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EXECUTIVE SUMMARY

Overview

Bangladesh became an independent republic in 1971 after serving for over a century as
the agr.cultural hinterland of West Bengal and its jute manufacturing industries
centered in Calcutts. Under Pakistani rule, between 1947 and 1971, Bangladesh
continued to be deprived of significant flows of investment in either human resources
or infrastructure. Following independence in 1971, the consensus among foreign donors
of development aid was that massive capital inflows -- of the order of 1.5 billion dollars
per year -- would be required for decades merely to maintain Bangladesh’s economy
afloat. These facts must be considered in assessing realized economic performance and
future prospects for development.

Significant improvements in the policy environment, chiefly in the form of privatization
and liberalization of key urban and rural markets, have occurred in recent years,
particularly sin.c FY86. Payoffs to these measures have been limited so far due to tie
significant lags underlying response to structur?l adjustment initiatives and as a
consequence of sociopolitical constraints. In rural areas, the system of land tenure
concentrates economic and political power in medium and large landowners, inhibiting
efforts et increasing efficiency through the operation of free competitive markets.
Smaller landholders show higher productive efficiency stemming from greater cropping
intensity and more intensive use of fertilizer inputs. In urban areas, overall returns to
privatization of state enterprises and efforts to increase private investment have been
inhibited by rent-seeking behavior, supported in large measure by the prevailing
sociopolitical structure.

Time is not in Bangladesh’s favor. There is probably not more than a decade left in
which to position the country on a sustainable development path before options are
drastically curtailed. Population pressure will continue to augment and if efforts to
lower infant and child mortality rates take hold faster than attempts to decrease
fertility, rates of populstion growth may actually increase. Options to increase the
production of foodgrains at the extensive margin arc nonexistent and the potential for
iucreases at the intensive margin through technology iffusion, while substantial at
nresent, will grow thinner with time. Even with more than half the population below
the poverty line -- as measured bv average caloric intake -- requirements for food
imports have grown steadily over the past decade. If future income growth is
distributed somewhat equitably, increases in demand for food can be very substantial.

The level of development aid from foreign donors, while substantizl, is far from
oversized in relative terms -- in 1984, Bangladesh ranked fourteenth among low-income
countries in intensity of development aid disbursements, as measured in dollars per
capita or as a percentage of GDP. Absorptive capacity limitations -- in the form of
small managerial classes, a limited entrep:cneurial culture and low literacy levels --
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condition the scope for increases in cfficient aid delivery. Howsver, the government’s
apparent success in responding to the devastating floods of 1987 and 1988 suggests that
sociopolitical barriers, including hard-to-measure corrupt practices, may be at least zs
significant as managerial inefficiency in bampering project implement~tion. Donor
coordination is essential in confronting these impediments. Aid delivery through non-
governmental organizations (NGOs) may assist in increasing efficiency by byassing
existing obstacles. Concurrently, strict conditionality may be warranicd in arcas calling
for tangible improvements in realized performance. As an example, developimert
projects in the financial sector, in order to be successful, must be coupled rot only with
policy reform but with major improvements in the dismal records of loan recavery.

Macroeconomic Trends

Growth in domestic product has barely outstripped population increases throvghout the
last decade. Private domesiic savings have not increased sufficiently to offset massive
deficits in the public savings account resulting from ma;or incremerts in government
consumption expenditures. As a result, the role of domestic savings in financing
domestic investment has not increased in any significant way. lequirements for foreign
savings have decreased in real terms as a result of stagnation in the levels of
investment expenditures and growth in remittances from abroad. Reductions in the
government budget deficit have resulted from decreases in the level of development
expenditures; therefore, thece reductions have not becomie iransiaied into lower deficits
of the public savings account.

Annual growth rates of real GDP averaged 3.3 percent during FY82-FY88 or 0.8
percent in per capita terms. The share of agriculture in GDP declined by about 13
percent during FY74-FY88, with the gap being filled primarily by growth in the tertiary,
or services sector. Inflation measured by the CPI has oscillated around 10 percent
during much of the past decade.

Consumption and investment accounted for about 83 and 12 percent, respectively, of
total domestic absorption in FY88. Between FY82 and FY88, private investment
declined by -2.9 percent per annum in real terms, while public investment increased at
a rate of 3.3 percent. Gross domestic investment was financed in FY88 from domestic
savings by 22.6 percent, from foreign savings by 48.7 percent and from remittances
from abroad by 28.7 perceat.

Employment levels in FY86, when the latest Labor Force Survey was conducted, were
estimated at 17.1 million workers in Agriculture, 3.5 million workers in Industry and 9.8
million workers in the Services sector, for a total employmrent level of 30.5 million
workers. Growth of the labor force, governed by population growth and increases in
participation rates, particularly among women, is estimated at 2.9 perc2nt per year,
signifying about 925 thousand yearly new entrants.



The overall government budget deficit decreased as a share of GDP from 11.2 percent
in FY83 to 6.8 percent in FY88, while in the same period current expenditures
increased, as a share of GDP, from 6.6 percent to 8.7 percent and development
expenditures decreased from 13.3 percent to 5.9 percent. Tax revenues in real terms
increased at an average annual rate of 3.2 percent during FY82-FY88, while nontax-
revenues grew at 5.7 percent. Custom duties account for about 39 percent of total tax

revenues.

Major structural trade deficits and heavy reliance on foreign aid characterize the
behavior of the balance of payments for Bangladesh. The deficit on current account has
shown an improving trend -- from 8.4 percent of GDP in FY83 to 5.7 percent in FY88.
Nontraditional exports exhibited an average annual growth rate of 28.9 percent in real
terms during FY81-FY88, due chiefly to growth in the export of shrimp products and
ready-made garments. Total imports grew at an average rate of 3.9 percent per annum
during FY81-FY88 while imports of foodgrains increased at an average annual rate of
17 percent in real terms during the same period.

Evolution of the Policy Environment

Effective monopoly of procurement and distribution of seeds, fertilizers and small-scale
irrigation =quipment was entrusted to the Bangladesh Agricultural Development
Corporation (BADC) in 1961 leading to sharp increases in the level of fertilizer
subsidies. A policy of gradual reduction and elimination of fertilizer subsidies was
introduced beginning in the mid-1970s. Recognizing that subsidy elimination would
increase working capital requirements for crop production, the government introduced
price support policies for rice and wheat and a policy of credit expansion for
agricultural production. Privatization of the distribution markets for agricultural inputs
has led to increased competition among fertilizer traders, but problems remain with
stock management, distribution to areas of difficult access and price instability during
periods of scarcity. With the emphasis given to ground water extraction the total area
under irrigation has expanded rapidly but the policy may have had adverse effects on
equity, since the equipments were purchased primarily by medium and large-scale
farmers who sold water to owners of adjoining plots charging rates well above those
warranted for adequate recovery of capital and operating costs. Price support policies
have had limited effectiveness due to government purchase levels that arc small relative
to the marketed surplus. The agricultural credit program was characterized by
concentration of loans in the hands of a few medium and large farmers and loan
recovery rates as low as twenty percent.

During most of iis history the overall policy orientation of Bangladesh has been
strongly inward-looking, with the usual profiles of pro-urban anti-rural bias
accompanying an industrial and trade cnvironment aimed at impoit substitution: low
shares of agricultural investment as a proportion of relative value-added, capital
subsidies in the form of low or negative real rates of interest, high levels of protection



for urban industrial products and subsidization of rural agricultural products. After the
New Industrial Policy (NIP) of 1982 and particularly after the Revised Industrial Policy
(RIP) of 1986, important changes were introduced aimed at a progressive liberalization
of the foreign trade regime. Import liberalization measures and reduced protection
rates have had beneficial effects on the efficiency of industrial enterprises, especially
among the small-scale and medium-sized segments: as a result of the replacement of
import quotas by tariffs, these segments gained access to imported raw materials and
intermediate inputs previously available only to large-scale firms with the requisite
connections to bypass import restrictions. Despite these advances, there is evidence
that a significant extent of anti-export bias remains and that the number of banned or
restricted imports is still substantial.

Inflation rates in Bangladesh are low by LDC standards. Success in controlling inflation
can be attributed to three main causes: (1) Curtailment of domestic public and private
credi. expansion by virtue of the exercise of IMF conditionality; (2) Foreign sources of
financing the fiscal deficit, which sharply reduce the need for the inflation tax; (3) Food
aid which, by increasing the supply of foodgrains, dampens upward pressure on the
prices of basic foodstuffs. Contractionary policies appear to have created substantial
excess capacity in the economy and there is general agreement that, in the near term,
monetary policy should be guided by the necessity of acccmmedating output expansion.
The Bangladesh Government adopted a medium-term adjustment program in FY87,
supported by a three-year agreement with the IMF Structural Adjustment Facility
(SAF) and by various sectoral adjustment and investment credits from the international
Development Association (IDA). The Structural Adjustment Arrangement (SAA)
emphasizes a number of cross-cutting themes in the areas of Food and Agriculture,
Industrial and Trade Policy, External Sector Policy, Financial Sector Policy, Public
Resource Mobilization and Poverty Alleviation. Many of these programs are in the
process of being implemented with early evaluations pointing to mixed successes in
achieving stuted objectives.

Analysis uoi Economic Performance

Private entrepreneurs cite three major causes for the declinc in private investment
since FY81: limited access to credit, excessive government regulations and overall
political irstability. Deeper analysis unveils alternative explanations. Recurring floods
radicall - alter the risk profile of canital investment portfolios, lowering expected returns
under moderate risk aversion. Speculative purchases of nonproductive assets divert
significant poitions of the highly concentrated economic surplus. Credit flows to the
private secto. appear to be diverted away from productive investments, partly
explaining rates of nonperforming loans close to 80 percent in many bank portfolios.
Capital flight in the form of currency smuggling, underinvoicing of exports and
overinvoicing of imports provides additional leakages from scarce savings flows.

Teciical change during FY73-FY88 has been capital-saving and labor-saving in
Agriculture, capital-saving an.! labor-using in Industry and capital-using and labor-using



in Services. For the economy as a whole, total factor productivity has declined, largely
as a result of sharply declining labor and capital productivity in the Services sector.
Explanations may include the presence of disguised unemployment in Services and
output undervaluation in education and health services as a result of in.dequate fee
structures. Indices of capacity utilization suggest the presence of an effective demand
gap. This is attributable to the low levels of per capita income, to its regressive
distribution, and to an increasing rate of capital goods imports as a sharc of investment
expenditures, which creates leakages from the expansive effects of the investment
multiplier.

Inequality in the distribuiion of income, measured by the Gini coefficient, deteriorated
between FY69 and FY77, followed by recovery up to the latest figures available in
FY84. Relative to other low-income LDCs, income inequality in Bangladesh is
moderate, as characterized by a Gini ratio of 0.35 in FY84. Absolute poverty measured
in terms of caloric intake levels, increased rom 67 million in FY82 to about 73 million
in FY86, although the un-erlying statistics arc a subject of some controversy. Trends in
rural poverty show a deterioration betwe:n FY74 and FY82, with an apparent
i:nprovem:nt between FY82 and FY84, Urban poverty appears 1o have improved
steadily between FY74 and ¥ V84, Evicence from nutritional microsurveys, however,
points to an overall deterioration in the dietetic quality due to substitution of relatively
inexpensive calorie-rich foodgrains for higher-quality protein-intensive foods.

RECOMMENDATIONS

A new strategic theme undetlies programs and interventions recommended for
implementation by USAID/Bangladesh: investment in human resources. It is
recommended that by the end of the forthcoming CDSS period, at least 50 percent of
project uid be devoted to prograins related to education, training and skills
development, including the new initiatives describzd below:

] Food for Education Prograrm;
[ ] National Center for Trade and Investment; and
. National Center for Employment and Productivity,

The proposed new emphasis on human capital development integrates the following
features:

. Exploitation of comparative advantage of USAID in gaining access to
technical specialists and traiming resources;

n Elimination of existing sociopolitical barriers is not n strict prerequisite for
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success;

| Potential payoffs are very great given the low levels of human capital
serving as a point of departure;

. Direct benetits include enhanced export potential, increased employment
and productivity; and

| Indirect benefits include enhanced absorptive vapacity of development aid
and greater efficiency of investment generally.

1. Development and_Aid Delivery

1.1 NGO HMetwork

The network o over 50K volunteer organizations -- nongovernmental
organizations o NGOs -- that exists within Bangladesh is one of the largest in
the world. This network constitutes an underutilized resource since its members
operate in a disiggregated, disconnected fashion. By establishing an integrative
framework, USA’D/Bangladesh should attempt to employ this network for the
purposes of increasing efficiency in development aid delivery, taking advantage
of the network’s presence at the cominunity level and arfording the possibility of
bypassing governmental institutions,

2 Food and Agriculture

2.1 Technology Diffusion

Diffusion of modern technolozies should be cortinued and intensified, through
improved and extended financing modalities for the procurement of shallow tube-wells
(STWs), higheyielding vanety seeds (HTYVs) and fertilizer inputs,

22 Agricultural Rescarch

Support should be strengthened tor research activities aimed at developing indigenous,
focation-specitic, high-yielding varieties of foodgrains and other crops. Employment
mtensity and cetficiency of crop production and crop processing should be enhanced by
promotng rescarch tor appropriate technologies which are capital-saving, land-saving
and labor-using.



23 Food for Educition

Feasibility studies should be conducted for programs aimed at distribution of PL-480
food aid by means of lunches for schoolchildren. This would provide greater strength in
negotiating government support for education and would lessen difficulties stemming
from the system of indirect subsidies for food.

24  Efficicncy of Rurul Markets

With a view towards the lons-teray, studies should be undertaken to quantify the
economic and financial costs an’ benefits of restructuring rural marke . and the system
of land ownership. Carefully conceived changes in the system of land tenure may
drastically alleviate the chief impediments that now exist for the achievement of
increased efticiency through greater competition in the markets for land, labor, credit,
crop producticn, processing, aud distribution. These aze options that Bangladesh cannot
afford not to consider.

3. Private_Sccior and Fmployment
3.1  Export Crowth
A sustainable giowih path which does not demand ever-increasing levels of foreign
assistance requires. continucd improvement in expnort performance. To achieve this goal,
the following iitiatives are recommended.

n Promotional *slicies. Export promotion should be pursued by means of:

- Inciensed eccess to imported inputs for exporters;

.- Tariff reductions to reduce anti-export biases;

- Duty drawback arrangements;
- Back-to-back letter of credit facilities;
- Income tax rebates;

- Preferential interest rates and financing provisions; and
-- Bonded warehouse facilities.

| Training. A National Center for Trade and Investment should be
sponsored by USAID/Bangladesh and possibly other donors with the
objective of providing training in internaticnal marketing, technology
transfer and export financing to Bangladeshi nationals from private















Our primary objectives are twofold. Stressing inter- sectoral and econcmy-wide
linkages, we have aimed, tirst, at highlighting for each of USAID’s program
areas, one or two strategic themes which might provide fresh insights in
reviewing the priorities for development assistance and commodity aid. We find
that while the emphasis of existing programs is generally sound, efforts at ex-
post evaluation of projects and programs merit strengthening  and will allow
narrower fine-tuning of forthcoming allocations. But it is in the domain of policy
dialogae wherein lies, we conclude, the greatest promise for effecting change
through judicious, prudent, yet steadfast exercise of the negotiating weight

conferred by grant funding.

Our second objective is to portray credible and internally consistent scenarios
for the evolution of key economic aggregates throughout the forthcoming
decade. The depicted projections cun be helpful in appraising broad strategic
options and can serve as a point of departure for more refined macroeconomic

and sector-specific prognostications.
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2. STRATEGIES FOR DEVELOPMENT: PERFORMANCE AND OUTLOOK
2.1 Economic Growth and Macroeconomic Trends

Growth in domestic product has barely outstripped population increases throughout the
last decade. Private domestic savings have not increased sufficiently to offset massive
deficits in the public savings actount resulting from major increments in government
consumption 'xpenditures. As a result, the role of domestic savings in financing
domestic investment has not risen to any significant extent. Requirements for foreign
savings have decreased in real terms primarily as a result of stagnation in the levels of
investment expenditures and growth in remittances from abroad. Reductions in the
government budget deficit have resulted from decreases in the level of development
expenditures: therefore, these reductions have not become translated into lower deficits

of the public savings account.

2.1.1 Domestic Product and Prices

Annual growth rates of real Gross Domestic Product in Bangladesh averaged 3.3
percent during the period FY82-FY88. In per capita terms, real GDP has risen at an
average annual rate of 0.8 percent since FY82. This record of moderate growth was
achieved in the face of severe flood damages in FY87 and, particularly, FY88.
Agricultural GDP in real terms rosc at an average annual rate of 1.6 percent between
FY82 and FY88 while, in the same period, annual growth rates averaged 4.7 percent in

the Industry sector and 4.8 percent in the Services sector.

The share of agriculture in GDP decreased from 58.4 percent in FY74 to 45.9 percent
in FY88. This decline in the relative role of agriculture was taken up primarily by the
services sector, whose share increased from 31.4 percent to 40.4 percent in the same
period, while the share of the industrial sector in GDP showed a slight increase from

10.2 percent to 13.6 percent between FY74 and FY88.
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Table 2.1

GROS8 DOMESTIC PRODUCT--~FY88
(Current prices)

Million Million Value
Taka uss Share
Agriculture 277556 8884 45.9
Crops 188657 6038 31.2
Forestry 28069 898 4.6
Livestock 37194 1190 6.2
Fisheries 23636 756 3.9
Industry 82230 2632 13.6
Mining 5 - -
Manufacturing 42620 1364 7.1
Energy & water 4998 160 0.8
Construction 34607 1108 5.7
Services 243981 7809 40.4
Transport and
Communications 39571 1267 6.6
Trade 50674 1622 8.4
Banking & insurance 11431 366 1.9
owner-occupied housing 42477 1360 7.0
Public administration
and defense 25871 828 4.3
Other services 73957 2367 12,2
GDP at market prices 603780 19325 100.0

Inflation as measured by the GDP deflator averaged 11.0 percent between FY82 and
FY88, with sharp declincs in the rate of inflation occurring in FY83 and FY86. The
Consumer Price Index increased at an average annual rate of 11.2 percent through
FY82-FY88 but did not experience the fluctuations registered for the GDP deflator.
This disparity in the rates of change of producer and consumer price indices may be
explained by the combined effects of external inflation and of devaluation policies for

the Taka; when considered jointly, these two elements exhibited throughout FY82-
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Figure 2.2
SHARES OF SECTORAL GDP IN TOTAL GDP
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FY88 a distinctly counter-cyclical tendency relative to the fluctuations in domestic

producer prices, resulting in a net stabilizing effect on consumer prices.

Table 2.2
INFLATION AND MONEY S8UPPLY

FY82 FY83 PFY84 FY85 FYB6 FY87 FYss

GDP deflator 12.8 5.0 16.4 14.9 5.8 12.2 10.0
(% change)

Consumer Price Index 16.3 9.9 9.7 10.9 9.9 10.4 11.4
(¥ change)

Money supply 10.1 29.7 42.2 25.5 17.2 12.2 18.5
(% change)

Devaluation 22.6 18.6 5.0 4.5 14.7 2.5 2.0
(¥ change)

External inflation 15.4 11.3 -C.9 =-9.0 31l.2 1.4 1.8
(% change)

2.1.2 Savings and Investment

Consumption expenditures amounted to about 88 percent of total domestic absorption
during FY82-FY88 in Bangladesh, with gross domestic investment reaching about 12
percent. Between FY82 and FY88 the average annual growth rate for real
consumption was 2.8 percent, while real investment registered an average annual
growth rate of -0.01 percent during the same period. Private domestic investment,
measured in FY88 prices, decreased from 43276 million Taka in FY82 to 35623 million
Taka in FY88, for an average annual growth rate of -2.9 percent. Public investment
increased in the same period at an average annual rate of 3.3 percent in real terms,

from 29661 million Taka to 35623 miilion Taka.
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Consumption
Investment
Exports
Imports

GDP

Table 2.3

EXPENDITURE COMPONENTS OF GROSS DOMESTIC PRODUCT
(Million of current Taka)

FY83 FY04 FY85 FYB86 FY87 FY88
286251 345077 406137 453667 519680 587396
39225 43040 55458 54517 66857 71246
16316 20508 24353 24477 32894 38470
(53372) (58705) (68986) (70650) (80261) (93332)

288420 349920 416960 462010 539170 603780

Of the 71.2 billion Taka devoted to gross domestic investment in FY88, 22.6 percent

was financed from domestic savings, 28.7 percent from remittances from abroad and

48.7 percent from foreign savings. Requirements for foreign savings -- equal to the gap

between gross domestic investment and gross national savings -- decreased from 10

percent of GDP in FY81 to 5.7 percent of GDP in FY88, and, as a share of overall

investment expenditures, declined from 61.7 percent to 48.7 percent during the same

period. Remittances from abroad have leveled off after a period of growth, primarily

owing to saturation of the markets for semi-skilled workers in the Middle-East.

Domestic savings accounted for 5.8 percent of investment financing in FY83, and

reached 22 percent by FY88, but at 2.7 percent of GDP are among the lowest in the

world.
Table 2.4
FINANCING OF GROS8 DOMESTIC INVESTMENT
(Million of current Taka)
FY83 FY84 FY85 FY86 FY87 Fyss
Investment 39225 43040 655456 54517 66857 71246
Domestic Savings 2307 5249 11258 8377 18596 16056
Remittances 12690 13997 10007 13736 18663 20446

National Savings 14997 19246 21265 22113 37259 36511

Foreign Savings

24227 23795 34191 32404 29598 34734
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213 Employment

According to the latest Labor Force Survey compiled by the Bangladesh Bureau of
Statistics (BBS), total employment reached 30.5 million in FY86, with 17.1 million in
Agriculture, 3.5 million in Industry and 9.8 million in Services. Estimates for FY88 put
total employment at 31.9 million. Growth of the labor force, governed by population
growth and increases in participation rates, particularly among women, is estimated at
2.9 percent per year, signifying about 925 thousand yearly new entrants. Most of the
growth in employment in recent years has come from the Services and Industry sectors.
Measurement of unemployment and underemployment rates is unreliable due to
unsatisfactory estimates of the economically active population. The Bangladesh Planning
Commission estimated the unemployment rate at 38 percent in FY85 and that it
improved marginally to 36 percent in FY88, but these figures are probably too low and
underestimated growth in participation rates. Estimates on the size of thic labor markets
in the informal sector are also incomplete, but it is clear that nonwage incomes of
urban and rural self-employed account for an important share of aggregate economic

activity and there is a need for improved measurement in this area.

Table 2.5

EMPLOYMENT LEVELS
(Million workers)

FY74 FY84 FY85 PYB86
Agriculture 15.8 16.4 16.7 17.1
Industry 1.1 3.1 3.3 3.5
Services 4.5 8.5 9.0 9.8
Total 21.4 28.0 29.0 30.5

Evolution of real wages suggests that the upward trend registered in the carly 1980s

reached a peak in FY86 for some sectors, while other sectors show sustained gains



through FY88. With a base index of 100 for FY74, agricultural real wages stood at 93
in FY80, increased to 120 in FY86 and had declined to 106 by FY88 -- the
corresponding figures are 90, 166 and 103 for cottor; textile workers, 90, 94 and 103 for
jute textile workers and 124, 134 and 151 for construction workers. In assessing the
evolution of these indices, attention should be given to the fact that in the base year
1974 real wages in manufacturing were 60% of their 1970 levels and 49% of their 1964

levels; in agriculture, the corresponding figures are 71% and 62 percent.
2.1.4 Fiscal Sector

The overall government budget deficit as a share of domestic product has steadily
declined from 11.2 percent of GDP in FY83 to an estimated 6.8 percem of GDP in
FY88. During the same period, current expenditures increased as a share of GDP from
6.6 percent to 8.7 percent, while development  expenditures showed a declining share,
going from 13.3 percent of GDP in FY83 ta 5.9 percent in FY88. Increases in
government consumption expenditures are the major cause of growth of the deficit in
the public savings account, and are attributable to increases in holiday compensation
for civil servants and Larger allocations for local governments, increases in the railway
deficit and subsidics to private secondiny schools. External aid inflows financed the
entire Annual Dovelopment Plan in FYSS as well as a portion of the deficit of the
central government’s current operations. Domestic financing of the fiscal deficit has
declined from 12.8 pereent in FYEY to 39 percent in FYSS. In FYSS prices,
development expenditures in agriculture stood at 14,366 million Faka in FYX2 and
declined to 7,984 million Taka in FYSS; development expenditures in the industrial
sector declined in constant prices from 17,0160 nullion Taka i FYS2 to 15,753 million
Taka in FYRS: in the Services sector, development expenditures increased i real terms

from 12,466 nullion Taka m FYEY to 17,727 nulbon Taka m YRS

Tax revenues e real tenms increased at an average annual tate of 3.2 pereent from

FY82 to FYBS. The share of customs duties in total tax 1evenue has remained steady
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at about 39 percent since FY82. Sales and excise taxes account for 12.5 percent and 27
percent of total tax revenues. Nontax revenue sources amount to somewhat below 18
percent cf overall government income and increased from 6,969 million Taka -- at
FY88 prices -- in FY82 to 9,370 million Taka in FY88, for an average annual growth
rate of 5.7 percent. In FY88, 50 percent of nontax revenues arose from fees and
charges for government services, 21 percent from interest reccipts on loans to
autonomous bodies and government boards, 11 percent from profit transfers from
financial institutions and 5 percent from profit transfers from nonfinancial public

enterprises.

Table 2.6

CENTRAL GOVERMENT INCOME AND EXPEMDITURE)
(Billior of current Taka)

FY83 FY84 FY85 FY86 FYa7 FY8s

Total Revenues 25.4 28.6 35.9 42.3 48.0 53.3
Tax 21.1 23.7 28.9 33.0 38.8 43.6
Nontax (a) 4.3 4.9 7.0 9.3 9.2 9.7

Total Expenditure 57.8 60.6 65.9 77.4 93.0 99.2
Current. 19.2 23.0 26.6 35.0 41.6 49.2
Development 29.8 30.1 30.4 36.5 46.3 40.8
Food Account (b) 6.6 3.8 4.3 1.7 0.1 5.8
Other (c) 2.2 3.7 4.6 4.3 5.0 3.5

Budget Deficit 32.4 32.0 30.0 35.1 45.0 45.9
Domestiz Financing 4.1 4.2 1.3 3.7 4.7 1.8

Foreign Financing (d) 28.3 27.8 28.7 31.6 40.3 44.1

(a) Nontax revenues include receipts from fees and charges for government services,
interest receipts on loans to autonomous bodies and government boards, profit
transters from finarcial institutions and profit transfers from nonfinancial public
enterprises.

(b)  Includes foodstock purchases.

(c)  Comprises the Food-for-Work program, non-ADP project expenditure and net
loans and advances.
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scarcity. It appears that the overall success of the new system is dependent on careful

demand projections and on the maintenance of adequate stocks by the BADC.

While the emphasis given to ground water extraction has led to very rapid expansion of
the total area under irrigation, in the absence of proper zoning rules the privatization
program has led to improper siting of equipment leading to low capacity utilization.
The policy may also have had an adverse effect on equity, since the equipments were
purchased mostly by medium and large farmers who sold water to owners of adjoining
plots charging rates well above those warranted for adequate recovery of capital and

operating costs.

The agricultural credit program was characterized by concentration of loans in the
hands of a few medium and large farmers and a very poor rate of loan recovery. It is
estimated that only about 15 to 20 percent of farm households receive agricultural
loans and at most one-third of the loans are recovered when due -- with some

estimates placing the loan recovery rate considerably lower.

Price support programs have not been especially successful either. Rice procurement
remained a small proportion of the total harvest; in most of the good harvest years,
e.g, FY76, FY81 and FY86, market prices received by growers were substantially below
government procurement prices, especially after the boro harvest.

The policy of subsidy reduction for agricultural inputs led to a drastic fall in
agriculture’s share of the development budget. Savings from the withdrawal of
susbsidies appear to have been diverted to nonagricultural sectors, with possible adverse

effects for the sector’s recent and future performance.

222 Industry and Trade

During most of its history the overall policy orientation in Bangladesh has been

strongly inward-looking, with the usual profiles of pro-urban anti-rural bias
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accompanying an industrial and trade environment aimed at import-substitution: low
shares of agricultural investment as a proportion of relative value-added, capital
subsidies in the form of low or negative real rates of interest, high levels of protection
for urban industrial products and subsidization for rural agricultural products. After
the New Industrial Policy (NIP) of 1982 and particularly after the Revised Industrial
Policy (RIP) of 1986, important changes were introduced aimed at a progressive
liberalization of the foreign trade regime. While not all objectives have been achieved
fully, several recommendations have been implemented. The list of banned imports at
the four-digit STTC level was reduced from 39 percent at the end of FY86 to 28
percent at the end of FY88 and the restricted list was reduced from 28 to 24 percent.
The tariff structure was simplified by reducing the number of tariff rates from 24 to
11. Maximum protective tariffs for final goods in textiles, steel and engineering goods,
chemicals and electronics were reduced from over 200 percent to 125 percent. Access
to exporters of banned or restricted imports for export production was improved.
Import liberalization measures and reduced protection rates have had benefitial effects
on the efficiency of industrial enterprises, especially among the small-scale and
medium-sized segments: as a result of the replacement of import quotas by tariffs,
these segments gained access to imported raw materials and intermediate inputs
previously accessible only to large-sized firms with the requisite connections to bypass
import restrictions. Despite these advances, there is evidence that a significant extent of
anti-export bias remains and the number of banned or restricted imports is still
substantial. Worthy of note is the fact thar while throughout the eighties the share of
traditional jute exports in total exports declined sharply and the share of nontraditional
exports significantly increased, the Effective Rate of Assistance (ERA) -- which
encompasses interest rate subsidies, income tax rebates and duty drawbacks -- has
remained substantially higher for jute manufactures than for shrimp products and

ready-made garments.

A significant consequence of the NIP of 1982 was the denationalization of over 650

public enterprises, which were transferred to the private sector, leaving only 160 in
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hands of the government. The public sector share of fixed industrial assets was
reduced from 85 percent in FY81 to 40 percent in FY86. The results of the
privatization policy have not been entirely satisfactory -- many privatized enterprises
were closed down and others faced continuing problems with slack demand and debt
servicing. Furthermore, problems with inefficiency and corruption that had plagued the
public enterprises did not disappear with private ownership but persisted under the
stimulus of power and influence networks that have characterized the behavior of

urban elites for decades.

The Board of Investment (BOI) was set up in F'Y88 with representatives from both
public and private sectors, and was aimed at streamlining procedures for investment
project approval. By FY89, 125 out of 144 industrial sub-sectors had been opened up
for private investment. Private sector’s access to foreign exchange was also improved by
simplifying licensing procedures for importing raw materials and machinery and by
expanding access to the secondary market to those who might choose to purchase

imports at the higher secondary market exchange rate.

Several measures were implemented to increase the efficiency of remaining public
enterprises. Since FY84, public enterprises can determine their own production targets
and set the prices for their products within a band of ten percent without prior
approval from the government. Since FY88 only four monopoly and sensitive items are
subject to price controls: fertilizer, sugar, paper and newsprint. Reduction of subsidy
rates to commercial enterprises of fuel items has been implemented, with reductions of

up to 74 percent for gasoline, 45 percent for kerosene and 20 percent for natural gas.
Various measures have also been implemented to improve management autonomy and

performance monitoring for public enterprises. The capital and debt structure of a

number of enterprises has been improved by conversions of debt to equity.
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Promotion of small-scale industries has been undertaken through the Bangladesh Small
and Cottage Industries Corporation (BSCIC). Tax advantages for small entrepreneurs

have been put into place in some instances, as in the case of income tax exemption for
handicraft exports. Also, interest rates for credit to some small entrepreneurs has been

set at 10 percent while lending rates generally average about 16 percent.

223 Stabilization

By LDC standards, price levels in Bangladesh are relatively stable and inflation rates
are relatively low. The success of macroeconomic stabilization policies in controlling
inflation is an outcome worth underlining, for price stability is never to be taken for
granted and its achievement removes from the economic horizon a potentially

devastating risk.

Success in controlling inflation in Bangladesh can be attributed to three main causes:
(1) Curtailment of domestic public and private credit expansion by virtue of the
exercise of IMF conditionality; (2) Foreign sources for the financing of the fiscal
deficit, thereby sharply reducing the necessity of resorting to the inflation tax, i.e., the
inflation-fueling expansion of the monetary base through increases in government
credit; (3) Availability of food aid which, by increasing the supply of foodgrains,
dampens upward pressure on the prices of basic foodstuffs, especially during

curtailments of domestic production.

Growth in the broad money supply was slowed down from 42 percent per annum in
FY84 to 17 percent per annum in FY86 through curtailments in the expansion of
domestic credit and would have decreased even further in the absence of the realized
balance of payments surplus for that year. The contractionary effects of these steps on
output have not been estimated with precision but there is general agreement that
there exists substantial excess capacity in the economy and that, in the near term,

monetary policy should be dictated by the need to accomodate output growth. Given
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the recent failure of most world-wide efforts aimed at implementing heterodox, i.e.,
non-contractionary, stabilization programs, the success in Bangladesh becomes more
noteworthy. It is virtually certain that a different outcome would have prevailed in the

absence of strong IMF conditionality.
224 Structural Adjustment

The Bangladesh Government adopted a medium-term adjustment program in FY87,
supported by a three-year agreement under the IMF Structural Adjustment Facility
(SAF) and by various sectoral adjustment and investment credits from the International

Development Association (IDA).

In Food _and Agriculture, the structural adjustment arrangement (SAA) aims at
improving the efficiency of public expenditure, promote greater private sector
involvement in the distribution of agricultural inputs, improve public foodgrain

procurement and distribution operations and eliminate economic subsidies for wholesale

fertilizer prices.

In Industrial and Trade Policy the objectives are to liberalize and simplify investment

procedures through investment sanctioning, reduce disparities of effective protection
through tariff reform, liberalize imports in order to facilitate industrial production and

promote backward linkages from exporters to other firms, ensuring free trade status

for exporters.

In External Sector Policy the SAA aims to strengthen the balance of payments position
through exchange rate management and unification of the dual exchange market,
contain debt service levels at sustainable levels, rais¢ utilization of the aid pipeline and

eliminate multiple currency practices.
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In Financial Sector Policy the objectives are to improve credit recovery, improve loan
classification systems and bank supervision, improve the efficiency of monetary

management and liberalize the structure of interest rates.

In the area of Public Resource Mabilization, the SAA aims to rationalize the tax

system by reducing distortive elements, improve cost recovery in transport,
communications, health and education sectors, and strengthen the operating efficiency

and profitability of public enterprises.

In the area of Poverty Alleviation the SAA aims to raise living standards of lowest

income groups by targeting direct subsidies to lower income groups, expanding
employment opportunities through FFW, minor crop diversification programs, small
and cottage industries and growth of the non-traditional export sector.

The implementation of the above set of policies and programs, which encompass a

number of cross-cutting themes emphasized by the SAA, has begun with mixed success.
23 Analysis of Economic Performance
231 Private Investment

After significant increases in the pericd FY75-FY82, gross private domestic investment
régistercd a decline between FY82 and FY88, decreasing from a level of 43.3 billion
Taka in FY88 prices in FY82 to 35.6 billion Taka in FY88. This trend is a cause for
concern, particularly in the face of overall reductions in public expenditures for capital
formation following divestitures of state-owned enterprises. Among the factors cited by
private entrepreneurs, in recent survey studies, as having an inhibiting effect on

investment decisions were:

® Limited access to credit;

@ Excessive governmental regulations; and
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Figure 2.3
REAL GROSS DOMESTIC INVESTMENT
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m Instability in the political and regulatory environment.'

While these considerations may not be negligible, they have no singular explanatory
power since they belong to the category of opinions universally and perennially
expressed by entrepreneurs in most LDC'’s and many semi- industrialized nations --

alternative explanations, therefore, must be sought. We examine some of these below.

23.1.1 Uncertainty due to Recurring Floods

The impact of recurring floods on the economy of Bangladesh far exceeds the direct
losses due to curtailed production or damaged infrastructure -- '« decisively shapes the
investment climate by radically altering the risk profile of any capital investment
portfolio. As a result, investment levels become depressed since even under moderate
risk-aversion, heightened uncertainty leads to lower expected returns. In rural areas, the
negative effect of financial risk on investment decisions by smali-scale and micro-

enterprises is compounded by physical risk.

23.1.2 Speculative Investments

In any economy, a certain portion of the yearly changes in net wealth held by the
private sector, i.e., the flow of private savings, is accounted for by speculative purchases
of non-productive assets and discretionary purchases of luxury consumer durables.
Typically, the share of speculative investments in the overall flow of funds is largest
among households with the highest earning power. Given the small levels and high
concentration of the economic surplus typical of Bangladesh, it is reasonable to
conclude that the share of nonproductive speculative investments in the aggregate flow
of savings is significant and that, accordingly, they have a measurable impact on the

rate of private capital formation. By examining trends in the prices of agricultural land

'Sahota, G. et al., Policy Implications of Industrial Performance,. HIID/EEPA Report
No. 19, Dhaka, 1989.
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relative to trends in the rural consumer price index, it could be argued, for example,
that even farmland purchases and repurchases are partly explained by a speculative
component. The highly skewed distribution of land ownership, signifying high

concentration of scarcity rents, reinforces this hypothesis.

23.13 Credit to the Private Sector

An assessment of the performance of private domestic investment must include an
examination of potential restrictions stemming from the pattern of credit tflows to the
private sector. The global stock of private debi stood at about 110 billion Taka at the
end of FYS8., Net tlows of creait to the private sector totated  about 10 billion Taka
in FYS8R. after seaching a peak tor the FY7S-FYSS peniod ot approximately 20 billion
Taka in FYS4, measured in FYSS prices, tollowmnyg o sharp credit expansion in 1°Y83-

FY84.

It is revealing to examine the behavior of credit and investment m the years FY1982 to
FY1986. In this period, outstanding credit o the prvate sector ancreased at a
staggering average  rate of 26 percent per annumoan real terms Dunng the same
period, gross private domeste ivestment actually dechned nreal terms, measured in

FY88 prices, from 30.8 billion Taka in FYR3 to 35.9 bition Taka m Y86

Table 2.8
PRIVATE BECTOR CREDIT AND INVESTMENT
Billion Taka of FYB8
PYB3 FYOd FYas Y86
Real Private
Sector Credit 54.1 73.7 90.0 103.2
¥ chanqge 40t 21% 17%
Real Private
Investment J6.8 35.2 ig.7 15,9
1 chanqge -2\ 10% -7%
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REAL CREDIT TO THE PRIVATE SECTOR

Figure 2.4
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CAPITAL PRODUCTIVITY
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Figure 2.6
CAPRPITAL PRODUCTIVITY IN AGRICULTURE

Histoncal Volume and Trand
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Figure 2.7
CAP'TAL PRCDUCTIVITY IN INDUSTRY

Historical Values and Trend
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Figure 2.8
CAPITAL PRODUCTIVITY IN SERVICES

Historical Values and Trend
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Our point of departure for measuring capital productivity trends in Bangladesh is the
construction of time-series for sectoral capital stock, which are not available in
published statistics. Estimates of nominal and real capital stock for three major sectors
-- Agriculture, Industry and Services -- were computed employing a new methodology,
described in Appendix E, based on the concept of the Cumulative Incremental Capital-
Output Ratio (CICOR). Employing the estimated time-series for capital stock, sectoral
and economy-wide rates of capital productivity were calculated, yielding the values

summarized below:

Table 2.9
SECTORAL CAPITAL PRODUCTIVITY
Capital Productivity Capital Productivity
Average Value Average Annual Growth Rate
FY73-FY88 FY73-FY88
Agriculture 0.6432 0.05%
Industry 0.1431 0.10%
Services 1.5052 -1.35%
Economy 0.5125 -0.12%

Relative values of average capital productivity among sectors are explained by low
capital-output ratios in the Services sector, which includes Trade and Commerce,
Financial and Social Services (Average value for K/Y of 0.676 for FY83-FY88); high
capital-output ratios in the Industry sector, which includes Manufacturing, Energy and
Construction (Average value for K/Y of 7.005 for FY83-FY88); and moderate capital-
output ratios in Agriculture (Average value for K/Y of 1.624 for FY83-FY88). Overall
trends in capital productivity for the economy as a whole are slightly negative,
explained by the substantial decrease of the productivity of capital in the Services
sector, which has declined at an average annual rate of -1.35 percent in the period
FY73-FY88.

43



233  Capacity Utilization

Indices of capacity utilization provide measures of the intensity of actual output relative
to potential output and are therefore important indicators of productive efficiency.
Prolonged shortfalls of actual relative to potential output may be a symptom of
inadequate effective demand. Employing our estimates for sectoral capital stock, we
have constructed derived time-series of potential output for each of the three major
sectors; indices of capacity utilization, shown in the table below, were calculated as the
ratio of actual to potential product. For each sector, the year having least idle capacity

has been arbitrarily assigned a capacity utilization base index value of 100.

Table 2.10

INDICES OF CAPACITY UTILIZATION FY73-FY88
Year Eccnomy Agriculture Industry Services
FY73 85.0 85.0 68.3 86.3
FY74 91.5 91.9 73.4 92.6
FY75 92.5 90.8 100.0 88.8
FY76 100.0 100.0 98.2 98.3
FY77 97.8 95.8 99.9 100.0
FY78 88.8 92.7 75.2 89.6
FY79 83.8 86.0 74.5 86.4
FY80 84.2 91.2 70.9 84.4
FY81 95.0 98.0 93.1 97.6
FY82 90.4 94.9 89.9 88.8
FY83 88.8 95.2 85.7 84.2
FY84 89.8 94.4 90.0 84.8
FY85 89.2 92.1 91.5 84.2
FY86 89.8 93.4 89.7 83.3
FY87 89.4 91.6 91.4 82.8
FY88 87.6 89.2 91.3 81.4

As expected, fluctuations in the indices of capacity utilization bear close correlation
with the intensity of damages during flood years. Persistent excesses of potential over
actual output suggest the presence of an effective demand gap. Arguments to explain

possible deficiencies in aggregate demand have usually centered on the recessive
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Figure 2.9
ACTUAL VS. POTENTIAL GDP
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Figure 2.10

POTENTIAL GDP IN AGRICULTURE
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Figure 2.11
ACTUAL VS. POTENTIAL GDP IN INDUSTRY

(Bifiion Taka of FYE88)
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Figure 2.12
ACTUAL VS. POTENTIAL GDP IN SERVICES
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effects of weak average purchasing power stemming from both the low per capita levels
of income and its highly regressive distribution. Compovrding these effects is the
presence, within gross domestic investment, of a significant imported component which
acts as a leakage from domestic demand and depresses the expansive effect of
investment expenditures as measured by the keynesian  multiplier. Imports of capital
goods averaged 38.1 percent of total investment expenditures for the period FY84-

FY88, a sharp increase from the FY76-FY80 average ot 28.1 percent.

2.34 Labor Productivity

In order to estimate trends in sectoral labor productivity, it was necessary to compute
time series for sectoral labor inputs, which are not available in published statistics. Our
point of depirture tor the estimation of sectoral Libor inputs was the mformation on
sectoral emplovinent contained in the National Census for FY74 and in the Labor
Force Surveys conducted by BBS for FY84, FYSS and FYSo. From these diserete data
points we constructed indices tfor sectoral man-vears tor the penod FY73-17Y8S
emploving estimates ot implicd product elasticities of demand for labor. The sectoral
estimates for these elsticities were tound to be 0257 tor Avnculture, 1120 tor
Industry and 1170 tor Services. Emploving the estimated tine-senes tor sectoral labor
inputs. sectoral and cconomy-wide rates of capital productivity were caleulated, yielding

the values summinzed below:

Table 2.11

BECTORAL LABOR PRODUCTIVITY

Labor Productivity Labor Productivity

Average Valuo Average Annual Growth Rate
Agriculture 1.9602 0.84%%
Industry 2.7723 -0.3101
Services 4.4006 -0.40%
Economy 2.3227 -0.091%
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Figure 2.13

LABOR PRODUCTIVITY IN AGRICULTURE

Historical Volues and Trend
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compared to the urban. The recovery from FYZ7 to FY84 is correspondingly more
marked in the urban sector than that in the rural sector in both absolute and relative

terms.

The degree of income inequality in Bangladesh, as measured by the Gini coefficient,
falls roughly in the low to medium range of levels prevailing in a sample of LDGCs in
1975:

Indonesia 0.46

Pakistan 0.38
India 0.42
Kenvya 0.63

Philippines 0.49
Sri Lanka 0.35

Senegal 0.58
Eqgypt 0.43
Thailand 0.51
Taiwan 0.28
Brazil 0.57
Mexico 0.57

The trends dizcussed abave, suggested by the evolution of the Gini coefficients for rural
and urban income in Bangladesh, can be contrasted with changes registered in the
patterns of income shares accruing to various percentiles of households as reported by

Rahman ct al.:

Table 2.13
INCOME BHAREB OF HOUSBEHOLD PERCENTILE
Lowar Kiddle Upper Top
40% 40% 15% 5%
Rural
FY69 23.6 39.4 23.9 13.1
FY74 19.2 40.1 24.6 l16.1
FY?7? 18.3 39.0 25.4 17.3
ryga 18.8 jg.8 25.6 16.¢0
Fyad 19.2 38.2 24.5 18.1
Urbkan
FY69 19.2 34.9 25.3 20.6
FY74 17.5 37.5 26.1 18.9
FY7? 15.4 3j2.8 22.5 29.3
ryaz 16.1 36.0 27.0 20.9
FYa4 18.9 40,1 26.4 14.6

* Rauhman, A, ct al, op. cit, p. 9.
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The income share distribution appearing in this table for FY69 substantiates the
hypothesis of greater equality in the rural sector relative to the urban sector, which was
derived above on the basis of the Gini coefficients. Likewise, when compared with
trends in the urban sector, the deterioration appears more pronounced by FY77 for the
rural sector in relation to FY69, but attains lower absolute levels of inequality. The
pattern of subsequent recoveries match those outlined above on the basis of the Gini
coefficients. The sharp decline in the income share accruing to the top 5 percent of
households registered between FY77 and FY84 for the urban sector is noteworthy. It
has been suggested, however, that this outcome may reflect changes in sampling
methodologies of the Household Expenditure Surveys or serious under-reporting of

income by upper-bracket households °.
2.3.5.2 Income Growth and Income Inequality

Efforts to establish a link between growth in per capita GDP and income inequality
can be traced back to the pioneering work of Kuznets in 1954, who fonnd evidence of
"a long swing in the inequality characterizing the secular income structure: widening in
the early phases of economic growth when the transition from the pre-industrial to the
industrial civilization was most rapid, becoming stabilized for a while and then
narrowing in the later phases.” He cited longitudinal and cross-sectional data in
support of his hypothesis of an inverted U-shaped relationship between income
inequality and per capita GDP. In 1973, Adelman and Morris, based on cross-section
data from 44 LDCs concluded that "the relationship between level of economic

development and the income share of the poorest 60 percent of the population is

® Rahman, A. et al, op. cit., p. 16.

® Kuznets, S., "Economic Growth and Income Inequality," American Economic
Review 45, March 1955.
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asymetrically U-shaped."” Ahluwalia,® Chenery and Svrruin,’ and Paukert” also
employed cross-section data and found that the income share of the tcticm 60 percent
of households declined as GDP per capita increased up to the $250-$300 range, and
then increased when per capita GDP increased above that level. Absolute income of
the lower fractiles of income recipients, however, was found by Ahluwalia to increase
with per capita GDP at all stages of growth although they had lower elasticities, i.e.,
were less sensitive, with respect to increases in per capita GDP than the absolute

income levels of the higher fractiles.

2.3.53 Poverty

Attempts to measure levels of poverty have given rise to two major classes of poverty
indices:

m Head-count measures of poverty that begin by defining a poverty line in
terms of nutritional intake levels --direct methods -- or food consumption
expenditure levels -- indirect methods -- and attempt to estimate H, the
fraction of the total population falling below the poverty line, with
H=n/N, n=number of poor and N=total population.

m Distribution-sensitive measures that attempt to incorporate a desirable
property absent in the head-count measures, namely, that the poverty
index should increase as the inequality of distribution below the poverty
line increases -- the head-count measures are entirely insensitive to
improvement or deterioration of inequality within the segment of the
population classified as poor. The class of distribution-sensitive indices,

" Adelman, 1. and Morris, C.T., Economic_Growth and Social Equity in Developing
Countries, Stanford University Press, Stanford, 1973.

® Ahluwalia, M.S. "Inequality, Poverty and Development," Journal of Development
Economics 3, December 1976.

® Chenery, H. and Syrquin, M., Patterns of Development 1950-1970, Oxford University
Press, London, 1975. '

' Paukert, F., "Income Distribution at Different Levels of Development: A Survey,"
International [abor Review 108, August 1973.
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combining absolute and relative measures of poverty originated in the
work of Sen."

Intertemporal comparisons of poverty levels in Bangladesh can be
attempted by relying on three sources: BBS,”? IBRD" and the study
conducted by Rahman et al. for BIDS." Head-count measures of poverty

for various years were computed in ti.ese studies and are displayed below.

Table 2.14
EVOLUTION OF POVERTY LEVELS--BBS8

Population shares below Poverty Lines

Poverty Line I Poverty Line II
Urban Rural Urban Rural
FY74 80.0 82.0 49.0 57.0
FY82 63.0 69.0 27.0 43.0

Poverty Line I 2200 cals/day/person
Poverty Line II 1800 cals/day/person

" Sen, A.K., "Poverty: An Ordinal Approach to Measurement," Econometrics, March
1976.

2 Bangladesh Bureau of Statistics, Socio-Economic Indicators of Bangladesh,
Dhaka, 1986.

" International Bank for Reconstruction and Development, "Bangladesh: Promoting
Higher Growth and Human Development" Report No. 6616-BD, Volume 1, Washington,
D.C., 1987. ’

14

Rahman, A. et al, op. cit,, p. 23.
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Table 2.15
EVOLUTION OF POVERTY LEVELS--IBRD

Population shares below Poverty Lines

Poverty Line I Poverty Line II

Urban Rural Urban Rural
FY74 81.4 82.9 28.6 44.3
FYs2 (a) 69.0 90.0 30.7 66.0
FY82 (b) 66.0 73.8 30.7 52.2

Poverty Line I 2122 cals/day/person
Poverty Line II 1805 cals/day/person

(a) Based on consumption pattern of FY74 HES

(b) Based on consumption pattern of FY82 HES

Table 2.16
EVOLUTION OF POVERTY LEVELS--BIDS

Population Shares below Poverty Lines

Poverty Line I Poverty Line II

Urban Rural Urban Rural
FY64 51.7 50.8 35.8 35.6
FY74 54.3 57.8 39.5 41.4
FY82 49.1 77.5 35.2 64.3
FY84 35.5 47.6 21.7 29.9

Poverty Line I 2200 cals/day/person

Poverty Line II 1800 cals/day/person

2354 Analysis of Poverty Trends

Any analysis of poverty in Bangladesh must begin with the compelling fact that, under
the most optimistic estimates by BIDS, fully 44 million people were absolutely poor in
FY84 and 27 million were in extreme poverty. The IBRD estimates that the total

number of poor increased from 67 million in FY82 to about 73 million in FY86.



Examination of the indices shown in the above tables indicates that rural poverty
augmented between FY74 and FY82, with an apparent reversal of this trend between
FY82 and FY84, as suggested by the BIDS study. Urban poverty, on the other hand,
appears to have improved between FY74 and FY82, with this tendency continuing
through FY84. The IBRD study suggests that, although the overall incidence of poverty
declined from 82 percent to 73 percent between FY74 and FY82, that of extreme
poverty increased from 43 percent to 50 percent. Additional evidence from nutritional
micro-surveys suggests that while caloric intake may have declined only slightly, the
overall nutritional quality of the poor deteriorated even further due to substitution of
relatively inexpensive and calorie-rich foodgrains for higher-quality proteir-intensive

foods.

The deterioration in rural poverty between FY74 and FY82 can be attributed to
several factors. First, real agricultural wages declined by 12 percent while real GDP per
capita grew at 16 percent during the same period. Failure of moderate growth in
agriculture to rexch the poor directly is additionally explained by highly uneven
patterns of land-ovmership, aggravated by increasing landlessness as a result of distress
sales -- in FY80, the top 2.2 percent of rural households controlled nearly 25 percent
of all land and the top 8.5 percent controlled nearly 50 percent; in FY84, 11 percent of
the land was in the hands of the top 0.8 percent. Moreover, by controlling tenancy,
labour and credit markets, "lotre landowners gain considerable social and political
powers which they may use to cuntrol Government and other channels for the
distribution of rural development services even when these are supposedly targeted to
the poor; unequal distribution of agricuitural income is inherent in the pattern of land

distribution and in the operation of agrarian markets" (Hossain").

Improvements in rural poverty between FY82 and FY86 can be explained, among other

factors, by a sharp increase in real agricultural wages, which rose 36 percent during the

' Hossain, M., Agricultural Growth Linkages -- the Bangladesh Case, Bangladesh
Development Studies, Dhaka, March 1988.
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period and in overall increases in the share of wage income as a percentage of total
rural income. In the face of continued increases in unemployment and
underemployment levels, this sharp rise in real wages can be explained only in part by
increases in labor demand owing to more labor-intensive practices and to a reduction
of overall supply due to rural-urban migration: it must be assumed that the rural labor
market is highly segmented with a substantial portion of allocations guided by non-
price rationing. Overall improvements in rural poverty are also attributable to sharp
increases in the Food-for-Work program for which wheat allocations increased from
372,000 tons in FY82 to 500,000 tons in FY86, implying the creation of 3G million days
of work. The Vulnerable Group Feeding Program increased from 39,000 tons in FY82
to 172,000 tons in FY86, implying 55 million new workdays.

In the urban sector, deterioration of inequality in the period FY74-FY77 originated in
heightened scarcity rents flowing from pricing and distribution strategies of state
enterprises and were captured by licensed trading intermediaries.” Subsequent
improvements arose from the attenuation of capital income inequality following
privatization of nationalized industries and expansion of the urban informal sector

which accompanied the increased flow of rural migrants to urban centers.

Despite the indications of continued improvements in poverty levels after FY82 as
measured by caloric intake, there is evidence pointing to a continued deterioration of
the quality of the diet among the poor. Prices of protein-rich foods relative to
foodgrains have continued to increase and the per capita availability of pulses, fish,

cinicken and eggs has apparently decreased (IBRD ).

Between FY86 and FY88, the improving trend in real agricultural wages was reversed -

- they showed a decline of 11.7 percent during the last two years. Combined with

'* Rahman, A. et al, op. cit, p. 8.

" International Bank for Reconstrurtion and Development, op. cit.
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declining growth in agriculture and the negative direct effects of the floods on the poor,

this points to a worsening in poverty indicators since, FY86.

2.4 Strategic Options
24.1 Perspectives on Development Policy

Among the many impediments confronting Bangladesh in attempting to surmount the
backwardness and misery that afflict most of its inhabitants -- which are natural in

origin and which, man-made?

Gerald Meier has remarked that, while in 1964 Professor Ragnar Nurske could observe
that "a country is poor because it is poor", many would now contend -- after an
additional quarter century of development experience -- that "a country is poor

because of poor policies.""®

Not alone among the nations of south-central Asia, Bangladesh, the Land of Bengal, is
a poor country in need of good policies effectively implemented. Devising such

policies -- whether aimed at stabilization in the short-term, structural adjustment in the
medium-term, growth in the long-term or development in the not easily foreseeable
future -- requires more than mere adherence to the comfortable logic of the economic
calculus. Economic realities, repeatedly and stubbornly, resist conforming to the
precepts and blueprints emanating from handbooks and manuals. Whereas a
commercial banker may profitably appraise a country by coldly distilling ciphers from a
page of printed statistics, policy-makers and promotors of development will risk low
returns to investment by neglecting carefully to consider the contextual
idiosyncrasies of concrete sociocultural settings. These frequently define the gap
between promise and performance in policies which may be conceptually sound but

which are ineffectively implemented. The historiography of development programs is

' Meier, G., Leading Issues in Economic Development, Fifth Edition, Oxford
University, 1989.
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paved, like Dante’s Inferno, with ill-fated good intentions that ignored the singularities

of political economy.

Yet, as has been pointed up in strategy formulation documents by USAID/Bangladesh,
averall progress in development efforts is likely to be slow at best, given the staggering
dimensions of obstacles whose gestation periods can be measured in decades and,
sometimes, centuries. Meaningful action plans must therefore continue to seek a

balance between the phasing of initiatives and interventions whose returns are likely to

be rapid and those with payoffs requiring lengthy maturation.

In examining the outcomes of recent policies, in assessing the adequacy of past
strategies, and in evaluating the range of options for future action, it is important to
discriminate between barriers that are technological or resource-based, and those that

are institutional in nature.
24.2 Low Level Equilibrium

The stagnation quagmire which typifies the condition of the economy of Bangladesh
since the country’s republican birth, has been described, in a particularly apt phrase,
as a state of low-level equilibrium. This description encloses two ideas. The first one
concerns the effective poverty level of much of its population and is amply supported
by widely disseminated indices on average caloric intake, infant mortality and morbidity,
heavily skewed distributions of income and wealth, limited access to electricity,
sanitation and housing, and other indicators of physical quality of life -- or lack thereof.
Not more than a handful among the world’s nations share comparable burdens and
despite the less than perfect reliability of the pertinent statistics, it can be stated with
small likelihood of error that these measures of misery have remained largely
undiminished. The second idea stored inside the phrase is concealed behind the notion
of equilibrium. It suggests that given the malignant steadiness underlying the economy’s

poverty indicators, no significant redirectioning of development performance will come
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about without the influence of exogenous impulses that are powerful and benign or of
realignments from within that are structural in nature. Simply stated, more of the

same will yield more of the same.
243 A False Dichotomy: High Growth vs. Entitlements
Even as distinguished a development economist as Jagdish Baghwati has recently made

a contribution' towards perpetuating the myth that, in formulating development

strategies, the choice has to be made between, on the one hand, a path emphasizing

high growth and, on the other hand, a path stressing income_transfers or entitlements.
This is not, and never has been, a meaningful choice. If development s understood, as
it properly should be. as a process of equitable and sustainable growth, it becomes
clear that its underpinnings cannot rest on income transters. The need for entitiement
programs or income transfers as instruments for providing transitory relief aid or tor
erecting a safety net for the underprivileged segments of any society is well established
-- even among advanced industrialized nations.  But, in formulating strategies for
development, the meaningful choices consist of choices amongst alternative modes of
growth -- the only meaningtul question therefore concerns the kind of growth that is
needed. The building-blocks for decision-making here lie of course in the tamiliar
binary poles of export growth vs. import substitution, consumption vs. investment, rural
vs. urban, labor-intensive vs. capital-intensive, and the continuous ranges lying in-

between.

The high-growth option, therefore, need not be interpreted as an encoded form for the
"trickle-down" approach to economic development -- understood as a laisser faire
prescription for cconomic growth and a benign neglect attitude towards poverty

alleviation. Regarding the latter, it is sufficient to refer to the views of John R,

* Baghwati, J., "Poverty and Devclopment”, World Development, September 1988,
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Westley, formerly mission Director of USAID/Bangladesh, who wrote in 1986:%

"Western development theories of the 1950s and 1960s generally
predicted that the benefits of growth would trickle-down to the
poorer strata of population relatively quickly in the development
process. However, analysis of the available data from the 1950s and
1960s has indicated that income inequality and unemployment have
often increased with increases in per capita GNP. Some data have
supported the stronger conclusion that the poorest 40 to 60 percent
of the population have become absolutely, as well as relatively,
worse off in most developing countries, i.e. the real incomes of the
poor have declined. or the percentage of the population below some
poverty line has increased.”

244 Trade-Offs between Growth and Employment

in economic development, employment growth fulfills a role which is at least as
important, and frequently more so, than output growth. In the short-run, with a given
profile of installed capital stock, there is little scope for choice of techniques and to
maximize output implies employment maximization. But in the medium- and long-term,
a policy which aims to maximize ou.put growth may not be optimal from the
standpoint of achieving the greatest possible increase in employment levels. This is
because the techniques leading to maximum output growth may be more capital-
intensive and require higher capital-labor ratios than other available technological
options. A capital-scarce country such as Bangladesh calls for the promotion of
productive technologies which are capital-saving and labor-using. The implications of
the above from the standpoint of development policy is that special efforts should be
undertaken to promote research and development of appropriate technologies that are
labor-using and capital-saving. This area merits particular emphasis, given that most
rescarch and development activities, whether deliberately or not, are conducted in

search of capital-intensive technologies.

© Westley, J.R., Agriculture _and Equitable Growth, Westview Press, Boulder,
Colorado, 1986.
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abroad, or factor payments, and foreign savings, equal to the current account deficit.

Thus, the equality between savings and investment takes the form:

GDI = SPR + REM + SPU + SFO (1)

GDI - Gross domestic investment

SPR - Domestics savings of the private sector
REM - Remittances from abroad

SPU - Savings of the public sector

SFO - Foreign savings

When imports exceed exports and there is a current account deficit, there must be a
net inflow of borrowings from abroad -- or foreign savings -- to counterbalance the
deficit; similarly, when exports exceed imports and the current account is in surplus,
there is a net outflow of borrowings or negative foreign savings. Our approach to
ensuring consistency of the macroeconomic projections is based on the flow equilibrium

equation (1).

While satisfying the flow equilibrium equation ensures consistency at each point in time
or static feasibility, dynamic feasibility throughout the projected trajectory requires
consideration of a stock equilibrium condition involving the capital account and the
overall balance of payments. It is preciseiy through the stock equilibrium condition that
an assessment can be made of capital inflows, such as foreign aid, required to

guarantee dynamic feasibility along the forecast path.

The sequence of steps that were followed in constructing the forecast scenarios are the

following:

Step 1k We begin by constructing indices of real potential GDP
throughout the projection period for each of the three
sectors considered: Agriculture, Industry and Services. Using
forecasts of capacity utilization rates for each sector, we
construct projections of real actual GDP for each sector.
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Step 6:

From real potential GDP we construct the corresponding
forecasts for sectoral capital stock employing the appropriate
capital-output ratios. From the time-paths for sectoral
capital stock we derive net investment requirements for each
sector. Given assumptions about sectoral depreciation rates,
we construct time-series of gross investment requirements
for each sector and for the economy as a whole.

We construct projections for the key components of the
government budget and the derived estimates of public
savings.

We construct projections for private domestic savings and
for net remittances from abroad.

We construct projections for exports and imports of
commodities and services and for the current account.

Using the projections for private savings found in Step 4,
the projections for public savings found in Step 3, and the
projections for gross domestic investment found in Step 2,
we compute the requircments for foreign savings by
employing the flow-equilibrium equation.

We construct forecasts of the real exchange rate throughout
the projection period. Employing the real exchange rate as a
conversion factor, we compare the values of the foreign
savings requirement in Step 6 with the current account
balance found in Step 5. Adjusting for the resulting
disequilibrium--accidental balance would be rare -- involves a
choice between (1) changing the import/export ratio suitably
to modify the current account balance, or (2) changing the
revenue/expenditure ratio on the government side, so as to
affect the level of public savings. An appropriate mix of
these adjustments is conducted until the savings- investment
balance is achieved throughout the projection period, thus
ensuring static feasibility of the forecast trajectory.

Achievement of the savings-investment balance assures static
feasibility of the projections but does not guarantee the
satisfaction of stock-equilibrium which is an additionally
required condition for a trajectory to be feasible. Stock
disequilibrium may occur, for example, when sustained
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current account deficits lead to unacceptable accumulations
of foreign debt or to unacceptable draw-downs in the level
of international reserves. In such an instance, new
adjustments may become necessary to ensure flow-
equilibrium at lower levels of the current account deficit.
We construct projections of the capital account, including
flows of foreign aid, and of the balance of payments. We
compute the evolution of the level of international reserves
throughout the projection period employing the reference
level at the beginning of the forecast period, and the
projected values for the balance of payments. If the level of
international reserves behaves adequately, the forecast
trajectory is accepted. Otherwise, there is the choice of (i)
making adjustments to the capital flows projections or (i)
recalculating the current account balance and flow-
equilibrium conditions, as described above.

3.2 Description of Scenarios

We have constructed two alternative sets of projections corresponding to
Low-Growth and High-Growth scenarios. The Low-Growth scenario is based on overall
growth rates consistent with trends in sectoral performance throughout the last decade.
The specific assumptions underlying each scenario, and the corresponding projections,

are described below.

3.2.1 Scenario A: Low Growth

The projections for actual real output through FY2000 are presented in
Table 3.1. Average annual growth rates for the projection period are 2.2 percent for
Agriculture, 4.5 percent for Industry and 4.8 percent for Services, consistent with output
performance recorded during the last decade. Growth rates for overall GDP average

3.8 percent under the low-growth scenario.

Projections for current account variables were constructed and are

summarized in Table 3.4. Traditional merchandise exports were assumed to increase at
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an annual rate of 0.4 percent and non-traditional exports at 6.4 percent. Merchandise
imports were assumed to increase at an average annual rate of 2.4 percent throughout
the projection period--with an implied income- elasticity of demand for imports of 0.63.
Remittances were assumed to grow at an average rate of 2.6 percent, somewhat below
the historical growth rates. Deficits on current account are shown to increase from 1098
million dollars in FY89 to 1693 million dollars in FY2000. Projections of public savings
were first consiructed, as shown in Table 3.2, under the assumption of annual 3.8
percent growth in government revenues from tax and non-tax sources, -1.0 percent
growth in transfer payments and 8.0 percent annual growth rates in real government
consumption, values near realized performance over the last decade. Projections of the
government revenue and development budget employed in estimating the flow of public

savings are presented in Table 3.5.

Under the above set of assumptions, as is shown in Table 3.2, aggregate
savings and aggregate investment are not in equilibrium: foreign savings requirements
exceed the current account deficit and this discrepancy increases throughout the
projection period. As discussed above, there are various alternatives for adjusting
towards equilibrium. We chose to ensure savings-investment balance by lowering the
projected growth rate of government consumption expenditures from 8.0 percent to
approximately 6.0 percent per annum in order to reduce the abuolute vaiue of--
negative --public savings and thus the requirements for foreign savings. The adjusted

figures, showing overall savings-investment balance, are displayed in Table 3.3.

Implications of the projected trajectories from the standpoint of the
evolution of international reserves are displayed in Table 3.4. It can be seen that, with
aid disbursements growing at 0.43 percent per year in real terms, there is a surplus in
the balance of payments through FY96, after which a deficit results, causing
international reserves to start declining. Therefore, adjustments would be required in
the level of aid disbursements or in the current account deficit in order for this

scenario to be sustainable in the long-term.
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fgriculture
Actual 6DP
Growth Rate
Potential 6DP
Grouth Rate

Industry
Actual 6DP
Gronth Rate
Potential 60P
Growth Rate

Secvices
Actual 6OP
Grouth Rate
Potential BDP
Grouth Rate

Econoay
Actual 6DP
Growth Pate
Potential 60
Gronth Rate

TABLE

-

J.1

SCENARIG #: iL0W GROWTH -- PROJECTIONS OF REAL ACTUAL AND REn. POTENTIAL 6DF By SECTORS
(Miilion Taka of FYBB and Annual Fercentages)

FYBy FY9o Fy9l FY9l FY93 FY9 FY93 FY%e FY§7  Fyes FY99 FYoo
287732.5 296337.2 305513.2 314610.2 323959.6 331086.7 33B370.6  345814.6 351422.7  361198.0 369144.4 3772¢5.5
3.0 3.1 3.0 3.0 2.2 2.2, 2.2 2.2 2.2 2.2 2.2
317936.5 324951.1 332079.6 319385.4 348851.8 3544BZ.6 362281.2 370251.4  37B396.9 386721.6 395229.5 403924.6
2.2 2.2 2.2 .2 2.2 2.2 .2 2.2 2.2 2.2 2.2
86223.7 89979.9 94208.9 986356.7 103272.7 108126.5 113208.4  118529.2 124100.1 129932.8 1346039.6 142433.5
4.4 4.7 4.7 4.7 4.7 4.7 4.7 4.7 4.7 4.7 4.7
94336.6 98770.4 103412.6 108273.0 113361.9 118689.9 124268.3  130108.9  136224.0  142626.6 149330.0 156348.5
4.7 4.7 4.7 47 4.7 £.7 4.7 4.7 L) 4.7 4.7
256b16.1 269446.9 282919.2 297065.2 311918.5 327514.4 343890.1 361084.6 379138.8  398095.8 418000.4 438900.6
3.0 3.0 5.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0
314866.4 330609.7 347140.2 364497.2 382722.0 401858.1 421951.0 44304B.6 445201.0 48B461.1 512884.1 538528.3
3.0 3.0 3.0 3.0 3.0 3.0 .0 _ 3.0 3.0 3.0 3.0
630572.3 655763.9 682641.4 710312.2 739150.7 766727.6 795469.2 825428.6 BS6661.6 889226.6 923184.6 958599.6
4.0 4.1 4.1 4.1 3.7 3.7 3.8 3.8 3.8 3.8 3.8
727139.5 754311.2 782632.4 812155.6 842935.7 B75030.6 908500.5 94340B.9 979822.0 1017809.3 1057443.7 1098801.4
3.7 3.8 3.8 3.8 3.8 3.8 3.8 3.9 3.9 3.9 3.9
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(1) Feal 6ross Invectsent

12} brase National Savings

brass Private Savings
Dosestic Savinge

Kesittances
brose Public Savings
Govt. Revenue

Govt. Consusption
Transfer Payaents

{3) Foreign Saving Regquiresent
{4) Real Exchange Rate

{5} Fareign Saving Requiresent §
{8} Current Account Balance §

{7) S-1 Balance

Note: {3) = (11 - (2]
51 = (3} x ¢4)
(7 = {51 - (61

TABLE 3.2

EX-ANTE SAVINGS-INVESTMENT DISEQUILIBRIUM--EXTRAPOLATION of PAST TRENDS
(M1l}ion Taka and Million Dollare of FYB8:

FY93 FY9s FYe? FY96 FY95 FYQ0
81040.0 B4SET.¢ 88262.¢ 92133.0 96193.¢ 100451.1 104917.4 109602.3 114517.8  119675.7
JI054.6  Job7I.4 J4442.9 33051.0 31382.¢ 294081  27102.6  2443i.4  2i360.3  17B5Z.0
30445.8 51738.6 53064.6 DA324.6 D3819.5 57250.1 9B717.4  60222.3  41745.9  63349.0  64972.6  663B.0
24950.3 25576.0 262i7.5 26B75.0 27549.0 28239.9 28948.2  29674.2 - 30416.4  311B1.3  31963.4  32785.0
25495.5  26162.6 28270.3 29010.2 29769.z  30548.1  31347.4  32167.6  33009.3  33B73.0
91.2 ~15066.0 ~16911.3 -19015.5 -2137..6 -24199.1 -27335.4  -30813.3 -34sb3.1 -38917.6 -43612.3 -48786.0
46031.6 47870.8 49832.68 S§1852.8 353958.0 55971.1 S5M069.2  40236.3  42538.3  H4913.5  67392.5  69977.8
53240.5 57499.7 62099.7 47067.7 72433.1 768227.7  B44B5.9  91244.8  98544.4  106427.9
13234.9 13102.6 1297%.6  12B41.8  12713.4 12586.3 12460.4  12335.8
37422.6 40012.1 64611.0  71042.0  77814.6  B5170.9  93157.5  101823.7
34.7 35.2 35.7 36.3 3s.8 37.4
1868.7 2018.1 2177.8 2148. 4 2530.7 2725.3
-1367.1  -1415.6 -1471.3  -15A1.4  -1613.0 -1492.7
301.6 598.5 700.4 807.0 917.6 1032.5
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TABLE 3.3

SCENARID A: LOW GROMTH -- SAVINGS-INVESTMENT BALANCE
(K:1l10n Taka and Million Dollars of FYBB)

Y8y FY90 FY9i Fy92 FY93 FY94 FY93 FY9s FY9? FY98 FY9% FYoc
74477.2 7o6B84.7 B1046.1 B45E9.2 BB262.0 92133.1 96193.4  100451.1 104917.4 109602.3  114517.8  1194875.7
39627.5 19369.2 41806.9 43421.9 45400.6 47086.4 4B777.3  50476.0  S52136.5  53699.¢  S5143.5  56429.0
50443.6 51738.6 53084.6 54424.6 55619.5 57250.1 S5B717.4  60222.37  41745.9  63349.6  64972.6  6663B.0
24950.3 25576.¢ 26217.5 26875.0 27549.0 28239.Y 26948.2  29674.2  3J0418.4  31181.3  31963.4  32765.
25495.5 26182.6 26847.2 27549.6 2B270.5 29010.2 29769.2  3054B.1  31347.4  32167.6  33009.3  33675.0

-10817.9 -i2369.4 -11257.7 -11002.7 -10418.8 -10163.7 -9940.1 -9744,3  -9435.3  -9349.9  -9829.1 -10208.4
46031.6 47670.8 49832.6 51852.8 S53958.0 S55971.1 5B069.2  40256.3  62538.3  64913.5 473925 69977.8
43071.8 46606.1 47586.9 49486.9 S1141.9 53032.2 55037.8  57158.8  S9458.2  61977.2  64761.2  67850.4
13777.8 13640.1 13503.7 1336B.6 13234.9 13102.6 12971.6  12841.8  12713.4  12086.3  12440.4  12335.8
34849.3 37315.5 39239.2 41147.3 42861.4 45046.7 47416.1  49973.1  52786.9  S5903.3  O93VA.3 43246.2

3.7 32.2 J2.7 33.2 33.7 34.2 .7 35.2 35.7 36.3 3s.8 37.4

1098.7 1159.1 1200.8 1240.6 1273.2 1318.3 1361.1 1415.6 1477.3 1541.4 1613.0 1692.7

-1098.7 -1159.1 -1200.8 -1240.6 -1273.2 -1318.3 -1367.1  -1419.6  -1477.3  -1541.4  -1613.0  -1892.7
0.0 6.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0



SL

{1} CURRENT ACCOUNT

Herchandise Exports
Traditional
Kontraditional

Nerchandise laports

Interest on Public Debt

Resittances

Others

Balance

{2) CAPITAL ACCOUNT
fid Disburseaments
" Project Rid
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Foad Aid
fsortization of Public Debt
Others
Balance

{3) BALANCE DF PAYMENTS
14) GROSS RESERVES

Note: (3) = (11 + (2}

TABLE 3.4

SCENARIO A: LOW GROWTH -- PROJECTIONS GF BALANCE OF PRYMENTS
{Killion US Doliars of FYBBI

FYgss FYS0 FYs! £Y92 FY93 FY94 FY93 FY%o FYs? Fy9a FY99 FY00
1286.6  1330.2 1376.4  1425.5 1477.5  1532.7 1891.2  1853.3  1719.2  1789.2  1863.4  1942.2
641.2  843.7  bH46.3  648.8  851.3  653.8  656.4  659.0  461.5  4A.1 4B6.T  449.3
645.4  686.5  730.2  776.7  B26.2  B78.8 - 934.8  994.3 1057.7 1125.1 1196.7  1273.0
-3026.7 -3096.3 -1187.5 -3240.4 -3314.9 -3391.2 -3469.2 -3548.9 -3830.6 -3714.1 -3799.5 -3885.9
-127.9 -135.3  -145.4  -154.8  -170.3 -187.3 -206.0 -226.6 -24§.3 -274.2 -301.6 -331.B
805.8  B12.6 821.6 B30.6 BI9.B  BA9.0 BS6.3  Bs7.B  B77.3 B8T.0 8957  906.6
-34.5  -70.3 -87.9 -101.5 -105.2 -§21.5 -141.5 -165.1 -194.0 -229.3 -272.0 -322.%9
-1098.7 -1159.1 -1200.8 -1240.6 ~1273.2 -1318.3 -1367.1 -1419.& -1477.3 -1541.4 -1813.0 -1492.7
1656.4  1672.9  1690.0 1706.5 1723.6 1740.9 1738.3 1775.9 1793.4 1BIl.6 1B29.7 1B48.0
1225.7  1238.1 125L.6  1237.3  1249.0 1270.7 1248.5 1278.7 1264.5 1286.2 1271.7 129%.6
248.5 250.9  253.5  273.0  275.8  313.4 35i.6  355.2  3RA4 398.6  4X9.1  M43LS
182.2  183.9  183.9  196.2 198.8 154.8 198.2  142.0  134.5  126.8  118.9  110.9
-179.3  -193.6 -209.1 -225.8 -243.9 -243.4 -284.5 -307.3 -331.8 -358.4 -3B7.0 -418.0
-70.0 -720.6 -70.0 -70.0 -70.0 -70.0 -70.0 -70.0 -70.0 -70.0 -70.0 -70.0
1407.1  1409.3 1410.9 1410.7 1408.7 1407.5 1403.8 1398.6 1391.8 1383.2 1372.7 1360.0
308.4  250.2  210.1 170.1 136.3 89%.2 3.7 -21.0  -B5.5 -158.2 -240.3 -332.7
1264.4  1454.6  1664.7 18349 1971.4 2060.6 2097.3 2076.3 1990.7 1B32.5 1592.2 1259.5
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3.9

SCENARIO A: LOW GROMWTH -- PRCJECTIONS OF GOVERMENT BUDGET AND PUBLIC SAVINGS

{Nillion Taks of FYBBi

Fyse FYS0 FY91 Fy92 FY93 FY94

FY95

FY%

FY9?

Fy9s

Fyee FYoo

46031.8 47870.B 49632.6 51852.8 S53958.¢ 55971.1
37834.3 J9345.8 40958.5 42618.7 44349.0 44003.7
8197.4 B8524.9 8B74.3 9234.1 9605.¢ 9967.5

47121.3 39221.1 51032.4 52664.4 54077.7 355701.5
38764.6 41940.1 42828.2 44538.2 44027.7 47729.0
B266.7 8184,0 B8102.2 8021.2 7941.0 7861.5

90.0 97.0  102,0  105.0  10%.0 111.0

42366.6 44067.1 43631.0 45277.4 47075.5 46548.4
32548.3 33931.1 33470.9 34981.3 Josb67.3 35004.1
7159.9  7469.1 9997.4 10428.9 10909.8 10741.2
13018.5 13380.6 11193.6 [11714.% 12298.1 12051.4
12369.9 12301.3 12280.0 12637.5 13459.4 13211.4
4307.2 4660.0 4738.7 4948.7 5114.2 5343.2
5511.1  5456.0 5401.5 5347.4 52%4.0 5241.0

43071.8 45600.1 47385.5 49486.9 51141.9 S53032.2
13777.8 13640.1 13503.7 1336B.6 13234.9 13102.6

-16817.9 -12349.4 -11257.7 -11002.7 -10418.8 -10163.7

58069.2
47728.1
16341.1
37432.¢
49534.0
7782.9
115.0

48357.4
376635.0
11225.4
12817.2
13822.5

5503.8

Si88.6

55037.8

12971.6

-9940.1

$0236.3
49525.7
10730.6
39248.0
91442.9
7705.1
120.0

48562.4
37729.8
12251.2
11140.7
14337.%

5715.9

5136.7

371538.8

12841.8

-9744,3

$2536.3
91399.7
11136.6
612635.4
53512.4
7628.1
125.0

50450. 1
39419.0
12788.5
11650.8
14978.6
3945.8
5085.4

59458.2

12713.4

-9435.3

64913.5
33353.6
11559.9
63462.3
93778.5
75351.8
131.0

52384.2
41152.0
13343.2
12171.2
15637.6

§191.7

5034.5

81977.2

12586.3

-9649.%

47392.5 69977.8
93391.1 S57516.0
12001.4 12461.8
45895.3 66604.9
58285.1 61065.4
7476.3  7401.5

1.0 1368.0

54383.8 S6404.4
42923.5 44735.0
13913.7  14459.6
12699.4 13234.8
16310.4 16998.6
8476.1  4785.0
4984.2 4934.3

84761.2 57850.4
12460.4 12335.8

-9829.1 -10208.4



3.2.2 Scenario B: High Growth

Projections for real output through FY2000 under the High Growth
Scenario are presented in Table 3.6. Average annual growth rates through the
projection period range from 3.2 percent to 3.3 percent for Agriculture, 4.7 percent to
6.1 percent for Industry and 6 percent to 6.5 percent for Scrvices. Growth rates for

overall GDP are in the 4.8 percent-5.2 percent range under Scenario B.

Projections for current account variables are summar .zed in Table 3.7.
Traditional merchandise exports show growth rates in the 0.4 pzrcent- 0.6 percent
range, while non-traditional exports grow at rates between 8.0 sercent and 8.7 percent.
Merchandise imports were assumed to increase at an average innual rate of 3.0
percent to 3.2 percent throughout the projection period, reflecting the increased
demand for intermediate and capital goods under the High Growth assumptions.
Foreign remittances were assumed to grow at an average rate of 2.6 percent, showing
no change relative to Scenario A, since factor payments {rorn abroad primarily depend
on conditions in the labor markets in the Middle East anc, as a first pproximation,
can be assumed to be exogenous to internal growth in Baugladesh. Deticits on current
account are shown increase from 1109 million dollars in 17Y89 to 1759 million dollars in
FY2000. Projections of public savings were first construcied, as shown in Table 3.7,
with government revenues from tax and non-tax sources growing at between 5.2 and 5.6
percent, -1.0 percent growth in transfer payments and 10.5 percent annual growth rates

in real government consumption,

Under the above set of assumptions, as is shown in Table 3.7, aggregate
savings and aggregate investment are not in equilibrium: foreign savings requirements
exceed the current account deficit and this discrepancy increases throughout the
projection period. As shown in Table 3.8, savings-investment balance was achicved by
lowering the projected growth rate of government consumption expenditures to 3.5

percent per annum. This reduced the absolute value of--negative--public savings and

17
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TABLE 3.4

SCENARIG B: HIGH GROWTh -- PROJECTIONS OF REAL ACTUAL AND REAL PGTENTIAL 6BF BY SECTORS

§6223.7

94336.6

258571.3 274085.
&,
317285.3 336301,
8.

$32527.5 661104,
4.
729538.5 760827.

-

.a

L3

3

(=T S I =]

4
5
5

(R1llion Taka of FYBS and Annual FPercentages)

FYSi FYSo FY§3 Frsd F95 FY9S FY9? FY§6 FY§e FYO0

157305.7 316317.5 330342.¢ 341244.2 352505.2  36A137.9  ST6154.5 188567.6  401390.3  41463s.2
2.3 3.8 3.8 3.3 3.3 3.3 3.3 3.3 3.3 3.3
S14031.7 JATIRA.6 353686.C 365357.8 377414.%  IB9Be9.3  402735.¢ 416025.2 429754.1  4A3935.9
2.0 Z.B 3.6 3.3 3.3 3.3 3.3 3.3 3.3 3.3
$4749.5 95771.7 105256.6 111256.4 117822.5 125009.8  132633.4 140726.1  149316.4  158418.4
3.1 5.3 3.3 5.7 3.9 6.1 6.1 s.1 6.1 6.1
164006, 0 1095163 115541.9 122127.7 1293333 137222.4 145593.2  1S54474.4  143897.3 173895.0
.1 5.3 3.3 3.7 S.1 8.1 6.1 8.1 6.1 s.1
291676.8 309707.% 329838.9 351278.4 374111.5 398428.8 A724326.6 451907.9 481281.9  512563.2
8.2 6.4 6.3 8.5 8.3 8.3 6.3 8.3 8.5 8.3
357151.9 38¢109.7 404710.3 431016.5 459032.5  488B6Y.7 520646.2 554488.2 590529.9  628914.4
8.2 6.4 6.9 6.3 8.3 8.5 8.5 8.5 6.5 6.3
§93137.5 727796.6 765440.4 803781.0 BA443S.4 887576.5 §33116.5 981201.6 1031982.6 1085619.8
4.8 5.9 3.2 3.9 3.1 3.1 3.1 5.2 5.2 5.2
795189.7 832912.6 §73938.3 918502.0 963780.4 1015961.5 1068974.3 1124987.8 11B4181.3 1246745.3
3 4.3 4.7 4.9 4.9 4.5 5.0 5.0 5.0 5.0

4.1
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TRBLE 3.1C

SCENAR]IQ B: HIGH GROWI® -- PRGJECTIONS GF BALANCE OF PAYMENTS #
{Maltion US Dollare of FYBB)

Frgs FY90 Fyst FY§2 FYes FYS4 FY?S FY3eo FYYi FY98 FY9y FYOO

(1) CURRENT ACCOUNT
1962.7 2091.2 2208.G

Berchangdise Exports 1267.0 1357.€6  1412.9  M477.4  1546.8  1621.5 170Z.¢  1786.7  1882.i
Trad:ticaal odi.t o43.0  443.1 851.5  454.E 858.2 bbl.c 663.1 6b8.6  672.1 675.8  479.4
Nentraditional $53.1 767.6 764.7 823.5 892.¢ 963.7  1040.4  1iZ3.6  1213.3  1310.6  1415.4  1528.7
Berchandise laports -3077.0 -3200.1 -3326.1 -3461.1 -3599.7 -3743.7 -3893.4 -4045.7 -4211.2 -4379.6 -45S4.8 -4737.6
Interest cn Public Debt -130.7  -145.9  -1e0.5 -176.6  -194.3  -213.6  -235.0 -25B.5 -284.4 -112.8 -344.¢ -378.5
Fes:ittances gul.® Bl2.¢ B21.6  B3y.6  B39.6 B45.0  BS8.3 BS7.8  877.3  BB2.G  BRs.7  908.4
Others -3.3 -5z -BL.7 -11S.5  -1§3.4  -210.1  -233.1  -263.1  -254.7 -255.1 -259.5 -24B.0
Balance -1142.2 -1233.8 -133¢.0 -1445.1 -1560.6 -1698.9 -1801.2 -1914.3 -1990.8 -2077.8 -2170.4 -2248.8

(27 CAPITAL ACCOUNT

Ard Lisbursesents 1656.4  1672.9  1690.0 1741.1 1874.7 2030.3 2155.7 2291.6 2392.64 2506.2 2627.4  2756.8
Praject f1d 1225.7  1238.1  1250.6 1282.4 13S8.5 1481.9 1S30.7 1450.0 14Bs.8 1779.4 1825.1 1929.8

Cosaodity Aid 248.3  250.%  253.5  778.5 300.0  385.5  431.1 458.3  528.4  S51.4  630.5  4b1.6

Fogd fid 182.2 183.9 183.9  200.2  214.2 182.9 194.0 183.2 179.4 175.4 170.7 165.4
Asortization of Public Debt -179.3  -193.6  -209.1 -225.8 -243.9 -263.4 -284.5 -307.1 -331.8 -356.4 -387.0 -41B.0,
Cthers -70.¢ -10.0  -706.0 -70.0 -70.0 -70.0 -70.06 -70.0 -70.0 -70.6 -76.0  -70.0
Balance 1407.1  1409.3  1410.9 1445.3 1560.8 1496.9 1801.2 1914.3 1990.8 2077.8 2170.4 224B.8

(3) BALANCE OF PAYMEXTS 264.9 178.5 74.9 0% 0.0 0.0 ¢.0 0.0 0.0 0.0 0.0 0.0
(4) EROSS RESERVES 160.9  1336.4  1411.3  1411.3  1411.3  1410.3 1410, 1411.3  1411.3 1411.3 1411.3 14183

Mote: (J) = (1) ¢ 12}
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SCEMARIO B: HIBH GROWTH -- PROJECTIONS OF GOVERMENT BUDGET
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rYe0

FYQ!I

FY92

FYe3

TAbLE

sY94

w11

FY935

FY9e

ANL PUBLIC SAVINGE

FY9:

Fyge

FY9s

3 (]

465630
3818'.7
838L.3
A7725.8
39368.9
263.7

96.0

42433.8
32548.3
7159.9
13016.5
12365.9
4374.3
3511.1

43745.2
13777.8

-10938.4

48975.¢
40159,
8813.
49627,
40745.6
8184.¢
97.¢

N "

2]

43934.5
33951.1
7449, 1
13580.0
12901.3
4527.4
9456.0

45274.2

13640.1

-9939.3

sistt.
42219,
927z,
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102.(

[T o I o . ]

43538.2
33470.9
9957.4
11193.6
12280.¢
4483.9
5401.5

44858.8

13563.7

-8852.4

24293.%
44520.7
9772.6
S1775.2
4364%.0
8021.2
105.0

£3178.4
34981.3
10428.9
11714.9
12837.5

4849.9

S347.4

48498.9

13368.6

-1574.0

57225.4
46924.¢
10300.¢
5322.7
A5174.6
7941.¢
109.0

46980.9
Jb667.3
10909.8
12298.1
13459.4

5919.4

5294.0

50196.4

13234.9

-6205.9

60315.
49456.7
1085¢.
34730,
40757,
7861,
11,

en
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46440.5
36004.1
10741.2
12031.4
13211.4

5195.3

5241.0

51953.2

13102.6

-4740.3

83372
9212§.5
11445, 1
56292.4
48394.4
1782.%

115.¢

48230.8
376835.0
11225.4
12817.2
13822.5

in.?
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S3771.4

12971.6

-3170.6
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48431.9
37729.8
12251.2
11146.7
14337.9

5555.4

5136.7

55653.6

12841.8

-1420.0

707713
38032.5
12736.8
39394. 4
S1841.4
7628.1

123.¢

50264.5
39419.0
12786.5
11650.8
14979.4

5760.2

$0835.4

37601.5

12713.4

456.4

74451.4
$1056.1
13401.3
61336.5
93635.6
7351.6
131.0

32148.3
41152.0
13343.2
12171.2
15837.6

5961.8

3034.5

39617.5

12586.3

2247.46

78322.6
642247
14098. 1
83143.5
39333.7
7478.3

134.0

34678.1
42923.5
13913.7
12699.4
16310.4

8176.4

4984.2

61704.1

12460.4

4156.3

B2395.6
87564.4
14831.2
£5016.9
57477.4
7401.5
138.0

56055.7
44735.0
14499, 4
13236.8
16998.4

63884

4934.3

43843.8
12335.8

6196.0



thus the requirements foreign savings. The adjusted figures, showing overall saving-

investment balance, are displayed in Table 3.8.

Implications of the projected trajectories from the standpoint of the
evolution of international reserves are displayed in Table 3.9. It can be seen that, with
foreign disbursements growing at 0.43 percent per year in real terms, there is a surplus
in the balance of payments through FY91, after which there are sustained and growing
deficits in the balance of payments, causing international reserves to reach a value of -
2977 million dollars by FY2000, a clearly unfeasible ouicome. The adjustments made
by increasing foreign aid disbursements in order to reduce the balance of payments
deficit and stabilize the level of foreign exchange reserves are shown in Table 3.10.
Table 3.11 shows the projected evolution of key components of the government budget

corresponding to Scenario B.

3.3 Analysis of Scenarios

The main conclusions that emerge from the scenario projections are that, if
present trends in investment financing and foreign trade continue, a GDP target growth
rate of 3.8 percent would lead to increasing deficits in the balance of payments as of
FY96, while a target growth rate of 5.2 percent for GDP would lead to deficits in the
balance of payments as of FY92. Furthermore, in the case of 5.2 percent growth, the
level of gross international reserves would reach negative levels by FY97 and would
attain clearly unfeasible negative values before FY2000. For this last set of projections,
involving 5.2 percent GDP growth, a modified scenario, denoted Scenario B* in Table
3.17, has been constructed assuming that from FY92 onwards, levels of foreign aid
would increase sufficiently so as to stabilize the lev.. of international reserves by
eliminating the balance of payments deficits. The evolution of the levels of gross
international reserves for Scenario A, Scenario B and Scenario B* are depicted in Fig.

3.10.
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Departures from the postulated scenarios can be readily hypothesized. If both
the deficit on current account and the savings-investment gap were narrowed, then the
postulated growth rates might be achieved without increases in the postulated levels of
foreign aid. Another favorable departure might arise through reversal of past trends in
the deterioration of capital productivity. It should be noted that, given the assumed
rates of GDP growth for Scenarios A and B, the corresponding requirements for
investment have been estimated assuming that capital productivity would evolve
according to historical trends. Whether the marginal productivity of capital will increase
in the future --or, equivalently, whether the Incremental Capital-Output Ratio (ICOR.)
will decrease--cannot be ascertained with exactitude ex ante. The future evolution of
the marginal productivity of capital is the result of two opposing sets of forces: on the
one hand, increased efficiency due to learning effects, improved managerial skills and
higher quality of capital and, oi: the other hand, diminishing returns due to increasing
long-run marginal cost curves for most economic activities, primarily agriculture. The
net effect of these two opposing sets of forces cannot be nredicted with precision,
which motivates our assumption of modeling future behavior on the basis of realized
performance. However, the possibility that the net effects on marginal capital
productivity will lead it to increase over the next decade cannot be dismissed. If this
were to occur, levels of total investment required to achieve the postulated growth
rates in GDP would diminish and the difficulties with the behavior of international

reserves identified above would be alleviated.

Table 3.12 presents the key assumptions on savings behavior, fiscal and foreign
sectors, underlying the postulated scenarios. The growth rates for these variables were
computed on the basis of income elasticities derived from the historical record. Table
3.13 shows the impact of Scenarios A and B on sectoral and global ievels of
employment. The consequences of the hypothesized scenarios on future food
production and food import requirements are summarized in Table 3.14 and depicted
in Fig. 3.5 and Fig. 3.6. Table 3.15 shows the alternative levels of per capita income

and per capita consumption achievable under Scenarios A and B throughout the

35



planning horizon. Tables 3.16 and 3.17 show the behavior of the current account

balance and the balance of payments under the postulated scenarios.

Table 3.12
AS8SUMPTIONS FOR PROJECTED SCENARIOS

S8cenario A Scenario B
Low Growth High Growth
ANNUAL GROWTH RATES

Agriculture GDP 2.2% 3.2%-3.3%
Industry GDP 4.7% 4.7%-6.1%
Services GDP 5.0% 6.0%-6.5%
Economy GDP 3.8% 4.8%-5.2%
Private Domestic Savings 2.5% 2.9%-3.1%
Remittances 1.1% 1.1%
Govt. Revenues 3.8% 5.2%-5.6%
Govt. Consumption' 8.0% (6.0%) 10.5% (3.5%)
Govt. Transfer Payments -1.0% -1.0%
Traditional Exports 0.4% 0.4%-0.6%
Non-Trad. Exports 6.4% 8.0%-8.7%
Imports 2.4% 3.0%-3.3%

Figures in parentheses rcfer to growth rates after adjustment to ensure savings -- investment
balance.
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Figure 3.1
REAL GDP
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Table 3.13

EMPLOYMENT IMPACTS OF PROJECTED SCENARIOS

Employment
Impact

AGRICULTURE

Mill. Emp. 2000
Mill. Emp. 1988
Gain

$Gain

$Annual Growth

INDUSTRY

Mill. Emp. 2000
Mill. Emp. 1988
Gain

$Gain

$Annual Growth

SERVICES

Mill. Emp. 2000
Mill. Emp. 1988
Gain

$Gain

$Annual Growth

ECONOM

Mill. Emp. 2000
Mill. Emp. 1988
Gain

$Gain

3$Annual Growth

New Entrants
1989/2000

Net Reduction in
Unemployment
(Millions)

Scenario A
Low Growth

18.21

16.84

2.37
14.11
0.56

7.19

4.00

3.19
79.75
5.04

21.99

11.10

10.89
98.11
5.85

47.41

31.93

15.48
48.48
3.23

13.12

2.36

Scenaric B
High Growth

18.71

16.84

2.87
15.34
0.85

7.91

4.00

3.91
97.75
6.83

26.34

11.10

15.24
137.29
7.60

52.9€

31.93

21.03
65.86
4.78

13.12
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Figure 3.2
EMPLOYMENT IN AGRICULTURE

(Million Workers)
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Figure 3.3
EMPLO
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Figure 3.4
EMPLOYMENT IN SERVICES

(Miltion Warkers)
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Table 3.14_

FOOD PRODUCTION AND IMPORT REQUIREMENTS

Population: FY89 111.1 million
FY95 128.5
FYOO 144.2
Growth Rate: 85-90 2.51%
90-95 2.45%
95-00 2.33%

Nutritional Target Requirements
15.5 ounces of foodgrain per day per capita

FY89 17.82 MMT
FY00 23.13 MMT

Scenario A Scenario B
Low Growth High Growth
FOODGRATN PRODUCTION
(MMT) FY1989 15.83 15.83
FY1995 18.61 19.39
FY2000 20.75 22.81
IMPORT REQUIREMENTS
(MMT) FY1989 1.99 1.99
FY1995 2.00 1.22
FY2000 2.38 0.3




Figure 3.5
PROJECTIONS OF FCODGRAIN PRODUCTION

(Miflion Matric Tonm)
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PROJECTED FOODGRAIN IMPORT REQUIREMENT

Figure 3.6

(Mifion Metric Tonm)
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Table 3.15

PER CAPITA INCOME AND CONSUMPTION

Scenario A Scenario B
Low Growth High Growth
GDP PER CAPITA
Real Taka of FY88
FY1989 5620 5620
FY1995 6190 6585
FY2000 6605 7497
Real US$ of FY88
FY1989 151 151
FY1995 179 184
FY2000 178 191
CONSUMPTION PER CAPITA
Real Taka of FY88
FY1989 5102 5102
FY1995 5504 5807
FY2000 5811 6613
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Figure 3.7
PER CAPITA GDP

(Thousand Taka of FYE8)
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Figure 3.8
PER CAPITA REAL PRIVATE CONSUMPTION
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Table 3.16

PROJECTIONS OF CURRENT ACCOUNT BALANCE

Merchandise Exports

FY1989
FY1995
FY2000

Merchandise Imports

FY1989
FY1995
FY2000

Renmittances
FY1989

FY1995
FY2000

Current Account Balance

FY1989
FY1995
FY2000

Scenario A
Low Growth

1286.6
1591.2
1942.2

3026.7
3469.2
3886.9

803.8
858.3
906.6

-1098.7
-1367.1
-1692.7

Scenario B
High Growth

1297.0
1702.0
2208.0

3077.0
3893.4
4737.0

803.8
858.3
906.6

-1142.2
-1801.2

98




Figure 3.9
CURRENT ACCOUNT BALANCE

(Bittion Dollare of FYBG)
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Tabla 3.17

FPROJECYIONS OF BALANCE OF PAYMENTS AND AID REQUIRFMENTS

scenario A Scenario B B*
Low Growth Eigh Growth
BATANCY. OF PAYMENTS
FY1989 308.4 264.9
FY1995 36.7 -397.4 (0.00)
FY2000 -332.7 -908.8 (0.00)
DEVELOPMENT AID
FY1989 1656.4 1656.4 (1656.4)
¥Y1595 1758.3 1758.3 (2155.7)
FY2000 1848.0 1848.0 (2756.8)
INTERNATIONAL RESERVES
FY1989 1204.4 1160.9 (1160.9)
FY1995 2097.3 538.8 (1411.3)
FY2000 1259.5 -2977.1 (1411.3)

Scenario B*--High Growth with Adjustments in Capital
Account
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Figure 3.10
GROSS INTERNATIONAL RESERVES

(Biflion Doliors of FYS8)
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Figure 3.11
REAL FOREIGN AID DISBURSEMENTS

(Bifion Dullars of FYBB)
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Figure 3.12
BALANCE OF PAYMENTS

(Biltion Dollars of FYB8)
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4, RECOMMENDATIONS

A new strategic theme underlies programs and interventions recommended for
implementation by USAID/Bangladesh: investment in human resources. It is
recommended that by the end of the forthcoming CDSS period, at least 50 percent of
project aid be devoted to programs related to education, training and skills

development, including the new initiatives described below:

| Food for Education Program;
[ National Center for Trade and Investment; and
] National Center for Employment and Productivity.

The proposed new emphasis on human capital development integrates the following

features:
] Exploitation of comparative advantage of USAID in gaining access to
technical specialists and training resources;
] Elimination of existing sociopolitical barriers is not a strict prerequisite for
success;
] Potential payoffs are very great given the low levels of human capital
serving as a point of departure;
" Direct benefits includz enhanced export potential, increased employment
and productivity; and
] Indirect benefits include enhariced absorptive capacity of development aid
and greater efficiency of investment generally.
4.1 Development and Aid Delivery
411 NGO Network

The network of over 500 volunteer organizations -- nongovernmental organizations or
NGOs -- that exists within Bangladesh is one of the largest in the world. This network

constitutes an underutilized resource since its members operate in a disaggregated,
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disconnected fashion. By establishing an integrative framework, USAID/Bangladesh
should attempt to employ this network for the purposes of increasing efficiency in
development aid delivery, taking advantage of the network’s presence at the community

level and affording the possibility of bypassing governmental institutions.

4.2 Food and Agriculture
421 Technology Diffusion

Diffusion of modern technologies should be continued and intensified, through
improved and extended financing modalities for the procurement of shallow tube-wells

(STWs), high-yielding variety seeds (HYVs) and fertilizer inputs.

422 Agricuitural Research

Support should be strengthened for research activities aimed at developing indigenous,
location-specific, high-yielding varieties of foodgrains and other crops. Employment
intensity and efficiency of crop production and crop processing should be enhanced by
promoting research for appropriate technologies which are capital-saving, land-saving

and labor-using.

423 Food for Education

Feasibility studies should be conducted for programs aimed at distribution of PL-480
food aid by means of lunches for schoolchildren. This would provide greater strength in
negotiating government support for education and would lessen difficulties stemming

from the system of indirect subsidies for food.
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4.2.4 Efficiency of Rural Markets

With a view towards the long-term, studies should be undertaken to quantify the
economic and financial costs and benefits of restructuring rural markets and the system
of land ownership. Carefully conceived changes in the system of land tenure may
drastically alleviate the chief impediments that now exist for the achievement of
increased efficiency through greater competition in the markets for land, labor, credit,
crop production, processing, and distribution. These are options that Bangladesh cannot

afford not to consider.

43 Private Sector and Employment

4.3.1 Export Growth

A sustainable growth path which does not demand ever-increasing levels of foreign
assistance requires continued improvement in export performance. To achieve this goal,
the following initiatives are recommc .-led.

m Promotional Pclicies. Export promotion should be pursued by means of:

- Increased access to imported inputs for exporters;
- Tariff reductions to reduce anti-export biases;

- Duty drawback arrangements;

-- Back-to-back letter of credit facilities;

- Income tax rebates;

- Preferential interest rates and financing provisions; and
- Bonded warehouse facilities.

(] Training. A National Center for Trade and Investment should be
sponsored by USAID/Bangladesh and possibly other donors with the
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4.3

objective of providing training in international marketing, technology
transfer and export financing to Bangladeshi nationals from private
enterprises, financial institutions and universities. The Center would also
promote information dissemination in comparative cost structures,
transportation networks and foreign trading companies and advise the
government in the formulation and implementation of export

promotion policies. The Export Promotion Project of USAID/Bangladesh
should be used as a point of departure for this initiative.

Export Substitution. Spectacularly impressive growth in exports of ready-
made garments warrants special attention be devoted to this market
segment. Informal employment in the garments industry cquals the sum
total of employment in all industries composiug the entire formal
manufacturing sector. Specific studies should be com.nissioned to:

- Identify the sources of past growth for this segment;
- Identify possible interventions to maximize future growth paths;

- Identify ways and means to replicate realized growth processes for
other nontraditional export segments; and

- Establish backward linkages with other native manufacturing

sectors, e.g., cloths and fabrics --so as to reduce the import content
of garment manufactures.

Employment and Productivity

Employment generates income and productivity growth generates income increases

from a given resource base. The following initiatives are recommended to promote

these objectives.

Microenterprise Development. Efforts to promote the growth of small-
scale and medium-scale industries, microenterprises and informal/cottage
industries should be vigorously pursued through expansion of the
Enterprise Development Project, the Private Rural Initiatives Project, the
Women’s Entreprencurship Deveiopmi:nt Project and the creation of new
projects. A network of Microindustry Development Poles should be
created in ten key locations throughout the country. The objectives of this
network will be:
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44.1

- To provide access to credit for informal industries;

- To establish backward linkages with agricultural producers and
forward linkages with commercial and distribution networks; and

- To serve as focal points for the delivery of training, support and
extension services.

The Development Poles should actively engage the participation of rural
communities in the formulation of product and marketing strategies,
buttressed by the contribution of NGOs. The network of Microindustry
Development Poles will encourage a reversal of trends in migration from
rural to urban areas, while strength *ning linkages between the crop,
noncrop and service sectors in empioyment generation and between the
formal and informal sectors in the supply of financial services.
Complementary to the high labor-intensity of microindustrics is the lower
import content of their intermediate input structure, thus contributing 10
the overall policy objectives of structural adjustiment programs.

Training. A National Center for Employment and Productivity should be
created aimed at promoting the training of top executives, middle-
managers, engineers, technicians, foremen and production-line workers in
private and public enterprises. Training should be imparted in all aspects
of productivity enhancement: strategic productivity planning and the
design . systems for incentives and rewards, control of direct and indirect
costs for increased competitiveness, shop-tloor industrial engineering and
time-and-motion studies, and the design and implementation of quality
circles. The Center will also conduct studies and advise the government
on the identification, generation and transfer of appropriate technologies
for producuvity enhancement through the implementation and use of
capital-saving, labor-using techniques. In additon, the Center will seek to
identity modalitics for increased integration between the formal and
informal scctors.

Population_and FFamily_Planning

Demand Segmentation

In order to quantitatively evaluate the potential returns of alternative strategies for

fertility reduction, it is essential to estimate, by means of suitably designed survey

studies, the composition of the target population in terms of segments exhibiting
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differential susceptibility of their fertility behavior to alternative fertility reduction

initiatives. Such key segments would ‘nclude:

B Segment susceptible to supply expansion--excess demand or "unmet needs"
segment;
| Segment susceptible to information dissemination and promotional

marketing campaign;

] Segment susceptible to increased literacy rates;
] Segment susceptible to increases in income and physical quality of life
indices; and
" Segment essentially unreachable -- religious beliefs, sociocultural bias.
442 Cost_Internalization

Mechanisms should be investigated that might provide suitable incentive and
disincentive signals to alternative modes of fertility behavior, thus generating, in effect,

a structure for the internalization of overpopulation costs to individual economic agents.

109



APPENDIX A

Agriculture: Performance and Outlook

\°



APPENDIX A
Agriculture: Performance and Gutlook

The Sector

Agriculture is the dominant sector of the Bangladesh economy. Agricultural income for 1987-88 is
estimated at US $8.8 billion, about 48 percent of the gross national product of the country (US
$18.3 billion). In 1985, the sector employed 16.7 million workers, 58 percent of the total civilian
labor force. The country earned in 1986-87 US $0.4 billion from exports of raw jute, tea, leather
and fish, which accounted for about 38 percent of the total export earnings of the country; if exports
of jute manufactures were included, the share would rise to about 67 percent. The dominant
industry, jute manuwfacturing, is dependent on agriculture for its raw materials, and the major fast
growing industry, fertilizer, sells most of its output to the domestic agricultural sector. Agriculture
is the main source of income of the estimated 80 percent of the households who live in rural areas,
and hence it is an important determinant of the market for nor-farm goods and services. The
trends and fluctuations of the major macro variables of the economy therefore largely depend on the
performance of agriculture.

The agricultural sector is dominated by the crop production activity. In 1987-88 crop production
accounted for 70 percent of the agricultural income. The share of livestock, fisheries and forestry
was 13.1, 8.1 and 8.9 percent respectively. There are few commercial livestock farms. Animal
husbandry is practiced as a subsistence activity, to supply energy for crop farming and to meet
household requirements for animal products. According to the 1983-84 agricultural census, crop
farmers operating more than 0.5 acres accounted for 89 percent of the cattle population and 72
percent of the poultry birds in the country. The 1984-85 labor force survey estimated 507,000 full-
time fishermen and 124,000 livestock workers, about 3.0 and 0.7 percent of the total agricultural
labor force.

The climate and soil in Bangladesh are suitable for growing a wide variety of crops throughout the
year. But Bangladesh is basically a rice economy. About four-fifths of the sown area (about 33
million acres) are allocated to this crop, which is harvested three times during the year -- not
necessarily on the same land -- during November to January (aman) April to June (boro) and
August to September (aus). Other crops of some importance are jute, wheat, sugarcane, potato,
tobacco, tea and different varieties of pulses, oilseeds and spices.

Some structural changes have taken place in land allocation over the last two decades. Wheat was
an unimportant crop until the mid-70s, but a rapid increase in area during the late 1970s, at the
expense of pulses and oilseeds, has made it the third major crop after rice and jute. The expansion
of wheat area has however decelerated since the early 1980s. Rice area has continued to grow both
absolutely and relatively, mainly as a result of double cropping with pre-monsoon varieties (aus) on
medium-high land during the 1960s, and with dry season boro rice on the low- and medium-low
land (facilitated by the expansion of irrigation facilities) since the mid-70s. The area under the
main rice crop, aman, has remained stagnant at around 14 millions acres over the last three
decades.

Recent trends in_production growth

After a few years of stagnation in the early 1970s, when the economy struggled to recover from the
destructions of production capacity caused by the war of independence, Bangladesh agriculture
achieved moderate progress. The growth trend for the last decade for various subsectors as
estimated from value added data reported in national accounts are as follows:
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Table 1: Recent trends in growth of agricultural production,
1978-88

1978-86 1978-88
Sub-gectors Average Annual growth rate
Crop 2.3 1.9
Livestock 2.9 2,6
Fisheries 2.8 2.4
Forestry 4.6 3.4
Agricultu-e 2.6 .1

During 1987 and 1988 the economy was ravaged by abnormally severe floods. The ioss of
production particularly in the crop sector led to deceleration in agricultural growth. These abnormal
years may not be repeated. Hence the performance of the sector in recent years may be judged by
rates of growth for the 1978-868 period. During this period the crop sector grew at a rate of 2.3
percent per year, but due to relatively higher rates of growth in forestry, livestock and fisheries,
overall agricultural income grew at 2.6 percent.

The growth in the crop sector originated from a narrow base. Cereal production grew at a rate of
2.8 percent per year, compared to 1.0 percent for cash crops and 0.3 percent for noncereal faod
crops. About four-fifths of the growth of cereals production has been on stcount of the winter
season crops of boro rice and wheat, supported by a relatively rapid expansion of irrigation facilities
in the early 1980s. The production of wheat tended to stagnate. Over the last few years boro rize
remained the only source of growth. While grain production remained stagnant at about 16.5
million tons over the 1986-89 period, the production of boro rice increased from 8.7 million tons in
1985-86 to’about 5.7 million tons in 1988-89 which compensated the severe loss to aman production
caused by the recent floods.

The growth in grain production during the dry season was achieved partly at the expense of the
noncereal food crops. The area sown under pulses, oilseeds and spices has declined mainly due to
reallocation of land to wheat and boro rice, as expansion of irrigation facilities enabled farmers to
exploit the relatively more profitable modern varieties available for rice and wheat. The decline in
production has been severe for pulses, the major source of protein intake for the poor.

The production performance of the major cash crop, jute, has been erratic and has responded to the
highly fluctuating jute-rice price rrtio. The production of jute fell from level of 1.3 million tons in
1969-70 to 0.7 million tons by 1974-75, and did not recover the pre-independence level till 1984-85.
An exceptionally high level of prices prevailing in 1984-85 however induced farmers to grow a
record crop of 1.6 million tons in 1985, which followed a drastic drop in prices during 1985-87.
During 1987-88 the size of the harvest was again down to 0.86 million tons.

The unbalanced nature of growth among various sub-sectors within agriculture is indicated by
changes in relative price for their products which reflect trends in supply in relation to demand.
The following estimates of the value added deflators are obtained from the data on sectoral income
at current and constant (1972-73) prices published in national accounts:
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Table 2: Changes in relative agricultural prices, 1972-88

Income deflator Increase per year
(1972-73=100) year (percent)
Sectors = emsecccccccsccccees||| cereeccececcccccece———
1982-83 1987-88 1972-82 1982-88
Agriculture 369 723 13.9 14.4
Crop 363 654 13.8 12.5
Livestock 392 883 14.6 17.6
Fisheries 343 887 13.1 20.9
Forestry 443 1220 16.0 22.5
Non-agriculture 402 608 14.9 8.6
Gross domestic
product 385 657 14.4 11.3

Source: Computed frc: estimates of national income at
current and constant prices, published by the
Bangladesh Bureau of Statistics.

The above information suggests that up to 1982-83 the internal terms of trade was against
agriculture; the income deflator for non-agriculture increased at a rate of 14.9 percent per year
during the 1972-82 period, compared to 13.9 percent for the agricultural sector. Within agriculture
the prices of livestock and foresiry products increased at a faster rate than those for crop and
fisheries sector. During the 1982-88 period however the terms of trade moved in favor of
agriculture, with agricultural prices increasing at 14 percent compared to about nine percent
increase in non-agricultural prices. But this was mainly due to relatively rapid increase in prices for
the non-crop agricultural products. The annual rate of increase in prices was about 18 percent for
Lvestock, 21 percent tor fisheries and 23 percent for forestry products, compared to 12.5 percent for
crops. Within the crop subsector, the price or rice, wheat and potato increased at a slower rate
than that of pulses and oilseeds.

Tl.e analysis of trends price suggests that the supply of most agricuitural products could not keep
pace with demand. If the government had not augmented the domestic supply of grains through
commercial imports and food aid, the relative prices of cereals could also have had an upward trend.
The livestock, fishery and forestry sector products have strong markets, since consumers spend
relatively larger proportion of their incremental income on these goods, as income increases. For
Bangladesh the income elasticity of dernand is estimaterd at 1.35 for neat, 1.23 for milk, 0.96 for
fish, compared to 0.47 for rice and only 0.04 for wheat. The per capita income has increased at 1.8
percer:i and population at 2.3 percent per year over the last decade, indicating that the demand for
the products of the non-crop agricultural sectors posaibly increases at a rate varying from 4 to §
percent, while their supply increases at less than three percent per year. Since many of these
products are non-tradables, the excess demand could not be met through imports. So their relative
prices had to increase substantially in order to clear the market.

By increasing profitability, the price trends should have induced producers to increase supply which
in turn would have lowered prices within a few years. Apparently this has not happened,
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particularly in non-crop agriculture sectors. It suggests existence of serious supply side constraints
to growth of production: for these sectors, which cannot be overcome merely by providing price
incentives.

Impect on pruductivity and employment

A positive aspect of receut egricultural growth is that crop productior hes increased on a bas: of &
reiatively fixed «wmount of land and workers. This means that there has been a respectable isicrease
in both iund und labor productivity. The culiivated land increased marginally from 20.4 million acres
in 1976-77 ‘o 21.7 miilion acres in 1988-87, a rate of increzse of only 0.6 percent per :ear. The
letest labor force survey gives the following picture about changes in the composition of the
employed labor force:

Table 3: Changes in agricultural labor force, 1974-85

1974 1984-85 Annual rate of
growti (percent)

Agriculture 16.8 16.7 nil
(million persons)

Non-agriculture 4.6 12.3 9.8
(milllinn persors)

motal vy T29.0 2.9

While the labor force hes increased at a rate of about 2.9 percent per year, they were absorbed
moctly in the non- agricultural sector (both in rural and urban areas) and the size of the
agricult:ral labor force remained constant. Thus income per agriciotural werker has increased at
the sar.e rate a3 the growth in agricultural value added.

Although the number of agricultural workers remained constent, the volume of employment in crop
production had an upward movement due to an ircrease in the intensity of cropping and gradual
reallocation of land from traditional *o modern varietics of foodgrains, which are relatively more
labor-intensive. On the assumption of a constant labur voefficient in individual crop varieties, it is
estinated thai these factors may have increased agricul‘ural employment from 1.83 billion person
days in 1876-77 to 2.10 hidlion days in 158G-87, an increase of about 1.4 percent per year. This
means that employment per agricultural worker in crop production increased from 109 days to 126
days per year, and iabor productivity from TK. 88 to TK. 96 (at constant 1988 prices) per day
during the 1976-86 pe:..d.

The above estimates also suggest limited potential of employment generation through the
crop-sector. The rate of growth of production and employment during 1976-86 period indicate that 1
percent increase in crop prodveiion increases employment by only 0.6 percent. If the growth in crop
production could be accelerated t» a waximum of about 3.5 percent, it would generate employment
to the extent of about 43 million person days a year, equivalent to 164 thousand new jobs for 280
days a year. On the assumption that 80 percent of the workers live in rural areas and the labor
force grows at a rate of 2.9 percent, about ¢73,000 workers enter the labor market in
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rural Bangiadesh every year. Thus, under the most optimistic scenario, crop sector may absorb only
23 percent of the new entrants to the labor force. Therefore, attention must be given to non-crop
agriculture and rion-agricultural activities for generating employment for the growing labor force.

National level information on employment generating potential of the non-crop agricultural activities
is lacking. A recent study based on a survey of 16 villages found that an average rural household
supplied about 70 hours of labor per week of which only 53 percent was allocated to crop
cultivation. The share of other activities was 7.4 percent for livestock, 7.0 percent for fishing, 7.9
percent for trade, 11.3 percent for construction and transport and the remainder 13.7 in services,
industiy and various other activities. The study has also noted that an increase in agricultural
incorne stimulates the demand for rural-based non-agricultural products and services relatively more
than crops. The landless and near landless low-income households are employed more in the
former activities than in the latter. Thus, a vibrant crop sector can lead employment generation
and income growth in non-farm rural activities through private initiatives.

Strategy and Policies

Up to the end of the 1950s the government made very little intervention in the market for
promoiing agricultural growth. But a relative stagnation of crop production coupled with an
acceleration of population growth set a rapidly declining trend in the per capita availability of food.
It became apparent that & respectable growth of production could no longer be achieved through
expansion of cultivated land. The use of modern agricultural inputs such as chemical fertilizers and
mechanical irrigation was almest nonexistent at that time. The main obstacles to the ex:.unsion of
irrigation and the use of fertilizers through the private sector was the small average size of farmi,
fragmented and scattered hcldings snd the initial thin market for the relatively unknown modern
inputs. Government intervention was thus necessary at this stage to expand irrigation facilities and
to introduce and populerize modern agricultural inputs among farmers.

In the early 1960s, the government launched & "grow more food” campaign with a package of
policies, wkich included, among others, establishment or public control in the procurement and
distribution of modern agricultural inpute, direct government involvement in development of flood
control, drainage and irrigation fucilities without, any tex burden imposed on the beneficiaries,
strengthening of the research and extension systern for developing high yielding crop varieties,
suitable for local environments and for extending them to farmers. The Bangladesh Agricultural
Development Corporation (BADC) was established in 1961 and was entrusted with the monopoly of
prccurement and distribution of sceds, fertilizers and small scale irrigation equipment. A master
plan was prepared for the water resource development ond the Water Development Board (BWDB)
was established for implementing it.

With the monopoly in business, the BADC started establishing fertilizer stores in upazila centers,
selling fertilizers to farmers at highly subsidized prices through appointed fertilizer dealers, and
began to rent out low lift power pumps and deep tuhewells to farmers’ cooperatives at a nominal
charge. The BWDB took up a few large scale muitipurpose water resource develnpment projects
(such as Ganges-Kobtak Project and Chandpur irrigation project) and began construction of
embankments along the major rivers and in coastai areas for protection of land from floods and
intrusion of saline water. The capitel and operation and maintenance costs of the BWDB activities
were borne entirely by the government.

By the mid-70s the policies regarding fertilizer and irrigation came under serious review. As a
result of the government interventions, the sale of chemical fertilizers increased rapidly and the
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operations began to put a heavy burden on the government budget. In 1975-76, the expenditure for
agricultural development activities accounted for nearly 23 percent of the total public expenditure,
and about 44 percent of the development resources for agriculture was spent for water resource
development, and 28 percent, for subsidies on fertilizer. The choice of the technology in water
resource development became a major issue. The small scale irrigation equipment was thought to be
more appropriate which could mobilize investment from the private sector and save on substantial
amount of subsidy given for water resource development. Also, questions were raised about the
income distribution effects of the agricultural subsidies. The irrigation cooperatives were found to
be controlled by large and medium farmers, who tended to use the cooperatives for their own

benefit.

As a result, several policy changes were introduced. Beginning from the mid-70s, the government
paid more attention to the development of ground water resources through deep tubewells (mostly
of two cusec capacity) and shallow tubewells (less than 0.5 cusec capacity). The government also
decided to introduce a sales program for the small irrigation equipments to individuals and
cooperatives, and to gradually phase out the previous program of renting them to cooperatives. The
subsidy on irrigation on deep tubewells and large scale projects implemented by the BWDB were
however retained.

A new marketing system (NMS) was introduced for fertilizer distribution beginning from 1978. The
new system allows any person, group or organization to register as a fertilizer dealer who can trade
in fertilizer anywhere in the country. The BADC closed its upazila sale centers and consolidated its
sale points at major commercial centers, known as the primary distribution points (PDP). In order
to promote wholesalers, the government introduced a minimum quantity restriction on fertdizer
lifting and provided higher rates of discounts to traders for lifting in larger amounts. Initially, the
fertilizer traders were to sell fertilizer to farmers at the government dztermined prices. This
however hampered movement of fertilizers to remote areas, because transport costs were to be
absorbed by traders. Recognizing this problem the government introduced the policy of fertilizer
price deregulation beginning from April 1983.

The government also adopted a policy of gradual elimination of subsidies from fertilizer beginning
from the mid-seventies. As a result of this policy, the subsidy on fertilizer was reduced from about
28 percent of the agricultural development budget to about 10 percent in the early 1980s and was
almost completely eliminated by 1985-86.

In recognition of the problem that the policy changes would increase the cash costs of cultivation,
the government also introduced a policy of price support for rice and wheat, and rapid expansion in
the supply of agricultural credit through financial institutions. The impact of these changes in
policy on agricultural development remains controversial

Recent evaluations of the policy changes indicate that the privatization in the distribution of

agricultural inputs has been welcomed by farmers. It increased competition among fertilizer traders.

In areas well connected by paved roads fertilizer was sometimes sold at a price lower than the
government determined price, which indicates that competitive pressures compel traders to share
the discounts with farmers. But the traders keep very little stock and are less interested in moving
fertilizer to interior areas, or to areas where the market is thin due to unfavorable production
environments (such as the coastal area and the highly flooded areas in the east and the south).
Also at times of scarcity, they raise prices at abnormally high levels which was demonstrated during
the fertilizer crisis in September-December 1984. The success cf the new system in maintaining
easy availability of fertilizer is dependent on careful demand projections and on meintaining
adequate stocks by the BADC.
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The area under irrigation has expanded very fast after the emphasis given on extraction of grourd
water, and the introduction of the seles programme for minor irrigation equipment. 3ut in the
absznce o proper zoning of areas suitable for different types of equipment, the privatization
programme has led to imyproper citing of equipment leading to low capacity utilizatton. e sales
programme had a limited imipact on mobilization of private resources, since about thres-fovrths of
investment was financed with credit from financial institutions, and & large proportion of the loans
could not be racovered. When the government became sirict in mainteining financial disciplings in
the credit programume beginning in 1985, the siles of irrigacion equipmient dropped deasticelly. The
policy may also have had an adverse effect en equity, since the equipments were purchased mostly
by the medium and lazge favmers who sold water to owners of adjoining plots at “harges much
higher than the ccst on account of investment und operation and maintenance.

The agricultural credit progrem wis characterized by coucentration of lsans ia the hands of a few
medium and Jarge farmers and a very picor rate of recovery of loans, (t is estizated that only 14 to
20 percent of the farm nowszholds receive ugricultural loans, and at wost a *hird of the icans is
recoverad in due time. 'The poor recovery of loans reduced the availnbility of loanable funds for
expansicn of ¢redit and led {0 the practice of Joan rescheduling by the bark to chow better mcovery
performarce in paper. Swce a gart of thie loen disbursed every year is in fact vsed for showing
recovery of old leans, the impact of the argely expanded supply of credit on dnancing the fized and
working capizal necds of the farmers is net clear.

The price suppore program alio has not becn particularly successful. The amount of rice procured
remained @ smali proportion of the total harvest. In most of the good harvest years (e.g., +075-76,
1980-31, 1985-86), growera' price in the market remained substantially below the procurement prive
particularly after the boro harvest.

It is appureat from the above review that the focus of the government’s agricultural policy has so
far been on foodgrein production. The achievement of a relatively respectable growth in foodgrain
production under the severe land constraint is a positive outcome of this policy. The non-foodgrair:
sectors have however been relatively neglected. During 1975-84 nesarly 25 perceni or the public
sector investment was allocated to sgriculture, nearly half of that was for water resource
development which benefitted mostly foodgrain production activity. A third of the allocztion was for
input disizibution, extension and research which also benefitted largely the foodgrain sector. The
fisheries, livestock and foresiry subsectors received less than 10 percent of the public resources for
agricultural development.

The policy of reduction of subsidies on agricultural inputs has led to a drastic fall in the
agriculture’s share of the development budget. During 1985-88 agriculture’s share of the annual
development hudget was 18.4 percent, about one-third down from the level of 1978-84 period. It
appears that the savings from the withdrawal of subsidy has been diverted to non-agricultural
sectors of the economy, which may have had some adverse effect on the recent performance of the
sector.

Potentizl snd Counstraints
In Bangladesh the growth of production is seriously constrained by the scarcity of land. The

potential for expansion of land frontier has long been exhausted. Cultivated land increased
marginally from 20.5 to 21.6 million acres during the 1950-70 period, and has remained stagnant at
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thst level since then. The culturable waste land is only 0.7 million acres, only about 3 percent of the
land already brought under cultivation. In fact, the cultivated land may shrink in future in order to
meet the claiin for housing for the growing population and factories for industries.

Production may ke increased through mere intensive antilization of the land during the year, i.e.,
frem raising more than one crop. This was indeed an important source of growth of production in
the 1960s, when farmers went for double-cropping with pre-monsoon rice (aus) on the suitable
medium high land, and puises and oilseeds on medium-low land, both of which were previously
single sropped with aman (mensoon-season) rice. The cropping intensity increased from 131 to 151
percent during the sixties, but since then a substantial deceleration in the growth of cropping
intensity is recorded. Total cropped area increased by only 9 percent during the 1875-87 period
compared to a growth of 21 percent during the 1960s. This has happened in spite of rapid
axpansion of irrigation facilities in the later period, which provides scope for raising an additional

" odgrain crop during the dry winter season. It appears then that cropping intensity as a source of
aicreasing production has almost dried up.

Aaocther source of increasing production is a gradual increase in crop yield through more intensive
application of inputs such as labor and fertilizer. Bangladesh has been densely settled for a long
time, and mosi of the labor force remained employed in crop production. So it is difficult to argue
that labor use remains at sub-optimal level and that yield could be increased through more intensive
use of labor on the same crop variety. It is hardly expected that there is an unmet demand for
labor. In fact agricultural labor remains surplus for most of the time during the year, and until
very recently there was a downward trend in the real agricultural wage rate. Labor shortage is
sometinces reported at the harvesting time, but harvesting labor does not contribute to an increase

in yield.

Some scope for increasing yields through more efficient and intensive use of chemical fertilizer may
atill remain. Recently micro-level studies have found that for many local varicties less than 2 half
of the Iand is treated with chemical fertilizers, indicating potential for further diffusion of fertilizer
use in these ciops. Also, farmers use fertilizer in doses much below the amount recommended by
extension agents and the application is highly unbalanced. Risks of cultivation duc to natural
hazards, and fluctuations in output prices may be partly responsible for the relatively sub-optimal
level of application of fertilizers. Stabilization of yields and prices would be necessary to induce
farmers to expand fertilizer use on previously untreated land and to increase the application rates
to optimum levels.

Yields could also be raised to some extent by supply of good quality seeds, as most of the farmers
use self-preserved seeds which have low germiuation rates and a high proportion of admixtures
with other seeds and inert matters.

Intensive use of inputs is not expected to have more than a marginal impact on increasing crop
productioil. Over the last decade yields of individual crop varieties have hardly increased. For local
varieties of rice and for non-rice crop the yield increase has been limited to about 0.5 percent per
year, while for modern varieties the yields have tended to decline with their adoption by marginal
farmers on marginal lend. The wajor source of growth of crop production, as mentioned earlier,
has been the diffusion of the modern high-yielding varieties of foodgrains. The future growth of
production will depend on the unutilized potential of thiza new technology, and the extent to which
farmers could be induced to tap this potential.



Technological Development

Since 1970 the Bangladesh Rice Research Institute (BRRI) and the Bangladesh Agricultural
Research Institute (BARI) have released a large number of modern rice and wheat varieties, and
their seeds have been multiplied by the BADC for distribution among farmers. The modern varieties
of rice are suitable for growing throughout the year. The yield of modern varieties is about 1.8 to
2.1 times higher than the substitute local varieties for the dry season and about 60 percent higher
for the monsoon season. A reallocation of land from local to modern varieties, even if total cropped
area remains unchanged, would substantially increase rice production. The area that has been
covered by modern varieties up to 1987-88 is as follows:

Table 4: Area covered by modern varieties of foodgrains, 1987-86

Season Total Area under Percent of
cropped moderxrn area covered
area variet.ies
(000 acres) (000 acres)

Wet season 13,816 2,858 21.4

(aman rice)

Dry Season 13,167 6,757 51.3
(vvheat and

boro and aus

rice)

Thus, the diffusion of modern varieties still remains low, at about 36 percent of the total foodgrain
area -- 21 percent for the wet season and 51 percent for the dry season. Obviousiy, the potential of
expansion is still vast.

The 1972 Land and Water Resource Sector Study notes that most of the land in Bangladesh are
suitable for growing modern rice varieties. The realization of the potential however depends on the
development of flood control drainage and irrigation facilities.

The Master Plan Organization (MPO), which recently prepared a National Water Plan, has classified
the land resources of Bangladesh into five types according to flood depth. About 36 percent of the
area is classified as high land, which is flooded at a depth of less than 30 cm. This type of land is
most suitable for growing the dwarf modern varieties during the monsoon season. Another 35
percent of the area is of medium high elevation, which is flooded at a depth varying between 30-90
cm. Flood control and drainage facilities would be required to make this type of land suitable for
growing mocern varieties during the monsoon season. The remaining 29 percent of the area, which
is flooded at a depth of more than 90 cm, is unsuitable for growing modern aman varieties.

During the dry season there is inadequate moisture in the soil to grow rice except 1n the extreme
low lying land which is used to grow local boro rice. During this season irrigation is needed for
most of the land to grow modern varieties. By 1986-87 however only about 25 percent of the
cultivated land was irrigated and 20 percent was irrigated by mechanical methods.
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The Master Plan Organization has produced the following estimate of the economically viable water
resource development potential which could be fully developed during the 1985-2005 period.

Table 5: The potential for development of water resources in
Bangladesh, 1985-2005

Incremental area Total area by 2005
during 1985-2005
Million Percent Million Percent. of
acres of culti- acres cultivated
vated land land
Irrigation 8.70 40,2 13.46 62.1
Ground water 5.71 26.4 7.61 25.1
Surface water 2.98 13.8 5.85 27.0
Flood control and 4.45 20.6 10.86 50.1

drainage

Source: MPO, National Water Plan, Vol. III p 15-12.

Thus, by the year 2005, the irrigation facilities could be increased to about 62 percent of the
cultivated area and flood control and drainage facilities to about 50 percent of the area.

The following scenario of potential foodgrain production under alternative strategies for technological
development is presented by the Masier Plan Organization:

A-10

W



Table 6 : The projection of foodgrain production under
alternative strategies and investment
requirements Bangladesh, 1985-2005

Variables Inputs only Inputs plus Inputs, irriga-
minor irriga~ tion and flood
tion develop- control and
ment doainege

Investment 3.8 4.6 62.1 112.5 73.2 141.4
requirement
(TK. billion)#

Public sector nil nil 14.3 25.9 25.4 54.8
Private sector 3.8 4.6 47.8 86.6 47.8 86.6

Fertilizer use 1.56 1.95 n.a. n.a. 2.61 3.22
(million tons)

Foodgrain produc- 18.8 19.30 24.46 27.29 26.00 30.69
tion (milliocn
tons)

Value of incre- 21 25 65 87 17 113
mental foodgrain

production

(billion TK.)*

Source: Compiled from MPO, National Water Plap Vol. III, various
tables.

a/ At constant 1983 prices.

The projection shows that foodgrain production can be raised to 19.3 million tons by 2006, an
increase of only 16 percent from the present level of 16.6 million, if emphasis is given only on
intensive use of inputs. Most of this potential will in fact be exhausted by FY 04. But with
investment on develorment of irrigation through minor equipments such as tubewells und powe:
pumps, production could be increased to 27.3 million tons, and combined with large scale flood
control, drainage and irrigation projects, to 30.7 millicn tous by year 2005. The public se:tor will
liave to bear the entire burden of the development of the flood contvol, drainnge and irrigntion
projects, while the private sector is expected to bear about three-fourihs of the burden of investment
for the development of irrigation facilities.
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The extent to which the private sector will be induced to realize the above potential for
technological development wiil depend on economic incentives for reallocation of land from
traditionel to modern crop varieties. Table 7 gives an estimate of cost. and returns for traditional
and modern rice varieties on the basis of a survey conducted by the Bangladesh Institute of
Development Studies (BIDS) during 1987-88. The survey colle *¢d .nformation for plots which were
not affected by natural calamities, and hence it gives a picture o1 the normal situation. The
estimates of profits are bised on actual prices paid by farmers for inputs and the procurement price
of output fixed by the government. The following corclusions may be drawn from the table.

Table 7:  Estimates of costs of procuction and profitability in
cultivation of traditional and modern varicties of

rice, 1987-88
Cash Costs Total Cost b/ Family Income Business Profit
(TK per acre) (TK per acre)
Per acre |Per ton Per acre Per ton Onvners |Te.ant Onwer |Tenant
of land of rice of land of rice farms farms ¢/ |farms  |farms
(TK) (US dollar a/ |(TK) (US dollar a/
Dry Seasoan:
Lokal auas i328 94 jn 2 2 827 874 -1016
Local B. amon 1459 93 2950 188 3535 1435 2044 -56
Modem boro 4856 124 6548 167 6196 946 4504 ~746
Wet Season:
Local T. amon 1312 64 3067 151 4633 1903 2728 148
Modermn amon 2645 87 4439 145 5903 1808 4109 14

Source: Estimated from unpublished data collected by the BIDS during 1987/88.

&/ US S =TK 31/50 15 uced as the conversion rate.
b/ Excleding land 1ent and tnter=<t on working capital.
¢l Includes #s cost 0% of the gross pard 10 Jandowners.

Banglndesh has o comparative advantage in the production of rice. The cost of production per ton
on rice for local varicties vary from US $161 (wet season) to $225 (dry season), compared to the
current L.o.b. price of nearly 1JS $300 per ton. The modern varieties have even lower per unit cost,
by nearly 26 percent for the dry varieties senson and 4 percent for the wet season varieties. Thus,
by facilitating the adoption of modern varieties, the investinent on irrigntion and flood control could
further reduce the unit cost of production.

Farmers can increase their profits by TK. 3,630 per acre during the dry senson, and TK. 1381
during the wet senson through reallocation of land from local to modern varicties.
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Since land is scarce and family workers bave to be maintained whatever the employment situation,
the cultivator may be interested in maximizing the returns to family resources. Modern varieties
give a better performance in this respact also. Reallocation of an acre of land from local to modern
varieties will increase farm ‘ncome by TK. 3480 during the dry season and TK. 1270 during the wet

SeasoI.

Diffusion of the modern varieties will however substantially increase cash costs of cultivation. Since
small farmers have liquidity conastraints aad limited access to financial institutions, it may
discourage them to ndopt modern varieties. Recent empirical studies however show that small
farmers adopt modern varieties as much or even more than do the large farmers.

Sharecroppers of Bangladr.sh pay half of the gross product to landowners as rent. When this is
included as cost, the profits become negative for local and modern varieties grown during the dry
season. For wet seacon verieties tenants just break even. Thus, tenant farmers have hardly any
incentives to gruw rice under the existing terms end conditions, the tenant however continues to
rent in land in order to reduce: underutilization of family workers who have to be maintained
irrespective of their employinent situation.

For owner farmers, however, the present ievel of prices should give adequate incentives to reallocate
land from local to modern varicties and hence for investment on irrigation. But the profit margin is
frequently eroded by substantial reduction in yield caused by natural hazards and abnormal fall in
prices during the post-hurvest periods, often caused by inappropriate government policy regarding
imports and intervention in the focdgrain markets. The above mentioned BIDS survey, for example,
found that during the 1987 aman season, which was affected by a severe flood, the average yield of
rice was 28 percent lower for local varieties and 19 percent lower for modern varieties, compared to
the yield for the non-affected plots. During the 1977-88 pericd, the average monthly price of paddy
for the May-July quarter, when the boro paddy is marketed, was lower than the price for the
preceding Fecbruary - April quarter, in 9 out of 11 years; and in six years the price was iower by
more than 10 percent. Such a large-scale decline in prices and yields from the expected normal
levels makes crop cultivation a highly risky venture. If farmers are averse to risk, i.e., they are not
willing to sacrifice substantial normal income in exchange for a low probability of falling below the
subsistence level -- which may be the case for a large proportion of farmers living in poverty -- the
inducement to invest for development of the modern technology may be much less than that
indicated by the figures on normal incomes and profits.

Institutional Constraints

The land tenure system under which farming is organized may also act as a constraint to fully
realizing the growth potential.

There are very few large landowners in Bangladesh. The latest agricultural census (1983-84) noted
that only 3.8 percent of the 13.8 million rural households owned land in sizes of more than 7.5
acres, while they controlled nearly 29 percent of the total land. About 11 percent of the land was
in the hand of the top 0.8 percent of the households who owned holdings in sizes of more than 15
acres. At the other end, nearly 46 percent of the households owned less then 0.5 acres, who are
termed as "functionally landless.” This bottom half of rural households controlled 4.1 percent of the
total land. The landownership is thus fairly unequally distributed.

The average size of a cultivated holding is very small and declined under the pressure of population,
from 3.5 acres in 1960 to 2.27 acres in 1983-84. The small farm, defined as a cultivated holding of
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less than 2.5 acres, which is incapable of producing a subsistence income at the present level of
productivity, is the dominant production unit. They account for about 70 percent of the total farm
holdings in the country but control only 29 percent of the total cultivated land. Small farmers also
work as agricultural wage laborers and engage themselves in various non-farm activities during
slack agricultural seasons in order to augment meager income earned from farming. The proportion
of farmers operating more than 7.5 acres declined from 10.7 percent in 1960 to 5.1 percent in
1983-84 when they operated 26 percent of the total land.

Marginal landowners tend to cling to their tiny non-viable holdings owing to the existence of large
surplus labor and the uncertainty of finding work in the labor market. They prefer to rent-in land
in order to reduce underutilization of the family work force than to sell the lend and work as
full-time agricultural laborers. In 1983-84 nearly 37 percent of the 10 million farm households were
tenants, mostly mixed tenants who own some land and rent in some more in order to make a
viable holding. Only 1.4 percent of the farm households were pure tenants. In 1983-84 the
proportion of cultivated land under tenancy was 19 percent, which is much less than tke proportion

of tenant farmers.

Sharecropping is the dominant tenancy arrangement, a verbal contract under which the terant
agrees to pay 50 percent of the gross produce as rent to the landowners, while the costs of the
inputs are borne by the tenant. In some parts of the country, the landowner now shares the cost of
fertilizer and irrigation with the tenant and in some areas the sharecropping is giving way to
fixed-rent tenancy, in order to facilitate the adoption of modern varieties by the tenant. In the
coastal districts of Barisal, Patuakhali and Khulna, which have remained technologically backward,
the terms of sharecropping are more stringent. For traditional crops, the tenant pays two-thirds of
the produce as rent, or an advanced cash rent negotiated every year in addition to half of the
produce puid after the harvest. In 1983-84, 72 percent of the iand in the tenancy market was
transacted under sharecropping arrangement, 20 percent under fixed rent and the remainder eight
percent under credit arrangement. Under this arrangement the borrower mortgages a piece of land
to the lender who enjoys cultivation rights until the loan and the interest is repaid. The 1984 land
reform provides for tenurial security for at least five years and one-third rent for the landowner
who does not share the cost of inputs with the tenant. But because of the verbal lease contract,
and the excess demand for land in the tenancy market, these provisions remain in paper.

The land is cultivated in excessively fragmented and scattered holdings. According to the 1983-84
agricultural census, an average small farm was fragmented into six plots, while a large one (over 7.5
acres) was fragmented into 19. The fragmentation of holding farilitates reduction of risk by
distribution plots of different elevation and quality in the land porifolio of the farmer and allowing
him to grow different crops. it however reduces the productivity of labor, makes labor management
difficult and acts as a constraint to private investment on lumpy irrigation equipment and
mechanization of cultivation.

Capital accumulation in agriculture is constrained by the scarcity of land, and the tendency on the
part of the marginal landowners to cling to their tiny holdings. The previous section noted the
existence of high rates of profits in the cultivation of rice particularly fcr modern varieties, But that
rate of profit is not adequate to maintain & reasonable standard of living for most of the farmers.
For 1987-88 the poverty level income is estimated at TK. 30,000 for a six member farm household.
The amount of land the farmer is required to operate in order to earn the poverty level income
under alternative cropping patterns is estimated below:
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Table 8: Amount of land needed to earn poverty-lavel income
under alternative cropping patterns

Land type Cropping Household  Amount of
pattern income per land requi-
acre of red to earn
land poverty
(TK. per level
annum) income
(Acres)
A. Non-irrigated Local aus + local 7,350 4.08
land transplanted aman
B. Irrigated Modern boro + local 10,830 2,717
medium low land transplanted aman
C. Irrigated Modern boro + modern 12,100 2.48
high land aman
D. Irrigated Modern boro (single 6,196 4.84
low land cropped)

Depending on the elevation of the land and irrigation status, a size of holding varying from 2.5 to
5.0 acres is needed to produce the poverty level income. In 1983-84 there were only 8.5 percent of
the households who owned more than five acres, and 20 percent who owned more than 2.5 acres.
Thus, even at the existing high rates of profit, farming alone does not guarantee an

acceptable standard of living for the large majority of the rural households.

Even if the rate of profit in farming is higher than that in non-farm activities, farmers would prefer
to invest more in non-farm activities, because accumulation of capital in farming is constrained by
the amount of land owned, while in non-agriculture profits can be reinvested for further
accumulation. In-depth village studies often note that large landowners invest relatively less for
capital accumulation in agriculture than do the small and medium landowners, and that the former
divert agricultural surplus to conspicuous consumption, investment for human resource development
and capital accumulation in non-farm activities.

The small farmer in Bangladesh also makes better use of farm resources and produces more per
unit of land than the large farmer. The cropping intensity, the percent cf lend treated with fertilizer
and the proportion of area irrigated, all are found to be inversely correlated with &he size of holding.
These findings make a strong case for introducing a redistributive land reform for achieving both
equity in the distribution of agricultural income and efficiency in resource use. For example, if a
land reform programme imposes a ceiling on ownership at 7.5 acres, an amount of 2.6 million acres
of surplus land (ebout 12% of total land) would be available for redistribution. If the surplus land
is reclistributed among 6.6 million households, who own between 0.05 to 0.99 acres, each would
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receive 0.47 acres, which will increase their average size of holding from 0.38 to 0.85 acres. The
change in the pattern of land distribution, as a result of this reform would increase cropping
intensity by four percent, the proportion of land treated with fertilizer by 3.5 percent and the
proportion of area irrigated by 0.5 percent, remaining other things constant.

The sharecropping system and the insecurity of tenure implicit in the verbal lease contract, should
produce strong disincentives to investment in agriculture and should lead to sub-optimal allocation
of inputs. Since about a fifth of the land in Bangladesh in tenant-cultivated, a case could also be
made for the "land to the tiller" type of tenancy reform, in order to reduce the inefficiency of
resource-use. Most of the empirical studies conducted for Bangladesh however do not support the
hypothesis of inefficiency of resource use under tenanc; cultivation. In many cases, in fact, tenants
are found to be relatively more productive than owner farmers. Thus, conferring ownership rights
to the tenant muy not increase productive efficiency. Such a reform would however save the tenant
the 50 percent gross produce (about 10 percent of total crop production in the country) he pays to
the landowner as rent, which the latter hardly reinvests in farming. This would increase the
tenant’s level of income and his capacity to invest relatively more for the adoption of the modern

agricultural technology.

Since land is extremely scarce in Bangladesh, redistributive land reform cannot be a long term
solution to the institutional problems in the country, though it may bring about some once for all
improvement in equity and efficiency. The root of the problem is that too many people are trying
to eke out a living from a meager amount of land. Unless job opportunities are created outside
agriculture to absorb the additions to the rural population, the pressure on land will create further
differentiation within the small-farm agriculture. This will make a case for further lowering of the
landownership ceiling within a few decades. Thus, only rapid development of the non-farm sectors
can improve economic conditions on the rural population in the long run.

Implications for strategy and policy

Since there is a serious land constraint to increasing crop production, the direct government
involvement for development of irrigation, flood control and drainage facilities ~hould continue.
Owing to frequent severe floods, the growth in foodgrain production during the monsoon season is
expected to remain low. This suggests that emphasis should be given on increasing production
during the dry season for which irrigation is necessary. The MPO has projected that water resource
development should raceive nearly 10 percent of the projected annual development budget in order
to increase foodgrain production at 2.9% per year during 1985-2005 period.

In spite of the high social rate of return, the private sector investment for irrigation development
may not be forthcoming at the socially desired pace because of the scattered and fragmented small
holdings, distorted price signals arising from short-term fluctuations in output prices, and
simultaneous involvement of the public (in large scale projects) and private sector in this field. The
government should regard water resource development as an infrastructure development activity and
like physical infrastructure should take it as a public sector responsibility. Once developed the
government may decide to lease out the facilities through competitive bidding to the private sector
or to the cooperatives of the landless, in order to recoup the initial investment.

It is evident that the crop sector, even under most optimistic scenario, is unable to play a major role
in absorbing the new entrants to the rural labor force. So productive employment opportunities
have to be created outside the farm sector. In planning intra-sectoral allocation of resources within
agriculture higher priority should therefore be given to the non-crop sectors. Since 1984 the
allocation of public development resources for agriculture has been reduced from about 30 to 18
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percent owing to elimination of input subsidies and provision of development grants for upazilas,
Agricultures’ allocation in the development budget should be raised to the pre-1884 levels, to meet

the derand for the non-foodgrain sectors.

It is tecognized that there are serious supply-side constraints to the growth of non-crop agricultural
sectors, particularly of livestock. But there has been limited public cfforts to overcome those
constraints. Provision of loans to ihe landless for liveatock and poultry raising, imports and
domestic production of coarse grains as livestock feed, demonstration livestock and poultry farms at
local levels, development of fisih harcheries and stocking fish seeds in open water bodies at.
government initiative, training of the unemployed educated youth in veterinary services etc. may be
undertaken tc promote the development of the livestock and fisheries subsectors.

About a third of the rural labor force is currently engaged in various non-agricultural activities,
agro-processing, construction, trade, transport and personal and social services. This sector needs
more attention and support {rom the government since it will play a crucial role in solving the
employment problem. This sector now acts as an "employer of the last resort’ providing part-time
self-employment of the low productivity type, when the worker fails to get a remunerative job, or
feels the necessity of working at leisure times, since the low wage rate cannot ensure subsistence
income even at full employment. The long termn viability of the sector depends on raising the
productivity of labor in these activities. To achieve this goal, attention should be given on
expanding basic education, training and development of human skills, generation and diffusion of
appropriate technology and improved product design, dissemination of information about markets
and improvement in marketing system.

A dynamic rural non-farm sector will need support from the government for development of
infrastructure facilities. Regional concentration of develupment of irrigation facilities has led to
specialization of ccreal production in irrigated areas, and of non-cereal crops in non-irrigated areas.
So marketed surplus of agricultural commecdities has increased at a faster rate than production.
The enlarged urban market has also stimuleted the growth of marketed surplus for aricultural
commodities and increased flow of urban goods to rural areas. The development of rural roads,
markets, financial institutions, storage and processing facilities is necessary to strengthen linkage
effects of agricultural growth. While the private sector will come forward to undertake some of
these directly productive investments, the government should take the responsibility for development
of all weather motorable roads and major marleet centers, to increase the profitability of private
sector investments.
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APPENDIX B
Industry and Trade: Performance und Qutlook

L INDUSTRIAL DEVELOPMENT AND EXPORTS
A Manufecturing and the Economy

Over the period FY 78 - FY 88, the share of the manufacturing sector in GDP has remained more
or less stationary arourd 10 percent -- thus, the declining share of agriculture in GDP has been
absorbed primarily by the services sector which in FY 88 accounted for approximately 4 percent of
GDP. The growth rate of the manufacturing sector has been quite erratic. In two years, FY 83
and FY 88 growth rates were negative mainly because of floods. In other years growth rates ranged
between 0.2 percent and 6.4 percent.

Table 1
Manufaciunng and the Economy

FY79 FYBeo FY81 FYa82 FYB3 Fye4 FYas FY8s Fye? Fyas
‘‘anutactunng as a share of GOP 104 100 10.6 10.7 102 101 101 98 10.0 90
Growth rate ot manutactuning in % 14 02 54 16 16 36 32 18 6.4 oo
Total merchandise uxports (in Milllon USS) 609.7 722.3 710.7 627.0 686.0 822.0 9340 8190 1074.0 1231.0
Growlh 1a18 of Intal merchancise export in 4 4.5 1.5 -1.6 -11.9 9.6 18.2 15.2 -12.3 NI 14.0
Vatue of manulactured oxport (In Milllon USS) 4305 541.2 585.4 460.7 4946 593.1 679.5 5190 B80S.1 982.0

Share of manufactived expon ’
tolat axpoits it ¥ 706 749 82.4 738 721 721 728 63.4 75.0 79.0

Total manufactured exports increased from US $609.7 million in FY 79 to US $1231 million in FY
88, while the share of exported manufactures in total merchandise exports increased in the same
period from 70.6% to 79.8%. This trend is primarily due to increases in the export levels of textile
products, which have offset declines in exports of jute manufactures and increases in exports of non-
manufactured shrimp and fish products.

B Structure and Development of Manufacturing Industries

1. Sectoral Composition

Food, textiles and petroleum products accounted for over §0% of the manufacturing value added in
FY 79 and this predominance was maintained in FY 85. A cumulative growth rate for the period
FY 79-FY 85 of over 30 percent, or over 1.76% average growth per annum, was exhibited by the
following sectors: Food (1.78%), paper and paper products (1.82%), chemical products (1.79%),
petroleum products (1.93%) and transportation equipment (1.82%). Non-metallic products exhibited a
significant decline during the same period, with a cumulative growth rate of 31.6%.
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Table 2
Gross Output and Value:Added Ratios

FY 79-FY 85
FY 79 FY 85 FY 79-FY 85 Average V.A
Real Annual to
Mitl. % Mills. % Growth Growth Gross
Taka Share Taka Share Rate Rate Output
Food Manutacturing 3494 12.88 2760 12.53 31.9 1.78 0.23%
Beverage and Tobacco Mlg. 2151 7.90 4480 6.41 8.8 1.43 0.146
Textile Manutacturing 8604 31.72 21240 30.38 23.0 1.68 0.265
Leather and Leather Footwear 1513 5.587 109 4.45 7.5 1.39 0.130
kWood and Furniture 99 0.38 713 1.02 74 1.39 0.339
paper and Paper Products 910 3.35 2723 3.69 36.5 1.07 0.220
Drugs and Pharmaceuticals 1028 3.79 2814 4.02 30.6 1.76 0.323
Chemicat Progucts 2216 .47 6287 8.99 33.0 1.79 0.353
Petroleum and Petroleum Products 1943 7.16 7901 11.30 53.3 1.79 0.265
Plastic and Glass Products 293 1.08 734 1.05 24.3 1.70 0.324
Non-Matallic Products 445 1.64 643 0.91 311.6 1.78 0.154
Maetal Products nz 11.49 6472 9.26 8.5 1.42 0.203
Electrical Products 671 2.47 1542 2.20 17.7 1.681 0.205
Transport Equipment 353 1.30 1082 1.52 36.7 1.82 0.149
Other 280 1.03 1436 2.05 63.6 1.99 0.107
Total 27120 100.00 69917 100.00 26.3 1.7 0.245

As shown in Table 2, the ratio of value-added to gross output is in the range of 0.20 to 0.5 for
most sub-sectors.

2. Capital Stock, Employment and Labor Productivity

Capital-output ratios, shown in Table 3 for manufacturing sub-sectors at the two-digit level identify
the more capital-intensive activities in Bangladesh manufacturing: Paper and paper products (3.42),
chemical products (4.67), and metal products (2.21). The sub-sectors exhibiting the lowest ratios of
fixed assets to output are beverage and tobacco manufacturing (0.52), drugs and pharmaceuticals
(0.81) and transport equipment (0.60).

Capital intensity as measured by capital-labor ratios is generally regarded as an important indicator
of comparative advantage in manufacturing industries, with successful exporting sub-sectors
exhibiting the lowest capital-labor ratios and high capital-labor ratios present in sub-sectors which
have expanded through the benefit of import-substitution policies. Thus, we observe low capital-
labor ratios in textile manufacturing (21 thousand Taka or US $805 per worker in FY 85) and
leather products (9 thousand Taka or US $346 per worker in FY 85), wnile high capital-labor ratios
are found in paper and paper products (133 thousand Taka or US $5103 per worker in FY 85),
chemical products (476 thousand Taka or US $18227 per worker in FY 85), petroleum products (180
thousand Taka or US $6907 per worker in FY 85) and metal products (101 thousand Taka or US
$3875 per worker in FY 85).


http:obsel.ve

TABLE 3
CAPITAL-OUTPUT AND CAPITAL-LABOR RATIOS

Capital FyBes FY8s Fyas FYas Labor FY8s Labor
Stock FY8s Fyas KL KIL Productivity Productivity
FYBes Capital Number Taks uss Thous. Taka uss
Million Qutput of per per per per
Taka Ratio Empioyeas Worker Worker Worker Worker
Food Manutacturing 2628 1.25 45700 57000 2187 192 7384
Beverage and Tobacco Mig. 344 0.52 7274 47000 1803 618 23837
Textile Manutactuning 6215 1.10 302513 21000 808 07 268
Leather and Leather Footwear 454 1.12 5030 9000 345 618 23769
Wood and Furniture 353 1.45 3757 94000 3607 19 729
Paper and Paper Products 2050 3.42 15471 1333000 5103 176 6753
Drugs and Phermacauticals 737 0.81 14188 52000 1985 198 7598
Chemical Produ-its 10361 4.57 21800 475000 18227 288 11081
Petroleum and petroleum Products 109 0.05 608 180000 6907 12966 497544
Plastic and Glass Product 345 1.45 6812 510C0 1957 108 4144
Non-Metallic product 137 1.39 2764 50000 1918 233 8940
Matal Product 2924 2.21 28819 101000 3875 224 8615
Electrical Prodcts 320 1.01 6576 48000 1842 234 8979
Transport Equipment 95 0.69 4375 22000 844 243 9324
Others 98 0.82 2821 34000 1304 509 19831
Total 2n7 1.58 4806008 58000 149 5Ny

Significant investments have taken place over the last decade in key industrial sectors: food
manufacturing textile, manufacturing leather and leather footwear, paper and paper products,
rubber, plastic and glass products, and non-electronic metal products. These increases in fixed
capital were due to expansion in some cases (e.g leather paper and paper products) and in some
cases due to Balancing Modernization and Reconstruction (BMR) as is the case, for example, of
textile manufacturing, The sub-sector in which significant investments took place in the period FY
79-FY 85, show corresponding increases in gross output; the only exception is given by the
petroleum and petroleum products sub-secto~, where gross output has increase by about 40 percent
with a rise in fixed capital of about 2 percent.

The wage bill increased an average of 11 percent in nominal terms during the period FY 79-FY 85,
with 4.9 percent attributable to a larger number of man-days worked and 112.1 percent due to
higher wages. The number of workers employed in manufacturing industries rose from 400,670 in
FY 79 to 468,606 in FY 85, an increase of 16.9 percent, while man-days worked rose in the same
period from 97.85 to 102,68 million. The largest increases in employment have occurred in the
textile manufacturing sub-sector.
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II. TRADE AND TRADE POLICIES
A Man ing Sector and Foreign Trade

Table 4 summarizes the relationship between the manufacturing sector and its share in foreign
trade. The share of manufactured exports in total merchandise exports has increased from 71
percent in FY 79 to 79.8 percent in FY 88. A similar trend can be found in the share of
manufactured imports in total merchandise, which increased from 71 percent in FY 79 to 86 percent
in FY 88. The increasing trend in the share of manufactured imports in total merchandise imports.
The increasing trend is much more prominent in the share of manufacturing imports in the total
supply of manufactured goods consisting of domestic manufactures and manufactured imports --
from a share of 38.4 percent in FY 79 it increased to more than 45 percent in the late eighties.

B. Structure and Composition of Exports

The structure and composition of exports from Bangladesh are shown in Table 5. It can be seen
that, over the years, there has been a spectacular increase in the share of non-traditional exports in
total merchandise exports. For example, whereas in FY 79 the share of non-traditions; items total
exports was 12.3 percent, it had increased to 47 percent by FY 88. Exports of ready-made
garments increased from US $0.10 million in FY 79 to US $434 million in FY 88. During the same
period, fish, shrimp and frogleg exports increased from US $36 million to US $14.5 million. It is
important tc note that in both these subsectors, the leading role has been taken by private
entrepreneurs. Meanwhile, exports of traditional jute products have gradually declined, and those of
leather, includinng raw leather and leather goods, has increased from 14 percent in FY 79 to 26
percent in FY 88 as a share of traditional exports. It can be expected that in coming years, non-
traditional items like fish, shrimp, froglegs and ready-made garments will have the major potential
for export growth.

C. Structure and Compoaition of Imports

The structure and composition of imports is presented in Table 6 for the period FY 79 to FY 88.
Foodgrain imports can be seen to account for about 15 to 20 percent of total imports. In physical
volume, this amounts to about 1.5 to 2.0 million metric tons per year. Over the years, the share of
capital goods has remained more or less unchanged at 26 percent. Except for FY 87 and FY 88,
intermediate goods accounted for about 26 to 30 percent of total imports. Those two years are
exceptional because of severe floods and the demand for intermediate goods was reduced as a result
of reduced production and reduced demand. Within intermediate goods, fertilizer imports have been
reduced in recent years as a result of two new fertilizer plants and corresponding incraases in
domestic production.



D.  Export Incentives -

The major components of the current export policy package, aside from the exchange rate
adjustment policy are:

1. Provisions for ensuring unrestricted and duty-free access to imported inputs-
a Providing access to banned and restricted imported categories for export
industries;
b. Duty drawback arrangements;
c. Bonded warehouse facilities;

d. Cash compensation arrangements in lieu of duty drawback or bonded
warehouse facilities.

TABLE 4
MANUFACTUKING SECTOR AND FOREIGN TRADE

[ FY79 T Fveo | Fv&1 | Fve2 | FY®Y | Fva4 | FY8s | FY86 | FY® | Fvll

. Value of Toual Manufscturiog Production

(in Millioa US Dollars) 1781.5 2241.0 2498.0 276.7 2130.5 2486.6 2602.9 2914 2420.9 2225.8
2. Valus of Manulsctured Imports

(in Millroa US Dotlsca) .o 1337.0 2061.0 2064.0 17117.0 17340 1937.0 1936.0 2180.0 2270.0
3. Valuo of Total Supply of Masufactured Goods

(in Millica US Dotlars) 2893.0 15840 456).0 4441.0 .0 4211.0 4620.0 4247.0 4601.0 4496.0
4. Value of Manufactured Exports

(12 Million US Dollers) 4305 541.2 585.4 160.7 494.6 523.0 679.5 519.0 805.1 9823
5. Towl Merchandise Expons

(ia Millioa US Dollars) 609.7 1223 710.7 621.0 636.0 520 934.0 119.0 1074.0 1231.0
6. Total Mercbandise imporus

(ia Millioa US Dollsrs) 15560 23720 15130 25040 2460  2353.0 76470 23640 26200  2987.0
7 Sharc ut Manutactured Evports )

10 Tutsl Exports (1o %) 06 319 824 735 n.1 n.1 1.8 634 5.0 94
8. Share of Manufactured Imports

tn Total Imports (10 %) 713 554 i4 2.4 76.4 n.a na 2.7 £).2 60
9. Sbere of Menufactured Imports 1a Toual .

Supply of Maoufsctrunag Goods (in %) 384 3713 452 63 4.6 4.9 41.9 46. 1 41.0 4
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TABLE 5

STRUCTURE AND COMPOSITION OF EXPORTS

(in Million US Dollars)

| FY79 | FY80 | FY81 | FY*? | FY83 |

FY84 | FY85 | FY86 | FY87 | Fyss

1. Traditional Exports

Raw Jute
Jute Goods
Tea
Leather

2. Non-Traditional Exports

Fish, Shrimp ard Froglegs
Ready-made Garments
Other

3. Total

33 621 563 495 533

143 144 119 102 110
276 384 366 262 318
41 33 41 38 47
75 66 57 63 58
75 96 128 132 153
36 38 40 53 72
0.1 065 3 7 11
389 57.35 85 72 70
61 123 711 621 686

628

117
357
69
85

183

672

151
390
61
70

262
87

116
59

‘0
w
A

all

124
293
33
61

268
81
301
39
147
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TABLE 6
STRUCTURE AND COMPOSITION OF IMPORTS
(in Million US Dollars)

| FY79 | FYso | Fysi | FY82 | FY83 | FY84 [ FY85 | FYs6 | FY87 | Fyss

——

[29)

. Food

Foodzrains
Edible Oil

Intermediate Goods

Petrcleum
Fertlizer

Rew Cotton, Yam
Cement

Capital Goods

. Otherz

. Total

237

~)
(=,

243

2372

689

336

2504

469

386
83

456

90

635

2246

398
87

498
103

2647

333

220
135

2620

626

489
137




4.
)

Provision of an Export Performance Benefit (XPB).
Provisions for ensuring easy and subsidized access to export finance.

a. Provisions for importing under back-to-back letter of credit;

b. Provisions for internal procurement under inland back-to-back LC
arrangements,

c. Provisions for export credit at reduced interest rates.

Income tax rebates
Duty concessions for imported capital machinery.

Evaluation of policy instruments with regard to export incentives along with the norm situations
against which they were evaluated are outlined in Table 7. The estimates suggest the following
features of current export policies in actual operation:

1.

Current export policies provide positive assistance to all export products except
frozen fish and PVC cables and conductors (Table 8). The frozen fish sector appears
to be negatively assisted by a considerable amount -16.4 percent of value added and -
35.6 percent of operating surplus. The PVE cables and conductors producing
industry receives a significant negative assistance which constitutes about 40 percent
of the operating loss the industry incurs on exporting activity.

The structure of assistance received by the positively assisted export products, as
evident in Table 8, shows that finished leather and ready-inade garments are
activities which are relatively highly assisted by current policies. All other activities
are moderately assisted.

Table 8 also shows that even in the current situation, when values of the XPB are
considerably reduced when compared to its values in past years, XPB does make a
considerable difference to the level of assistance received by export activities.

The last two columns in Table 8 are significant in that they show what assistance is
received by the activities if policies consist of only those measures which are aimed
at offsetting the taxes on inputs. The estimates of ERAs here are without XPB,
interest subsidies and income tax rebates. These estimates are all negative except in
the case of specialized textiles where the ERA is nearly zero. These estimates
provide the evidence of gaps existing in the current policies aimed at providing
offsets to taxes paid on imported inputs or implicit taxes borne (in the form of
higher protected prices paid) on domestically purchased inputs.

On the export incentives, the following conclusions can be derived from the available evidence:

1.

2.

Existing policies do not fully nssure unrestricted and duty-free access to inputs.

The additional incentives provided, such as XPB, interest subsidies and income tax
rebates work in part to compensate for the inadequate offset provisions on taxes on
impourted inputs.

The general level of overall assistance received by export activities is moderate, only

a few percentage points above zero.
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Current incentives seem to be biased despite some differentiations maintained in
XPB rates to provide a higher benefit to higher value-added generating activities.

TABLE 7
Export incenave Norm Direction of Effect
or Situtation of Export incenuve
Disincenuve or Disincentive
Concessionary duty on No—duty situation Negative
imported machinery
Access to foreign exchange [mporting at the Positive: from
for imporung at the official exchange negative towared
official exchange rate or rate ths porm situation
provision for importing on
back-to-back LC basis
Access o foreign exchange Importing at the Nogative
for importing at the secondary official exchange rato
exchange markot rate
Access to duty-free imports No-duty sitnation Positive: from

under bonded warehouse systzm
or national duty drawback

nogative toward
the norm situation
Duty drawback received on

No-duty situation Positive: from

duty-paid imports

nogative toward
the norm situation

Shortfall in duty drawback No—duty situation Negatve
‘received
Protection on domestic Domestic purchases Negative
purchases of inputs at border pnces
Access to bank credit at Bank borrowing at Positive
concessional interest rate the 14% interest rate
XPB received Getting no Subsidy Positive
Income tax rebats Incoms tax payment Positive
normali rate
B9

ot



or-dg

EFFECTIVE RATES OF ASSISTANCE (ERA)

TABLE 8

(in %)
Product Cverall ERA ERA without ERA without XPB,
Export Performance Interest Subsidy and
Benefits (XPB) Income Tax Rebate
On Value On Operating | On VA On OS On VA On OS
Added (VA) Surplus (OS) Basis Basis Basis Basis
Basis Basis
X.11 Readymade Garments 25.42 37.55 13.92 220.56 -1.31 -1.94
X.02 Readymade Garments 25.18 38.96 16.80 25.99 -0.80 -0.12
X.03 Readymade Garments 24.98 45.26 10.68 19.36 -3.89 -7.04
X.04 Finished Leather 72.99 128.23 25.54 44.87 ~-13.89 -24.39
X.05 Froglegs Fish -16.38 -35.61 -21.24 -46.18 -25.40 -55.22
Glicerine 9.08 9.90 6.65 1.25 -4.24 -4.63
Porcelain Tableware 6.67 7.70 3.28 3.79 -1.58 -1.83
PVC Pipes 8.49 9.59 3.16 3.58 -9.00 -10.17
Textile Fabric and
Household Liner 6.92 10.04 0.07 0.39 0.07 0.39




5. Indirect export producers selling under international tender are relatively
disadvantaged compared with the direct export producers as they seem unable to
fully avail themselves of existing incentives.

6. Export firms which are not fully export- oriented also seem particularly
disadvantaged as they cannot fully avail themselves of the current incentives.

E. Current Tmport Regime

In spite of some trade policy reforms undertaken over the last 2 or 3 years, the import regime
remains funidamentally highly controlled by generally high import tariff rates and/or quantitative
restrictionis. Table 10 summarizes current import tariff rates for a cross-section of representative
products. Most products included in the table have tariffs higher than 85 percent, some have tariffs
between G4 and 85 percent while only a few have tariffs lower than 64 percent. The products
included in the table would cover a fairly good share of the import-substituting production activities
carried on in Bangladesh. This high set of tariffs remain on most products despite tariff reductions
effected during last two years. In the case of & number of products, tariff reductions have not gone
for enougn and many of the products covered in theses reductions are primary materials or
intermediate product. Final consumer goods have been seldom touctad. In many cases, tariff
reductions on final-st ge and intermediate products have not been carried out in a synchronized
manner so that resulting effective protection levels that can be enjoyed by domestic production
activities (producing final stage products) remain inordinately high or have even become worse than
before in some cases.

Trade policy reforms of the last two years have also included relaxation of extensive bans and quota
restrictions of imports. Yet bans and restrictions with elaborate listings of items in the Negative
and Restricted Lists still remain the fundamental feature of import policy and the incentive for
protecting domestic import-substituting production.

F. Anti Export Bios

Despite special export promotion policies, the overall irade policy regime in Bangladesh has
remained biased against export activities. The special export promotion measures have been grafted
on to a policy regime characterized by wide quantitative restrictions and/or high tariffs on imports.
These policies provide much higher levels of effective assistance to import-substitution activities than
what are found to be received by export activities, Export industries are hurt also because of the
absence of unrestricted access to imported inputs. Furthermore export activities are hurt by the
adverse indirect effects of a controlled regime on the exchange rate. The exchange rate remains
depressed or over-valued in such a policy regime, which lowers exporter’s revenues. The effective
exchange rates (ERR) for imports, all exports and non-traditional exports have been calculated for
the years FY 86 through FY 89 and are presented in Table 9.
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The estimated EERs suggest an anti-export bias of about 30 percent for 4l exports and of over 30
percent for non-traditional exports. The results also suggest no perceptible decline in the bias
during the period considered. Nen-traditional exports do not seem to be especially favored against
traditional jute and jute goods which are getting a larger level of assistance because of a
considerably higher interest subsidy. In ail likelihood, the above estiates ui anti-export bias are
conservative because (a) scarcity premiums for importa subject to quantitative restrictions (b) the
effective tariff rate on dutiable imports is lower than the statutory tarif rate.

Table 11 presents summarized estimates of effective protection or assistance for esiected products in
import-substitution and export-promoting industries. The general average level of such assistance
is considerable higher for import-substituting industries than that reczived by export products. This
information confirms the existence of considerable anti-export bias in existing policies.

G. Export Credit and Import Financing

Table 12 presents data on the amount of export credit provided by financial institutions for the
period June, FY 84 to June, FY 88. Raw jute and jute goods still account for 58 percent of export
credit supplied. Even though the non-traditional items contribute about 54 percent of country’s
total export earnings, their share in export credit by financial institutions is only 22 percent.
Between FY 84 and FY 88 advances to jute goods export have increased by 300 percent whereas the
comparable figure for garments is only 143 percent.

Import financing by financial institutions is presented in Table 13. As id:ntifiable separate items,
raw materials accounted for 18 percent of total impcrt financing by financial institutions. In terms
of growth rates, between FY 84 and FY 88 institutional import financing of raw materials increased
by 247 percent, while those of consumption articles and machinery and equipment grew by 41
percent and 28 percent respectively.
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TABLE 12

EXPORT CREDIT
(In Million Taka)
Product | June'84 | June'8S | June'86 | June '87 | June ‘88
Raw Jute 1094 1005 2980 2460 2780
Jute Goods 644 3143 1578 1793 1865
Tea 174 190 164 257 301
Hides and Skin 274 335 327 393 479
Paper and Paper Products 0.1 16 82 145 151
Ready-made Garments 210 353 575 488 510
Fish, Shrimps & Froglegs 372 430 650 962 1074
Handicrafts 4 6 125 22 46
Others 1835.9 1763 1994 949 1094
Total 4608 7241 8475 7469 8300
TABLE 13
IMPORT FINANCING
(In Million Taka)
Product | Junc'84 | June'85 [ June'86 | June '87 | June '8

Raw Materials 542 1005 1686 1904 2151
Machinery and Equipments 782 973 873 925 1007
Chemicals, Drugs and Medicine 281 348 377 558 610
Consumption Articles 420 544 508 500 595
Others 2651 3413 4844 6814 7262
Total 4676 6283 8288 10701 11624
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Evolution of the Policy Environment
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POLICIES

National Industrial
Policy (NIP) 1975

National Industrial
Policy (NIP) 1982

APPENDIX C

Evolution of the Policy Environment

GOALS

Divestment and
nationalization

Divestment and -
privatization of assets
abandoned by former
owners and taken over by
the government
Denationalization -
privatization of assets
which were nationalized
by the government under
a separate law
irrespective of ownership

Acceleration of
privatization process

INDUSTRIAL POLICY -- PRIVATIZATION

STRATEGIES

Enhancement of private sector
investment from Tk. 30
million to Tk. 100 million.
Number of industrial sectors
reserved for public ownership
was reduced.

No provision for any

subsequent program of
nationalization.

Between 1975-82, 326
industrial units were divested.

Returning of nationalized jute
and textile mills to their
owners. 36 jute and 25 textile
mills were handed over to
their former Bangladesh
owners by February, 1983.

Selling of shares of different
industrial units to the public.

Formulation of a more flexible
private investment schedule
and a less complicated
approval system. A mid-term
revised industrial investment
schedule was published
envisaging an investment of
Tk. 13594 million covering
110 sectors under 13 major
groups for medium and large
industries. Another schedule
for small and cottage
industries was also prepared
by BSCIC involving a total
investment of Tk. 4000
million. Industrial



National Industrial
Policy (NIP) 1986

Encouraging private
initiatives in the
industrial sector

projects requiring DFI and
other bank finance would not
require clearance or prior
permission of DGI. Time limit
for sanctioning projects by
relevant authorities has been
fixed up-DGI is to sanction the
project in 2 months and
financing agencies in 3 months
time from the receipt of a
fully documented application.

Increasing the sectors free for
private investment from 19 to
60.

Increasing the power of
different approval bodies and

industrial financial institutions.
The sanctioning power of
commercial banks was
increased from Tk. 2.5 million
to Tk. 15 million, that of
Bangladesh Industrial Bank
from Tk. 30 million to Tk. 40
million and that of Director
General, Development of
Industries from Tk. 5 million
to 20 million.

Confinement of the role of the
public sector to 7 basic and
large-scale industrial
subsectors such as defence
equipments, electricity, forest
plantation, telecommunication
(excluding distribution and
services), transport and
railways. Opening up of the
rest of the economy as free
sectors for private investments.

Formulation of a priority
activity schedule for the next 3
years which includes agro-
based industries; textile
industries; tannery, leather
and rubber products;



Board of Investment
(BOI), 1988
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STRATEGIES

chemicals, pharmaceuticals and
allied industries,

Simplification of approval
procedures for private sector
projects especially those which
use their own funds. For
projects up to Tk. 30 million,
DGI will have the sanctioning
authority. The Investment
Board can sanction projects up
to TK. 300 million. If the
project is beyond Tk. 300
million only then will it go to
the National Committee for
Industrial Development.

Identification of sectors for
foreign investment,
formulation ¢.’ a relevant
priority industriec schedule,
and encouragement of foreign
private investment through
joint ventures. List of foreign
investment would include
chemicals, engineering, textile,
food and allied products
sectors. Foreign investment to
the extent of 100 percent of
ownership is allowed in the
Export Processing Zone.
Foreign investor. enjoy the
facility of duty free imports of
capital goods, raw materials
and exports.

Setting up of Board of
Investment (BOI) to encourage
private investment in the
country. The BOI will have
representation both of public
and private sectors and will
process quickly the
applications for private
investment. In FY 89, 125 out
of 144 industrial sub-sectors
were opened for private
investment.



POLICIES

INDUSTRIAL POLICY -- PUBLIC ENTERPRISES

GOALS

Increase productivity and
efficiency in the public

sector

Cc-4

STRATEGIES

Transform the public
enterprises into holding
companies with 51 percent of
their shares being retained by
the government and 49
percent of them being sold to
the workers and the general
public. Sixteen such
enterprises have been
identified of which six were
successfully marketed by FY
88.

To ensure ownership by the
workers, of that 49 percent, 35
percent will be reserved for
workers.

Greater executive power and
autonomy to public enterprises
in the areas of pricing and
production decision. Public
enterprises since FY 84 can
determine their own
production targets and can
change the prices of their
products within a range of 10
percent without prior
government approval. Since
FY 88, only 4 monopolies and
sensitive items are formally
subject to price controls.
These are fertilizer, sugar,
paper and newsprint. T..e
other public enterprises can
freely set prices for their
products.

Withdrawnal of subsidy to
public enterprises to make
them competitive commercial
entities. By FY 87 there was
no subsidy for jute
manufacturing, and there were
reductions in subsidy rates by
74 percent, 45 percent, and 20
percent in limit prices of



POLICIES
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STRATEGIES

gasoline, kerosene and natural
gas to commercial entities,
respectively.

Incentive package for workers
linked to performance (e.g.
bonus to productivity).

Appointment of management
contracts for large losing
public enterprises. There has
been no subsidy to the public
jute manufacturing sector or
other sectors since 1979.

\
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POLICIES

INDUSTRIAL POLICY -- SMALL SCALE INDUSTIRES

GOALS

To increase role of small
and cottage industries in
the areas of production

and employment creation

C-6

STRATEGIES

Strengthening the power,
autonomy and financial
capability of Bangladesh Small
and Cottage Industries
Corporation (BSCIC). In NIP,
FY 82 an investment schedule
for small and cottage
industries was prepared by the
(BSCIC) which involved a total
investment of Tk, 4000
million. Since FY 86 BSCIC
has had all the sanctioning
power for setting up small and
cottage industries.

Setting up of industrial estates
in every district headquarter
with the necessary
infrastructural facilities to
promote small and cottage
industries. (Speech, Minister
of Industries, December, 1988)

Establishment of a specialized
Bank (BASIC) geared to meet
the credit needs of small
entrepreneurs in 1988.

Special tax advantages for
small entrepreneurs. Since FY
87, the interest rate for credit
to small entrepreneurs has
been fixed at 10 percent while
the general lending rate is 16
percent.

Measures to train
entrepreneurs in management
as well as technical know-how.

Make entrepreneurs export
oriented. For example, since
FY 87 income from exports of
handicrafts has been
completely exempt from
income tax (a special case).
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POLICIES

GOALS

STRATEGIES

Setting up of one step service
centers where small
entrepreneurs would be
extended assistance and to
ensure this, the Investment
Help Unit for the small scale
sector would be set up at each
district headquarter.

V)



POLICIES

Investment Sanctioning

Tariff Reforms

INDUSTRIAL AND TRADE POLICY
GOALS

Liberalize and simplify
investment procedures

Reduce disparities in
effective protection

STRATEGIES

Increase authority of financial
institutions to sanction
investment.

Rationalize number of
regulatory bodies. (See NIP,
FY 86)

Strengthening the Dhaka
Stock Exchange for share

trading.

Setting up Export processing
zone (EPZ) in Chittagong for
export-oriented joint ventures.

Income tax bene Tt if black
money is invested. For the
first time, in FY 87 a 20
percent income tax was
imposed on all unreported
income. The rate was reduced
to 10 percent in FY 88 and
was retained in FY 89.
Durmg the last two fiscal
years, it resulted in reporting
approximately ‘[k. 5§00 million.

Reduce level and rationalize
structure of tariffs in the
textile, steel, engineering,
chemical and electronics
industries. In FY 86 the
Government reduced the
number of tariff rates from 24
to 11. In FY 88, as a part of
a three year phased program
to rationalize tariff structure,
the maximum nominal tarify
(defined to include the
development surcharges
customs duty and sales tax)



POLICIES GOALS

Regional Industrialization

Import liberalization Liberalize imports in
order to facilitate
industrial production

STRATEGIES

for most final goods imports in
the textile, steel, engineering,
chemicels and electronics
sector was reduced from over
200% to 125%.

Reduce maxim'um customs
duties to 20 pere »nt for raw
materials, 75 pare<nt for
intermediate goods and 100
percent for finished goods.

Continue reducing number of
rates of custoras duty and
sales tax. By FY 88 the
number of such rates was
reduced from 24 to 11.

Special tariff rates on
machinery and spare parts if
industries are set up in less
developed and least developed
areas of the country as
identified by the Planning
Commission. Effective FY 83
a concessionary duty of 2.5
percent is applicable to capital
machineries imported for the
least developed areas. The
corresponding figures for less
developed and developed
regions are 7.5 and 20
respectively.

Eliminate negative and
restricted lists for industrial
imports, except for items
controlled for reasons of
regional and public safety and
a small number of highly
sensitive items. In FY 86 the
positive list of items
specifically permitted to be
imported was replaced by a
negative and restrictive list.
By the end of FY 88 the
number of banned items was
reduced from 388 to 356. The
list of banned items has been
progressively reduced from
39% of import categories in FY



POLICIES

GOALS
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STRATEGIES

86 to 28% in FY 88. The
corresponding figures for the
restricted list are 28% and
24%



POLICIES

Exchange rate
management

External debt
management

Exchange Aid
utilization

Exchange and payment
restrictions.

EXTERNAL SECTOR POLICY

GOALS

Strengthen the balance of
payments position

Unification of dual
exchange market

Contain debt service at

sustainable levels

Raise utilization rate of
the aid pipeline

Eliminate multiple
currency practices

C-11

STRATEGIES

Continue to manage the
exchange rate flexibility to
ensure competitiveness and
promote exp« rt diversification.

Increase share of transactions
conducted in the secondary
exchange market. The share
of the wage earners’ scheme
market in total imports has
increased from 13 percent in
FY 82 to 40 percent in FY 88.

Reduce the gap between the
official and secondary market
rates to 2 percent. The
differential now stands at 5
percent.

Limit non-concessional
borrowing to exceptional
circumstances. Due to
disastrous floods in FY 88
Bangladesh resorted to IMF
emergency borrowing facilities
for $9.7 million.

Increase availability of local
resources for development
projects. In reality local
resources as a percentage to
total resources have declined
from 25% in FY 81 to 11% in
FY 89.

Abolish Bangladesh Bank
deposit requirement on import
letters of credit.



POLICIES

Export promotion

EXTERNAL SECTOR POLICY -- EXPORT PROMOTION

GOALS

Promote export led
development

Free trade system for
exporters

Produce backward

linkages from exporters
to other firms
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STRATEGIES

A.  Provisions for ensuring
unrestricted and duty
free access to imported
inputs

Access to banned and
restricted import categories for
export industries.

Duty draw back arrangements
Bonded warehouse facilities

Cash compensation
arrangements in lieu of duty
drawback or bonded

warehouse facilities

Since FY 86, when negative
and restricted (import) lists
were introduced, the import
policy order of each year has
specified restricted import
items which are exclusively
permitted for the export
industries. The exporters only
need a utilization permit.

The decision to accord a free-
trade status to export
producers was adapted on the
eve of Bangladesh’s
independence through
provisions introduced for
providing refunds of duties
paid on imported inputs used
in manufactured exports. The
type int~oduced initially was a
drawback of actual duties paid.
It came into being in 1970.
The decision to extend duty
drawback facilities to local
suppliers of export producers
or against international tender
was taken in FY 82. This

\



POLICIES
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STRATEGIES

decision was firmly
implemented in FY86. In FY
88 a decision was taken to
extend the drawback benefits
to local suppliers against back-
to-back LC arrangements.

Apart from actual duties paid,
subsequently two other types
of drawbacks at flat rates and
at national payments, came
into use. The government
decided to introduce a system
of national payment of
drawbacks of customs duty
sales tax in 1983, whereby
exporters were to be
empowered to clear imported
inputs without paying any
duty and sales tax. A flat rate
drawback system was
introduced in 1981 applied to
13 export products at the
time. Under this system,
exporters can claim drawback
of duty and sales tax at
certain flat rates of the value

of the export goods or
imported inputs.

Exporters can opt for a
straight authorization to
import duty free into
established special bonded
warehouses. This privilege,
introduced in 1984, has
remained confined to firms in
few industries.

In 1987, a cash subsidy at the
rate of 15 percent of the FOB
value of export was introduced
for ready made garment
manufacturing units as an
alternative scheme to
compensate the taxes paid on
imported materials. This year
it has been extended to
hoisery and specialized textiles.



POLICIES
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STRATEGIE

B. Provision of Export
Performanc. Benefits.

Since the seventies exporters
have been granted subsidies in
the form of an export
performance license (XPL) and
import entitlement certificate
(IEC). The system was
simplified in FY 86 with the
introduction of a system of
export performance benefits
(XPB). In the mid-seventies,
42 non-traditional items were
converted by XPL/XPB, and
since FY 83, all non-
traditional items have been
brought under this scheme.
Different rates of XPL/XPB
entitlements have been applied
to different products and the
rates have been varied over
time. Before FY 82, four
different entitlement rates
ranging from 10 to 40 percent
were in effect, in FY 83 three
rates (40, 60 and 80%) were
introduced; in FY 85 an
entitlement rate of 100 percent
was added to the entire set of
three and in the following
year, three rates (100, 70 and
40%) replaced the earlier set
of four, which have been in
effect to date.

C. Provisions for ensuring
easy and subsidized
access to export finance;

- provisions for
importing back-to-back
letters of credit (LC);

- provisions for internal
procurement under
inland back-to-back LC

arrangements;

- provisions for import
credit at special
reduced interest rates;



POLICIES

GOALS
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STRATEGIES

export credit
guaranteeing
arrangements.

The flow of export finance in
foreign erchange was eased in
December, 1982 with the
introduction of back-to-back
LC facilities (without requiring
permission of Bangladesh
Bank) to ready made garments
and specialized textile
products. In FY 84 this
facilitv was extended to other
industries suchi as leather
products.

To facilitate access of export
finance for the local suppliers
of fabrics to ready made
garment units, the latter units
were permitted since April FY
84, to open inland back-to-
back LCs in favor of local
manufactures and suppliers of
fabrics. In April, FY 87 this
facility was extended to other
export industries in favor of
their suppliers of local
materials,

During FY 77 exporters were
authorized to have access to
working capital bank finance
up to 80 percent of LC value
at a concessionary interest rate
of 11.5 percent against the
normal rate of 13 percent.
This special reduced rate was
revised over the years and
since FY 85 export credit is
made available at a general
concessionary rate of present
except for fine industries -
engineering and electronic
goods, handierafts, handloom
products, toys and leather
products. To these industries,
export credit is available at a
special 7 percent rate.

B
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STRATEGIES

Starting in FY 89 a high level
Export Credit Monitoring
Committee administered by
the Bangladesnh Bank
Governor is acting as a body
to monitor the flow of export
credit. The committee will
also help remove any
bottlenecks in the system.

In FY 78 Saharan Bima
Corporation introduced an
Export Credit Guarantee
Scheme (EGGS). This scheme
covers possible commercial and
political risks by exporters. A
comprehensive guarantee
scheme (insurance) covers new
exporters directly up to 95
percent. Since the mid-
eighties, the coverage of this
scheme in total non-
traditional exports has gone up
significantly, currently covering
28 percent of the value of non-
traditional exports.

D. Provisions for a rebate
on income tax and a
duty concession on
imported capital
machinery.

Measures for a rebate for
exporters were first introduced
in FY 77. No rebate is
provided if export sales do not
exceed 10 percent of total sales
of a unit and it is provided at
a rate of 30 to 60 percent of
income tax payable. The
maximum rebate of 60 percent
is available when export sales
exceed 40 percent of the total
sale. Since FY 87, income
from exports of handicrafts
has been completely exempted
from income tax as a special
case.

A concessionary duty of 2.5
percent with no sales tax was

A\

i



POLICIES

]

165}

C-17

STRATEGIES

introduced in FY 81 on
imported machinery for export
industries with a minimum of
70 percent export sales.
Starting in FY 83 the same
rate became applicable to
industries located in least
developed areas and also to
small and cottage industries
using more than 70 percent
domestic resources. Permit
fees on imported capital
machinery were also listed for
all industries in FY 83.



FINANCIAL SECTOR POLICY

POLICIES GOALS STRATEGIES
Financial sector Improvement in credit Recover overdue agricultural
reforms recovery and industrial loans. As far

as agricultural credit is
concerned, only 40% of the
repayments due were collected
in FY 87 compared to 49% in
FY 82.

Establish targets for
repayments by the largest 100
defaulters of loan from state
owned banks.

Expand credit passbook system
for agricultural crop loans.

Introduce large and
administrative changes
necessary to take action
against loan defaulters. One
of such measures is that a
defaulter cannot run for any

public office. (Bangladesh
Gazette, June 1988)

Strengthen financial Strengthen bank supervision

institutions and establish legal department
in Bangladesh Bank. Extend
supervision to non-bank
financial intermediaries

Improve loan classification
system to identify
nonperforming debts and
provide adequate provision for
debt. The Financial Sector
Credit (FSC) Project of IDA
has proposed that any loan
that is more than 7 years
overdue be classified as sub-
standard and any loan that is
more than 3 to 5 years
overdue should be classified as
doubtful or lost respectively.
On the issue of provisions,
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POLICIES

Monetary Policy

:

Improve efficiency of
monetary management
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STRATEGIES

present regulations require
banks to provide for 50% of
the amount classified as
doubtful and 100% for lost
loans. Furthermore, banks
are required to maintain a
general provision of 2.6% of
their total loan portfolio
outstanding at the end of 1986
to be increased to 4% at the
end of 1989. The IFSC project
proposes to provide for 20% of
outstanding principal and
existing capitalized interest on
sub-standard loans. (World
Bank: Bangladesh - A
Program for Financial Sector
Reform, December, 1987,
pps.192 and 174).

Raise the minimum
requirement for paid-up capital
and reserves for nationalized
commercial banks. In FY 88
the statutory reserve ratio of
commercial banks was
increased from 5 to 10 percent
and the liquidity reserve
requirements of these banks
was 25 percent.

Increase bank autcnomy by
allowing private sector equity
participation in nationalized
banks.

Enhance technical and legal
aspects of monet:..y
management including creation
of a technical unit at

Bangladesh Bank.

Shift from direct credit
controls towards indirect and
more flexible monetary
instruments.

Flexible management of liquid
assets and reserve
requirements by Bangladesh
Bank.



POLICIES

Interest rate

GOALS

Stabilize inflation rate

Liberalize the structure
of interest rates

Saving mobilization
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STRATEGIES

Introduce general rediscount
window.

Identify interest subsidies and
shift burden of such subsidies
from the state-owned banks to
the government. At present
there are 12 professional
lending programs with 85%
refinancing by Bangladesh
Bank. The NCBr carry most
of the interest rate subsidy
costs of such programs, which
amounted to an average
negative net spread of 4% in
FY 86 after provisions for bad
debt.

Stabilize growth of money
supply. Between FY 84 and
FY 88 the target for annual
growth rate of M2 was almost
17 percent, whereas the actual
growth rate during the same
period was 15 percent.

Restrict credit expansion on a
stable path. Credit expansion
during the last § years was
more or less stable at around
13 percent.

Make the present subsidy on
interest rates visible.

Move toward a more market-
determined level and structure
of interest rates. A more
market-oriented interest rate
has been proposed in FSC.

Sectoral subsidy to encourage
investment in selected sectors.
The proposed FSC has argued
for a 4% inter..st rate subsidy
for agriculture and a 6% rate
for sinall industry.

Increase in deposit rate to
make real rates positive to
mobilize savings. At present,
the average deposit rate on

J
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fixed deposits is about 14
percent which is 2 percent
lower than the general lending
rate.

A more flexible and realistic
lending rate to reflect the real
cost of borrowing.



POLICIES

Tax reforms

Fees and charges

FISCAL POLICY -- PUBLIC RESOURCE MOBILIZATION

GOALS

Rationalize tax system;
move toward broad
based, elastic tax
structure; reduce
distortive elements and
mobilize domestic
resources

Improve cost recovery in
transport,
communication, health
and education sectors
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STRATEGIES

Undertake study of efficiency
of investment taxes.

Introduce tax reforms after
review of recommendations of
the tax reform studies.

Impreve tax administration by
reorganizing the National
Board of Revenue in order to
increase tax collection and
reduce tax evasion.

Explore areas where taxes can
be imposed with less
regressive effects and mobilize
resources. One particular area
would be agriculture in
Bangladesh, development tax
(LDT) is only 1.5% of total tax
revenue. Taking into account
that probably no more than
60% of LDT revenues come
from agricultural land, it is
estimated that the direct tax
burden on agriculture is on
average less than 0.5% of the
amount of land income. The
agricultural sector therefore
remains highly undertaxed.

Increase tax income so that
tax/GDP ratio becomes 9%.

Adjust prices of railways,
domestic, airfares, roadtolls,
telephone, telex, and postage.
For uxample, the tariff on
railway, domestic airfare, telex,
telephone and postage have
been increased during the past
2 budgets as well as the
present one,

\ 1}
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POLICIES

Public sector
enterprises

Energy sector reforms

Strengthening operating
efficiency and profitability

Eliminate distortions in
relative prices of
competing fuels

Improve efficiency of
public sector corporations
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STRATEGIES

Improve cost recovery of
services provided by local
governments.

Pursue flexible pricing policies.
Since FY 88 only 4% of the
monopoly and sensitive items
have been formally selected for
price controls. These are
fertilizer, sugar, paper and
newsprint. The others can
freely set prices for their
products.

Extension of performance
evaluation system

Reduction in unproductive
expenditures

Reform tariff structure and
adjust prices of gas and power.
Over the years, since FY 88
the tariff on the value of gas
for commercial use has gone
up from Tk. 96/MCF to Tk.
827/ MCF and the tariff on
electricity for commercial use
has increased from Tk
2.50/KWH to Tk. 5.40/KWH.

Reduce system losses and
overdue accounts of the
Bangladesh Power
Development Board. The
present system loss in power
in Bangladesh is 37% which is
22% more than technically
recommended.



PUBLIC EXPENDITURE POLICIES

POLICIES GOALS STRATEGIES
Composition of Improve efficiency in Follow a more rational
expenditure expenditure expenditure pattern

Cut down unproductive
expenditures. Estimates are
that unproductive expenditures
amount to 45 percent of total
current expenditures.

Minimize unplanned revenue

expenditures,
Planning and Improve budget execution Ensure adequate allocation of
implementation and review funds for operation and
maintenance.

Improve accounting and fiscal
reporting

Strengthen raunitoring
procedures for inter-
governmental transactions.

Improve project Streamline procedures for

implementation project preparation and
implementation.

Provide employment to Generation of rural

the increasing labor force employment in the crop sector

both in the urban and through intensive cultivation.

the rural sectors Between FY 85 and FY 88

employment in the agricultural
sector increased from 11.64
million man-years to 12.80
million man-years.

Creating employment
opportunities in the non farm
sector. In FY 85 about 1
million people were employed
in the non-farm sector.

Employment generation
through public works
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STRATEGIES

programs. Since FY 85 the

Food for Works program has
created 908 million man days

of work for the rural
unemployed.

Employment through NGO
intervention.

Creation of Employment
opportunities in the urban
informal sector.

Emphasize on the self
employment program with
facilities for ciedit and
marketing,

Technical education and
training for skill formation.

Opportunities explored for
overseas employment.
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APPENDIX D
The Third Five-Year Plan of Bangladesh: Targets and Performance

L OBJECTIVES

The Third Five-Year Plan (TFYP) was formulated by the Bangladesh Planning Commission for the
period Fiscal Year 1985 through Fiscal Year 1990. The stated objectives of the plan centered around

the key strategic theme of povarty alleviation:

1) Expansion of productive employment;

(2 Reduction of population growth;

3 Universal primary education and human resource development;

(4) Development of technological base for bringing about structural change; and
(6) Food self-sufficiency.

..  Goals and Strategics
A Agricutture and Rural Development

Productive employment was viewed in the TFYP as an instrument of poverty alleviation "because it
would make employment and income generation inseparable and give the laboring populace such
command over resources and purchasing power as it is necessary for satisfaction of their basic
needs.” The plan envisaged the creation of productive employment through (i) diffusion of modern
technolegy in. agriculture and (ii) upgrading and promoting cottage industries into a dynamic raral
industries sector.

In FY 86, only 25 percent of net cropped land area was covered by modern technalogy and this
share was expected to reach 40 percent during the course of the TFYP period. Actual performance
registered between FY 85 and FY 88 showed increases in land acreage under HYV rice and wheat
trom 8.44 million acres to 9.51 million acres -- an increase of only 1 percent. During the same
period, the total off-take of chemical fertilizers marginally increased from 1.26C million tons to 1.513
million tons, an increase of only 2 percent. With respect to ground water and surface water
irrigation, the target plan was to bring 3.52 million acres of additional land under irrigation, the
bench mark level in FY 85 being 6.12 million acres. During the first three years of the plan, only
1.58 million acres could be brought under irrigation, which represents only 45 percent of the target.
Thus the spread of modern technology in agriculture was quite limited during the first three years
of the plan period, as a result of which the rate of growth of agricultural employment was also cnly
marginal. By FY 88, agricultural employment increased only to 12.80 million man years from the
benchmark (FY 85) level of 11.64 million man years, representing a 9.4 percent increase over three
years.

Although no estimates of cottage industry employment creation are available for the period FY 85-
FY 88, estimated additions to employment in the total industrial sector during the same period
amount to only 0.27 million man-years. Overall, while the target for new employment creation
during the TFYP period was 5.1 million man years, between FY 85 and FY 88, only 2.2 million
man-years of additional employment were created, which represents 43 percent of the target set for
the five-year period.
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B.  Population

Population size and growth have direct bearing on employment needs as well as opportunities.
While population size and growth determine the employment demand, they also affect the capability
of the economy to create employment opportunities. Because of this particular impact, the plan
recognizes employment creation and population control as the prime movers of the economy out of
the current poverty syndrome. The stated objective of population growth from the FY 85 level of
2.4 percent per annum to 1.8 percent by FY 90, which implies reduction of the Crude Birth Rate
(CBR) from S9 per 1000 in FY 85 to 31 per 100G in FY 90 and that of Crude Death Rate (CDR)
from 15 per 1000 to 13.4 per 1000 during the same period.

Between FY 85 and FY 88, the CBR declined from 39 to 38 as cgainst the target of 31 and tha
CDR was reduced from 15 to 14 as ageinsu the targeted 18.4. As a result, population growth rate
in Bangladesh as estimated in FY 88, was about 2.2 percent. To achieve a growth rate of 1.8
percent in FY 90, it would be necessary to have a reduction in the CBR of 5 per 1000 within the
next year, a clearly unlikely outcome, given recent trends.

C. Education

Since productive employment is closely linked to education and skill formation, the plan attached
great importance to the development of education. It maintained that manpower development will
be the necessary condition for attaining the goal of poverty alleviation. The plan proposed to
increase the rates of cxpenditure on education; to overcome existing imbalances between education
and labor markets, a manpower plan was proposed as an adjunct to the Third Plan.

Total expenditure allocated to education in the TFYP, covering the period FY 85-FY 90, amounted
to 12200 million Taka, at FY 85 prices. Benchmark and actual expenditure levels are shown in the
following Table:

Table 1
Development Expenditures in Education
Million Taka at FY 85 Prices

FY 85 FY 86 FY 87 FY 88 FY 85-88 TFYP
(Benchmark) (Actual) (Actual) (Actual) (Actual) Allocation
1252.0 1231.3 1748.2 1777.8 4751.3 12200.0

It can be seen that during the first year of the TFYP actual development expenditure on education
was lower than in the benchmark year. During the second year of the TFYP, this expenditure rose
by 41 percent, but during the third year it increased by only 1.8 percent. Thus development
expenditures on education are not increasing at a higher rate. Furthermore, when a cumulative
account is taken, it is found that during FY 85-88, only 39 percent of total TFYP development
allocation for education has been actually spent. Secondly, to date, no manpower plan has been
formulated as an adjunct to the Third Plan.



D.  Basic Needs

The major targets for basic needs in the TFYP, the benchmark level in FY 85 and the registered
outcomes for the period FY 85-FY 89 are presented in the following Table.

Table 2
Basic Needs: Targets and Qutcome
Items Benchmark TFYP target at the end Outcome at the end
level (FY 85) of the terminal year (FY 80) of FY 88

Foodgrains
(Mill. Tons) 16.0 20.7 16.6
Fish

(MillL. Tons) 0.77 1.07 0.87
Pulses

(Mill. Tons) 0.21 0.30 029
Cloth

(MilL. Tons) 772 121.6 615
Primary School
Enroliment

(Millions) 89.2 116.2 112.0
Hospital beds

(000's) 27.8 40.7 33.0
Rural drinking water

(MilL Tubewells) 0.87 0.89 0.78
Electrified vi

(000's) 10.0 220 -
E. Sectoral Growth

In the TFYP, economic growth was identified as a pre-condition for productive employment, meeting
of basic needs and ultimately for poverty alleviation. The sectoral growth rate targets during TFYP
and the respective achievements at the end of FY 88 are presented in the following Table.

Table 8
Sectoral Growth Rates-Targets and Performance
TFYP Sectoral
FY 85 target Shara at Annual
Sectoral Annus] the end growth rate Sectoral
Share growth rate of FY 90 FY 85-FY 88  Share
Sectors (in %) (in %) (in %) (in %) (in%)
Agriculture 50.4 4.0 469 2.6 48.7
Industries 9.5 10.1 119 4.8 9.8
Gas & Electricity 0.7 9.6 0.8 13.3 1.0
Construction 2.3 49 2.3 8.3 2.6
Transp. & Comm. 5.2 6.9 5.6 6.7 658
Trade & other Services 224 6.4 23.3 4.2 22.6
Housing Services 3.0 3.7 28 4.0 3.0
Public Services 6.6 4.6 6.3 5.6 69
Total 100 5.4 100 3.8 100
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F.  Food-Self-Sufficiency

Food self-sufficiency was a major stated objective of the TFYP. To ensure a consumption of 18 oz. a
day per capita and a security reserve of 1.5 million tons at the end of FY 80, the foodgrain
production target was set at 20.7 million tons. This target implied an average output increase of 5.1
percent annually throughout the plan period.

As against all these targets, at the en2 uf FY 88, foodgrain producticn reached 16.5 million tons. It
implies an average annual growth rate of 1 percent during FY 86-FY 88 relative to the planned
growth rate target of 5.1 per annum.

G. Self-Reliance

On the issue of self-reliance, the plan had two major objectives - (i) change in the intermural
character of aid in favor of commodity aid and (ii) to step up efforts for domestic resource
mobilization to provide matching funds. The plan assumed that net external resource inflow would
amount to Tk. 210.28 billion and estimated the level of domestic resources to be Tk. 175.72 billion
at FY 85 prices, giving a total size of Tk. 386.00 billion.

As far as the first objective is concerned, two observations can be made. Firstly, between FY 85-FY
88, commodity aid increased by 18 percent, project aid increased by 40 percent and, secondly, during
that same period, the share of commodity and in total foreign aid declined by 3 percent from 34
percent to 31 percent, but that of project aid increased by the same amount from 47 percent to 50
percent. Both these observations imply that the economy is not moving towards satisfying the first
objective mentioned above. With regard to the second objective, net foreign aid disbursements
during the first 3 years of the plan period have already reached Tk. 454.0 billion as against target of
Tk. 210.28 billion for the whole plan period. Within the target of Tk. 210.28 billion for the whole
plan period. Within the domestic resource target of Tk. 175.72 billion, the share of public financing
was estimated to be Tk. 59.80 billion. The actual level of public financing during the period FY 85-
FY 88 was Tk. 18.94 billion, implying only a 23 percent. achievement of the target.

M.  PLAN SIZE AND ALLOCATION

The overall plan allocation of Tk. 386 billion was assumed to be composed of Tk. 250 billion in
public sector investments and Tk. 136 billion in private sector investments. With respect to private
investment expenditures, the plan recognized that stated targets were largely indicative: actual
expenditures would depend on the investment climate, macroeconomic policies, conditions in the
domestic and external economic environment and on the entrepreneurship of the private sector.

Contrasted with a target level of Tk. 260 billion for public investment expenditure during the five
year plan period, actual investments during FY 85-FY 88 amounted to Tk. 108.7 billion representing
43.5 percent of the target. As against the plan target of Tk. 136 billion for private investment, only
Tk. 58.2 billion has been achieved during FY 85-FY 88, or 42.8 percent of the planned target -
under existing circumstances it appears highly improbable that it would be possible to achieve the
remaining 57.2 percent of the private investment target within the two years resting in the plan
period.
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The sectoral allocation of planned investments and the actual expenditures during the period FY 85-
FY 88 are presented in the following Table.

Table 4
Sectoral Investment Expenditures—Planned and Actual
(Billion Taka at FY 85 Prices)

Public Sector
TFYP FY 85-FY 88 TFYP FY 85-FY 88

Sectors Target Actual Target Actual]
Agriculture, Water Resources
& Rural Development 70.000 20.300 45.000 18.800
Industry 26.000 14.900 32.000 7.000
Energy 56.000 27.300 6.000
Transport and

Communications 27.500 11.800 16.000 13.800
1 zysical Planning

and Housing 6.500 3.700 38.500 11.000
Education 11.300 4.800 .500 -
Health & Population 14.200 4.900 1.200
Trade & other Svea. 5.300 1.600 0.800 12.600
Others 34.200 19.400
Total 250.000 108.700 138.000 58.200

Iv. SECTORAL PRCDUCTION TARGETS

The TFYP production targets of major items of different sectors and the relevant achievements at
the end of FY 88 are presented in the following Table:

Table 6
TFYP Production Targets

TFYP targets at Actual at the end

Benchmark Year end of of FY 88

Sectors and items (FY 85) FY 00

AGRICULTURE
1. Foodgrains (mil. tons) 16.000 207.000 16.500

(a) Rice (mil. tons) 14.500 18.000 15.400

(b) Wheat (mil. tons) 1.500 2.600 1.100

(c) Others (mil. tons) 0.030 0.100 0.040
2. Jute (mil. tons) 4.600 6.000 4.700
3. Tea (mil. Kg) 38.200 40.800 52.800
4. Sugarcane (mil. tons) 7.000 8.200 7.600
6. Pulses (mil. tons) 0.210 0.300 0.208
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Oilseeds (mil. tons)
. Potato (mil. tons)
. Fish (mil. tons)

INDUSTRIES
. Jute textile (mLtons)
2. Cotton textile

(2) yarn (milLkg.)

®a®

[

(b) Cloth (milmtr.)

3. Fertilizer (mil.tons)

4. Paper and
Newsprint (mil)

. Sugar (mil.tons)

. Cement (mil.tons)

. Steel (mil.tons)

ENERGY
i. Electricity

e ]

(a) Generation (GWH)

(b) Sales (GWH)

2. Gas
(a) Output (MMCFD)
(b) Connection (ml)
(c) Development wella

0.280
1.300
0.770

0.560
61.800
71.200

0.810

0.080
0.088

0 101

4536.000
2818.000

450.000
0.240
21.000

TRANSPORT AND COMMUNICATIONS

1. Paved roads (in lom.)

PUBLIC HEALTH
1. Rural water supply
(mil.tubewells)

EDUCATION
1. Primary School (ml.)

2. Primery enrollment
(ml)

3. Secondary education
enrollment (ml)

4. College education
enrollment (ml)

6. University education
enrollment (ml)

6. Technical education
enrollment (ml)

HEALTH

1. Hospital beds (ml)
2. Doctors (ml)

3. Nurses (ml)

4648.000

0.670

44.200
89.200
24.800
4.300
0.038
0.019
0.028

0.018
0.008
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0.350
1.700
1.070
0.850
96.000
121.500
0.100
0.300

0.230

8707.000
6121.000

857.000
27.000

T723.000

0.880

46.100
1168.200
27.600
4.400
0.042
0.022
0.041

0.023
0.010

0.300
1.200
0.870
0.580
659.000
61.500
1.400
0.082
0.180

0.310
0.070

6540.000
3773.000

700.000

0.400
38.000

5208.000

0.780

112,00
28.600
7.800
0.043
0.020
0.033

0.019
0.008



V. SECTORAL ISSUES AND STRATEGIES

A Development of Minor Crops

In order to encourage the development of minor crops, the TFYP advocated two strategies — first,
shifting from monocropping to multiple cropping and secend, instituting an integrated agricultural
price policy with relative price incentives for minor crops.

Regarding the first strategy, there has been a shift from monocropping to multiple cropping, but
Boro rice and wheat have taken the place of minor crops. For example, between FY 85 and FY 88,
the production of the two major rice crops -- Aus and Aman -- remained static at 10.7 million
metric tons whereas that of Boro increased from 3.9 to 4.7 million metric tons. Production of minor
crops increased by only 0.1 million metric tons during the same period. General trends in relative
prices coniinue to favor major craps.

B Livestock Developmesit

Features of the livestock sector in :esh include shortages of draught power as well as mild
supply. In the TFYP it was recogL . ‘at these two problems needed to be addressed separately
for the use of cows for both purposes ld not lead to an optimal outcome. Average national
draught energy requirements were estii .ed at 0.378 kw/ha, while actual available draught power
was estimated at 1.271 kw/ha, showing - deficit of 0.102 kw/ha. On the other hand, during the
first three years of TFYP, milk productiu: has increased only by 1.2 percent per annum.

C.  Jute sector policy

Historically, jute output in Bangladesh suffered from the jute-rice relative price disadvantage and
absence of stability either in jute price or output. The plan maintained that it would address both
these problems by (a) improving the quality of jute seeds in order to reach higher yields so as to
make it cost-effective in relation to rice and (b) stabilizing the jute market through a stable price

policy.

Actual perfurmance registered between FY 84 and FY 88, shows that whereas the average yield of
rice increased by 12 percent, that of jute increased by 2 percent only. Furthermore, in the recent
past, government interventions in the jute market have been so weak that the severe problems
concerning price and supply instability remain undiminished.

D. Cotton Textile Policy

The primary objectives of the TFYP with regard to the textile sector were stated to be: (a)
diversification of export items because of prevailing quota restrictions on various items on the part
of importing countries and (b) locai fabric manufacture to increase the value added in the output of

the garments industry. The plan aimed at increasing both spindlage and yarn output by 50 percent.

The diversification policy seems not to have gotten the right kind of direction -- for example, from
apparel it should be possible to move to knitwears as the demand for them is on the increase in
importing industrialized countries. On the second issue, between FY 85 and FY 88, the number of
spindles working in the cotton textile industry has actually declined from 922 thouzand to 884
thousand and similarly total production of yarns has gone down from 106.2 million lbs. to 102.9
million lbs., in sharp contrast to the planned targets.
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E.  Exports Imports and Balance of Payments

The TFYP declared that an important step towards self-reliance would be to promote an outward-
looking industrialization policy in order to overcome balance of payments constraints. Elsewhere in
the plan document, however, it is stated that though economir policies will vigorously seek new
openings for exports and will pursue a reorientation of industrial production towards export
markets, no substantial gain was envisaged over the Third Plan period in the present international
trade outlook. The export targets of TFYP and the achieved results are presented in the following
Table.

Table 6
Exports--Targets and Performance
Benchmark TFYP Targets at end  Actual at end
Items year (FY85) of FY 90 of FY 88
Jute {raw) 3.900 4.010 3.690
Juie gands 10.400 11.430 8.220
Tea 1.560 1.920 1.290
Leather 1782 3.250 4.580
Garmen:s 3.000 6.010 14.840
Uth.crs 3.7189 4.980 7.080
Total 24.420 30.600 39.700

Regarding imports, the TFYP meintained that "during the Third Plan, the import structure will undergo
significant changes. Food imports vill decline due to expansion of domestic output and imports of other
consumer goods will increase at a reduced rate due to increased substitution by domestic output; while
intermediate goods imports will grow faster to ensure a significant improvement in capacity utilization of
local industries. Capital goods imports will increase at the rate of 3.5 percent a year." Actual performancs
as contrasted to planned targets is presented in tabular form below.

Table 7
Imports—-Targets and Performance
Benchmark TFYP targets at Outcome at

Items year (FY 85) end of FY 90 the end of

FY 88
Foodgrain 13.180 6.790 16.770
Oil and oilseeds 2.910 3.150 4.420
Other consumer goods 6.230 7.930 18.760
Intermediate 32.120 44.000 34.600
Cepital goods 15.910 18.890 24.960
Total 70.350 80.760 96.500

It can be seen from the Table that, in contrast to the stated objectives of the TFYP, between FY 85 and F"
88 food and other consumer goods imports have increased significantly, intermediate goods imports have
increased marginally and capital substitution has not taken place as expected though some marginal
improvements in capacit utilizat'on might have taken place.

The following Table contrasts planned and realized values of the key components of the Balance of
Payments for Bangladeah for FY 85-FY 88 at FY 85 prices:
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Table 8
Balance of Payments—-Targets and Actual
Total for Three Years (FY 85 - FY 88)

Actua]
Categories
Plan Target Estimated % Achievement

1. Import Payments -g841 -8767 99.10

(a) Goods (c.iLf) -8666 -8451 98.80

(b) Services -1288 -1308 101.60
2. Export Receipts 4098 4742 115.70

(a) Goods (c.if) 3048 3817 123.80

(b) Services 1014 925 01.20
3. Balances of goods &
services -6743 -5015 87.30
4. Remittances 1201 2072 160.60

Current Account

Balance -4452 -2043 66.10
5. MLT Debt

Repayments -376 448 119.10

Balances of

Payments gap -4828 -3391 70.20
6. Aid inflow 4205 4670 108.70

This table shows that during the first 3 years of the TFYP, even if export receipts have exceeded the plan
target and import payments were contained within the plan target, the reliance on external help has
increased. Self-reliance remains as remote a goal as ever.

VL CONCLUSIGN

While the impact of the severe floods of 1987 and 1988 cannot be neglected, the shortfalls of realized
economic performance relative Lo plan targets reenforce the notion that the Five-Year Plans remain very
much a document of politically desirable goals and a paper exercise on sector allocations, largely divorced
from ultimate policy decision-making and implementation. This feature of the planning apparatus explains
deviations of actual vs. planned outcomes more readily than any concrete analysis of individual performance.
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APPENDIX E
Estimation of Capital Stock: The CICOR Approach

In LDCs, statistics on time-series data for sectoral or national capital stock are typically unavailable.
Time-series for sectoral capital stock are useful because they allow precise estimates of sectoral
capital productivity and sectoral potential output. Several methods have been proposed to estimate
fixed capital stock series in the absence of reliable economic survey sample data on the value of
fixed assets, i.e., machinery, equipmant and physical plant. These indirect methods are usually of an
ad hoc nature. Even when data from surveys of reported values on balance sheets are availuble and
direct methods of estimation can be employed, the resulting estimates of capital stock tend to be
seriously undervalued. In estimating capital stock time serics for Bangladesh, we have employed a
new methodology denoted the Cumulative Incremental Capital-Output Ratio (CICOR) approach. This
indirect method requires generally available time series data on sectoral net investment and sectoral
real output. Furthermore, it affords the possibility of estimating upper bounds on the magnitude of
the error in the capital stock estimates. In addition, the magnitude of the error can be shown to
decrease as the sample size increases. Because of these properties, the CICOR method can be
regarded as generally superior even to direct methods based on survey data. The steps involved in
the estimation of capital stock series employing the CICOR approach are described below.

1. The point of departure is the construction of time series for sactoral real output Y(t) and
sectoral real net investment NI(t), throvghout the sample period [0,T]. Net sectoral
investment can be derived from gross secioral investment series and estimated capital
consumption allowances. If sectoral estiizaces for capital consumption allowances are
unavailable, initial guceses should be cheten which are consistent with national estimates of
capital consumption--two or three iterations are usually sufficient to arrive at f{airly
dependable estimates of sectoral capital consumption.

2. A time series for Z(t) is constructed for each time-period t in the sample period as follows:
Z(t) = CNI(t)/CY(t)
Where
CNI(t) = SUM[n;O,t-1] NI(n)
and

CY(t) = Y(t) - Y(0)
The ratio Z(t) is designated the Cumulative Inciemental Capital-Output Ratio (CICOR).

3. The behavior of Z(t) is tracked until it reaches en approximate steadv-atat.>, The steady-
state value of Z(T) is an estimatce of the true capital-output ratio KY(T).

4. An estimate for the capital stock at time T, KS(T), is constructed by means of the relation
KS(T) = Z2(D*Y(D
b. Estimates of K(t) for the remaining time-periods throughout the sample period {(,T-1] are
constructed taking K(T) as a starting point and employing the net investment time series in
the relation

KS(t-1) = KS(t) - NI(t)

The evolution of Z(t), the CICOR ratio, as compared with the conventional ICOR ratio--
computed with a three-year lag--is portrayed in figures E.1 through E.4. It can be seen that,
whereas the behavior of the ICOR is highly volatile throughout the sample period, the
CICOR reaches a stationary value during the last five years.
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Figure E.1
CUMULATIVE ICOR and ICOR
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Figure E.2

CUMULATIVE ICOR and ICOR IN AGRICULTURE

(Incrermental Copital-Output Ratios)
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Figure E.3
CUMULATIVE ICOR and ICOR IN INDUSTRY

(Cumulative Ccpcbul—Outpm Ration)
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