output ratio
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3. Financial Intermediation Ratio
Financial Assets held by Financial Institutions

All Finanacial Assets.
4. New lIssues Ratio
Increase in Assets of Financial Institutions

GNP
5. Monetisation Ratio
_ Total money stock

GNP

By definition, financial interrelations ratio is an indicator of the
financial development of an economy. It will be greater in value the
higher the nation’s financial development. The financial Intermediation
ratio measures the participation of the financial institutions in financial
development. “This ratio reflects the degree of institutionalisation of
borrowing and lending and the importance of indirect finance which is
greater the higher is this ratio.”[4;26] The new issues Ratio measures the
additional financial stock created/owned by the financial institutions
each year or in a period of time. Goldsmith has studied the financial
history of many countries over the past 150-200 years. His findings can
be summarised in broadest terms as follows:

(1) The financial interrelations tatio (financial assets: national wealth)
rises with a ‘country’s economic growth. In other words, the financial
structure grows faster than national wealth (and than national
product).

(2) Financial development starts with the banking system and
depends especially on the diffusion of scriptural money, which the
banking system provides. As a corollary, the ratio of money (and of each
of its components, coins, notes, deposits) to national wealth first
increases with growth but eventually levels off or declines.

(3) As countries become highly developed, the share of the banking
system in the assets of the financial sector declines, while that of newer
and more specialized institutions- such as building societies, life
insurance companies, retirement funds and finance companies-
increases. Thus in advanced economies the financial assets of the
banking system are of lesser value than the financial assets held by all
other financial institutions, whreas the reverse is true in economically
underdeveloped countries.

(4) Over long periods, there has been in most countries a rough but
unmistakable parallel between economic growth and financial
development. But the direction of cause and effect in this obvious
association is not clearly established.
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Role of Commercial Banks

Commercial banking system has played a vital role in financial
development in Bangladesh since independence specially in view of the
fact that the emergence of other financial institutions had to take time
and they have not been able to take dominent role in the financial sector’
except in providing term-financing for industries. Table-1 gives the basic
statistics of commercial banks in Bangladesh between 1975-85.
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Right from independence the commercial banking system has become
the center-piece of the financial structure of Bangladesh and the
development of the system over the years has been remarkable.

In 1976, the Central Bank directed that Commercial Banks must open
rural branches as a vecessary conkition for opening new urban branches,
and this was fixed at 3 new rural branches for every urban branch.
Subsquently, the central Bank allotted exclusive Unions for the
operation of Special Agriculture Credit programme by each Bank. These
policies resulted in a growth impetus of financial infranstructure
throughout the country.

From Table-2, we trace the dominant results of this deliberate effort to
reach the benefits of financial services to the rural economy.

Table-2
Financial Development in Rural & Urban Sector, 1976-83.

Rural Urban Growth, 1976-83

1976 1983 1976 1983 Rural Urban

NCBs

— Nr. of Branches 743 2,287 833 1,419 1742 7.91

— Deposits 1,045 6,454 9,496 30,044 29.71 17.89
(Tk.Milln)

Advances 99 4,050 6,825 31,161 6993 2423
(Tk.Milln)

Spl. Financial Instns.

— Nr of Branches 85 729 74 101 3593 454

— Deposits 18 620 318 2,041 6580 3042
(Tk. Milln)

— Advances 230 4,023 1,740 6,748 49.77 21.36
(Tk. Milln)

Source: ADB: Domestic Resource Mobilisation through Financial Development in
Bangladesh Feb, 1984.

The growth of financial services in the rural sector is indeed remarkable
as compared to the urban sector.

When we reflect that the emergence of private banks is a recent
phenomenon and with strong urbanbias and that the foreign banks
operate only in urban areas, then it becomes apparent that the
phenomenal growth of rural banking has been mainly the contribution of
the Nationalised Commercial Banks (NCB) and Bangladesh Krishi Bank
(BKB).

Our examination of Table-3 only emphasises the catalytic role of the
NCBs in financial development of the country. Thus, the growth rate of
the NCBs vis-a-vis Specialised Financial Institutions in expanding
branch network in spectacularly high; in 1976-83 period the total

30
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number of branches of NCBs grew from 1576 to- 3706 recording an
average growth rate of above 30%. During the same period, the rural
branches increased at an average rate of 17.42% against 7.91% of the
urban branches. Similarly, there was a very high rate of growth of rural
deposits which*had an average growth rate of 29.71% against 17.89% in
urban areas. There was a really momentous growth in rural advances of
69.93% against 24.23% in urban areas. The phenomenal rise in rural
advances was brought about by the massive disbursement of credit
during 1983 and 1984.

Rural operations, however, continue to be a very small fraction of the
total financial operations despite the fact that rural branches have grown
from 49% in 1976 to 67% in 1983 for all banks. The rural deposits have
changed from 10% (1977) to (1983) and rural advances from 4%
(1976) to 18% (1983) in this period. Both ratios are far below the share
of the Rural population in national income and call for serious
attention.

Growth of Assets of Commercial Banks.

The growth of assets of the commercial sector is an indicator of the
financial development of an economy. From table 3 and 3(A) we find
that growth rate of assets of the financial institutions achieved an
impressive record during the period from 1976-85. From table-4 we find
that the assets of all Banks and financial institutions (excep BSRS and
the two insurance corporations) grew at a compound annual rate of
25.51% in 1976-80 period and 34.79% in 1981-85 period; for the entire
10 year period (1976-85) the assets of the banks grew at a compound
annual rate of 28.68%. In the 10 year period this growth is around twice
as much as the growth of GDP.

Banks & financial institutions thus came to play an increasingly vital
rote in the Bangladesh economy. Since the growth level of assets of
banks and financial institutions was above the price level, the financial
development has been ahead of economic development of the country.
This would go to indicate that the financial superstructure of the
economy is fully capable to assume a greater role in economic
development, and that the real growth failed to keep pace with the
financial growth.

Of the financial institutions, the nationalised commercial banks hold
56.01% of the total assets and it is obvious that the impressive growth
rate of the financial sector had been caused mostly by the activities of
these commercial banks. In their case, the growth rate of the assets has
been 26.27% 35.91% & 29.34% in the 1976-80, 1981-85 and 1976-85
respectively.
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Table 4
Growth Pattern of the Financial Institutions.
Period
Parameter
1976-80 1981-85 1976-85
(%) (%) (%)
1. Change of GDP 16.63% 14.37 15.68
2. Change of Assets
a) Central Bank 22.32 18.77 20.57
b) NCBs 2552 29.10 25.57
c) Specialised Banks 2542 49.95 35.83
d) Domestic private Banks — — 172.56
e) Foreign Banks 36.60 20.68 31.91
3. Total for all Banks 25.61 34.79 28.68
4. Total for Commercial Banks 26.27 35.91 29.34

Note : The growth rate of assets of domestic private banks is calculated for 1983-85
period.

Among commercial banks, again, the nationalised commercial banks
played the most important role in as much as that their share of the total
assets in 1985 has been 56.01%; the share in 1976 was much higher
being around 69.84%. Over the years the nationalised commercial banks
lost 13.83% of the share in the total assets of financial institutions mainly
due to the emergence of the domestice private banks in 1984, which
rapidly increased strength and acquired a total asset of Tk. 5969 crores as
in 1985 - ie. in 2 years only.

Financial Development & Commercial Banks in Bangladesh
Financial Intermediation.

We may try to work out the financial intermediation ratio of the
commercial banking sector, to find out their services as development
agents.

Financial Intermediation Ratio of commercial banks
Financial assets held by commercial banks

All financial assets.

2140

FIR for1974 = —— = 0.80
2661

: 28676

FIR for 1985 = ——— = 0.78

36854
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The movement of financial intermediation ratio from 0.80in 1974 to 0.78
in 1985 is significant. It points out that'the role of commercial banks is
gradually diminishing in favour of the specialised financial institutions.
This is quite in keeping with the experience of other countries in financial
development. At the early stage of economic development, the
commercial banks have to act as the prime mover of financial
development because of the absence of specialised institutions. But as
the economy gets financially organised gradually, the services of
specialised financing become netessary and the commercial banks act
as catalysis to the development of such institutions. Ultimately the
commercial banks yields its place of major actor in the economy to the
specialised financial institutions, which are logically developed for
providing sophisticated and specialised financial services to the
economy.

New Issues Ratio

Another indicator of financial development is the new issues ratio
which is:

New lIssues Ratio of financial institution
Increase in financial institution’s assets

GNP

Table-5 gives the new issues ratio of our financial institutions between
1976 & 85. It is seen that the new issues ratio of the commercial banks
has improved from 3.69% in 1975 to 20.24% in 1985. The new issues
ratio is gradually improving but not by any specticular degree.

In the case of the nationalised commercial banks the new issues ratio
of 3.49% in 1975 had risen upto 12.53% in 1985 (an increase by about
400%) as compared to 3.69% and 20.24% respectively for all commercial
banks, (an increase by about

Table-5
New lssue Ratios of Financial Institutions (1975-85)

Bank Group 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1885
1. Central Bank 202 126 - 106 325 169 148 262 072 043 221
2. NCBs 249 243 851 485 995 606 240 740 11.35 1069 1253
3. Specialised Banks 035 035 061 069 079 08 08 124 135 440 375
4. Domestic Pvt, Bank 2 5d & - - - B < 0% TIS BE
5. Foreign Banks 020 - 062 084 088 060 173 115 032 126 080
Total all Banks 606 391 945 753 1496 921 779 1241 1668 2454 2630

Total Commercial Banks 3.69 230 8.14 579 1083 666 549 B55 1481 1871 2024

Source : Bangladesh Bank
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548%. The specialised banks recorded new issue ratio of 3.75% in 1985
from 0.35% in 1975. Since this increase is from a very low base, this
development is not yet significantly important.

The new Issues ratio in Bangladesh is, however, still very low. In India,
the new lIssues ratio of all financial institutions was as high as 32.7 in
1950 and rose to 49.7 in 1960. In the case of Bangladesh it rose from 6
in 1975 to 26 in 1985, The no doubt is a substantial growth of 433%, But
even them this compares poorly with the Indian attainment.

Commercial Bank Credit

The composition and movement of assets of financial institutions in
Bangladesh has so far been discussed in general. Since the commercial
banking system commands the lion’s share of these assets till today, we
now make an attempt to anlyse the growth and composition of assets of
the system. Table-6 gives the composition of assets of all banks on three
dates : on 31st December ‘76, 31st December ‘80 and 31st December
'85. the following pattern of the' change and growth in the assets is
discernible :—

(1) The most important feature which immediately attracts our
attention is the reduction in cash holdings of the banks from 5.4% in
1976.to 3.76% in 1985 which bears a testimony to the increasing
motivation of the commercial banks in fully utilising their resources in
earning assets. This has also been possible due to liberal refinancing of
agricultural loans by the Central Bank.

(2) Addvances still form the major portion of the assets of the
commercial banks; this is more so when we consider that under the
classification ‘others’, there are hidden advances of export and import
financing. This type of asets (i.e. others) started at a very high percentage
of 63.30% and it has increased to 64.79% in 1985. The share, however,
fell in 1980 mainly because during that year due to economic depression
throughout the world, import and export financing substantially
plummeted.

(3) Assets in the form of investment have been steadily deteriorating
from 1976 till 1985 and onwards. Considering the fact that the share of
advances has also declined one should come to the conclusion that the
commercial banks have developed an abhorance in holding assets in
investment. This is too obvious because of the non-availability of reliable
and good-yielding private financial assets and the very low vyield of
treasury bills. To improve this position, the government should offer a
variety of financial instruments to attract investment by commercial
banks, otherwise, banks will be tempted to utilise their funds in quick
money-making in export-import financing. This, ofcourse, does not
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mean that such type of financing is not necessary but aims at indicating
that such financing should be economised so that there is no leakage of
bank resources by diversion to uneconomic purposes. It is a common
belief that in export financing, in our eagerness to boost up export, we
have allowed exporters, specially the jute exporters, superfluous funds
susceptible to diversion.

(4) When we analyse the share of commercial banks’ assets vis-a-vis
the assets of all banks, we find that the commercial banks held about
74% of the advances and 60% investment in 1976. Though the share of
advances declined to 66% investment in 1985, share of investment rose
to 77% in that year. A part of this latter phenomenon is explained by the
compulsory purchace of government securities by commercial banks for
maintaining their statutory reserves for their deposits.

Composition of Credit of Commercial Banks by Economic
Purpose

Between 1976 and 85, the growth of assets occured at 24.40%
compared to the change of GDP at 15.68%. From tables 7 and 7 (A) the
main change in the distribution of assets has been in the increase of
agricultural sector advances which increased from 8.92% (1978) to
22.07% (1983) and 28.55%*(1985) while modern sector advances
(including manufacturing, mining, construction & essential services)
have decreased from 49.02% (1976) to 42.52% (1983) and 25.90%
(1985). Trade & transport sector has varied from 33.40% (1976) to
25.09% (1983) and to 38.85% (1985).

In this relatively short period, Bangladesh banking system thus
changed from a pattern common in underdeveloped countries of
emulating an industrial-led growth strategy, to a defined emphasis on
agriculture-led growth strategy. This has been made possible by the
rapid expansion of rural banking.

Composition of Advances by Accounts

The importan transformation created by banks is evidenced by the
composition of account holders in 1984 and 85 agriculture accounted
for 87.20% and 88.34% of the total loan accounts as compared to 4.18%
(1984) and 3.74% (1985) accounted by the modern sector, and 3.54%
(1984) and 3.52% (1985) by the trade and transport sector. No doubt,
the modern sector (25.9%) and the trade transport sector (38.85%)
claimed the major chunk of the bank credit in 1985 as compared to
agriculture (28.55%), but the significant feature is that much larger and
backward agriculture economy has been drawn into a modern financial
system. For the period 1976-85 growth in account operations has been

31
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Table-7(A)
Advances Classified by Economic Purpose (1984-85)

(Tk. in Crore)

1984 1985
Economic Purposes  No. of Account Amount No of Account Amount
1. Agriculture, Fishing 56,02,003 2318.23 5815236 2897.72
and Forestry (87.20) (28.22) (88.34) (28.35)
2. Mining and Quarrying 24933 31.57 11.615 27.82
(0.39) (0 38) (018) (0.27)
3. Industry (other than 208,749 171205 2,08,744 2298.70
waorking capital financing) (3.25) (20.84) (3.17) (22.65)
4. Construction 27,596 180.13 23,228 22338
(0.43)  (219) (0.35)  (2.30)
5. Electricity, Gas, 1.197 62.59 - 2315 69.49
& Sanitary Services (0.11) (0.76) (0.04) (0.68)
6. Transport, Storage 23,488 191.40 19,632 220.96
and Communication (0.37) (2.33) (0.30) (2.19)
7. Trade 2,03,497 3031.67 212,034 3720.80
(317)  (36.91) (3.22) (36.66)
8. Financial institutions 8.008 21.11 16,232 35.45
(Exciuding Schedule Banks) (0.12) (0.26) (0.23) (0.35)
8. Working Capital Financial 13,028 281.76 20,728 324.98
(0.20) (3.43) *(0.31) (3.20)
10. Miscellanouse Services 3,056,894 384.03 2,54,340 31957
(4.76) (4.68) (3.86) “(3.15)
Total : 64,24,393 821450 65,83,105 10148.87
(100) (100) (100) (100)

Source : Bangladesh Bank : Scheduled Banks statistics.
Mote : Figures in parenthesis indicates percentage of total.

11.68% in the urban sector compared to 14.81% in the rural sector; and
28.18% in the urban sector compared to 24.39% in the rural sector has

been growth in bank advances.
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Advances by Size of Accounts

In Agriculture, advances very normally from Tk. 500 to Tk. 50,000 from
table B, we find that over the period 1977-84, the small accounts (Tk.
500- Tk. 999) has decreased from 63.63% to 17.07%, while that of
medium accounts (Tk. 1000- Tk. 9999) increased from 33.49% to 77.52
and large accounts (Tk. 10000- Tk. 49999) have grown from 1.78% to
4.06%. This lands support to the notion that banks are becoming more
discriminatory in extending rural credits requires careful attention.

At the other end of the spectrum in the modern and trade sectors
which normally have account sizes above Tk. 50,000, we find that over
1977-84 the number of Accounts have grown from 1.10% to 1.33% but
advances have shrunk from 84.65% to 72.32%. This is due to the
re-orientation of the banking system towards agriculture, and is a
prominent manifestation of a growing internalisation of the
economic.

Public Sector vs Private Sector

After 1975, banks were asked to promote the private sector shall now
examine the major trends obtained is this respect. From Table-9 and
9 (A) we see that bank advances to the public-sector has decreased from
62.18% (1976) to 47.19% (1980) and then to 22.27% (1985); while
corresponding for the private sector advances increased form 37.82%
(1976) to 52.81% (1980) and then to 77.73% (1985). The compound
growth rate for 1976-80 is 20.02% (public) and 39.79% (private); for
1980-85 it is 9.17% (public) and 37.82% (private).

It becomes obvious that more financial assets have been created for
the private sector as compared to the public sector. If we examine the
compound growth rate over 1976-85, we find private advances grew at
39.17% while public advances grew at 14.61% while the total financial
sector advances gerw at 28.46% Such a draw-down of financial assets
have not seen commensurate with the sectoral contibutions to GDP. This
therefore, calls for better financial discipline and credit management as
otherwise commercial banks would help create infaltionary
conditions.

Rural Sector vs Urban Sector

As we mentioned earlier that since 1976, rural orientation emerged as
a major feature, it will be of interest to examine the bank performance
over 1977-84. period from table 10, we find that the rural branches gerw
at 14.54% while urban branches grew at 7.49%; rural accounts grew at
15.86% while urban accounts grew at 26.08%; rural advances gerw at
44.57% while to urban advances grew at 24.24%. This confirms our
earlier observation that banks have achieved a significant transformation
of the rural financial market in a remarkably short time.
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Table-9
Sector-Wise Position of Advances as on 30th
June of 1977, 1980, 1981 and 1985.

(In crore Taka)

Sectors 1976 1980 1981 1985

Public 58315  1210.04 140056 198969
(62.18) (47.19) (42.12) (22.27)

Private 354.65 1354.41 1924.64 6943.49
(37.82) (52.81) (67.88) (77.73)

Total 937.80 2564.45 3325.20 8933.18
(100.00) (100.00) (100.00) (100.00)

Source : Bangladesh Bank : Bangladesh Bank Bulletin July 1986
Figures in parenthesis indicate % of total.

Table-9A
Growth Rate of Sector-Wise Advances (Periodic).
Sectors 1976-1980 1981-1985 1976-1985
Public 20.02% 9.17% 14.61%
Private 39.79% 37.82% 39.17%
Total 28.59% 28.03% 28.46%

Source : Bangladesh Bank : Bangladesh Bank Bulletin, July, 1986.

It will be of interest to compare here the contributions of the banks to
this rural transformation. Quite obviously, private banks and foreign
banks have no contribution; so that only the NCBs and the specialised
banks (mainly BKB and marginally Bangladesh Samabay Bank Limited)
are the major actors. The compound growth rate over 1977-84 for all
banks is 21.81% for accounts and 54.14% for advances, while the
corresponding figures for the nationalised commercial banks-are 15.86%
and 44.57% respectively. It becomes evident that the NCBs carried the
lions share of rural uplift in this period.
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Mobilisation of Deposits by Commercial Banks

In developing countries, household savings dominate the total savings
pattern. It has also been established econometrically that household
savings display a marked preference for investments in financial Assets
through banks relative to investments in securities and debenture. This
therefore highlights the importance of commercial banking in mobilising
deposit funds for development. We shall try to identify the major trends
in Bangladesh over 1975-1985 in this respect.

(a) Private Deposit vs. Public Deposit

From table 11, we can test the growth of the banking culture in
Bangladesh by testing the behaviour of private funds. Thus, private
deposit grew from Tk. 749 crores (55%) of the total in 1976 to Tk 7504
crores (72% of the total) in 1985 the corresponding figures for the pubiic
deposits were Tk 625 crores (45% of the total) and Tk. 2912 crores (28%
of the total) in 1985. The growth as a whole was indicative of financial
deepening

(b) Growth of Deposits

From table-12, we find that the compound growth rate for 1976-85
period higher for private funds (29.18%) as compared to public funds
(18.66%) and overall growht of the financial sector (25.24%). This
would confirm our observation on FIR, that capital deepening may be
related to the spread of commercial banking into the rural areas.
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Table-12
Growth Rate of Sector Wise Deposit of The Financial
Institutions (Preiodically).

Sector 76-80 81-85 76-85

(%) (%) (%)
Public 16.97 2318 18.66
Private 2911 3050 29.18
Total 24.03 28.23 25.24

Source : Bangladesh Bank

Composition of Deposits

The changing share of demand, fixed and savings deposits is partially
a reflection of the opportunity cost of the different economic sectors who
deposit their monies in financial institutions. However, growth of
investments in financial assets without commensurate increase in
investment opportunities outside the financial sector can only carry risks
of depreciation of worth.

From Table-13, we find that the share in total deposits of small
depositors (Tk. 500- 10,000) have shrunk from 35.31% (1977) to
20.23% (1984) whereas the share of large depositors (above Tk.
50,000/0 has increased from 52.12% to 63.98% in the same period. This
is a cause for serious concern and needs careful attention by both the
banks and the planners.

Rural Deposit vs. Urban Deposit.

From Table-14, it is interesting to note that rural deposits has grown at
32.59% compared to 25.81% at which urban deposits and 21.95% at
which the financial sector as a whole grew. This can be directly ascribed
to the greater participation of commercial banks in the rural
economy.

However, Rural deposits must be canalised carefully in to rural
investment, otherwise the undesired economic phenomenon of
migration of rural capital can defeat the very purpose of spreading rural
banking.
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Performance of Banks.

From Table-14, we find that the NCBs are sitll the major actors in
deposit banking. The decline in their share of total deposits from 90%
- (Tk. 1526 crores) in 1977 to 80% (Tk. 7171 crores) in 1984,
corresponds to the growth of private banks and specialised financial
institutions. This is an expected phenomenon as pointed out erlier. The
deposits of the foreign banks remained unchanged at 6% of the total in
this period.
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Public Enterprises and the
Financial System in Bangladesh

MUHIUDDIN KHAN ALAMGIR*

Public enterprises are (i) units of production and economic
management outside the formal structure of the government but (ii)
effectively owned and controlled by it (iii) for producing public or public
interest goods for public or private consumption (iv) in conformity with
public policies1. This definition follows the classification of public
enterprises as followed in the IMF, Government Finance Statistics and
the UN System of National Accounts. As per the latest count there are at
present in Bangladesh 392 autonomous bodies and enterprises
including on-going-projects. Following the aforesaid definftion,
excluding public regulatory bodies, and non-profit making
organisations, but including public utilities operated as government
departments, as of now, there are 281 public enterprises in the country
[3;Appendix-1]. All these have been listed in annex-"A" .Of these 18 are
financial public enterprisesz, which leave for 263 nonfinancial public
enterprises (NFPEs) whose functional relationship with the former as
constituents of the country’s financial system is outlined in this

paper.

Atleast 3 relevant features of these public enterprises in Bangladesh
may be noted at the outset. First, in comparison with the 70s, their
number in the 80s has been reduced. Following recommendations of the
Committee for Re-organisation of Public Statutory Corporations and
adoption of the New Industrial Policy, in 1982, the role of public
enterprises in Bangladesh was rationalised and their number reduced
[5,6]. Out of a total of 155 corporations set up in the 70s, 13 were
abolished, 30 were amalgamated into 12 and 21 were reorganised

Member, Directing Staff, Bangladesh Public Administration Training Centre. The
_ views expressed in this paper are the author’s personal ones which do not necessarily
reflect the views of the organisation with which he is associated. The figures quoted in
this paper are of September'86. There have been some marginal changes since
then.
1. In Bangladesh context this definition of public enterprises is substantially accepted in
all relevant discourses. See for instance [1,2].

2. For a working definition of financial public enterprises please see [4].
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[7:1-27]. The New Industrial Policy, 82, opened up private investment in
all industrial sectors except 6, namely arms and ammunition, atomic
energy, tele-communication, air transport, generation and distribution of
electricity and mechanised forestry. This policy adopted private
enterprise as the main conduit for industrial development and provided
for transfer of nationalised jute and cotton textile mills to their local
owners. Under the policy of privatisation pursued since 1976 between
then and 1986, altogether 371 3public: sector industrial enterprises were
denationalised and disinvested®. The policy towards privatisation was
further emphasised and corresponding limitation imposed on the private
sector operation in the Industrial Policy, 1986 [3].

Second, these public enterprises operate in usual fields of
socio-economic operation covering infrastructure, basic manufacture,
large and essential trade and management of abandoned industrial and
commercial units. In comparison with India and Pakistan, the coverage,
except in terms of manufacture of jute and other textiles has been neither
more nor intense. Of 263 NFPEs listed in annex-"A’, 185 operate in
manufacture, 3 in power, gas and water, 11 in transport, storage and
communication and 20 in trade. In 1984-85, these NFPEs were
estimated to have accounted for not more than 3.21% of GDP. In the
value added by manufacturing in the same year, the share of NFPEs was
18%; in trade 9.42%; in transport, storage & communication 4.5%; only in
power, gas and water the share of NFPEs in the sectoral GDP exceeded
80%*. Despite occassional complaints, in Bangladesh today NFPEs do
not occupy the ‘commanding heights’ of the economy; nor in
comparison with the private enterprises operating in the rest of the
economy they can be called or summed up as grotesque, awkward and
fumbling giants.

And finally, in relation to the Banks, the specialised financial
institutions and the insurance companies, both public and private, these
NFPEs, in comparison with private enterprises have not been provided
with any avenue for special or preferential treatment. For those NFPEs
set up or takenover and operated as companies with limited liabilities, in
comparison with the companies with limited liabilities under the private
enterprise, the rights and obligations as prescribed under the Company's
Act, 1913, are the same. For others, set up under special laws, no

3. Source: Government of Bangladesh : Ministry of Industries. For an outline of the
nationalisation measures in the 70s and the privatisation measures undertaken by the
Government in early 80s, see [8].

4. These are author's estimates, based on figures for value added calculated for 87% of
assets of all corporate NFPEs as computed in [15].
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preferential treatment from the banks, the specialised financial
institutions and the insurance companies have been given. NFPEs set up
under these special laws® have been given authority to borrow on long
term or raise long term loans from the market or banks with prior approval
of the government; for short term borrowing of working capital no such
prior approval is needed, and no preferential treatment in relation to the
companies under the private enterprise has been provided or
stipulated.

11

The financial system of Bangladesh, as of now, in its core, consists of
the Bangladesh Bank as the central bank, 4 nationalised commercial
banks, 3 specialised banks, 8 private commercial banks, 7 foreign banks,
traditional co-operative banks under the Bangladesh Samabaya Bank
Ltd. (BSBL) and co-operative associations (operating in part as saving
and loan associations) under the Bangladesh Rural Development Board.
There are, in addition, related financial institutions like the Bangladesh
Shilpa Rin Sangstha (BSRS), Investment Corporation of Bangladesh
(ICB), House Building Finance Corporation (HBFC), Post Office
Savings Banks, insurance corporations in-the public sector and
insurance companies, investment finance and leasing companies, in the
private sector all of which together with the aforesaid banks, the Dhaka
Stock Exchange and the informal money market constitute the financial
system.

The informal money market includes money lenders, friends, relatives,
shopkeepers and self-financing accounts: it essentially operates on
patron-client relationship uncovered and unsubstituted by institutions of
a formal money market or banks and financial institutions. Despite
non-availability of precise information, the volume of transactions in the
informal market is believed to be high and the rate of interest
usurious [10]. NFPEs do not have any direct relation with this market.
Indirectly some of them informally combining thier logistic suppport with
extension of target group orinented credit from the Grameen Bank, the
Bangladesh Krishi Bank and the nationalised commercial banks,
contribute to contain the exploitation and polarisation inherent in the
informal sector. In this, very marginally NFPEs come to substitute the ills
of pristine and distorted market place and ‘poverty of opportunity’ with
the benefits of modernity, state intervention and public enterprise. The

5. Examples of these special laws are : (1) The Industrial Enterprises (Nationalisation)
Order, 1972 (2) Bangladesh Water & Power Development Boards Order, 1972 (3)
Bangladesh Biman Ordinance, 1972 -(4) Trading Corporation of Bangladesh Order.
1972 (5) The Insurance Corporations Act, 1973,
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Dhaka Stock Exchange, (DSE) the only one of the country- is still at a
nascent stage of development. As of now, only 79 public limited
companies are listed with DSE®. Of these only 5 are public enterprises, in
as much as more than 50% of the stock 1s owned by the govemment.7
None of the public enterprises under the Bangladesh Jute Mills
Corporation (BJMC) and the Bangladesh Textile Mills Corporation
(BTMC) is listed in DSE and none of the projects undertaken by the
sector corporations in ADP for 1986-87 aims at raising capital through
public issue. The taking over of all shares and proprietory interests of the
nationalised enterprises by the government and the relevant sector
corporation on behalf of the government instead of enterprises each as
seperate legal entities as provided for in the Industrial Enterprises
(Nationalisation) Order, 1972 stand on the way of and funding
balancing, modernisation, rehabilitation and expansion (BMREs) of
these through allocations made in ADP discourage, raising of capital
from the market and participation of these NFPEs in DSE.

As of now, in the field of insurance, 2 public enterprises, namely, the
Sadharan Bima Corporation dealing with all general insurance and the
Jiban Bima Corporation dealing with life insurance businesses are
operating in Bangladesh. The Sadharan Bima Corporation was set up in
‘73 under a special law as the sole institution to deal with general
insurance business of the country Effective July, 1985, following the
policy of privatisation, insurance business was opened up for the private
sector. As of now, 6 private general insurance companies are operating
in the |:c:umrw,f9 All these private general insurance companies have to
reinsure with or through the Sadharan Bima Corporation. Besides,
insurance coverage of public properties 10 to be taken by public sector
agencies are to be taken with the Sadharan Bima Corporation. Excepting
this, the sphere of operation of private general insurance companies and

8. Source: Dhaka Stock Exchange Ltd : The figure is of August 13, 1986.

7. These are. Investment Corporation of Bangladesh, National Tea Company Lid (extent
of government ownership 51%), Burma Eastern Ltd (extent of government ownership
50.35%), Eastern Lubricants (government ownership 65%) and Bangladesh Shipping
Corporation (extent of government ownership 87%).

8. The Insurance Corporations Act, 1973.

9. Namely, (i) People's Insurance Company Ltd, (ii) United Insurance Co. L.,
(iii)Bangladesh Co-operative Insurance Society Lid. (iv) Bangladesh General
Insurance Co. Ltd. (v) Green Delta Insurance Co. Ltwd. and (vi) Progoti General
Insurance Co. Ltd. The figure is for September '86.

10. Public properties are those belonging or protected by the government or a local
authority or a public enterprise or a project funded out of external aid or loan till such
project commences production. See, Government of Bangladesh, Ministry of Law,
The Insurance Corporation (Amendment) Ordinance, 1984, S-23.
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the Sadharan Bima Corporation is the one and the same. In comparison
with other general insurance companies, the Sadharan Bima Corporation
has, however, one distinct advantage : all sums assured by its policies are
guaranteed as to their payment by the gcwernn*uent1 T n 1973, the Jiban
Bima Corporation was set up as a public enterprise by nationalising and
merging all existing local private life insurance companies. Only one
private insurance company, being distinctly for.eign1 was allowed to
operate in the country. Following opening up of the insurance business
to the private sector in 1985, only one private company13 has, till date,
come to operate in this field. Neither by specific legal provisions nor by
administrative instructions, the personnel of the public sector are
required or enjoined to prefer the Jiban Bima Corporation to the private
life insurance companies. An in-built advantage, however, has been
given to the Jiban Bima Corporation in as much as all policies issued by
it are guaranteed by the government .

At present there are 3 investment companiesw. and 1 leasing

company1s operating outside the public sector. All these are registered
as public limited companies under the Company’s Act. 1913. A private
sector investment company set up without any specific agreement with
the government (as in case of IPDC & SABINCOQ) is required to have
atleast Tk. 150 million as authorised and Tk. 100 million as paid up
capital. It cannot accept deposits. It is allowed to borrow, home and
abroad upto 20 times its equity (capital + reserves). Borrowing from
abroad, however, is subject to prior approval of the government. Till now
their investment has been minuscle and invariably in the private sector
projects.

The Bangladesh House Building Finance Corporation was set up in
1972 under a special law with an authorised capital of Tk. 100 million
subscribable by the government. As of now, with a paid up capital of Tk.

11. Vide Bangladesh Parliament: The Insurance Corporations Act, 1973, S-24,

12. Namely, the American Express Life Insurance Co. Ltd.

13. Namely, the National Life Insurance Co. Ltd.

14, Bangladesh Parliament : The Insurance Corporations Act, 1973, 5-24.

15. Namely, the Saudi Bangladesh Agricultural Industrial Investment Co. (SABINCO), the
Investment Promotion and Development Co. (IPDC) and the National Credit Lid.
SABINCO is jointly owned by the Government of Bangladesh (50%) and the
Government of the Kingdom ~ of Saudi Arabia (50%). IFC, CDC, DEG and
Industrial Promotion Services (Switzerland) collaborated as co-owners with the
Government of Bangladesh in setting up IPDC. The Government of Bangladesh owns
30% of the total share of IPDC. The National Credit Ltd is a public limited company
under full ownership of the private sector.

16. Namely, the Industrial Development Leasing Company of Bangladesh Lid. BSB &
BSRS are authorised under their respective charters to undertake lease financing. Till
date they have not done so.
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983 million, it is operating through 5 zonal and 14 regional offices
providing long term credit for construction and remodelling of residential
houses and apartments in cities, towns and upazila headquarters and
rural areas. Between 1972 and 1985, HBFC sanctioned Tk. 7885.6
million to build /remodel 67222 housing units [11;198]. Almost none of
these units was built for the public sector.

The Post Office Savings Bank in Bangladesh operates as a constituent
of the Directorate General of Bangladesh Post Office. Annual net
depostis (total deposites— total withdrawals and interests payments)
accrue 10 the government as its income. In March 1985 outstanding
balance deposits in the post office savings bank figured at Tk. 786.5
million [12;58-9]. The Post Office Savings Bank does not lend; as its net
annual depostis is a component of the general income stream of the
government, it cannot directly be linked to the process of funding
NFPEs.

The Grameen Bank (GB) was set up in September, 1983, under the
Grameen Bank Ordinance, 1983 with the specific objective to provide
credit with or without collateral to landless persons for all types of
economic activities including housing but excluding business in foreign
exchanges transaction. The GB has an authorised capital of 100 million
of which till December, 1985 Tk. 30 million has been paid up. The
government owns 60% of the paid up shares while the rest 40% is owned
by the borrowers i.e. landless persons. Till March, 1986, the bank
covered 4053 villages in 5 greater districts, provided collateral free loans
of Tk. 1056.8 milllion to 159127 landless people including 105134
women. The rate of recovery amounted to almost 98% [11;140-1]. The
GB obviously does not have any direct relation or dealings‘with
NFPEs.

The Bangladesh Krishi Bank (BKB) was established in 1973 under a
special law '’ to provide credit to the agricultural sector. Of its authorised
capital of Tk. 500 million, as of September ‘86, Tk. 376.1 million has
been fully paid up by the government. With a network of 992 branches it
covers all upazilas of the country. It provides short term credit for crops
and term loans for acquisition of irrigation equipment, setting up of
agro-based industries as well as undertaking productive schemes in
fields of agriculture, pisci-culture and poultry and livestock raising. In
1984-85, BKB disbursed Tk. 6147.3 million to over 1 million borrowers.
Of the amount advanced 58.81% was short term, 40.71% medium term
and 10.48% long term. Excepting a very marginal involvement in respect
of funding a public sector tea producing and blending mn‘rnan\,r1 , all

17. The Bangladesh Krishi Bank Order, 1973. BKB has since been bifurcated with the
setting up of the Rajshahi Krishi Bank covering the northern regions.
18. Namely, National Tea Company.
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advances of BKB are for private sector activities and individual
enterprises.

At present, mainly two types of co-operatives are operating in
Bangladesh. Of these, the traditional component is a 3-tier system with
Banglaeesh Samabaya Bank Ltd (BSBL) at the apex, the central
co-operative banks (67) the sugarcane growers’ societies (12) and the
land mortgage bank (20) etc. at the intermediate level and the primary
co-operatives at the village level. In 1985-86, the BSBL's paid up capital
amounted to Tk. 27.26 million (aufhorised capital being Tk. 100 million),
deposits Tk. 24 million and disbursed credit Tk. 181 mﬂhon The rate of
recovery of BSBL's loans and advances is 21%'°. The modern
component is the 2-tier system of co-operatives consisting of upazila
central co-operative associations and krishi samabaya samities operating
under the Bangladesh Rural Development Board. Apart from a very small
amount of deposits and shares of the co-operatives, all these
co-operatives operate on borrowed funds; the BSBL system is
refinanced by the Bangladesh Bank upto 90% of its programme while,
the co-operatives of the BRDB system is supported by the Sonali Bank.
In 1984-85, the Banlgadesh Bank refinanced Tk. 281 million to the
BSBL to support the laters credit programme. In the same year the Sonali
Bank refinanced Tk. 593.8 million to the BRDB Co-operatives. In
addition to the aforesaid main-stream co-operatives 8 commercial
co-operative banks are also operating in the country. These Banks are
not included in the schedule of supervision of the Bangladesh Bank
Needless to mention, the mainstream co-operatives as well as the
commercial co-operative banks in their financial transactions do not
have any transaction/relation with NFPEs.

At present 7 foreign banks (private) with 21 branches are operating in
Bangladesh . They do not have any branch in the rural areas. They are
all required to comply with the provisions of the Banking Companies
Ordinance, 1962, the Bangladesh Bank Order, 1972 and other relevant
laws of the land. A foreign bank is (i) expected to syndicate loans from
the international money markets for the Bangladesh Bank or the
government; (ii) finance foreign exchange component of public sector
projects; (iii) support funding of private sector projects on
pay-as-you-earn basis; (iv) fund export and support foreign investment
in production for export; (v) attract foreign investment in energy sector;

18. Source, BSBL.

20. These are (i) Grindlays Bank PLC, (ii) Standard and Chartered PLC, (iii) Bank of
Credit and Commerce International (Overseas) Ltd. (iv) The American Express
International Banking Corporation, (v) Habib Bank Lid., (vi) State Bank of India and
(vii) Indo-Suez Bank Ltd.
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(vi) arrange export credit from overseas institutions for import of capital
goods into Bangladesh and (vii) provide technical service to the private
sector in formulation and appraisal of projects. Till now except in case of
setting up a security printing press under the sponsorship of the
Bangladesh Bank, these foreign banks did not fund any project in the
public sector In 1985, the foreign banks accounted for 6.12% of all bank
deposits and 5.08% of all bank advances. As on June 30, 1986, 47.74%
of all advances made by the foreign banks was in trade, and 29.30% in
industry (other than working capital); and 11.2% in industry and
commerce given in the form of working capital

All banks excluding non-Pakistani foreign banks were nationalised in
1972. In 1988 following the principle of privatisation the government
allowed setting up and operation of local private banks. Following
disinvestment of 2 nationalised banks, namely the Uttara Bank Ltd. and
the Pubali Bank Ltd, as of now includinzg the afforesaid 2 there are 8
private banks operating in this country 22 At the end- June 1985, the
private banks operated with 632 branches, had Tk. 16455.4 million of
deposits and provided Tk. 10983.7 million as loans and advances.
Except the Uttara Bank Ltd. and the Pubali Bank Ltd. none of the private
banks has programme for giving agricultural credit. And with possible
marginal exception of these 2 private banks and that too as spillavers
from the nationalised period, none of the private banks have any dealing
with NFPEs. Their advances and investment are limited to the private
sector and that too in trade, which at end- June, 1985 accounted for
over 60% of their total advances [13, Table xxxv; 98].

The Investment Corporation of Bangladesh (ICB) was set up in 1976
under a special law with an objective to encourage and broaden the base
of investment, develop the capital market and mobilise savings. The
authorised capital of the Corporation is Tk. 2000 million of which, till
June 30, 1986, Tk. 100 million has been paid up. As of now, the
government owns 27% of the shares, the Bangladesh Bank 12%, SBC
9% and BSB & BSRS 6% each and the commercial banks (including
NCB's 15%) and private individuals own 25%. In pursuance of its
objectives, ICB underwrites public issue, provides bridge finance,
co-ordinates a consortium of banks and financial institutions in giving
equity support to industrial projects/companies, maintains investors’
accounts for buying and selling corporate securities, manages mutul
funds and issues unit certificates. In 1985-86 it committed equity capital

21. Source: Bangladesh Bank.

22. These are: (i) The National Bank Ltd. (ii) The City Bank Ltd. (iii) The Unied
Commercial Bank Ltd. (iv) The IFIC Bank Ltd. (v) The Arab Bangladesh Bank Ltd
(vi) The Islami Bank Bangladesh Ltd.
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and bridge loan amounitng to Tk. 61.6 million to 9 private sector
projects. As of now, all its operations are geared for the private sector
enterprises and individual investors.

The Banglaeesh Shilpa Rin Sangstha (BSRS) was set up by a special
law in 1972 with an authorised capital of Tk. 1000 million subscribable
by the government. As of now, the paid up capital is Tk. 625.40 million.
Its specified objectives is to provide term loan and related financial and
promotional support to industrial concerns both in the public and the
private sectors. Right from the start it was saddled with quite a number of
nationalised industrial enterprises. At end- 1985 BSRS had, in its
port-folio, 434 projects, of which, 76 were recipients of support in terms
of equity, debenture-financing and underwriting of public issue. All
these 76 were private sector projects/companies. The rest 358 were
recipients of term loan, the liability on account of which amounted to Tk.
5943 million at end- 1985. Of these, 41 are public sector projects, having
14.42% of the aforesaid loan liability. The private sector projects are 317
having over 85% of the loan liability™™. As per the recent policy adopted
by the government, BSRS does not go for funding newer projects.
Constrained by wide spread default, estimated at over 90% in 1984-85,
as of now its operation is limited to funding of BMRE of projects already
in its port-folio. Given that all public sector industrial projects are funded
through the Annual Development Plan (ADP) of the government, in its
funding of BMRE, its operation is almost wholly limited to the private
sector companies.

The Bangladesh Shilpa Bank (BSB), was established in 1972 by a
special law 24 under the ownership of the government to provide term
loans, equity support and other financial assistance for setting up and
operating industrial projects. With a paid up capital of Tk. 1000 million,
as of now it is operating as the prime development finance institution of
the country. Between 1972 and 1985, it provided term loan in both local
and foreign currency to the tune of Tk. 6704 million for 1057 projects. Of
these only 7% was'for the public sector projects; the rest 93% was for the
private industries. Following the acceptance of the private sector as the
main conduit for industrialisation since 1982, BSB has not funded any
public sector projects. At end- June, 1986, on account of 27 public
sector enterprises, BSB’'s overdues amounted to Tk. 45.92 miliion; this
constituted 1.70% of the total overdues on the same date; the remaining
98.30% was on account of 931 projects of the private sector™".

- ——— o — i —

23. Source: BSRS. In the quoted private sector projects 33 were those disinvested from
the public sector in pursuance of the policy of privatisation pursued since 1976

24, The Bangladesh Shilpa Bank Order, 1972.

25. Source: BSB.
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At present 4 nationalised commercial bank (NCBs) with a total paid up
capital of Tk. 140 million are operating in the country™". In 1986, their
branches totalled 3402, deposits Tk. 77440 million (70% total bank
deposits) and advances Tk. 41710 million (57% of the total bank
advances). In comparison with the private and foreign commercial
banks, the NCBs have atleast 3 distinguishing features. In the first place,
the NCB’s have covered rural areas. As of now, of the total bank
branches of the NCBs, over 67% are located in the rural areas. The
corresponding figure for the private banks is 40%, and that two mainly
accounted by the 2 denationalised into the private sect0r27. The foreign_
banks, as already mentioned, do not operate in the rural areas. Second,
the NCB’s fund public sector activities, while the private commercial
banks do not. At present about 46% of the NCB's total advances are
given to the public sector and its enterprises. And finally, following
enjoinment given by the Bangladesh Bank, the NCBs have come forward
to support socio-economic projects and programmes and to channel
required credit to specific sectors of the country. This has been best
reflected in the field of agricultural credit. As of now the NCB's provide
35% of all institutional credit to agriculture compared to about 53% by
the BKB and none by the private commercial banks and the foreign
banks. From this point of view, together with the specialised banks, the
NCBs in Bangladesh, have contributed like the public sector financial
institutions in Japan in attaining socio-economic objectives which
could not be aimed at by the private banks and financial institutions
[14]. Specially in extending banking service to the rural areas and
supporting socio-economic programmes of the government, the role of
the NCB's has been similar to though not as spectacular as in
India.

The Bangladesh Bank, was set up as the central bank of the country
under the Bangladesh Bank Order, 1972. The authorised capital of the
bank is Tk. 30 million all of which has been paid up by the government.
The Bangladesh Bank formulates monetary and credit policies, issues
and manages currency, develops money market, and holds and manages
the country’s foreign exchange reserve. As the central bank of the
country, the Bangladesh Bank acts as the Banker of and advisor to the
government on monetary and economic affairs and manages the public
debt. It supervises operation of all banks, and through its usual
instruments of operations, controls the volume of credit and channels it
1o the desired sectors in required quantities. As of 1986, in its span of

26. Namely, the Sonali Bank, (paid up capital Tk. 40 million), the Agrani Bank (paid up
capital Tk. 35 million), the Janata Bank (paid up capital Tk. 40 million), and the
Rupali Bank (paid up capital Tk. 25 million). Source: [11].

27. Namely, the Uttara Bank Ltd. the Pubali Bank Ltd.
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control and supervision are the country’s money supply (M,) in the
order, of Tk. 45870 million, total bank deposits of Tk. 92860 million, and
total bank credit of Tk. 97830 million. Of all treasury bills issued, the
Bangladesh Bank alone holds about 50% 2%, In 1985-86 the Bangladesh
Bank made a net profit of Tk. 2348.6 million, which was reflective of a
rate of profit much higher than any commercial bank or industrial
enterprise operating in the country.

111

The NFPEs (mentioned in Annex-A), collectively have some features
different from those usually thrown about and popularly believed. First,
the labour productivity in the NFPEs is over 3 times more than the
economy as a whole. In manufacturing, NFPE’s productivity is about 2

times more than that of the private sector, in trade 8§ times, in transport
and communication over 3 times and in power, gas and water, about 2

times. [15; 5]29 This edge of the NFPEs cannot entirely be explained in
terms of thier higher capital intensity and exclusion of comparatively low
productive agriculture from their operational purview. On the contrary,
this has to be appreciatively assessed in view of the operation of the
NFPEs as both instruments of public policy (not costed) and business
ventures (costed) at the same time. Second, thier operating surplus rose
by 19.3% from 1984-85 to 1985-86 and is projected to increase in
1986-87 by 34.5% annually over 1984-853° Together with
non-operating income, this accounted for a return of 3.7% on assets in
both 1984-85 and 1985-86. This was projected to increase to 6.3% in
1986-87. These rates, higher than what have been experienced in the
past, do not go to substantiate the view that public sector operation in
the continuing situation results invariably in decretion of assets. And
finally, as of now, NFPE's annual payments of tax and non-tax revenue
to the government are sizeable enough to atleast match the public
investment planned to be made therein. In 1986-87, NFPEs were
expected to account for Tk. 14535 million or i.e. 32.5% of the
government's total revenue income of Tk. 44685 million. This constitute
81% of the investment planned to be made in these NFPEs.

28. Source, Bangladesh Bank.

29. The figures of NFPE's productivities for 1984-85 covers 87% of total assets of all
NFPEs as listed and are assumed to be reflective of all of the kind as of now.

30. Operating surplus is the residual profit from all productive operations, gross of
financing charges, excluding non-operating income. Non-operating income is
constituted of interest on deposits and other property income from outside
investments. [15; 2].

34
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In the backdrop of not a very inadequate performance and profile of

NFPEs, a pertinent question centers around whether the financial system
prefers funding them over the corresponding private sector enterprises.
Inspite of a popular belief beefed up in part by the protagonists of the
private sector, the answer emanating out of section Il is obviously in the
negative. On the contrary, irrefutable evidence has grown that through
the financial system, savings and investible funds mobilised through
NCBs and the DFls are channelled primarily to the private sector
enterprises and activities. Of total actual industrial investment in the
private sector in the Second Five Year Plan period, amounting to Tk.
8975.9 million, the share of the sponsors and entrepreneurs did not
amount to more than 20% [16; 3]. At end- ‘85, of the total bank credit of
Tk. 133530 million, the private sector received over 56.5%, the
government 16.7% and other public sector bodies and agencies 26.7%
[11;22]. Obviously the share of NFPEs' was much less than 26.7%.
While the long term credit from the financial system at present is
invariably channelled to the private sector without much of a
non-commercial considerations [17], the short term credit encouraged
1o flow out on sogial considerations is primarily earmarked for selected
sectors and not public agencies or NFPEs operating there unless it is
required to be so done in realising the set sectoral objectives. All
instructions and advises of the Bangladesh Bank, in respect of giving
advances for trading, manufacturing and exportation of jute, (for
instance) are given generally irrespective of the recipient’s being in the
public or the private secotor; specific amounts as given at times to the 2
jute trading corporations of the public sector are based on the strength of
the guarantees of the government™ .

As of now, the widespread default in respect of term loan of the DFls,
is primarily ascribable to the private sector enterprises. Of the total
overdues of BSB as of June 30,1986, 98.30% was on account of private
sector projects. Of the total overdues on account of term loans given by
BSB to jute and textiles the two largest sectors of investment, as on
30.6.19886, the public sector units’ share was 1.56% and the rest that of
the private sector. On the same date ovderdues on account of the public
sector projects constituted not more than 17.35% of the total overdues of
BSRS. In case of ICB, the proportion of overdues ascribable to the public
sector projects is much less. NCB's do not have any overdue on account

31. For instance, Circular letters Nos. (1) BCD (Fl) 210/15, dated June 16, 1985, (2)
BCD (Fl) 260/16 of June 24, 1985, (3) BCD (Fl) 260/17 of June 17, 1985, (4)
BCD Circular No. 19 of June 24, 1985 issued by the Bangladesh Bank. Similar
instructions have been issued in 1986 as well, see, BCD Circular No. 25 of August 13,
1986 of the Bangladesh Bank. Jute trade manufacture constitute by far the prime
claimant of (short term) priority credit in Bangladesh.
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of term loans given to the NFPEs in as much as they did not give such
loan. On account of 482 industrial units disinvested into the private
hands between 1972 and 1986, as of 31.7.1986, about 40% of the

instalments price due was in default.>? In case of 41 denationalised jute

mills payment on account of both long term loan due to BSB and BSRS
and sale price (or interest free loan to the government) has been more or
less nil. Contrary to the popular belief, as now the private sector
enterprises in Bangladesh, do not have a too-gratifying performance
record [18,19].

This of course does not go to belittle the requirement to increase
efficiency of operation of the NFPEs. Though, as of now, the private
sector enterprises in Bangladesh are not necessarily more efficient than
the public sector ones, the latter have not been yielding reasonably
expected return on public investment made in them [20]. A more 5%
increase in productivity (measured in operating revenue) of the NFPEs in
1986-87 (estimated at Tk. 73113.70 million) could yield an additional
resource of Tk. 3655.60 million adequate to increase the allocation made
in ADP for 1986-87 for industry by more than 51%. This seems attainable
through (a) reduction in cost in terms of (i) unpadding of excess labour
from the pay roll (ii) purchasing inputs from cheaper sources (iii)
avoiding unneeded inventory buildup and (b) increasing gross sale
receipts through (i) flexible and market based pricing of products and
services and (i) shadow pricing of social attainments enjoined upon
them.*® In addition to measures geared for improving performance of the
public sector enterprises in general,34 a close monitoring of financial
management of NFPEs by the relevant DFIs and NCBs seems to be in
order. Such monitoring may contribute to an identification of areas and
modes of rational capital restructuring, economic inventory management
and commercial and flexible pricing. Needless to say, organised efforts
towards this direction thus far have not been very kind to the
requirements.

One important way following which the government can use the
financial system to facilitate accountable and self-reliant operation of
NFPEs now seems to be effective use of the stock exchange (DSE).
Following the principles of privatisation, the government/the relevant
corporations may organise most of the NFPEs into public limited

32  Source, Government of Bangladesh, Ministry of Industries.
33. Foran outline of these and other ways of increasing efficiency of public enterprises in
Banlgadesh context, see. [21].

34. For an outline of these measures in a situation largely similar to Bangladesh, see
[22].
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companies and gradually unload shares not exceeding 49% of the total
in each.” This way the government may mobilise surplus investible
resources which may as well be invested as long term loans either
directly from the government or through the relevant DFl's into the
NFPEs badly needing BMRE investments. At the sametime, private
shareholders’ representation in the boards of directors of these
companies will bring in counterveiling checks on the management of the
NFPEs against contra-productive socio-political influence from outside
and antagonism towards efficiency-attuned changes from inside. In the
process the DSE will get a boost and a spur for extended coverage and
intense operation. Such a measure suggested earlier [23;566-60]. and
accepted as a component of industrial policy recently [9;Ch.VI]. awaits
spelling out in details in a definite time frame.

The requirement to increase and sustain efficient operation of the
financial system in relation to the NFPEs, in the current context calls for a
number of policy measures. First, the non-commercial objectives
enjoined upon the NCBs and the DFls should be pursued by themselves
as are being pursued now. Evaluative constraints as well as diffusion of
management responsibility may stone wall taking of appropriate steps in
this field if the NCBs, the DFls, and other financial institutions are made
to operate through the non-financial private and public enterprises for
pursuing non-commercial objectives enjoined upon the former. Second,
the NCBs', the DFIs’, the private commercial banks, the foreign banks
and other financial institutions should fund the non-financial private and
public enterprises on commercial considerations. The foreign banks and
the private banks may not be enjoined to deviate from operation based
primarily on commercial considerations. Funding of non-commercial
operation of the NFPEs should be left primarily with the government. In
the event the government enjoins such funding by the DFls, the NCBs
and other public sector financial institutions, it will be appropriate to
allow for segragation of the risk and the commercial loss for reasonable
financial compensation or squaring off of accounts. Third, NFPEs should
be encouraged to raise minority portion of their equities from the market
in a systematic attempt to restructure capital towards comparatively
lower debt-equity ratio. Corespondingly, the NCBs, the private
commercial banks and the foreign banks should be enjoined by the
Bangladesh Bank to gradually reduce their loans and advances to
already established non-financial enterprises in both public and private
sectors. This will enable de-entrenchment of vested interests towards
funding of newer enterprises and spread-out of the enterpreeneurial
milieu.

35. The latest estimate of equity investment in the public enterprises in Bangladesh is Tk
30000 million. See, [20].



Alamgir: Financial System 269

Finally, by way of sustaining confidence rather than giving warning,
one has to reiterate the obvious: the development of a country is
contingent on its accumulation of physical and intellectual capital and
on the quality and efforts of its work force, [24;21-30]. This old truth
brought into focuss by the ardent supplysiders underscoring
de-regulation and personal incentives calls for acceptance of the need
for creation of capacity in advance of generation of demand. In the
debate on privatisation vis-a-vis government intervention that pervades
the scene now in Bangladesh, the objective as thrown about by the
protagonists from either side seems to be appropriation of already
created productive assets as between public and private sectors. The
challenge of course, lies in creating new ones and operating the old and
the new with efficiency such that it can allow for continuity in creation.
Intervention of the government in the economy, operation of public
enterprises, the role of the private sector and of the profit motive and the
support from the financial system all have to be planned, reviewed,
fine-tuned and acted upon in a mutually reinforcing frame to meet this
challenge.
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Annex—'A’
PUBLIC ENTERPRISES OF BANGLADESH

Bangladesh Forest Industries Development Corporation

. Karnaphuli Valley Timber Extraction, Kaptai

. Expanded Rubber Planting, Processing Project, Dhaka
_ Lumber Processing Complex and Saw Mill

. Industrial Estate, Kaptai

. Sangoo-Matamuhuri Projects, Chittagong

_ FIDCO Furniture Complex, Chittagong

_ Cabinet Manufacturing Plant, Dhaka

_ Cabniet Manufacturing Plant, Chittagong

_ Cabinet Manufacturing Plant, Khulna

. Particle Board & Veneering Plant

. Wood Treating Plant, Chittagong

. Wood Treating Plant-2nd Expansion, Chittagong
. Wood Treating Plant, Khulna

. National Tea Company Ltd.

Bangladesh Oil, Gas and Minerals Corporation

Takerghat Limestone Mining Project

Bijoypur White Clay Mining Project

Joypurhat Limestone Mine and Cement Project
Jamalganj Coal Mine

Madhyapara Hard Rock Mining Project

Bagli Bazar Limestone

Bangladesh Gas Fields Co. Ltd.

Sylhet Gas Fields Ltd.

Amin Qil Field.

Kailash Tilla Gas Field Project

Kamta Gas Field Project

Bakhrabad Gas System Lid.

Titas Gas Transmission and Distribution Ltd.
Jalalabad Gas Transmission and Distribusion System

Bangladesh Textile Mills Corporation.

Amin Textiles Ltd.
Barisal Textile
Bengal Textile Mills Ltd.
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32. Chisty Textile Mills Ltd.

33. Dinajpur Textile

34. Darwani Textile

35. Dost Textile Mills Ltd.

36. Eagle Star Textile Mills Ltd.
37. Fine Cotton Mills Ltd.

38. Kokil Textile Mills Ltd.

39. Kohinoor Spinning Mills Ltd.
40. Kishoregonj Textile

41. Monnoo Textile

42. Madaripur Textile

43. Noakhali Textile

44, QOrient Textile Mills Ltd.
45, Quaderia Textile Mills Ltd.
46. R. R. Textile Mills Ltd.

47. Rajshahi Textile

48. Rangamati Textile

49. Satrag Textile Mills Ltd.
50. Sylhet Textile

51. Tangail Cotton Mills Ltd.
52. Ahmed Bawany Textile Mills

53. Bangladesh Textile- Mills Ltd.

54. Chittaranjan Cotton Mills

55,
56.
57.
58.
59.
60.
61.
62.
63.
64.
65.
66.
67.
68.
69.
70.
1.
72.
73
74.
15,
76.
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Dhaka Cotton Mills Ltd.
Khulna Textile Mills Ltd.
Luxminarayan Cotton Mills.
Meghna Textile

National Cotton Mills Ltd.
Olympia Textile Mills Ltd.
Sharmin Textile Mills Ltd.
Sundarban Textile
Zeenat Textile Mills Ltd.
Pylon Industries Ltd.
Karilin Silk Mills Ltd.
Valika Woolen Mills Ltd.
Zofine Fabrics Ltd.
Magura Textile Mills
Kurigram- Textile Mills
Paruma Textile Mills Ltd.
Elahi Textile Mills Ltd.
Rupali Nylon Ltd.

N.H. Textile Mills Ltd.
Rahman Textile Mills Ltd.
Panchbibi Textile Mills
Hafiz Textile Mills

Bangladesh Jute Mills Corporation

77. Adamjee Jute Mills

78. Associated Bagging
79. Bangladesh Jute Mills
80. Bawa Jute Mills

81. Karim Jute Mills

82. Latif Bawany Jute Mills
83. Munwar Jute Mills

84. Mymensingh Jute Mills
85. Nabarun Jute Mills

86. Nishat Jute Mills

87. Taj Jute Backing Co.
88. U: M. C. Jute Mills

89. Bangladesh Fabrics Co.
90. Aleem Jute Mills

g1.
92,
93.
94.
gs.
96.
9.
98.
99.
100.
101.
102.
103.
104.

Carpeting Jute Mills
Crescent Jute Mills
Daulatpur Jute Mills
Eastern Jute Mills
Jessore Jute Industries
Peoples Jute Mills
Platinum Jubilee Jute Mills
Purbachal Jute Mills
Star Jute Mills
Rajshahi Jute Mills
Qaumi Jute Mills
Amin Jute Mills
Gul-Ahmed Jute Mills
Hafiz Jute Mills
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105. Karnafuli Jute Mills
106. M. M. Jute Mills
107. R. R. Jute Mills

108. Bagdad-Dhaka Carpet Factory
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109. Furat-Karnafuli Carpet Factory
110. Jute Plastic Plant

111.

Galfra Habib

Bangladesh Sugar and Food Industries Corporation

112. Rajshahi Sugar Mills Ltd.

113
114
115
116
17
118
119

130.
131.
132.
133.
134.
135.
136.
137.
138.
139:
140.

141

145
146
147
148
149

. Kushtia Sugar Mills Ltd.

. Rangpur Sugar Mills Ltd.

. Thakurgaon Sugar Mills Ltd.

. North Bengal Sugar Mills Ltd.
. Carew & Co. (BD) Ltd.

. Zeal Bangla Sugar Mills Ltd.

. Mobarakganj Sugar Mills Ltd.
120.

Shampur Sugar Mills Ltd.

121
122,
123.
124.
125.
126.
127.
128.
129.

Panchagarh Sugar Mills Ltd.
Kaliachapra Sugar Mills Ltd.
Faridpur Sugar Mills Ltd.
Setabganj Sugar Mills Ltd.
Deshbandhu Sugar Mills Ltd.
Joypurhat Sugar Mills Ltd.

Natore Sugar Mills

Dhaka Vegetable Qil Industries Ltd.
Rice Bran Qil Extract'n Plant

Bangladesh Steel and Engineering Corporation

Engineering Industries Ltd.
Eastern Cables

Eastern Tubes Ltd.

Gazi Wires Ltd.

Metalex Corporation Ltd.
Bangladesh Diesel Plant

Bangladesh Machine Tools Factory

Bangladesh Can Co. Ltd.
Prantik Traders
Quality Iron & Steel Co. Ltd.

Khulna Shipyard Ltd.
Chittagong Steel Mills Ltd.
Atlas Bangladesh Ltd.

. Pragoti Industries Ltd.

. Dhaka Steel Works Ltd.

. National Tubes Ltd.

. Dhaka Radio Electronic Co. Ltd.

. Fecto Industries Ltd.

General Electric Manufacturing Company Ltd.

. Dockyard and Engineering Works Ltd.
142,
143.
144.



Alamgir; Financial System

150.
157%;
152.
153.
154.

158.
1566.
157.
158.
168.
160.
161.
162.
163.
164.
165.
166.
167.
168.
169.
170.
174
172.
173
174.
175.
176.
177.

178.
179.
180.
181.
182.

35

Meher Industries (BD) Ltd.
Bangladesh Cycle Industries Ltd.
Bangladesh Blade Factory
Chittagong Dry Dock & HSS and
Renwick, Tajneswar & Co. Lid. and

Bangla&esh Chemical Industries Corporation

Zia Fertilizer Co. Ltd.

Urea Fertilizer Factory Ltd.

Natural Gas Fertilizer Factory Lid.
Tripple Super Phosphet Complex Lid.
Khulna Newsprint Mills Ltd.

Karnaphuli Paper Mills Ltd.

North Bengal Paper Mills Ltd.

Sylhet Pulp and Paper Mills Ltd.
Karnaphuli Rayon and Chemicals Ltd.
Khulna Hard Board Mills Ltd.
Bangladesh Insulator & Sanitary Ware Factory Ltd.
Chhatak Cement Co. Ltd.

Chittagong Cement Clinker Grinding
Chittagong Chemical Complex

Usmania Glass Sheet Factory Ltd.
Kohinoor Chemical Co. Ltd.

Kohinoor Battery Manufacturing Co. Ltd.
Lira Industrial Enterprise Ltd.

Ujala Match Factory Ltd.

Polash Urea Fertilizer Factory

Dhaka Match Factory

Dhaka Match Works

Eagle Box and Carton Manufactuing Co. Ltd.

Bangladesh Fisheries Development Corporation

Fish Processing Scheme, Cox's Bazar
Boat Building Complex, Chittagong
Fish Net Factory, Comilla

Marketing and Distribution, Pagla
Wholesale Fish Market, Rajshahi
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183. Fish Processing Plant, Mongla

184, Fish Landing and Marketing, Khepupara
185. Fish Landing and Marketing Pathagata
186. Wholesale Fish Market, Cox’s Bazar
187. Fish Harbour Complex, Chittagong

188. Wholesale Fish Market, Khulna

Bangladesh Freedom Fighters” Welfare Trust

189. Paruma (E) Limited

190. Bux Rubber Co. Ltd.

191. Eastern Chemical Industries

192. Metal Packages Limited

193. United Tobacco Co. Ltd.

194. Tabani Beverage Co.

195. Mimi Chocolate Ltd.

196. Hyesons Group of Industries

197. Model Engg. Works

198. Hardeo Glass Works

199. Buxly Paints Ltd.

200. Sirco Soap and Chemical Industries Ltd.
201. Gulistan Film Corporation

202. Chow-Chin-Chow Restaurant

203. Durbar Advertising and Publication
204. Purnima Filling and Service Station
205. Electronics and Film Equipment
206. Multiple Juice Concentrate Plant

Bangladesh Parjatan Corporation

207. Duty Free Shaop

208. Khulna Project (Hotel Section)
209. Ruchita Restaurant, Bar

210. Sakura Restaurant, Bar

211. Mary Anderson Restaurant
212. Chittagong Project Hotel

213. Cox's Bazar Project Hotel

214, Rangamati Proiect Motel

215. Rajshahi Project Hotel
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216.
217.
218.
219.
220.

221.

222,
223.
224.
225.
226.
227,
228.

229

230.

231.

'232.

233.

234.
235.

236.
237.

Bogra Project

Sylhet Project

Nagarbari Project Restaurant
Cox’s Bazar Youth Hostel
Bangladesh Tours and Travels

Bangladesh Small and Cottage Industries Corporation

Bangladesh Handicraft Marketing Corporation

Bangladesh Petroleum Corporation

Bangladesh Petroleum Corporation
Burmah Eastern Limited

Jamuna Qil Company Ltd.
Meghna Petroleum Ltd.

Eastern Refinery Ltd.

Eastern Lubricant Blenders Ltd.
Standard Asiatic Oil Co. Ltd.
Asphaltic Bitumen Plant

Liquefied Petroleum Gas Ltd.

Board of Management of Bangladesh
Government Servant’s Benevolent Fund

Board of Management of Bangladesh
Government Servant's Benevolent Fund

Board of Trustees, Bangladesh

Government’s Group Insurance Fund

Board of Trustees, Bangladesh

Government's (Former central)’

Servant's Benevolent and Group Insurance Fund

Civil Aviation Authority

Bangladesh Services Ltd. (Hotel Sheraton)
Hotel Sonargaon.

Bangladesh Road Transport Corporation

Bus Division.
Truck Division.

275



276

238.
239.

240.
241.
242
243.
244,
245,
248.
247.
248.
249.
250.
251.

2562.
253.
254.
255.
256.
257.
258.
259.
260.
261.
262.
263.
264,
285.

266.
267.

268
269
270
27
272
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Banks and Financial Institutions

Bangladesh Bank

Sonali Bank

Agrani Bank

Janata Bank

Rupali Bank

Bangladesh Krishi Bank

Grameen Bank

Bangladesh Shilpa Bank

Bangladesh Shilpa Rin Sangstha
Bangladesh House Building Finance Corporation
Investment Corporation of Bangladesh
Investment Advisory Centre of Bangladesh
Jiban Bima Corporation

Sadharan Bima Corporation

Miscellaneous

Telephone Shilpa Sangstha Ltd.

Bangladesh Cable Shilpa Ltd.

Bangladesh Power Development Board
Chittagong Water Supply and Sewerage Authority
Dhaka Water Supply and Sewerage Authority
Chittagong Develpoment Authority

Dhaka Improvement Trust

Khulna Development Authority

Rajshahi Town Development Authority
Dhaka Divisional Development Board
Rajshahi Divisional Development Board
Khulna Divisional Development Board
Chittagong Divisional Development Board
Chittagong Hill Tracts Development Board
Offshore Islands Development Board (Barisal)
Haor Development Board

. Bangladesh Jute Corporation

. Trading Corporation of Bangladesh

. Bangladesh Consumer Supplies Company

. Bangladesh Warehouse Corporation

. Karnaphuli Shipping Ltd.

273. Bangladesh Shipping Corporation
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274. Bangladesh Inland Water Transport Corporation
275. Chittagong Port Authority

276. Port of Chalna Authority

277. Bangladesh Biman Corporation.

278. Bangladesh Railway

279. Bangladesh Telegraph and Telephone Board

280. Bangladesh Plantation Employees Provident Fund
281. Bangladesh Industrial Technical Assistance Centre

Source: Ministry of Finance: System for Autonomous Bodies Reporting and Evaluation,
Government of Bangladesh, Dhaka, 1985. From the list mentioned in this document,
Nowab Askari Jute Mills has since been denationalised.

Note: There are about 2 limitations that limit desktop but rigorous analysis of NFPEs of
Bangladesh. The first centers around variation in coverage following variation in
definitions. Even slight variation in definition within the substantive span of the relevant
IMF/UN classification results in considerable change in coverage. The Autonomous
Bodies Wing, Finance Division, Ministry of Finance, in a study completed on April 1, 1985,
listed 259 public enterprises at operating stage [21]. Excluding the financial public
enterprises from the list, the resulting number and particulars of NFPEs do not tally in all
cases with that listed by the same organ of the same ministry in August, 1985 |3]. The
listing made in the budget documents of the same ministry a year thereafter vary
considerably in number as well as inclusion from those listed in the other documents [15].
The obvious solution to this problem lies in particularising inclusion in accordance with the
definition adopted. A second limitation, however, arises at this stage in as much as
secondary data broken down into the usual format of financial analysis are not available in
case of all bodies that may be deemed as public enterprises.

The aforesaid list of public enterprises follows the listing as made in the system For
Autonomous Bodies Reporting and Evaluation (SABRE) of the Ministry of Finance,
excepting 2 subsequent changes. First, following denationalisation, Nawab Askari Jute
Mills has been wunlisted as NFPE. Second. names of a few supervising
ministry/department/authority have been revised following revision made by the
government.
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