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1. CURRENT PRACTiS OF St:1,L'-'-;A-G T1 BANGLADESH 

1. INTRODUCTION 

1.1. Background of consultancy. Banwlacesh, with its large and 
rapidly-growing population and sharIy limited land area, faces a severe 
prc:lem of providing productive employment for its people. The USAID 
Ls.-,cn t- Ban'-a .t,- ha- , been ccnc cr , with this problem. Recent 
analyses suggest that the potential for siZrificant increases in labor 
absorption in agriculture are limited. This has led many to consider the 
possibilities for expanding jobs in small enterprises, both in industry and 
in commerce. 

While an approa-h to job-creation through small enterprise development 
has gained widesprea, acce,:ance in principle, in Bangladesh as in other
 
countries of th: world, the devising of policies or projects to support the 
growth of such enterprises has proven to be a difficult task. A number of 
approaches have been tried; it may be fair to say that thc failures
 
outnumber the successes. In fact some would say that the successes are
 
only relative, and are few in number.
 

In this situation, subcontracting systems offer interesting 
possibilities as a means of" channe' ing assistance to small producers, and 
also as a way of drawing small producers into creative relationships with 
other firms. This consultancy was designed to explore the extent, to which 
this might be true in bangladesh. Its terms of' reference were in three 
parts. The first involved field work tc determine the nature of 
subcontracting 1:] prodidcc' iriongr:.:,g tne ofIn i-r acesh, characteristics 
the participants and of the rciationhipsanvoved. Section I of this 
paper reports on the findings of that portion of the work. The second and 
third questions related respectively to policies which impinge on 
subcontracting relationships, and projects wnich might be developed to 
support their growth. Those two issues are discussed in the second and 
third sections of this paper,. 

It is important to note that the government of Bangladesh has 
expressed considerable interest in subcontracting systems and linkage 
relationships unetwcen large arid small producers. The government has 
appointed a high-level cur;.. ittee to explore ways of developing the use of 
subcontract ug, i vain our areas of' the ecrnomy. .is' commnittee has met 
only rar ely sinc' it:, formati on in 19W.,, ane most o-' its members have since 
changed aissgrmnt, o it has riot yet had any s mLf.f'icant impact on the 
policy of the country. Tne Fact ',-,at it was appointee, however, reflects 
an unusua,] int erest it- this area , t rorigrc wcorld country governments, and 
a good opportunity tc, direct its activitie: in new directions. 

1.2. Approu ch use, . On arrival in Lenglau, sh tro first task was to 
ruldertak,2 a preAir i nary review of t re ext ent o'f[sebcontracting in the 
country, al" wel ,as it.s indi.st ry concrt rat ior . [ scuss(is with a number 



of informed neople, both 	 iraid. ,:..adesh gov'rnmontanc outs; cC, ,.
suggester t.-a t 	 .... c~m2 p::la'"~.... n r 	 tat 

three inaustries: metal products and engineering; garments; ana lea-her 
shoes. Cconequuntly, 	 wtl'.r, pCrimalrily In these tfi*interviews ciietIdra-L'c 

industrial g ups. A lim.ted nu=rser
.of interviews were also u._,,'a:cr. 
with a vie; to exploring subcontracting systems involving people wor<King In 
village househcids.
 

For, ch uf Lhs' categor's, tnt:!i, tht appvoach used w a t Qk L6r 

and .ntervIew a_divers..c - ...... enterprises: manuLfactu,-ers of 
diffprnt tno nd sizes, merchants involved in wholesalinv and retailinw. 
and other knowledgeable indivicuals. During the course of six weeks of 

C.,CI. Z.p:rC.,:i nt y ..... ente pr IsC 2 es . 

interviewed. Most of these were in Dhaka and the immediate surroundings 
(including Joydebpur and 	 Narayan-anj, Tongi and Mirpur), but visits were 
also made to Comilla and 	 Chittavong, to Mymensing and Tan;ail. 

1.3. Definitions. There has been a lively disc'ssion in Banglaciesh
 
concerning appropriate definitions of subcontracting. For the purposes of
 
this consultancy, a broad definition was used, based on two featires:
 
production on order, based on a longer-term, repeating relationship. This
 
definition 	might be contrasted with other, more narrow conceLions of
 

l
subccntract ing. One of these: recuires that the parent firm supply the
 
working capita!e, 	 materi as or" of' money to buy
ei ther in the form of raw 
these. Wnile this is a frequent characteristic of many suconzracting 
systems, it is not always so; there seems t.o be no Eoc rea2 son to restrict 
our definition to situations where this is the case. Others choose to
 
1 imFit tihe conce-t si tuat ions wherec the_ firm wi-vin.-, the ode(.r is acc, to 


monufact urer, rather than a merchant. Some have mlso recei red that the 
supplier produce a part which is incorporate;d in icentifiabl,- form in the 
finished procuct (as when a bicycle manufacturer su'bcontracts the 
production of" spokes or rims). Again, this is a frequent characteristic of 
subcontracting systems in Bangladesh, but there seL,;s to be no reason to 
limit the definitior to situations of' this type. 

Two further things may be noted about our defi:iition. The first is
 
the emphasis on produ~ction on order. No restrictions are placed on the
 
nature of the enterprise giving the order. Among other things, this means 
that the prefix, the sub- in the word subcontracting, is really 
r'eduncant . A orn accurt, descrip ton of what is unner study would be 
contr'acti;- rathr than a:. ennt: act n,.' e fal CA toIe stancard terminology 
here not because it i. moe' acurate, but becau-se i I. more commonly 
used. The second part of tht definit on--reaur rg that tne relationship 
be of' a longer-trm, repetitive nature--is designed to exclude situations 
involving' one-time orders (. . to have a replacement par't made by a 
machine shop). 

1 . 4. Acknowl edements .	 I woul d I i k to expr'es:, my t han,,s ann 
appreciation to Dr . Ja!, van der Veer, Senior Economist at the USAI) Mission 
to Bangladesh, for arranging this consuiltancy, thereby gi ' ng me, an 



and enthusiasm added greatly ts th cnjoyment of t, r tar: n. 
,
1 . 'TD/haa, 

for sharing his insights concer'n, a71 aspects, t. ­

society. He was an excellent counterpart, translato, t:-.-ve !ing 

Seor.n 1y, ;3d,0 lke t tnz,,. ,Mr. Niz ,.Udtc.n ' C._q _. 

0 

companion Thanks to Anwarul Anim Syc IN, 1, woncalso_, go Mr. T-1, 

accompanied us on many of our interviews. Withc t r T could 

never havc began my work. 

2. METALS
 

In examining subcontracting system.s in metals and engineering
 
enterprises, illis helpful to dist nguish between public sector firms, on
 

the one hand, and private sector enterprises, on the other. This
 
separation in €urrn leads to three major categories of subcontracting links:
 

2.1. Contracts between one public sector firm and anotner. A moderate
 

amount of subcontracting takes place between large public sector producers.
 
Examplas include castings done by the Bangladesh Metal 'fools Factory for
 

Bangladesh Diesel and for Chittagong Steel Mills; the making of dies by
 

Metalex and Mehar for Atl]-:- Ba-gladesh; an( several r,thcrs. Perhaps the
 

:rimary characteristic of these relationships is that they are treated by
 

the participants as being ;,in the family." u';ong other things, this means
 

that price negotiations are rather relaxed. in some cases, production
 
takes place first, w~th the price negotiations only being finalized at a 
later date.pFrom the point of view of contracting procedures, this is a 
very easy type of' relationship to establish and use. It also puts private 

producers at a severe disadvantage, however, since they could not operate 
or, such a basis. 

2.2. A second category of' transactions arises from contracts between
 

public sector producers and private sector firms. These are relatively
 

rare, for reasons which should become clear from the discussion below. In 

some cases, private producers place orders with public sector suppliers. 
An example would be the purchase of battans (used in light fixtures) by 

Philips, fro. Atlas. Wc were told that Atlas is the on>' firm in the 

country capale of making these items. Atlas is now more than two years 
behind their contracted deK 1very scncui ; they make. the procucts wren it 

is convenient for then, which is only occasionally. Pnil ips can tolerate 
this only because this is a very minor item for then.; trey sell what the), 

can produce, given that constraint on their input supplies. For a major 

product line, it would be an impossible situation. 

The converse type of transaction takes place wnere private sector 

producers enter into contractual arrangements to scl to public sector 

buyers. This happens to a limited extent, e.g. wnen :,r)lic sector jute and 

textile mills contract for the regular purchas, of spare parts from private
suakinc pLIlicsector suppliers. In sUCh purchases, sector firums are 

required to use a tendering procecs; the procedu:res for thir are
 



cumbersoe, comp> , anc 4a t to K! kinds of ,garpulatiorns. Even after 
g the cunw'
wi ,i anc ioe. product, the supplier is often 

faced with protlems of .:o,,n. p-'mnt. It is not impossible for a private 
firm to overcome ior iea:r to .live with) t.' problems, but they certainly 
do cause din'" soi;::..;., ya f'r.:s ha ve nocrsen to st. y away from 
such activitieza:ntrely. 

2.3. The tV, :. Ljs ,gry involves contracts between two private 
sector lirms. in most cases, the supplier here is a small or meoiurn-sized 
cntcrprisc; th. '..r. to lrgu, or may be another small firm. 
.. ampe A. ..r.. . .... .. . in work for large private 
producers includ 1h, ing (. ,'ling an welding) of pipes for major 
tUbE 11 aWnof 00LU1U 0 i L.._t w * te of wouden cases and metal stands 
for Singer Sewing Machines; the making of parts for local 
manufacturers/assemblers of centrifugal pumps, and for local assemblerone 
f diesel engines (more potential than actual right now, but already under 

way on a limited s2ale); and the manufacture of power looms for large 
private weaving mills. The final cambir;it:n, based on contracts between 
two small private producers, is the most da .erse and probably the most 
widespread of all. Some eyamcrJ u.ccverec in the course theof interviews 
include the following. 

a) The making- in a na!l (8' x 8') machine shop of dies, to be used in 
the manufacture of plastic knobs, in turn sold to a radio assembler. 

b) The making of drawer handles in a small workshop which receives 
orders from a wholesaler; places orders for casting with a neighboring
foundry; does the machining "in-house," then sends the parts to another 
neighbor for electron]at ng, finally buffing them himself before turning 
them over to the wholesaler. 

c) The "dis-aggregated" manufacture of hand pumps for the rural health 
program (the ultimate source of the orders): one firm does the casting and 
machining, sending the parts to another firm nearby for boring, contracting 
with a third firm to supply more finely machined parts. 

d) The making of ball presses and lathes by small workshops, who 
cntract with neighbors for heav. casting, planeing, the cutting of gear
teeth, and other fine macLinin. 

e) The manufacture of sanitary ware (pipe fittings, faucets, gas 
valves), with th. lectrcpl.:-n: done on a subcontract basis. 

f) The manufacture of bicycle parts for local assemblers, 4ith a 
number of' different firmo: producing each of several different parts. 

g) The cooperatiorn of two firms (one to d, the casting, the other the
 
milling), in making standard replacement parts (gears) for textile
 
machinery.
 



di.. thbese of Alin I to judg'e the provsence of types activities. 
wk lhrcK. mrket areas. and at ,yawssicnrand.m (in a non-stat2tical
 

sense!) witr, assorted producers sugests great diversity of prucuc t types, 
and wilcsr2al dispersion, wttb e:'tensive reliance on. suicontractirg. 

it seem5 appropriate to hold up the Mirpur Agricultural Workshop and 
Training Scnool (MAWTS) as a particularly instructive model, illustrating 
t4 .'. eT.:. and problems in the dev 1cipmenc of subcontracting stems in 
Q .t,; 5Eased cn the WC1'-cquipp facilities of its 3-year 
..... nya2 rrmnjng school, MAW"YS receives inquiries for work it might do 

on a c'me-ci _ basis from a wice variety of private as well as public 
sector tve:s. Mr. Ikramu]!a, te MAWTS director, makes a conscious effort 
to ;y of the c.r"''r or to m.s:r2.r private workshops, either as 

a whole or for some parts. In a new project soon to get under way, ne will 
help establish 15 new workshops, owneu by some of his earlier graduates who
 
have now hod enough experience to start out on their own as entrepreneurs.
 

This is an interesting ,xperiment which has many of the ingredients of 
a well-focused activity aimed at the development of subcontracting systems: 
a channel for orders, linking small specialized workshops with more dynamic 
markets, with a strong technical assistance component; that technical 
assistance is carefullytargeted to enable the suppliers to complete 
particular tasks for which thrc is a demand in the market. If this 
experiment is to serve as a mccci for a broacer cevelopmcnt of 
subcontracting systems, however, one missing ingredient still needs to be 
added; this concerns finarnil and management irdepenuence in the supplier 
firms. Some of the sup lier wrkshops are reportedly currently losing 
money. They have showr 1ittc i nitiatiwve in seeking out cihaper sources of 

raw materials, in barganig for' Lotter t ermsu on the procucats tney supply 

to MARTS2, or in exploring other products whir.h the,' might profitably 

produce and sell to others. To a large extent, they seem to view 
themselves as appendages of MAWTS. Their failure to develop any 
independent initiative anw their "parent's" toleration of their apparent 
failure to cover their costF sugest that, to date, this is a ccr,zect 
perception; in fact, they a-r appndames of MAWTS. This is clearly not 

true for all MAWTS suppliers; somo had been in business for man' years 

before they started dealing with MARTS, are ,upplying many products to many 
buyers, and doing quite we:!. it is most clearly true for those workshops 
which were specially set up with arn eve to supplying orders channeled to 

the:; by MARTS. if these art t. be seen as prcv;.ing a nattern for the 

cot a~l shmlt of fut-re wo-: :oopsz, it will no mrnort ant t,. ensure that they 

move mour, quickly towr as f irnial a:nc maa 'era: incepcnden-re . if t h 2 

missing inr'edlent could be adoec, then this ,oulc Le, an important case 
where an ,uts~ae institution--in this case, a PVO, although the task might 

also be accomplished by a government agency cr a private business fi'm--has 
been instrumental in ma<inF pcssbie tne establishment and growth of rural 

small , .sing syst of to smallenterprses , a :r. subcontracting link dispersed 
producers to dynamic markets. 



. .... uction. The proauction of clothing in a nation of 100 

millon pecple involves an immense and multifaceted set of activities. 

Amor; the mpjor segments of tnis market are the followig. 

garments by the
: Lnr'.Pi and sarees: single pieces of cloth worn as 


........ -f adult Bangladeshis, these are mostly woven on hano looms,
 

there is also some power loom and factory production.ath u,'h 

h) "Western" outer garments: blouses, snirts, trousers, buaers, 

chilm-;'r. c'1nthing. A significant share, particularly of adults' 

Of the rest, while there is aclothing, 1L imported as used clothing. 


significant amount of tailor-made clothing, a substantial portion comes
 

from local small and medium-sizea factories and workshops, mostly in and
 

around Dhaka and Chittagong.
 

term which includes underclothes and other
c) "Hosiery:" a broad 

knitwear as well as socks. Virtually all is locally made, much of it in a 

complex set of small enterprises in Narayanganj. 

d) Finally, there is th rmuich-noted production of garments for export. 

; is limited to the second, third, andOur discussion of sontra0tr 

fourth of these cateiories. While there may be some subcontracting in
 

cloth production (particularly han&comb), we have not explored that area, 

partly because it has been motr cxtensiv ly stadied by others. We discuss 

the other "ree cateiourc- in turn. 

3.2. Western outer garments for the local market. While less widely 

recognized than export productiou, this activity has also grown rapidly 

over the past 5-10 years. A nuMr;er' of people reported that the tailors' 

at, the same time that the

hold on this market is declini;F; rather rapidly, 

clothio in the market (specially for men andshare of non-traditional 

to the tailors, ready-made clothes are
children) is rising. Relative 


are of better

reported tK be more fashionable (refiectinF latest trends), 


quality, and are sold at lowor cost.
 

extensive among ]c.al garment factories. It
Subcantrawting i:; fairly 
either from merchantsarises s ncc mch of t pr'.ouuction is on order, 

(often reta ilers) or from chr factories. The latter pattern is 

the largest ana most widely knownexemplifilec by Pearsuny Ga-runis, 


supplier of garments to the local market. Pearsor:s has its own factory,
 

with about 200 6orkers (all men!); it also buys clothingi on an order basis 

from 10 other producers. With this flow of prd,,ucts, t h company supplies 

re . era) from a11 corners of 
some 200 buyers (wholc:,alers as well as the 

country. In deal ing wit n spp;liers, Pea raoom prov 1]e a models an well as 
is alsotechnical sperv isioin i each supplier f;act ry. ,.lit y con.trol 

exercisec through Pearsons' provi sion at all coth and accewrws. The 
" 

su pplier firns generally purchas, their o.n sewin machines and work 



places, although Pearscns ain, sc:::<ti"cs pro',ids tWe machines, 
particularly the mere com:;lx on,' (e.g. overlock machines). 

Pearsons started on gar'mant production four years ago, relying at 
first only on its own factory. Demand quickly grew beyond its own 
production capacity, which led them to the sutbcontracting system. The 
company currently has subcontract work done in two contexts. First, there 
are som, activitier which Pp.rsons does not undertake at all, but rather 
handles only on a sw'contracting basis. An example is embroidery, 
generally done as haind-work by gro ps of womcn working in households or 
small workshops." in worp reaciiy inCo) sk:il"ed this arc available a 
household setting, but are less easily organized to work in urban 
factories, so subcontracting systems have developed naturally. beyond 
this, subcontract production of whole garments is done to the extent that 
demand exceeds "inside" production capacity. Demand for ready-made 
garments is rather highly snsnal, peaking in the months leading up to 
Ramadan; an indicative graph might look as follows: 

quantity_____t 

sub]conract
•" production 

own 
-- production I .. 

time 

Ramadan
 

Thus, there is some subcontracting of complete garments on a year-around 

basis, but in the period befor, iamadaq this is much more extensive. It 

is hard to know how much credance to give to the off-handed estimates 
of Pearsons' manager. Taken at face value, his figures would suggest 
the following (on an index basis, taking total sales in the off-season 
as - 100): 

off-se!sor prec- feast seasri 

own production 80 100 
subcontract purchases 20 150 

total sales 100 250 

Tney arc currently exploring the possibility of exporting these garments; 
if that succeedns, it would be in addition to (not in place of) their local 
sales; the latter arc far too profitable for them to consider giving them 
up. 



Whii this. iz the m.t extensive an well-dvelpe s ' ,,ntrac n 
9ystem in this category, it is not the only one. A numuer of ready-made 

retail siiops "vgularly place orders wit. smal ..cnt factories, wnr in 
turn receive orders from a number of different retailers (i.e. tL An 

multiple retailers giving orders to each factory, and multiple fact:ries 
supplying each retailer). This "multilatcralism on each side" reduces the 
risk of cecvi'nce or exploitation in either direction; it also pe:rmA. 
some proauct specailzation by the pr'uducur, while iking p...bic. 
, -,, f - , ' -,- i r. ,-,,-,s, . in a few ca'e,' a single .ntrR'.renu r 

,,ms and w-Vaqr' rta l outlet as w]il as a factory, in such cases ornc 
again th. retail outlet buys from severa other factories as well, while 

Again, this makes possible specialization in product-ion as well as 
diversity in sales, while enabling the entrepreneur to make informed 
deci- ons about product: or based o: a datailed understanding of both market 

conc "ions and the capa.ili ties of his own work force. The producers often 
are ,te searching catalogs, magazines, even watchingstyle-conscOus, oil 
movies from around the world to look for new styles. This diversity and 
dynamic product development was frequently cocmmented on as a major reason 
why ready-made garments are displacing tailors, with their more 
conservative and traditional styling. 

In adcition to thE orders placC with procucers by ret i1ers, there 
seems to be a regular network of contract production between manufacturers, 

similar to that operated by Poarscns. If one factory rceives an order 
beyond its own production capacity, with a time constraint which it cannot 
meet, it accepts the orcier, then passes it along on a sut:nconnract basis to 
another factory which has slack capacity at that time. This system has the 
clear advantage of' keeping "the system" operating closer to full capacity; 
it also has a clear limitation, since the overall demand increase leading 
up to Ramadan means that all firms are facing the most serious capacity 
constraint at the same time; "passing orders around" would be of little 
help during this period.
 

The Khalifa Patti area of Chittagong represents another dimension of
 
the local ready-made garment market. Concentrated in one section of the 
city are perhaps 300 workshops, employing an average of about ten workers 

each. These firms provide low-cos', low qality clothes, particularly for 
children. Thoir sales channels are through hawkers and small market shops; 
merchants generally come to the prodocers to buy from accumulated 
inventories (production is gener'ally not on oroer). Sutbcorit:ract ng in this 
area is limited to some particular production steps (e.g. embroidery), 
sometimes done by neighboring workshops with spec ial.ze machines or 
special skills. In such cases, the enterprise giving th oer supplies 
the part ially completed garment, paying on a pi ec..wo.. basis for tne work 
done. in our tour of the area, it seemed that alJ work, ers an2 
entrepreneurs are Iales. 

These producers complained that their marketing system left them at 
the mercy of the merchants. Following a long Bangladesh tradition, they 



petitioned the government (so far, unsoccebsfily) tu providtthem with
 
better and more cont" . .. m. e production
work places, .L::.:- !:-,! . 
with their own retailing oWNlets. A r:orr', - . :.e may be, however, 
that--rightly or wrongly--their prs:c!: ;. .':rc.iv; 1 hv consumers as 
being of inferior quality. Altho":h tnei, prices are 30-40% below thone of 
(small) ready-made garment factor:,o , it . ....... .. ..... at higher quality 
end that emand is cxpanding mcatt .7_.. a ....C',, 
different marketing strategy for thr,, sey_,v' it, A more like the small 
garment factories. This implies more at-nti-t' qality, to fashion
 
trends, and to packaging of the product (currently th;. are sold "in bulk"
 
rather than individ"ialy wrapd) . K boh "h "n'fories and in
 
these small workshops, after all, the work forc, is ,3proximately the same 
(8-12 people in the workshops, 10-20 in the small factories); both use many 
of the same simple machines, and -equire similar skills. The production­
on-order, subcontracting-based linkage between retailers and small garment
 
factories may provide a model for upgrading and transforming at least some
 
of these small workshops.
 

One mdy ask w:.y such a development has not taken place through normal 
market forces, as merchants notice the potential pro"its to be derived from 
such a change and move to exploit this opportunity. "he question is a
 
general one: if it is suggusted that a particular undertaking would be 
privately profitable, why has no one already done it? Tno qukstion 
presupposes. a level of responsiveness to potential profit-making 
opportunities which is more characteristic of economic textbooks than of 
Most countries of the third world. it z tru that the general picture 
which we have drawn of sral prcc;ers in Mnglaces as ore of considerable 
initiative, flexibility and responsiveness to new business opportunities;
 
that clearly does not mean, however, that the system is working perfectly,
 
that there are no opportunities for further improvement, for example, by
 
bringing situations such as this one to 'he attention of mnrchants or 
businessmen who might respond by establishing new marketing links. 

The i-suc is not only one of limited information, however. The 
potential benefits from such a n.greater than those 
which could be captured by a mrchant undertaking such a change; they 
include the improved income-earninF c.pportunitics for the supplier 
enterprises and their work:force, imciuai ng the dynarric, dimension of higher 
potential growth rates. Of coursE insa perfect market the rierchant. would 
be able to snarc in tnese gains sufficiently t, make it worth his while 
(else one might ask wnet, cr the undertaking is buneficial to the group-­
producers and merchant taken together). One cannot simply a:;sumne, however, 
that the market w i. work sufficiently well to ensure this result. In sum, 
our pr';i i. nary loo: at this group of producers suggests aoprort unty to. 
intro.cu .chan.e.in the production/dstribtio system which will be 
beneficial t -all but particularly to the small enterprises. "fh,> issue of 
how bes' to Tefft such changes is discuissed at a later point in this 
paper. 
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3.3.i..ry proj. have long been concentrated in the 
" ...... . . of Today tneir 

are found in every city an, town of Bangladesh. They make procucts as 
thriving -. j .. 1 ":th Dnaka. 	 prdu.ts 

simple az uce;ysrirzw and womk, anc as coplex as stylish knitted shirts 

and dresscs. 

There are sevcral steps in the production process, with the number
 

varying 2: ...Vrsluo! t product. Starting from the yarn, which is 

iA mar kct= , the ffrst step is usuall y knitting intrgeneurally puru' 
cloth;. .-. to.fi .nKwO bv washing, calendering (starching, pressing 

The cloth is then cut and stitchedand f,din'F. and/or dvcin of cloth. 


or sewn ino-".,,, .n. Scome gar::ents are embroidered, others are printea
 

on a
Each of these steps may be don: either inside the parent firm or 


subcontracting basis. We have interviewed firms where only the cutting and
 

sewing was done by the "s'ystem or'ganizer" (i.e. the pa-ent firm), with five
 

other steps (knitting, washing, calendering, dyeing, printing) each done by
 

(for each step, 4-5 different suppliers
a separate group of supplier firms 


were used). In another "system," only dyeing was done on a subcontracting
 

basis; this entreprneur had invested in several knitting machines which 

permitted him, in aidition to meeting his own needs, to do knitting for 8-9 

other producers as a suplie' of s:bcontracted serv ces. We also spoke to 

man whose only work was t. run 7 kni tt :rmachines, all on a subcontracta 
basis, for 6 producers, who s:pply him with yarn and specify the quality, 

size, and style of cloth they want. His knitting machines run 21 hours per 

day (the government forbids the:m to op:rate from 6-9 PM, presumably because 

are asof limited electricitv productioa .acity). A claimed that there 

ahny as 1 ,000 nconz ract knit ,er" ni::in Naanj.'ar, each with 

anywhere from 2 to 60 knitting mah'-ines, proucing cloth on order for 

others who supply the yarn and the proruct specification. The same is 

clearly true of dyers, enterprises specializing in calendering, and each of 

the other steps in this multi-sraL production process. These specialized 

producers supply their srvices to parent firms who "organize the system," 

combining a varying nimiber uf activities done "in house" with other steps 

which are done on a subcontractinv basis. 

Much has been written about the explosive
3. .xpurt.ed armernts. 

growth 	of garment manuIacturers producing for export. Wnile statistics 

ten, of the sector,here seem to laF p,:'pet'iwall behi na the expanding act iv 

procucinF in this are,one can a'sse't ths tnere are at 1 -n 15b firms 

employing at las. 5u.,O00 worrer's:; tne rapid expar:sion has lead to a 

spite oF training programs inwidespread shortagr of trainer workers, in 

virtually every esiablishment, with the res":t that several firms reported 

ied workers as the key constraint holdin.g oack theirshortages of quual 

rate of expair:; iu. ro:'n hfours are 1on (15-12 nn;uv pr cay, with 

everythin ogyesa dOible tLMOA. , s,,ti.. saxaries 

(irlclud tin.' Gv' irfim ) st art at abou t k 1 ,200/montnI ,or trained w:rkers, and 

cart fairly quickly reach Tk 2,500-3,000/m th . inclicing %vertime) 

f'or more exp, rinncu prouiction workers. (k 20.5 = U S Z 1.00 at the time 



mix .. factory' to factory, but mayof h 

be 50-50i overall.
 

r	 in two ways. First and
C 	 is releva: to this sector 

a pure example of international
foremot the ctivity itself is 

on order, based on imported raw
subcontracting. All production takes place 

mavor']ar (c"'7., and accesssries), designs, sizes, packing instructions, 

et . r i . , ,Miip, Lt t -pervisien. is i ,09t,rt, .chr.ical
tmcna.en 
Cas,-_:,'- ' r-oly Bangladeshi, a driving force behind the activity is the 

who plays a ky ro1e an product ansign and marketing. Whilefr.rpjr ,havr. 
there i- sum; continuing flu>:, mcst producers settle down with 3-5 Duyers, 

.hla.. t yyrz -Mainprd. t- 'rom vosr. suppliers, so neither , zt 

becomes excessively dependent on any one, cannel. Under the system of 

of the manufacturer uses Lis order for final"back-t-back letters credit," 

to obtain credit from banks to buy raw materials. Working capital,product 

with the loan backedthen, comes from financial in.stituticns to suppliers, 

by the credit of the buyer.
 

Some of the
Subcontracting appears in a different way here as well. 


orders than they themselves can fill.
larger manufacourers receive more 


then contract with other manufacturers to undertake some of thisThey 
production on their behalf. Thli cnabler the smaller or newer firms to get 

started in th is type cf activity beforc they have developed sufficient 

buyer contacts to keep their facilities fully occupied, and before they 
it seems
have developed the financial recognition required from the banks; 

ord:s, s'mall or new producers do not find it easy to
that even with firm 

obtain the raeq ir ,c i]ttov 0. cror-ilt f1or irrtortinri tisnut'5 

Considerabic thought has been given,
3.5. Possible backwar cis iku s? 

the development of possibleboth by producers and p iL, ,, .er5, 	 to 
of local cloth and/or accessories inuse 

, a. inputs for export garments 
backwarY linkages, involving th, 


garment manufacture. At the pres-ent time 

for those sold in the loca, market are imported. Aand virtually all 
sell ing domestically--have said numner of producers--particulariy thuse 

actively explor ing local input supplies. They have looked at that they are 

production, cotton as

cloth from Ic,. factories an well as from handloom 

well as silk. They say that the best quality is at lcast equal to that of 

cop.Otit ive. The most frequently heardimports aind the pr rice is 'h 

problems aris, with ro ' i the mvinltenancc c consistently high 

.. ,ctSI.M- Ma pro vier. are optimistic that ..I; "ul/ity,, 

thes prbiom- atr '2o To ollion. Wa:wn this happens, new opportunities 

will ar 1 for rpandd comestic )rooct ion of cOth. in particular, there c, u 
niand loom cloth for use in 

may be opportuirnitics for contract production of 

may .'Khandi ous' s concentration ongarment m..n..c.t.inF. A prob l, hero' 
, aLI V, wh Ic most garment1001 cott n pr,q, 'T (and to a 3:m, ,-ll ext et 


polyystc . m's , .'i pr"occts,
cnsmr pM r mi xc co N arid 
th .o-ugh', nai-a!(I ,m prod c -hJ l'ul d be suit atblo& arl(l . t a 

a kward linkagoe:. c:ncem'rmtci''C5sories. SomeA difFercn! ran_,of 


(low qp iaty) buttons ar, reportedly maun localiy, arid a new project to
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produce higher q,.a.ity prod icts is under cozicerat ion by MIDAS. Some 
cardboard boxes are curren.t 2y sT I! ie; !--a!:,, as are some p!-astic bags. 
The market is big enough--aid gF'r&bn ranodiJy enough--that one might hope 
for further growth of tn.:sc a:iciliarv .c:r-c. 

While it is not central to the que:Fcr: of subcontracting, it may be 

useful to point out that. -hanganE tastes in clothing consumption may have 
important ramificatiors with regarrd to r-t .rns of income earnings in the 

country. if garments are madw obi, iri., tnd cloth, then the net expansion 

cf employment in garment making may to ': :nnttia~lv smaller than the gross 
expansion, and may evpn be ne'ative, srict the der and for the products of 

weavers could be expected to deMline. In nuch a situation, a shift from
 
2u'ca .... .- " trousers, fcr o;*- wculd mcra a shif from 

handlocm weavers (generally rural, mostly male, often owner-operated) to
 

small garment factories (generally urbAn, mixed male and female, with a 
heavier preponderance of wage labor). In thinking about an expansion of
 

the domesticaily--criented Farmenr incustry, whether based on subcontracting 

or not, onu would need to r'eco'nize those shifts, perhaps looking for ways
 

of linking the displaced workers to the newly expanding activities. Since
 

this is a general problem of development not tied specifically to
 

subcontracting systems, tnese issues arc not explored further here.
 

3.6. arments: Coneral In the metals indistries, a key 

force leacirig to subcontracting arrangemers concernec. the benefits of 
specialization, and the concentration of' both investment and skills which 
asossible when different firms concentrated on different activitiesoqt 

of the total production process. A corollary oP this was the fuller use of 

productive capacit in particular .",nctions. 

In the case ofr garment production, the same reasoning holds true for 

the hosiery industry. Individnal firms specialize in particular functions,
 

increasing the level of skills in a limited range of activities. A firm
 

supplying a partcUlar service (e.F. knitting cloth) can keep its machines
 

and work full1 cc acce tn. orders from a variety offorce occu; by i 

buyers. Zor a number of' activities handlec on a subcontracting basis (e.g.
 

caiendering, dyeing), the required level of skills and of fixed investment
 

is minimal, so this argument is iot a particularly strong one. The key
 

explanation for the aevel opment of subcontracting arrangements in these
 

ctivitic may arise from th; Pntreprant,r's perception that he can earn a 

higher re,turn byconcentrzinn limited manag:erent t ime and skills on. his 
t tark -cord r. b twE. ctiou , d rectly managingth d . i ' of" .ion f 

only a f'ew proofcurorn act ivitn-s himsel:, rather than takinE on the full 

mauager.ntof-al~tY-epsof tInu prUGuctLonprQess. In an economy where 

work".-snac---at a premium ard is not easily marketable, shifting the 

responsibility for irndi rg work space to supplier firms (who may already 

nave access to th1--"excess capacity in work space") may be an important 

cons derat i: n at.sw,.I... 

In the case cf other read.i-maap garments, the origins of
 

subcontracting systems are qilce dIffErent. For export garments, the
 



T
genesis for succontracting rsos is clearly the low labor costs, mace
 

fruitful by&local productio. manacer. s,:iils, combined with product 
development, desist, and marketing provi by the Iorcign agents and, 

comDanles who "manage the svster.." The passing or of orders from one local 

pucer to another is based soly on the desire to fill orders beyond the 

(current but expanding) capacity of the local manufacturing "parent" firm. 

In the case of (non-hosiery) garments for the domestic market, 

Pparsons' pattern of operation clearly does not rest on specialization by 
function within the production process (they as well as their suppliers do 
all steps of production); rather it is basea on their aecision to 
specialize in tLne iunctions t nat.o a o'' with marnufactsring: in 
particilarJ,--in product design and development, ane marketing. By focusing 

their entrepreneurial activities in these functions (while ."keeping their 

hand in" by doing some manufacturing themselves), they are also in an 
important sense specializing, although this involves functions which reach 
beyond manufacturing. Their success suggest-s that this type of 
specialization my be just as impor'ant as specialization within the
 

production process, narrowly defined.
 

There is another important impetus for subcontracting, for domestic
 

garments as well as for exports, which arises when the level of demand
 

exceeds current production capacity. In such cases, firms supply orders 
from their own production first, .- ,, passing on orders to others if these 
exceed their own capacity. Tnis means_.hat .second.han¢.orders (those 
passed on by other domestic manufacturers) are more variable than is the 

total of--rders received from abroad, or the total demand for garments in 

th- domestic market To avoid that instability, producers generally work 
hard to try to establish their own contacts with buyers or their agents, 

only taking orders from other manufacturers to the extent that cheir 
productive capacity exceeds the orders they can obtain directly. 

Underlying all of these is a continuing auestion of capital. The 
varying extent to which different firms face a capital constraint, and the 
ways in which they choose to allocate the capital they have between fixed 
and working capital, is-a -key re'-etrminant of the position of different. 
fR _:iro_- &-t-ion alterratives. Firms which Hotosubcontractinrg 

6er-ything- themsclves--i.. do n,, t usc subcontracting at all--must provide 
all fixed as well as all wsrkin; capital. Parent firms which do make use 
;f subcontracting requir' substantially iesL fixed capita__.heqr suppliers 
are ge responsi for tin, _r the imach inery andly f10 paac(zanc 

-- equipment). 1An tne garment tncustriea, parnr firms which make use of 
subcdhtracting generally continue to supply the workinK' capital, since this 
is an important aspect of quality control for them. The parent firms' 
savings on fixed capital arisirg ffom-WI r iance on subcontracting are more 
important for some activities (e.g. knitt ir,) than for others (e.g. 
washing, uyeirig), although even in the latter ca sos the work space needs 
are smur'uly not nogl i g ble. Suppl ier firms use their limited capital in the 
opposite way: they provide the "ixed capital themselves, but rely on the 



buyers f their services for tne raw materials (i.e. for thE ring
 

capi tal).
 

DLiscussion witn many garment firms erlgdigea in subcuntra. Ii.L6g e1th0 as 

parUts or as suppliers might iead one to tnnk that it is pr::e-ily tV­

shortage of capital which has "forced" them to adopt this .ystr; that 1!. 

they had more capital, they would cease to use it, producing evyn..g
 

themselves. Yet this argument is not entirely convincing. Fc v.".'
 

in a vCry vLrUlt
Garments--the'largest supplier of the domestic market, 


capital position--stil----chooses rely f-_.r
- -"-" t.o an.outside su--.pl-er-


of itz sales o'ver the year, while some f the larger and mrrp dvnri 

Narayanganj parent producers have chosen to expand their system ;nF 

existing subcontracting arrarigcmerts--i. to use any additioal...... ty 
find aj working capital, rather than unoertaking the fixed investments 

which would be required if they were to produce everything in-house. 

Conversely, contract knitters in arayanganj speak of a wish to buy yarn
 

themselves, selling knitted cloth in the open market; yet the continuing
 

on a continuing use of suDcontracting
expansion of the industry based 


suggests that, when they do have more money available, they find it,more
 

profitable to buy another machine--t3 invest in additional fixed capital,
 

to provide the working capital. All
and continue to rely on parent firms 


this suggests that the resultinF specialization may continue to be the most
 

profitable outcome for both, and that increasing availability of capital
 

may not significantly reduce the extent of subcontract production.
 

14.LEATHER SHOES
 

In discussion of subcontracting in the leather shoe industry, one must
 

start by separting Bata and its suppliers from the rest of the domestic
 

shoe industry.
 

with world-wide headquarters
4.1. Bata. Originally a Czech company, 


currently 	in Canada, Lata has had a factory in Bangladush since 1962. Bata 
leather shoes t:oofficials estimate their share of the domestic market for 


be about 161 (1983). Their new pro(iuction facility, to be fully
 

operational by the end of 1986, should make possible a sharp increase in
 

their sales are through their own retail
that market share. About half of 
outlets, with the rest going through associated stores, which sell Bata 

proaucts an wc s.th;c o otne: proauicers; thes, arc siupplied by Bata 

through a networ,: of wraol,'si wo[tn. 

Bata currently obtains somewhat over 20% of their total footwear 

products through su,,ont ract purchases from outside suppliers. They use 

this channel for mir,_ spectalizd .roductos with limited markets which would 

not jiusify the. .o. l.1snm.nt of regu lar factory production runs. This 

situat on is nut likely U- change even whr, tue ir new plant is fully 
to continue to buy approximatelyoperational; in the Muture, t.,Mly expct 

the same number of shoes from sWboont ract suppl iesr (about 500,O0C pairs 

per year, in 19B? ant 1983). 
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They currently buy from. 05 s .l it-- , ra ar'ound Dhaka. They 
- i, ,.y "c 6c found in alloperate on the basis of writ.nn cunLt .v 

our interviews here); thes "..... 'x1t, p',.-wct types, delivery and 

Within that Iram;urs, , aru specified from timepayment terms. 

to time, for specific shipment *:. ::.n;. c_ ., , the supplier is 

...... ;:n mst purchase the leatherresponsible for all fixed and w 


and other inputs on the open market, u:.xr, qw..ties specified by Bata.
 

a-: inimal amount of
 
.
Bata supplies the sample shoes to a 


t nac assist -h.t--ensure tnat t, ;rOccucL suppiied are of the 

requirea quality. Thu eompany ,aA;. ... ... . L:z.ors, dealing directly 

c . for t.ransport ing the.with th prudcrs. The zppl icr 

! by check, cashable seven
t.
-.product to the Bata warehouse. crr.a: p ': 


days after delivery of.tne proauct.
 

not sell the
Bata has a clear understanding that their suppliers will 


other retailers (although they can produce other products
same products to 

for other buyers). This agr'ement is not easy to enforce; twe approach 

used is to try to monitor the products being sold in competing retail 

stores. There is obviously a problem in deciding whether a product which 

the same has violated the agreement, as well asis similar but not exactly 

or another producer who made
in determining whether it was a Bata supplier 

to take a close copy of a Bata product. The manager said he would like 

some of his imitators to court. 

The Bata Managing Director says that, in general, he prefers not to 

he sees it as training and encouraging
undertake any such subcontracting; 


potential competitors. He continues to do it in selected cases beca;se it
 

would be costly in the short-run to do otherwi se; but in principle I:--- looks 

for ways of minimizing this tye of sacontracting. (The reasoning is
 

precisely the sam, as that of the Managing Director of Milnars Pumps, who 

subcontractinK of pumps to Ispahani-Marshall when thestopped the full 

latter was returned from public to private ownership. He felt no potential 

liKely be uninterestedthreat from a pull ic sector sap2 ior, who Wol-C most 
in privatein going into business in dirent cumpeti ion w'th hi;i; but 

hands, the same capacity was vi.ewcd as a potEni:, 1 tnreat, so he adopted a 

different procedure of sukcontracting to deal w~th it, namely, buying 

different sup;'lers). On the otncr hand,separate parts from a variety of 

the Bata manager himsel raised th possibility of aeveloping a system of 

procuct"on prucsn. Examples,subcontracting for partiuiano:' nta, , the 
shoes; tooling of'he mentioned iVcuce tn, it ran5w o can cV 

c in " of c-n:: s snakers
c r, s 

lie said he woul2d be quite optr to a roacn s frm potential suppl iu rs who 

He is currently ex:erimnentintg with similar 

leather patterns or. sancna t:"-n ' . rn,. 

might undertake such tasks. 


subcontract product ioN of innersoles. If the system works, it could be 
wherc mass product LOS using mechanized assemblyextended to oth em steps 


lines has no partcilar advantages.
 

of taxes which arise_ here . Tne -overnmentThere is a curious 1ssut 
on factory

currently imposes a manufactirers' excise tax of 101 + 21 all 

100 per pair are exempt, as
shoe production. Shoes costing less than Tk 



are all shoes manufactured in smal or cotage in .ti. . This r.-ars that 
tnc production bata's fovtry taxe: 	 itof o'ni Is ,J.hie t;:1 ,urcnases 
from its suppliers are not, nor are tue snoes sold in comotinE ratail 
stores (which are virtually all m du by sm:ili pr uuc:w;, i:-,
 
differential-tax clearly provides some incentive tc . . .
r :.. 
subcontract production, as well as encouraging consum arE . y r,, other 
outlets. Since Bata's retail pricing structure aims to keep some balance 
between similar shoe types no matter what their sour'ce, !., : M: price of 
subcontracted shoes are pulled upwarus by the tax, even Lnuw":i 1i0S 
products are not subject to the tax; this explains a pnr V-' th;- 77";iers' 
frustration about what they se as PWta's unduly high mark--ur rhir
nn 

products (see below).
 

One might argue that this differential tax incentive in favor of
 
subcontract production is appropriate and'de-sirable to-offset other types 
of discrimination which work against such subcontract suppliers (e.g. in 
terms 	of input availability, access to foreign exchange, ability to compete 
for government orders, etc.). That might lead one to suggest that this tax
 
incentive should be generalized to other industries. The primary
 
requirement for-this to be feasible would be 
one or a few firms large and
 
vulnerable enough to be subject to a tax on their own output, from which
 
subcontract suppliers could be exempted. The obvious candidate is ready­
made clothing for the domestic mariket, cxemulified by Pearsons Garments. 
On balance, I would argue that this would be a mistake. nather than
 
attempting tO-intrdcA§- ek-distortions to overcmr.. the effects of existing 
ones, it would be preferable to work to eliminate the existing ones, 
seeking for parity in that way i~s t .d. 

Turning from Bat a itself M tu p~rsp<ective f their suppliers, these
 
producers seem quite pleased about must aspects of their dealings with
 
their "parent." Proaucers are particularly pleased to be paid regularly 
and without delay. Prices are considere'd fair, in the s,-nsr, of covering 
costs and earning a satisfactory return, although they grumble about the 
substantial mark-up between their selling price to Bata and Bata's retail 
price 	 for the same product (for cxampic, Tk 240 gues to T: 4100 for one shoe 
type). The overheads of Bata's extensive retail 
network are obviously 
substantial. The producers' major complaint, however, is that there are 
not enouj'i orders from Bata, and that these aru sea.;onal, unpredictable,
 
and unre. ablu . Of tn' three Bat a supl ,er" we interviewed, two were 
completely idle at the time of our visit, while the third was operating at 
about half capacity. They coui, hav pr'o. ec for other buyer's in the 
meantime, but shortage of wuorki!g capital arc creatt pattems in that other' 
mar'.2t channel (see below) made, that difficiilt or impossible for them. 1n 
short, from their prspective, it is a good system as far as it goes--but 
there 	 is too little there to keop them fill11y'' OCC 'gn(. 

4.2. 	The non-Rota s'siem. Tn c,nrils just escribed currently supply
;0'; t, rluar'ket leatherless than of nh for' shoes. An additional 

tiny fragmen,t is met from one- or two--person cobbler's, makinig shoes on 
order for individual customers. The reumander--cver 801 of the total--is 



supplied by a vast network of individually owned, small retail str-es, c,
 
of which buys eitner directly or tnrough wnolesalers from an equally vas, 
network of non-mechanized factories and workshops, most of which are very 
small (5-10 workers) but a few of which may employ 100 or more workers.
 

In a few cases, the owner of the retail outlet also operates a small
 
shoe factory; in such cases, as described previously for ready-made
 
garments, he normally obtains only a small portion of his retail supply
 
from his own factory, diversifying his stock by buying on a regular crder
 
basis from several other factories as well. Conversely, only a small Anare
 
of tne factory output is normally soia through nis own retail outl wt, ,iti 
the rest (often 90% or more) going out through a number of other retail
 
stores which place orders with his factory. This complex network permits
 
specialization in production and diversity in sales, while permitting the
 
manager to target his production activities based on a good knowledge of
 
the skills of his own workers, production costs, and the marKet in which he
 
sells.
 

Whether or not they are linked to production facilities, non-Bata
 
retail outlets buy most of their stock from outsiders. In a few case5,
 
this purchasing is done through wholesalers in Dhaka; more frequently,
 
there is a regular contract between a retail store and 6-10 small
 
factories, which produce on order for that and perhaps 8-10 other retail
 
stores. Product design comes from both sides. A number of participants
 
reported that over the last 10 years the market has groqn rapidly in size
 
and (particularly) in product quality.
 

This procduct ion and distribatior s'y'stem seems to work quite 
effectively and weli--with one, major excention. The standard pattern for 
sales from producerstc retailers is on credit. In some cases, this is 
ralling-credit: the producer is fully paid for order A when he delivers 
order B; he is fully paid for B when he delivers C; etc. This is a 
manageable system for the producers, particularly since, while they must 
pay cash for minor inputs, they can usually buy leather on the same rolling 
credit basis. In other cases, though, payment is more substantially
 
delayed. Sometimes the producer is not paid until the product is sold to
 
the final consumer. In even worse cases, credit cumulates, and may reach
 
two lakh taka or' merc. Sometimes thin is paid off auring the Ramadan feast 
or at the end of the year; in other' cases, it may carry-over ever-beyond 

'that. Several producers compainec tha th, resultinZ working capital. 
slyeezq has forced them to cloe their cowry from tT',;tu time, until their 
capital position improvec enou;n s tney cuu'r: buy more raw materials. 

Producers are deeply concerned about this credit situation. They view 
it as arising from a hgi compentiv; market, both at the retail level 
and even mur_ so at the pr ,uucion levl. Several ent 'epruncur argued 
that with exces- c".,,city dmonEg procducers, retailers havi been abie to get 
away with impoMn, u'ite ifavorabl e cr'edit terrns on t heir suppliers. 
Competiticn amonF ritaie in turn has pressed thnem to; tak< advantage of 
this opening. Suggesteda pulicy prescriptions night include discouraging 



",
new p . .cersfrom entering thn iwni fori n.,u2try, 1n tM; Jl'o c u 

tO F row, anc searchiQ Wfor' n :.. : 

wi.th this ge.r.l I - r.There are several facts w,ck. rtW f 
First, the price of shces scomr to hay incroasew rather sharply over thp 

past year or two. Second, most producers seem to feel that M a it. 

say that if trey can solve the working cu,-Kgrowing rapidly. They 
fall ti-... Aof ,ruers to keep them busyproblem, they can get plenty 

!-'.'

sceptic might say: of course; tri:,_ are always ctailcr rc: 


snoes on consignment, and ec'.':r rr',_ reacy to take them if they nave: hav
 

Lu pay f-r tn.. !) Perh..........' O,.,inF aspect, th ough, is tn.
 
in the sust r. Emlo,,,ees in

ccntinuing relatively high waes fAV WO.. rS 

factories ana worksrhops npp: , , zu wr: rc;orted t( bp roni" 

they work). Among non-Bata suppliers, whereTk 3-5,000 per month (when 

work seems to be more regular thr'vah the year, wages are roughly 
ho pays Ahu60-100 per day for skilledcomparable. One employer said 

workers; in a second Mccatcr., sk1led workers thumselves said they earn 

per day; in a third, a group of sv:illed workers said theyTk 100-125 
AWl of these are for "normal"of Tk 3,000 per month.receive an average 

periods, with higher pay for overtime during periods of peak demand. These 

are among the his- es wages we for:nd in any of the industries in which we 

did interviews. Tne com.et itive structure of the shoe industry seems not 

Lave reached back to dr'ive thvy: wa ',ts dC.. 

tnough, the entrepreneurs'Even with all thse qualif:ications, 
one ofsituation in the industry is

perceptions may be valic; the basic 
system as pressure on producersexcess capacity, which show" in the to 

this is the case, the pressures will
supply their products on Vrdit. if 


clearly increase when Bata's ri.w facilities come an streamr.
 

to think that one could help producers deal with thisIt is tempting 
with more working capital. Indeed, such loans

situation by providing tho!m 
could be of considerable help to selected small producers, allowing them to 

Some care would be needed, though, to
maintain a steadier worp pattern. 

simply pour into a bottomless pit of credit 
ensure that this credit did not 

demanded of producers by retail-rs. If such loans were limited tc 

a year, fromcredit, fully pai, up onceproducers who operate with rdoliag 

store buyers, thin could be of consicierabi e help to those
their retail 

It i :f alno tr'u, however, that the real constbra int on growth in
producers. 

level of final cemand for
productuN ir th is ncrtry as a whole is the the. 

- - ,- - ] ]tt c or . Siri. a orew prcgram of the typo dsci nc w b y': ­

no effect or, tI.t cnst:'aint, its only impact would be on w. gets to
 

not tne aggrugate level of prociction or
 
produce for thw" given marWke, 


d serve no useful purpose.
employment; as such, it woi: 

thin uan reasning appl ies to all supply-side
On.. might ak whvthphr 

t ', n 'support of' al small entepri:;y:: in barFladlsh.. That
interv'lt 

on- y us eful thingsmight-- , o- t 5 conic o ( wrong! y, I u i -v,..) that Ln, 

iriF the level of derwnc For' the output of 
to (1o are a' ivi ties aimpd at rats 

,oniy tnc al11 ca t e,: of' givena
small prodiccr s; anything else wo. id anf' ect 



market amoF alter:ative s:. rce of supply. S Veral Cotinlr-arguments may 
bc av.nc.. ( fn'ri,, hoT smn2 procncers ber'cmc more efficient in 
thei' production can hav tKv effect of raising incomes earned in that 
sector, which is clearly c.i i ik itself; they can also result in 
reductions in prices of ..... ,ts mace by small suppliers, which in turn 
should result in increases in the total demand for such products. (ii) A 
shift in the allocation of a given total demand so more is supplied by 
small firms can result in ..... or usage which is more appropriate: greater 
uS -T'ab6r, particla.l" unskillet labor, and lessor reliance on 
capital. Studie5 in oth r countries, which are consistent with the
 
findin~s of the RISP studies in Banpladesh, make clear that small 
enterprises use more appropriate factor proportions along these lines. In 
general, then, supply-sco igned toer'...ir-to enc.ur_e small
enterprise growth tnrougn suric ,t ating can justiiec w eylead 

e-hi--t-6-mr e-fficient pr'oduction in small firms or to a shift in the 
locus of supply to meet a given demand to suppliers using factor 
prcpcr'tions mre.appropriate to the country. Neither of these would appear 
tj hold in supplying credit to selected small shoe suppliers, since in this 
case tne net result, would only be to shift the allocation of a given 
product flow among similar, small enterprises. 

5. HOUSEHOLD LINKAGES THBiOUGH SUBCOIT EACTING 

One of the goals of this consltancy was to explore the extent to 
which subcontractirE sys;temns reach back to households. This pattern has 
been widely ohservec in oth.er cOntries of Soutm and South-east Asia, and 
was presumec to exist : a.'ladesh as well. Unfortunately, without a more 
compmrehensi ve and ,,at t:oar. wer e to in the' srv wMa ahle do time 
available, one can onlv Five impreosions and examples of types of 
activities which c,' organ in 1 is inare ".ntly ozd tMr way Bangladesh. 

The examples 4scl udo conoiac:"able amounts of hand-loom weaving, wi.h 
the yarn aFrvanced by ,nerc' a=t, who may also supply designs; a great 
variety of craft products, mace on orcer from retail stores in Dhaka or 
Li sewhere; proauction in hum,, of simple household products such as brooms 
and mats, where the production, is done on order from local merchants; the 
makilng in hoiisaho]as of swe-ts, on a regular order basis, for, sale in 
retail outlets; anc tno making (r'olling) in homes of "bidi" cigarettes, 
Cone i .m.s n cd.r' rrra nine- f jifierent large-scale companies 
which pack;,e' ,ridc, s , _ts.cigarettes. 

in sume oas., privat,, voluintary ovganizat ions have attempted to 
develop systemsr o prncuc tionr rvoi vin contract work in the home. An 
examination or" two such'. att.s may help to ciari'- both the strengths and 
1lmitat iur:' at sah a: ;.pr"acn. urs activity arse Cut o a training 
program 15rw.,n tuQ .prim:ary,' ua" wDE , ;icri a!nut oh 1(ctar; , health 
and nutr AE 0 a w . ,:, adaec , sinCe it was clear(,rn. inn 0 ; mr: cmp tlt 
that I thiS Pr. ,r w w :rkiny W tn vV,_y. . 1 ,,.',o , Wh(o have: go'eat ne?:ed for 
incrasd ,ovl at iO.' mo . The part iciparnts; wor'' placd in one of several 



"rcans," with different occupational focuses: knitting, sewing, basketry,
 
,. m g of..bags and boxes. Thae ter as.ivlty invni..l showing women 
how to take large pieces of cardboard, cut them to shape, spread glue on 
tho relevant tabs, then form tnos into boxes. The PVC contacted a number 
of retail stores in town, obtaining substantial and regular orders for 
these hoxes from three saree shops. At the conclusion of the training 

period, the women continued to make the boxes in their homes, based on 
t,.s, orders and arrangements. 

The problems with this arrangmoent were two. First, the contract
 
np'-,riated by the PVO officials on benalf of the ladies specified that the
 

women would buy the cardboard themselves, on wnatever terms they could
 
.. price of the box was ngotiate: by the PVO, and specified in the 

contract. The agreed price was based on a costing for cardboard and glue, 
pips an estimate of the time it would take one person to make one box; it 
implied a return of one taka pr box (it was estimated that one person 
con27 make 3-5 boxes in three hours of work). Soon after the agreement was 
reac:._d, however, the price of the cardboarc increased. With no provision 
for review of the terms of the agreement, the pay per box remained where it 
was; returns dropped from one taka to half a taka per box. The point is 
that the terms of the agreement left all risk of changing input prices to 
fall on the shoulders of the women. Beyond this, no effort was made to 
look for faster or more efficient ways of making boxes. The organizers 
seemed to feel that speeding up the process would only mean fewer hours of 
work, or work for fewer women, which was to be avoided. The general 
attitude seemed to be that any work, no matter how poorly paid, is better 
than doing nothinp; that there ssonly a limited amount of work to be done 
(a limited market for boxes, in this case), so no efforts should be devoted 
to looking for ways of speedir up the process, so returns per hour of work 
could be increased. 

This example could be contrasted with another income-generating 
activity of another PVO, involving the production of dried, shredded 
coconut. Working with a grosa of landless village women, the PVO developed 
a simple technology for gratinq, then usinF solar driers to dry the grated 
coconut. Again, marketing links were developed with buyers in town: this 
time, to cookie and biscuit manufacturers. The latter had not used coconut 
in their- product s before. On h iing approacnhed by tte PVOC, they agreed to 
do th'e required markt tests, which provec tM be quite positive; they 
offer-d tc buy all that coulc: L, sups-,ue. With tuev, simpl> grincioers and 
solar arer's--whos M st wa less tMan $2C, ana coulc De bought withcot 
a loan from th, PVC--t< procluction process c,,id bes speen(ed up 
considerably; work rug about 5 hours a day, a woman coul earn between 
Tk 500 and 1,200 pcr month, depending on he skills, how industrious she 
was, and wh,-.Lh..r sh, opi,,ra ted one or two solar driers. 

but& or t'hee exap:rls inv.uolved cont!'ac procuct iorn, I inking women 
workirig iI h.,r r ,n hoMes to tho urban 'conomy. Yt th, r esults are 

dramat ically u iffer,._ nt in terms of rturns per hour of wor'k. While there 

are a numbr of aspects to the differences, .ernaps the primary factor was 



the emphasis on earing sat s. Icry ret urns per hour as 9 key 
coulsiaeration iln dvvelop.n, s-" an act ivity. This !cc in turn to a search 
for some simple and ine>:pe.siv, technology which could speed up the 

process, and tnerey raise ".v c,,z:'-aicaily. The second activity 

provides what a: would c. ...-- i:r rural Bangladesh--to be a good 
income. The first o cou..a asly bo characterized as leading people into a 
low-income dead end. In bot cases, production is based on orders from 
urban enterprises; witncot W .:slt a minimum of technological upgrading, 
however;--te--result ccuc on:', we regar"e as unaccept.able. 

These two examples of" ]i.nked to hnusphold producers
lin'ke"dcting 
have both focused on the act'vities of PVO's. Clearly there are other such 
links which have been edalis U or a cOumcwrcial basis. The craft 
products made particularly in anc around Comilla are examples here, as are 
ccmmaon household products (mats, brooms) to be found in smaller cities and 
towns throughout Bangladesh. in such cases, the links are made by 
merchants, who see an oppcrtunity tc have a product produced in a low-cost 
way, using village labor and often local raw materials (bamboo, clay, 
wood). Discussion with officials in gcvernmect agencies engaged in these 
types of marketing activities revealed a familiar passive bureaucratic 
approach. if further exploratory work is to be done in this area (and I 
think it would be useful area for examination), I would suggest starting 
with owNers and managers of private retail outlets in Dhaka (both fully 
commercial ones and those with a service orientation), working through 
their supply channels back to the original producers and then back to 
alternative outlets. I regret that 1 did not have time to pursue this line 

of exploration during my consultancy. 

6. SOME GENERALIZATIONS
 

6.1. Why do firms engage in subcontracting? Answers can be grouped 
into four major categories. 

6.1.1. Shortage of capital? When asked why they engage in 

subcontracting, most firms will answer that this is primarily due to a 
shortage of capital. by sharing responsibility for providing fixed and 
working capital among several producers, subcontractin' systems make it 
possible to mobiliz, dispersed pockets of capital which it would be 
dfricult tc put to pr'ouuctive use, in the absencu of effective financial 

-intermediaries tc cha:nn. . such funds from sav': t,onve ':.r's. Where much 
industrial a citiv ty--small as; well as large--tak",s plac;' in closely-held 

farily firms, thepu is limited opportunity for equity participation in 
growing sectors; such growth may be limited to trnat wh can be financed 
from internally generated funds, monoy available from fIamily or close 
friends, and cre:it from problematic financial ins itit. ut ions. 
Subcontracting avran. oments perfmit a number of di'fert',nt p rod nc :r0 , each 
with access to particul.ar soirne. oftF'uorLw rg , to contr'ibate a share of' the 
capital needs of a ccmpex:.x proviction proce.ss by takrng full responsibility 

for one or a limited nambr of stages out of that compiet e system. 



One must put this argument in perspective, however. Aw =scnacc
 
aWbcVe, 2 continuing relianco on ans oven expansion of ,qu;vc'n,ract inr 

systems suggests that, when prucwcers do et more capital, ratier than
 
shandoning subcontracting in favor f fullv integrated .'.-yFt , tnev rind 
it beneficial to use whatever funds they have available in at expansion of
 

existing arrangements. Capital, after all, is always scarce .c omc
 
extent, and is allocated among alternative uses on the ba:i- ."perceived 
advantages of each, in terms of profits as well as other consiaerati ns.
 

r}  Ph', then, at any given level of capital scarcity, is suhc-,ritr' i't -hr,sen 
over alternative production arrangements?
 

6.1.2. Specialization. A key advantage claimed or suuwontrwacting
 
systems is that the',y facilitate specialization. There are tnrcwe aspects of
 
this.
 

6.1.2.1. Soecialization by function within a complex 
production process. By specializing in one particular step in the 
production process--foundry, fine machining, knitting, embroidery--a firm 
can develop particular skills and invest in specialized machines which 
permit both higher quality and lower cost production. Using such 
facilities for a number of different buyers facilitates this type of 
specialization, enabling such a specialized producer to keep more fully 
occupied concentrating on a moro limited range of activities. 

6.1.2.2. Specialization by product type. Closely related, 
and making possible the same kinds of Denc'its, is specialization by 
product type. A shoe-miker wr gar'ment manufacturer can reduce costs and 
improve quality by concwntratn' on a limited range of similar products. 
Subcontracting systems can facli tate th; marketing cf products by small 
producers while allowing them to engage in this type of product 
specialization.
 

6.1.2.3. Specialization as between production and 
marketing. There is no doubt that pruouct development and marketing is a 
very important skill, an area wnere some entrepreneurs are far more capable 
than others. Those with limited abilities in this area can find 
themselves trapped in a situation wnere they are selling a limited range of 
products in highly competitivc and slowly-growiig markets (Khalifa Potti 
producers are a caso in point). Establishing subcontracting links with 
others who are =ore casbl,' in pronucut ocave_, >pment and marketing can enable 
such producers to taKe 10",'ilW alnycrotain 01 tt;eir prmuct ion skills while 
not being so constr.air u by nir r:'arFnr imit atiorns ( ata and Pearsons 
suppliers are casps in point). 

6.1.3. Lower' npu i c'ts. A s tIant la range of subcontracting 
-
activities arise bca: supp ie firms nave lower inpilt costs-­

iarticul ari y, Awer : F spa .... tn(. ;arentcc Aluor' anr wore - , 
r'irms. In1Prna: orEa: u'co:, rating: of Earrmnts is h cl0ar casc in point, 
)ased asi t is rn han.- ,- ,' low way,, rat ,s. The 5am'. ,i as applies 

to a large (1om01nic m.n.Ifacr'r of centrif'gal pumps, wyo says that labor 



Uric, S anc gererosulahor p:3 	 ici71. : ::.% = ow:: workers are much 
better paid than arc ... 	 Silar r.ascning mayeploy. s 

apply for work space, particularly if tOn sapplier firm uses a worK space
 
to which .mi ...... r:gts which not
h. has specla: ( y- oric are 

easily marketable.
 

6.1.4 	 A fourth major sourt from. whi,, subcontracting arises 
" ­concerns temporary demands whic. v::c . . .	 This
w. -r--. capacity. 


happens in two context.L Thu ... ....... u is expanding
 
rapdily, productirn is UM;G invrparrqF, ', w!" z lap; those who receive
 

orders may agree to fill tosa orders, .c ar'range to do this by
 
subcontracting the orders to 	others: tUr ne6,firms, other who have,:!i 	 or 

expanded ahead of Mhir Mo,. C . ...... :r=7'0s are an exmrple. In 
such cases, once the narkat reaches a more stabe situation (i: that ever 
happens!), subcontracting will cease. Another c:ontext for temporary 
subcontracting arises whrn procucers believe that the demand itself is
 
temporary. This could be due either to seasonal p ttrens (garment and -hoe 
sales rise sharply before the feast) or to expected interventions (e.g. 
quotas) which might reduce the potential for exporting. As sugested
 
above, this raises the problem that variations in market demand may fall
 
with particular and magnified sever'ity on subcontract supplicr's. 

This situation is particularl y likely to arise in situations where 
labor laws make it dff.calt 	for large fiPm to lay off per,' :aent workers,
 
while smaller firms either are exempt from such laws or find it easier to
 
circmvent them. This is certainly true in Bangladesh, and helps explain 
part of the preferernce of par:nt firms for subcortractin, systems to meet 
demand surges which ar: vi ,wed a5 tm:porary. 

Do these characte'ris t ics taker as a whol, moar that ,ciion- tracting 
systems are desirable for developing countries in general, and for 
Bangladesh in particular, from a national welfare point of view? The first 
three reasons discussed wh, firms engage in suocontracting (scarcity of-­
and improved mobilization o0--cepi t increasea specialization; and to 
take advantage of lower input costs) imply a clear positive answer. 
Increased specialization, improvod ratrs of utilization of capacity, 
increased utilization of und-:-utilized labor, capital, and work space, 
improvec likages b,:t ween i.su.rated producer's ar more dynamic markets, can 
all make a significan: c"ntribution to incr..isi.,-, income. Th, implied 
increase. varabili ty u: empl ovrent ir sulppl.1 'r ?Irrrn can be ; 
disadvantage, if it s se,:: as a way of circum:ryv.ntn a cestrable set of' 
labor laws, anc f t is reoogrizea that e"iorcinF those laws may result in 
the loss of that seasonal employment altogether. Potential probl ems of" 
exploitation ar depedrlence are (dlscussed further below. 

6.2. Pr'omlims V' s-ncoritr. ct r,'. Tr,,:, , o, tc tni: point, has 
emphasi zed h , advanitFu,'s to ;;are jr;nmto nations oft and supp.lr ard 
subcontract ing systc.,,r;ms. What are th, ]imit at o r, weak:,.s-cs and problems 
involved?
 



-. 1. Fc. paran!t fir'ms, there. are two key problems. The first is 
Soft Close-y related is the question- at 7.an'tlity of swuppy. 


of product qLity, Delayed delivery or inferior quality of a purchase.
 
irput can s p'u<' bankruptcv of Parent
.,:L c loss...", a bwMine... 
firms sW. 'hair sup:lier' to be so unreliable that they cannot 
risk tnir ', ftre on the supplier's meeting his contract; to avoid that 
risk, tn,,o cul th,' must produce something themselves, even if doing so is 
more e>:,x>c " , .crha:s involving casital costs which they could otherwis , 

avoiu. 

Successful s'wcontracting systems must ceal with this problem. Two
 
ways have been found, often used together. The first is to develop a close
 

:Mring rl...... . t,r,ho him develop a management
wi.. the sp 

system which will ensure timely delivery, maintain quality standards, and
 
overcome bottlenecks as they arise. Often this means assigning one person
 
to work on a regular, perhaps full-time, basits, with each supplier. The
 
second approach is to buy from scveral difer'ent sappliers, so that
 
problems with any one can be compensated by increased purchases from
 
others. The establishment of such a systrm is clearly not cost-free, and
 
must be set against the cost-savings to the parent firm in determining the
 
potential advantawes or disadvantages of subcontracting. As suggested 
above, some parent firms have aecido, that the costs of establishing such a 
s',stem--cr the remaining risks of opratiK w: .ln using one--are too 
great; they have aropp?d subcontrat rF a: t-.-,ther, shifting to fully 
integrar'ted production. Based Cn their own HIMg:,ent skills, their 
contacts with potential suppliers, their evaluation of risks and profits

iivolved, and a host of ct.her consierations, cifferent entrepreneurs will
roach dlff4'r'~dcsir rrc~ easl,:.' here. 

There are two issues of uality wnich may nefurther u adcrcssed here. 
The first concerns the technical ability of suppliers to produce good 
quality products. 'he secor is closely relateod; it concerns the 
pressures in the system either to maintain or not to maintain a particular 
level of quaitty. Tc pr'oluce a better qalitvy product almost always costs 
more. It may require better quality (and more expensive) inputs; it will 
generally require mor', labor timn. Several participants expressed to us 
the view that subcnt ract suppliers are capable of producing much better 
quality prouc to t,n ty arc currentIy makinr--if there were an incentive 
for them to do st,. At rie present tLime, for some prduct lines, the 
pressi ru, seem t_ work: tai th ,':'way. Os t,eon: hart,:, Laycr's are quite 
tolerant ( oo;'p ;'. ca c On; "" :a y '... ) of' lc qaIi ty products; on 
the othur h :nc , strrong cmpezit rnWm weuN ol z:,r' pitn pressure on all 
to pruu~ tnno wat qua it y procic wrich is acceptawle to the buyers. 
in this :Mtuatcr., laments abot the low quoty of proaucts available from 
subcontract upp er'5, or tochnical assistance programs aiined at teaching 
them to oc b ttr w.r'k, av so qilt rnip.i a ,c. On:y w: ;n byers insist, on 
higher qoal ity "tac:a,:'oo , and . ' o'. .: ttha tQYey w L1 nav: to pay a higher 
price to obtairn it , will thiy; v i(ru i,.: ,> roKer 



Again, smoothly operatin; sobccntr:.tir , systems must proide an 
effecti,': way of deaiinF witri this proL :.. The buyer in such a system 
should know what quality stancard is re;: :rec for a particular part or a 
particular process; he shouc know wie:'o, i5ti practical to economize, and 

where it is important to insist on quality. He is also in a position to 
insist on that quality stanaarc. Oany socsntracting systems we have 
observed here seem to work that way--witk tue major exception of those 
where the buyer is the public sector. What this suggests is a need to 
establish, maintain, and insist on a hiytn quality standard, particularly 
for purchases targeted for the public sector. 

It is in this context that o-:' may beast view a technical assistance 
program currently being offered to small pr'oaucers by the Bangladesh 
Employers' Association. This program, funded by UNDP through ILO, has five 
technical experts working to raise skill levels, primarily (but not 
exclusively) in the metals areas. 80l of their work is offered on a fee­
for-service basis to large firms which are merrbers of the BEA; the other 
2C of their time is to bc madoc availahle, either free or for a nominal 
fee, to small workshops. Particularly for the latter component, the 
experience to date has been a mixed one. Small producers often don't seem 
parti cularly interested in arawing benefit from these experts; the' do not 

see the need for technical impr'ovemenrt. Thr large firms. (public, private 
local, and multinational) that a" momr 's of the Association reportedly 

see little prospec! fr making use of' 2sul suppliers; one of the reasons 

for this is their Val if that the supplierL' are nt capable of making the 

products they might wish to buy. Mr the absence of an effective system of 
quality control, we are !aft with a rt aemanc, where small producers find 
no incentive to )roance better quality products, while potential buyers of 
their services are conv:Aced tat they ari incapable of doing satisfactory 
work. The problem is not primarily with the technical skills, but with the 
linkage mechanirms. 

6.2.2. For subcontract supplierr, whether producers or (for 
international .ubcontract inV) co:ntries, problems arise under two major 
headings. "T'he first, alraay discusserdec, arises from the variability of 
orders. In some cases, it is possibccto moderate this problem by seeking 
orders from a diverse set of buyers. Founories can try to serve a range of 
parents, frm a rarre of inaustries; export garment manufacturers can try 
to get orders Irom several differnt rrarket (Westurn uropi, iddle East, 
USA). for firrmn supp V .i o a rather scasorn: aomestic market (garments, 

shGMs, this oUptor .p_ rt , avaija,];; thin probltrm s to OW an 

unavoi dabi e ner. 

The other problem facea by suppliers is on relating to possible 
dependence n,ribiuyers and resultiing risks of' exploitation. This is a 
complex ano controversial issue, of ten wito n.ogval overtones. Parent 
f'irm; gen,'np lIy do have sup"Nioi r 'kills, par. ,cula'ly in the marketing and 
manaigement area:s, which often pit thomr in a V:t;r'rnQ':r' bargainintr position 
than thei r suppliers; as o resul t, n. aMy of'tn ab].< to obtain tarms 
which are more favorable t T'O t "rg.st cens,' against this--andt, m. r 




it is nct always availanle--is to sees to deal with an array of hyev;' 
from as diverse groupings (geogrcprical, sectoral, firm type) a, 
pcssible. The opportunities to do this will vary from case to case; but
 
even 
for suppliers to Bata and Pearson Garments, where tfle bargainin­
stregtn is perhaps most unequal, suppliers can build links t otrvr 
domestic retail cutlets as well, only continuing to deal with their 
"godfa-her" if it is preferable !o the alternative of withdrawing entirely
 
from that purchasing channel. Once again, "multilateralism on Lot, sio"
 
seems to be the best defense available against risks on either side.
 

among subcontracting firms seems to vary sharply from industry to
 
inustry. Shoemakers see it as a wur oluus consL:'a.nL, partzicularly uwv""wz'e 
of the credit arrangements imposed by non-Data retail buyers. Among
 
garment manufacturers, Pearsons' strong capital position was cited as a key
 
factor enabling them to establish thcn.selves as a major force in the
 
market, buying (but paying cash) from sevnra2 factories, for resale through
 
their extensive distribution network. In the metals industries, problems
 
of capital shortage were much less prominent in our conversations.
 

There are currently surprisingly few credit links bctween buyers and
 
suppliers in subcontracting systems, less than in other cointries where I
 
have worked. We have heard of only a few cases where the parent firm
 
provided any help with the purchase of capital assets: the "inside 
subcontractor" working for a pump manufacturer; Singer, which provides
 
capital loans to its suppliers; and Bata, which occasionally does the 
same. On the workinF capital side, in international garment
 
subcontract i g, tn "back-to-.ack l0ters of credit system" means that the 
parent firm'.s orcer enables the supi r to borrow from the banP to finance 
the purchase of inputs. In a few of the metals systems, as well as in the 
hosiery industry, parent firm providea the raw materials for processing.
In all other cases, the supplier had to obtain the inputs himself. In the 

,case of dealings with public spcto firms, we were told that when BMTF does 
contracting work for a private prducer, they require 50% cash payment in 
advance. When private producers co subcontract supplying to public sector 
firms, on the other- hand, delayed payment well after delivery of the 
product seems to be the rule. in both types of transactions, then, private 
sector fir'ms finu th," t hey must supply working capital tc the public 
sector participants, if they want to do business with them. Some producers 
sell:ng machinery and parts" N. pusli. sector textile mills reportec that 
they ,minimize these prbl ,ms of oel-',d payment by work anF through agents 
or brokers. Thu agent5 pay a siistar," ially lower price trian one could get 
by entering the tender trg process directly, to sell1 to publ ic sector 
buyers; ,ut by 0ealng tn'r' uu' a'rnt , on' avo (1s al1 thr? hassels which 
tenderi.ng nvolves, as w,,] a: th' time unsrning task of keeping aft ,.r the 
buyers, t' pm tnhem ''"pr Ih " in ar, tsIs]ai a. prfor'm a use :ul 
function in la :iudiv i ii rr,.s i l , whicr: can be hundled by 
a ,mner 1' " an ",-,arly take tYis'Vt for allof anl l sk.n .. . r tn 

these services, but sv,,: small suppliers sem'd to think t was well
 
worth it. 

http:tenderi.ng
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6.4. Risk. An important its.- F-n a biis, sma,: is the level of risk 
he runs, in a particular productiori; ataon. It is important to see the 
ways in which particular contractao rranypinm'nts affect the level of risk, 
for various participants in the system.
 

The largest risk for a parent :.rm is tt the supplier will not
 
provide the required proauct, with the reQuirec quality, at the required
 
time. As suggested above, this is a rnal ris:. which can be moderated
 
somewhat, but not eliminated.
 

For suppliers, tne key risk cY w.5In in ui, a subcontracting 
relationship is that he may invest in :'equirtu machinery and equipment, 
only to fLnd that his orders are not renewed. In a sense, this is the 
subcontracting counterpart of the standard ri:k all businessmen face: of
 
creating the capacity to produce something, then not being able to sell 
it. In a subcontracing system;, that risk is born in the short run entirely 
by the parent firm; except in cases of non-fulfillment of contract, the 
supplier is freed entirely from this risk. Ine long-run risk remains, 
though, that the supplier's contract may not be renewed, and he may be left 
with a useless and unproductive investment. ine most likely way to seek to 
guard against this, once, again, is to seek c:ntracts with a diverse set of 
parent farms, to Fuard against th danger that all will turn sour. This 
can help, but clearly tne risk still remains; it is a risk, though, which 
is not inherent in subcontracting as much as in business in general. 

Reference was made above to the risk that a proauct, once made, will 
not sell, and the allocation of that rask between parent and supplier. If 
the parent firmr is a better judge of taste and is able to use 
subcontracting arrangements to tailor production to match market demands,
that would be important not only in the allocation of risk but also in 
reducing its overall size.
 

A different type of risk arises when raw materials are spoiled in the 
course of the procuction process. In general, even when raw materials are 
provided by the parent firm, this type of risk woul be born by the 
supplier; this could be of considerable importance to the parent firm, 
which escapes in this way a potentially serious risk. Its seriousness will 
vary from one production process to another. For a foundry, in the case of' 
a bad casting, the material can be remelte( , sG the only loss is labor and 
fuel. For wooc carvinrs or garment miaFka ng , a wrong cut can rerner a piece 
of raw material us-ea]. 

A final risk relater to variations in prices of both inputs and 
outputs. The impact of ias risk as between parent and supplier firms 
depends crucially on the terms of the contract. If raw materials are 
provided by the parent firm, with the supp]lers paid on a piece-work basis 
for their va luu adrec , then ti s riSK is born entirely by tMe parent 
firm. if raw material procurement is the responsibility of thi supplier 
and prices of the final product are determined in advancei by the terms of 
the contract, then this risk gets shifted entir-ly to the supplier (at 



lecs for the period of the contract). Both patterns can be found in
 
Bangladesh; hosiery knitting exemplifies the first arrangement, while
 
garment and shoe contracts generally follow the latter pattern. The
 
difference can be quite significant.
 

C . Public and large private sector participation in subcontracting. 
The discussion above makes clear that there are numerous problems involved
 
in sucontracting arrangements between public and private sector firms.
 
Public sector firms are under little pressure to minimize costs, or to
 
increase the rate of utilization of tneir existing capacity. Procurement
 
reguiations generally require open tendurb, which are- ,oLmbsome ways of 
establishing subcontracting relationships. Many purchases are required to 
use international tendering, which makes the process even more difficult 
for local suppliers. The government's persistent cash shortage means a
 
perennial problem of delayed payments. As suggested above, government's 
lax enforcement of quality standards results in widespread product 
devaluation, as suppliers attempt to save money--sometimes are forced to
 
save money, to meet sharp competitive pressures from other potential 
suppliers. In the absence of change in many if not all these dimensions,
 
it may be overoptimistic to expect a large increase in subcontracting
 
between public and private sector firms.
 

One might add that, given a choice between importing or purchasing on 
a subcontract basis with a domestic sup;ier, some large private sector 
firms might choose the import option, since it provides them with an 
opportunity, through overinvoicing, to move money out of the country. SomE 
have argued that this is a significant consideration for a substantial 
number of large private sector pronucers. 

6.6. Diversity of experience. It is important to recognize the great
 
diversity among different businessmen, even within a particular industry, 
in the extent to which they choose to make use of subcrntracting systems. 
The organization of centrifugal pump manufacturing is instructive. We 
interviewed six large private manufacturers of contrifugal pumps. The 
managers of all six gave every indication of being capable and energetic
 
Pntrepreneurs. Among those six, two rely 100% on subcontracting, 
purchasing all parts from other local manufacturers, doing only organizing, 
marketing and assembly work themselves. Two others started out relying 
totally on subcontracted production of pr- ,ts, but have now switched to 
makirg everyth nE thcmsel ves; t hey Iound the control of scheduling and 
quality of input s to be too comp ex to randie onu a subcontracting basis. 
The fliftn firm suiucontracts all fourmory work, making ali other parts 
himself. The sixth makes all parts himself, but does all the foundry work 
on an "inside subcontracting" bas is: he provides the work space, equipment 
and raw materia I:, payinrE someone on a piece-work basis to hire and 
supervise th < n.t and , Yuily rpons bl, for all aspects of the 
casting. Pm',,c m. ly the aiCver'sity among then" six procudcers reflects 
differing skills, existng fac ilities which they cirrently own, access to 
capital, anc pe:rc-,ptio'un v rtupre (emand for pumps on the part of these 
entreprneu"ra. Th i samr, diversity was abserveu among producers of power 



looms in Dhaka and Chittagown, and among producers of hosiery prodi,,cts in 
Narayanganj. An outsider would be foolhardy in the extreme tc say even for
 
a narrowly defined product that one pattern clearly and generally dominates
 

all others.
 

6.7. Is the current level of subcontracting in Bangladesh "too low" or
 

"too high"? In view of tMe wicespread use of subcontracting arrangements
 

in Bangladesh, one may asK wnether one could say that its use should either
 

be encouraged or discourageo. One might argue that, except to the extent
 
that one can identify particular impediments which prevent the market from
 
reaching an optimum oUtCo o, tue ratlonality of the market will lead to thu 
result that "whatever exists must be just right." The main arguments for
 

asserting that the expansion of subcontracting should be encouraged, then,
 
are based c the existence of impediments which currently hinder the
 

attainment of that optimum. Some of these have been identified in the
 
previous discussion, and will be explored in more detail in the following
 
section of this paper, particularly those centering around government 
policies which stand in the way of expanded use of subcontracting. Aside 
from these policy-induced impediments, the primary reason for asserting 
that the current usage of subcontracting is "too low" arises from a 
judgement that the productive capacity among small producers in the country 
(including household producers) is substantially greater than current 
output; that for many such producers, the key constraint hindering their 
expansion concerns product aevelcpment, and links to more distant but more 
aynamic markets; and that subcontracting can provide a mechanism for 
overcoming theso constraints. The following sections of this paper discuss
 
the ways in which policy and project interventions might be used to 
encourage such an expansion of subcontracting systems.
 

II. POLICY ISSUES
 

I. PRELIMINARY COMMENTS
 

The economy of Bangladesh, like its political and social structure, is
 
made up of two major components. In the first of these, the key to success
 
is built around favoritism and special access: dispensinF it, or receiving
 
it. At i.zsue is special access to credit, to foreign cxchanre, to licenses 
and quotas, to activitirs which are pr_ itatl.e ;. a rnstu:t of specia-, 
regulations or Tln r :ost ti anapr'oh ibitions. acvvit.s enterprises 

most public regulatory agenc eS cent:,er around ;;porLitic , created by 
these situations of favoritism ara special accss. Th' same is equally 
true of many large private sect.or prwcrs; many of the:m got where the) 
are, after all, becas t hey had special access, necause they knew how to 
play that s,st em. 

There is a soc.n s e ,F the hargladeo ec.nmy, made up of 
ind ividuals ard enterprises that on't have ac-.ss to that favoritism­

dominated segment. This seconc tier' gives every indicat ion of being 



extraordinarily dynamic, responsive, ar: creative. Many r n..." most or the 

producers in this segment are small enterprises; many are enlagod in some 
type of subcontracting ativiry. It is hard to know how hbi !t,n srFmont 

in in the aggregate; as describec in the first section f tnis paper, it 

should be clear that it is alive and well. 

This raises the question as to whether the best thing to d. for small
 
-
cnorprisec in gener l and sucontracting systems in p2rti,, i t- 1-ve
 

them alone. If they are doinq reasonably well under a policv of "benign 

neglect," there is clearly a risk that more interventionist policies may
 

make things wcrse rather than better. In particular, Lhere is a great
 

tmptation on the part of F"overnmo:t officials in Banwlaaesn to s0 ek to 
extend the domain of government control and regulation--to extend the upper 
tier--so it incorporates more and more smaller producers, subcontracting 
systems and all. We will need to be particularly aware of this risk, in 

discussing possible policy changes. 

Our discussion of policy issues falls into two major categories. The 
first concerns the future growth of firms in the lower tier, taken by 
themselves: policies which currently constrain the growth of this grcup of 
firms, or which might be.modified to be more supportive of development 
within this group. The seconc area concerns policies designed to link the 
lower tier more closely to the upper tier, so that any growth dynamic in 
the latter will be carried over to the smaller producers of the former. 

2. LINKS BETWEEN LOWE0AND UPPER TIERS 

In principle, there are many opportunities for establishing 
subcontracting links between small producers in the lower tier and the 
larger public and private sector firms in the upper tier. These links can 
(and, to some extent, do) go both ways: small firms buy services and 
products from larger enterprises, .nd larger fCirrn5 buy inputs from smaller 
suppliers. As explaind in the first section of this paper, these types of 
links have developed only to a limited extent in Bangladesh. There are a 
number of reasons for this, which provide the background for a set of 
policies designed to enrouriag: more anvelopment along these lines. 

?. Piules and rewlations concerninwnans t on~a f irns. It is an 
overriding characteristic of the system of industria- sanctions thiat a farm 
qualifi'es for benetfits only on the basis of in-no,,, prodiuction. Probably 
the most important changes in poli.cy neeipc to encourag te growth of 
subcoiLractin, in Baruladesn center around an extension of these benefits 
to make them available for activites uniertaken on a si.bont.ract ing 

basis. There are sever,%'. ex,mimples hero: 

. 1 . ha'kward .ink, .f'rc'. e::o''t -dustot r; (e. . warments) : the 

bonded wa rehousesy. Iem has .r'ov aed a,a e f vV .ao worskse e st of 
procedures to permit twt,, di ,ty- fre orV wKth arid (Aser' opkito used in 
the production of garments for expert. Tnh, wordn!n of' tne r'eg'at on in 



tne ianlA wesn 4az.,tre (No. S.E.0 306-L/00 :,8,/Cas, June 27, 1984) implies
that, fr'i. the po int oif view of t n. cst , regulat ions, a firm could
 
"interrr-- ackw:wa'"s."" lmurnn.tin thread outy free, usinK that 
to weave
 
cloth, wh ich wouV, then be used by that firm to produce garments for 
export. That ha' n.nt happened yet, for a variety of reasons. On narrow 
legal gv,,ndb, industrial licensing is currently specified for a restricted 
set of producti on activities; 
 if a firm were to attempt integrated
 

,
Producfi ", in th wav, chat would hav tQ be changed (tW 1icense a single

firm, for exarmpic, 
to produce both cloth and garments). More basically,

though, .. n of these products for the export market
uc. 
 is a highly

specializn activity, requiring a high quality standard. 
 Garment
 
manufact ur,, are r; t usually skilled to that level in making cloth, and
 
are not likely K. become so.
 

The alternative, then, is to have 
the cloth and the garments produced

in separate enterprises. To some extent, 
this is already happening;

several firms are currently establisred and licensed 
to produce cloth for
 
export, based on duty-free ir:orted thread, using the same bonded warehouse 
procedures being used for garments. 
Some of these firms are beginning to
 
establish sales linkages with the export garment firms, which means 
chat
the backwards linkages from garment exports are indeed beinF' established,
 
albeit in separate, sanctioned firms. 
 Por such backward linkages to reach
 
to (non--sanctionec' small proaucers, the "parent 
firm" would need to import

the raw material and "put it out" for processing before either exporting it
 
directly or incorporating it Such
in a product which is then exported.
activities would currently be illeFal; 
 the regulations specifically say

that the importu r must havc "at, La.c 
in-house facilities to manufacture
 
the goods for which th, raw m:ateri.ts are imported" (see the regulation
specified above). 
 A change in the wording of !.is regulatoion would be the
 
most straightforward way of making it possible for such activities 
to be
 
done on a subcontractinE bas!-. 

2.1.2. Forward linkoa ,fr'm export industries (e.g. leather): a
limited but growingnumbe, c,, i'm. are prod;cing good quality finished
 
leather for export. In princi .lo, it should oe 
possible for some of this
 
leather 
to be procossed into ,'oe,---ormore likely, into leather uppers for
 
shoes--and exportec in that formir,. Th problem is rep-rted 
to bA that the 
tanners and shoemakerL are sepavrate enterprises; tanners currently enjoy
special benefits from tneir exportly, which tney would ii1se if they sold
 
their leather tc cn,cmakers "o: export in twat form. 
 The Export Promotion 
bureau is explor rig alternat iv( ways of "snaring th, benef it.r'' of 
expurting, which would be equtarui for all. The same issoe has arisen for
the bonded-war'ehouse exportrs
e of cloth; they currently obtain special
incentives for thir exported prouicts, which they would lose if their 
cloth werv i nccrporated into garments for subsequent export. 

The problem is a general one; hav rig proviuod special incentives for 
ex:porters V all typnes, 
on must a;c, uIy attention to tho, J'.isrr"oition of 
those bene 1t amcrig d fferentnpopi: at i l fforernt stag;.': i pthproduction 
process. If ail the bcnefts arc capt ured by te final exporte: (the last 
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person in the cha:n), then each ;P.r.:. wil: try to have tMe chain end wit!­
him, providing a clear incentive s;o-nst forward linkages. Of course a 

economi. "d 	 .r..arke .. ..... ned to pay spacia: attention to 
tnat; b,;efits at the end of tni , :m w1: automaticaliy worK their way 
back through to earlier partici.:-7 in a production/distribution system. 
The problems with this reasoning are first that we are not dealing with a 
free market (the thing that raisr: tVe problem in the first place, after 
al:, is a special go.erne... .. .pr.gr.am aimd 
providing special incentives for -x. rters) beyond that, we are also not 
aealinF with very flexibin markets, so while there surely are pressures for 
such th.ings to work their way back: through the system, they move only
 
slowly, and do inribit fMrwar linkages in the meat.m-"
 

A more basic and direct approach would involve the abolition of
 
special export promotion incentives entirely, movin, towards a unified free 
market exchange rate. Few economists would disagree that this is the best 
target to be working for in the long run. In the second-best meantime in 
which we all live, some adjustment in the allocation of benefits of export

incentives clearly seems called for. An appropriate approach to work 
towards here might be the allocation of benefits from exporting based on 
value added at a particular stage of the procuction process. This is 
analytically correct, but not easy to i .p ement 

2.2. International Tenders. A large snare (perhaps as much as 85%) of
 
Bangladesh's capital formation is externally funded, on terms 
 which require
international competitive biadnw. 7omestic firms entering that bidding 
process have the right to use a bonrcec warehouse system to obtain tax- and 
tariff-free imports to produce pirocucts under such contracts, since 
production against foreign exchange payment is rightly recognized as being
the equivalent of export producticn. There are problems with these 
arrangements, however, particularly from the point of view of breaking up 
these tender orders--many of which are very large--into smaller components, 
so a number of suppl iers can participate. There are no procedures whereby
a.firm ('ore-ir. or domestic) ccmc subcontract some part of the work to 
other domestic suppliers. As currently specified, only the firm winning 
,he bid ha the right to, duty-free import of requires inputs. With a 
simple change in regulations, that firm would be able to, .mport the 
matcrials auty free anc then pas them on t._ subcontract ing s;ppiliers for 
processing; as s;g eusw a bv , hatp rac 'eur" is illegal unra]er current 
r gu t ,ai o . 

beal inF'I . t: 	 '2. . w i lc -20. or1'irms: tiere are a numDer of aspects 
of pubi c se,:tor ir'm b.,nv,.r, wo. limit the opportunities for linkages 
between lh.se ,n, ps v-t . ,s ctor 'i,rms. 

2.5.1. ..,ic s tc r f r'm: n '. ,, . "rof s.urvices: public sector 
firms 	arc not ,, iab u s;p;,A n: ,'v -., ,,_, it tin, se.-nse of timely 

i..mert of contracts;. .. M'y U.m,.. : w.. nubhirn thiner promised 
d,:livery soheauls. var ; iro,r:. o,,vPr: S :'.-co , in cane: of non­

, ,f'Ifi lr ent oF contract. it, . L.....: t : " : ru',:cI2, pubul c sector firms 



" generally require that .rivat c s,'c t or b v,'r mak.- a 501 a..:vac p: yment, in 
placing order's wlthi'publlc scctor sp>i -rs. in gc:,o:, p.Liz actor 
firms have been quite unlnterestea in selling services, p;irts, or products 
to private sector manufacturers. 

2.3.2. Public sector- firms as buyers of servicc.: three .jr
 
problems arise here: a) the government must use a tenaering process, with
 ... p.r e. .n.id i,; :fltiy 
many opportunities for side payments anc special dain, i 1 .... 
the case, for both pualic anc private sector tenouring, LtIAM ty W L time 
the tMnccring process is officially started, behind-th-sc er nontiations 
have already determined who is tc win the contract; b) nr'n.,ivory, 
government frequently delays extonsively in payment; and c) phlir qoctor 
uuyers ubu lax qualiLy cont rol= fo' K.-v. rud pnrd.cts. iw A 
competitive degradation of the product. 

2.3.3. Limited prowa'", r. ,,"bl sctor firms: for both buying 
and selling, a key reason for tn., lack of development of: effective 
contracting rechanisms as that public sctor firms are generally under no 
pressure to cut costs or to increase profits. When opportunities arise to 
sell products or services, thereby improving on the distressingly low rate 
of utilization of their productive capacity, contracting mechanisms with 
the private sector are so c:ber'suo: and rewards systems so distorted that 
these oppcr-tiunitis are not :poiLud. 

What all of this sag F.s is the need for increasc. attention to
 
improvc manag:ement tec',nq,,,o amonF public sector' firms. This is easy to
 

and c,,was-o the
suge , is I' with s'atud poltiies of government (see 
,editorial in the' haa i'. O :erver Feb. 27, 19? ) , but i ; not easy to 

i..... eent . App'opraatc a ocues migrt incluicc tre institution of better 
accounting arid accountakility procedures, training in enterprisk, 
managemant, and the like. It should be rccogni:'e, however, that if those 
in charge ar, not interested in improved procedires for pul ic enterprise 
management, there is very 1ittle that can be accompl ishe by even the best 
training or proceaures. 

3. CONSTHAINTS ON; EXPAl.(,; .H1'Nii TH: LOWEIR TIER 

3.1. ]i rortnd airi uUt. There is a second group of policies falling on 
smaller fir:. wi .h hav' not rci vnd Lian' s)onial privileges in the current 
system, in . Q4t,1:;e In. iwr' ri , bre se of' mssazes for thest 
produca:o a un> Mci, a :n:0. a -r orte 'ial "; iseC as, ' r, o ,w 
ma.nuf I _,:r_ra : :_;.P hm. c,'t'r ar'oau:. }'oo ,?M: lIor import 1 ircensin 
p'c,.,iur.; a I:ar 11'1 rt, . n,' are' cr'r ri' ly thre', types of import 
1 im a .n: i auI:qt al 2 ic . ',, corrlu r'oci:a. I i "c,.'*x, an! Wag. Earners' 
•c .,' ] mC,'i.': . a n '.. - I it b(Z §; Or.' .. ,1:'t_ ivu w f : th'', have 'een: 

VIt d" by ,(,V 'r ' . _ i -- c':n L J(' . " a.t t''t' G. 

lni _tn'i~ a >.:? r'. Ut , .r I' .z-- na' : t on , - ve two choic es: 

a) ( n-.- a m:t,,m2,,,wi. wb '7 ' m ;: 't,. by omMmS,'c'' A rpo'ters;can.': ,'; ,I a oh h 

o' h) Ihvy car im: r't amco t ly tIhem,, ayes, tI r':.,'h ti, K . Each of these 



has its problems. Commcrcial imp:'ters may n:t k, w.at vT:cn is needed 

(e.g. shoe manufacturers complain that merchant impo: ters con' t know the 

business, so tHey generally offer only tMe wro.g k.:n. of gi.n), and charge 

mark-ups viewec as excessive. The WES imports rpqar- .ayv:. a premium for 

foreign exchange. More important, tnough, is the fc! that for either of 

these two options the import aces not qualify for tarifY conciosions which 

are available for industrial imports (i.e. lcwrr In-Iff rnt'r which apply 

if the same materials are a sahctoc:;,imhpurtud by t.The
 
t,', .vs for tube wells,
difference car: be substantial. The manufacture of 


for example, requires the use of steel plate, which is all imported. A 

registered manufacturer who gets a license to import these plates can bring 

them in with a 15'; duty, and with no sales tax. Fr'. .nvn 1 se--a 

commercial importer, or a non-authorized manufacturer using the WES scheme­

-the import would be subject to a 50; duty plus a 201 sales tax. 

For sanctioned manufacturinE firms, the whole importing procedure is 

cumbersome and distorting. Import q,:otas aru allocated aamxnistratively on 

the basis of work plans which often only loosely corr.:spond with what 
With approvals often delayed and with opportunitiesactually takes place. 


to benefit from the lower tariff rates for indMstrial imports, there is an
 

incentive to exaggerate neels. The main tKrust of the system seems to be 

to provide a strong diffferential benefit to firms which are large enough to 

justify both going through the sanction ng process and imprting 
directly. Small firms generally find it uneconomic to import their raw 

materials themselves; the fact that they must pay a higher duty for 

imported inputs is a serious hinrance to tha;' growthi. 

The munt distorting aspect of tni s s'yst em. is the differential tariff
 

imposed on importers with di'fferent types of import 1icenses. If this 

differentiai were abolished, it would bring significant benefits to small 

producers. This does not necessarily imply uniformity across products7 

is Itthat would be desirable in itself, but a different point. concerns 

uniformity for all types of impor't ers, for any given product. The current 

system of differential tariffs was reportdly adopted to overcome a problem 

of smuggling of imports through Bangladesi into India. Its elimination 
would require name conf idence on the part of the government that this 

illicit trade can bp kept unoer' control. As currently practiced, the 

system constrains the. growtn of small manufacturers by raising the price 

an lowering th> ava:il a;'ilt y of importd., inputs. 

3.2. Utlitie s. I' sma!1, nor:-sanct onec enterprises sffer' in termsi 

of their constrained or' price--istorted access to imported manufacturing
 

inputs, tnu sam. is also true with regard to their access to utilities.
 

There are considnrabie delays in obtaining hook-ups for electricity, water, 

and telephones. Whol- all pr"auc'ers suffer' from these delays, tinu larger 
firms can generu lly Oring more i,.Vu n,:ce to bear, so they tend to g;t 

served first. Again, failuire ito solve thihs pro(blem cjtwla e::ert a 5verle 

constraint on the f'utur. potential growth of small onte_,rprises in general 



A related inss e rqrg<r rrr, riliaDility of the electricity supply, 

and the costs Impose, by w.rtag.:. Again, the shortages fall originally 

on all; but larger fi:rm- v ,' :';rce:ly afford stant-by generators, which 

are unrealist ic for small Fncr.,,. Furthermore, the injunction against 

production each cay from 0-9 P nun most seriously on firms set king 

efficient, multiple-snft patterx. of production, such as the contract 

knitters of Naraynanj What a rhis suggests is that easing the 

hrtages cn utility yrp1 .- 'Ht ofr considerable help to small 

producers, particularly thcso en, in subcontracting; conversely, a 

continuing shortage may serioul'y impede the further growth of this group 

of firms. 

3.3. Tariff anomalies. Therw cwntinues to be negative effective 
protection for most procucers of Iocally-manufact ured capital goods; for 
power looms, rice mills, transformers and lathes, tariff rates on imported 
inputs are hither than those of finished products. This set of tariffs 
seems to be designed with the interests of the "upper tier" producers in 
mind; they want cheap capital goods, and are happy to import them from 
overseas at low tariff rates. In some cases, the damaging effects of this 

tariff structure are supposedly overcome by a prohibition against certain
 

imports (e.g. smaller lathes), but these prohibitions arc frequently 

circumvented in practice. Sinc these products are frequently produced in 

small and medium-sized workshops which make extensive use of 
subcontracting, the tariff structure is a clear hindrance to the expansion 
of this group of firms. 

4. OTHEh SUGGESTED AREAS OF POLICY INTERVENTION 

The discussion to this point has focused primarily on characteristics 
of existing laws and regulations which inhibit the development of 
subcontracting involving smaller producers. There are other policies which 
have been suggested by officials of the bangladesh government which might 

open up new opportunities for subcontract systems. 

4.1 . Product standa,.dizatio!. in a number of product lines, 

particularly for metal products, the establishment of' standard sizes, 
strengths, or capacities mi nt mav:e it easier for many suppliers to 

participate in more inteFrated marvets. This happens already to the extent 

that large buyers est abl nh and fenfr," standard,- for the products the" 
purchase, as when BADC eQtabl oh.: ,tan.aardL for pumps and engines, or the 
Power DevlGpment boMar'c se:a sta:.cards for particular electrical products 
it buys. It has been argued tAi more widespread product standardization 
would make it pos:ible for small producers to expand their sales, perhaps 
working on a subcontracti ng bai.;. 

"rnurear,. pu',a,. -bou tn a proposal. Prowucers with whom we met. did 

not. f ind it import an' . This uay v. because the firms intervtewed were in 

product Mrnes " lPithr already achieved, iswnery ancr.rdi oat i, ha:, been or 
not imprlt ant; r it mayv ho tir' a tgoy wron i y . As stLes1 taedd , 

produ cttMandard aat ion isaanrwaay bKing en! rLc ec wriere there are one or a 



,. r buYe:,rs; where this isro Lhe caI._. Gn,- wonders how one could 
tne establismnt Cf nilor,. stancarcs. This prajosaj would seem 

to. r,,,.,i r_ more thought and more Prcc,,c specification of prouucts to be 
covereCr before it could be seriously cons cured. 

4.2. Designated product line:: for sub ntractin. Anctlher general 
policy approach would involve designation of particular product lines as
 
onps wnere subcontract production is particularly fruitful. Based on such 
cpsigriation, one could make special efforts to promote the ase of 
3umcnoracting: through the collection or lists of potential buyer and
 
s,:ppiiw firm;, through tuchni cal assistance , targctec to hu lp suppiiers

cet wuiyers' requirements; through. efforts to 
inform parent firms about 
potential benefits of subcontracting, and possible ways of organizing the 
system to minimize the risks involved Some of these are discussed more in
 
the third section of this paper; t'ey are mentioned here since they involve
 
a policy of designating certain prucoct lines 
as being ones where
 
subcontracting seems particuLlarl y appropriate, and channeling project aid
 
primarily (although not exclusively) to tRose designated areas. 
 As long as
 
these are specified as areas where subcontracting is particularly

appropriate, so efforts to 
promote it are concentrated primarily there,
 
this approach has much to commend 
 t. Care must be taken, though, to
 
ensure that this does not 
lead to a renairement that sutcontracting be used 
in those areas, or to limiting any benefits only to producers in those 
designated proauct. lines. 

1 3. Prevent dupsication of Facilities. Soma have argued that the
 
existence of underutilzed production facilities in the 
 country requires

strong steps to prevent the construction of 
new plant and equipment which
 
would duplicate that 
which is already in existence. The idea behind this
 
is that 
those who need certain products or services for which there already

exists domestic production capacity should be forced to make 
use of that
 
existiang capacity rather than using the country's limitec foreign exchange
 
t.o create new facilities. 
Many of these existing unaerutili:ed facilities
 
are in public sector firms. As suggested in th,, first section of this
 
paper, there are severe problems of contracting mechanisms, in trying 
to
 
arrange for public sector firms to supply inputs to other buyers. The fact 
tnat the physical facilities are there and that other producer, need their
 
servic scare not by themselves "u i'cient to ensure 
that these contracting

pr'olpms will be resolved. Urilu:sr r.urrc' 
t ano efec tve stems are taken
 
to overcome these contractin; nrbl.., th, n 
 poli cies forbiddingw the new
 
constru ction of similar facilitis: 
ili mar; a serious hindrance to the
 
.naurstrial growth of" th,, country.
 

4..ablishmnt of a ostKm of V, errmnt control for
 
ucon r.ract n. A nurnerm of rove nt off'icials have expro,,sed the need
 

;r nore I 
 iv' and con ; t ont p c i aes t oward, ,,ubront v: t i nL:, ilong

-"h a bett,.r un it tion: fra . r f oro 
 riplemrentig triv:ne p;c, ucies.
 
'.hi ,lethis vi', ra 
 n repet-ec r : .,.;al or owr inturviow: and written 
at so,. n t. in thr report of tipr, v.r. rent c,,uii'ri tt !t ik,.(:.r'. and. 
subcontract in, t-he swggec=I i1 w tih UIt tsrio acal pr(oc..cural bal 



substantive issues. Thcre is a cGrrtant reiteration of the need to aevelop
 
and implement an effective policv in tnis area, but little consistency of
 
view as to the content of such a olicy.
 

At a most i.rlch
basic level, the is.au needs to be faced here concerns 
whether Bangladesh seeks to rdc iitc*t. the growth of subcontracting, or 
whether they wish to force firms n; use it. Pushing subcontracting by laws 
and regulations involves requirin its wse for certain production processes 
or in the making of certain parts (following the Indian pattern). Several 
orficials with whom we met e:pres.ed an emphatic view that little is 
happening in toer's of su&cu ',i:., involving small produicers; they 
attribute this to 3 lack of a gov,:sniment system of regulation and 
control. They argue trnat once tho government establisnes such a system, 
then things can begin to move. One is tempted to believ that they are 
trying to expand the "sphere of influence" of the upper Lier to include 
more small producers, parttc~ilarly those who are engoged in subcontracting. 

There are two major reasons for resisting this approach. The first is 
that the development and implementation of such a system of control 
requires a high level of technical competence as well as administrative 
efficiency. In Bangladesh, the record on impartial and effective 
administration of regulations and controls is surely cause for concern on 
this score. Secondly, and of equal importance, our interviews suggest that 
the desirability of subcontracting, even in particular narrowly-defined 
product lines, varies from one producer to another, depending (among other 
things) on the producer's existing facilities and skill levels, both 
technical and managerial. hequiring a uniform degree of reliance on 
subcontracting in such sitn:tion: would clearly result in a misallocation 
of resources. 

This suggests that a more appropriate approach to subcontracting would
 
involve policies designed to facilitate and encourae its use, rather than
 
requiring it. This has been the main thrust of the policy suggestions put
 
forwara in this paper.
 

5. CONCLUDING COMMENT 

While many of the policies discussed here could be described as aimed 
at the encouragemert of subcontracting systems Der se, others are more 
general in their focus, designed to provide assistance to small 
enterprises, more broadly definec. The discussion here has not been 
limited to only those polic ies wnic, impinge directly or soucontracting 
arrangements; since a large number of small producers are ongaged in 
sMibcontracting, there is a high degree of overlap between tne two target 

groups, so by providing ercourapemunt to small prdoaucers--partic uarly in 
Subsectors such an; machine tools where subcontracting is wiru': :y prictisc-­
one fac i I tates the expais or of subcoi ntrac t i rg arrangemen K.; themslvye. 

ollc tne 

context, of callhog atent iorn to an erfecti 'vlyopemating tr0 irgr9ly 
OnP shn again reiogn :: tho cangers, part icul arl y in Bangladesh 
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un.c.r 11(1 =: m:.cb:t of tre eco y'y bary. ;I , one r'Li 

rat,.r t,:, b tt,". n t:', regarc, more general po1 c , wnich fl with 

a hroacrunn", o.2 a wc, ra.ne of enterprises, .ay have aavantawcs ove' 

_,proec wo, c. u: nuoueas 1'y focus more explicitly on sulectee pc:'duw,_r 

and pr :ic! type> ir tn.. polic s sggestec here are adopted , they could 

be quite imortanr in opening new opportunities for" "lower tier" proaucers 

tc expa ri tW:uiugr. tne use of subcontracting systems. 

IMPLICATOI0SPROJECT "11. 

1. BACKGROUND 

1.1. 100 million people? In discussion of projects for Bangladesh, one 

tends to operate under the shadow of the country's overwhelming population 

problem. That is understandable, and in some ways is correct; yet it is 

important to keep this question in perspective. A project which is good in 
terms of cost/benefit relationships woula be good whether it were operated 
in Jamaica, with its 2.1 millI ion people, or in Bangladesh, with its 100 
million. The main qualification to this would come from the limited 
ability of the AID starf to prara'r an monitor projects; yet the pressures 

to find projects which reach lots . o... are there in all countries. It 

may be unrealistic to think that there are good projects which will reach 

masses of people; just bc:, a thre are so many people out there needing 

help does not necessar, ily i mplv tat there are more projects with greater 

spread eflect I: ";hanri :nsh than in Jamaica . It is easy to have one's 
priorities distorted, if one pay too mwcn anenrtion to 100 million people 

looking over one's shoulder all the taME . Spread effects are clearly 
desirable, and should be sou'ht wherever possible; but everi in the presence 
of Bangladesh's large pop.ulation, it may be that the best projects are ones 
that use fewer resources and reach a smaller number of people in an 
effective and targeted way. 

1.2. Small Enterpr1sp Projects and their Limitations. Over the past 20 

years--and even more so o'ver tne past 5--considerable thought has been 

given around the world t, t, formulation of projects for the encouragement 

or small en t erpri ses. Wr a few of those pr'ojact-' have buen quite 

successful, It x,: WS. t rau thr,_ I O a MatInaIt tNOi DavPTrI great failures. 

Tnie fact in tiat tni> 15 a ,JiffiMl 'ar'a,in wrch t, work through 

ind vi dual proj e t . &Gm, have C- ,nu Ia- a, :. ,ay t -t tne best that 
u 

can b,' (orli it) t iS ; rea r'a1ates rot ''i but to palicies: removing" to, pro. 

conltr'aint , and provi . ,ian tWho:;ph er, cor(ucci e to, t h' growth of' small 

enterprnI e:. I p: r'rpnaI y wul rio su toot fair; while i agree that 

polircies a:.: 0!' ;inaVrUN, imat"a:v" , Ia- . hai v, that there are useful 

thi nigs t L he nI,:. at a pr',ja i v. I. rn Vi(,;IK-,recognize, though, that 

tht pr'_j,,r , o , t it. ,. a I l.'," r : "I f',=' :N arid n impact; the 

s: riens ... "'' arc not of a type that they 

could be exect' c to r'oach : l..1 ionW a! pr. ,ir . 
project -. nsp ye in W n ar.a 



1.J.Srral Ent erurisr Devalonn!' :a Uno'a. Mocus. PrLJect qUwtiLIUn 
aside, a central aspect of aevlcpment of sra:i uterprises concerns trY 
establ .sn.ntf linkages betwen Cis:.ern-c sma po ana 
markets. A c-ntiral fact wb. ch appear in s'rung higIight in Panvlaoenh as 
in numerous other developing countries is that there are large nunier< C 

small and disp:'sed producers--wh.ther small enterprises or indivicuc s- ­
whose production skills are for miure acvanced than their marketni _ 
skills. Fcr this group, a c,"r ral npe concerns the develo!omst o: 
effective linkage mechanisms :or joining dispersed producers to dynamic 
markets. There are three central aspects to this linkage. The first 
ccncerns simply the estatlishment of a marketing channel--finci ing ways W! 
reaching out to now markets. The second concerns product design and 
developornt: the acaptation of the product, so there is a match between 
what is produced and what the buyers wish tM purchase. The third concerns 
production controls, aimec at maintenance of consistent quality and the 
reduction of costs, to make sure that the product is competitive with 
alternative (often modern sector) sources of supply. 

Where they work, the beauty of subcontracting systems is precisely that 
they deal with these three aspects. The marketing channel is itself an 
inherent part of the subcontracting relationship. For the other two
 
aspects--product oeveiopmont, and pr:ouction control--subcontracting
 
systems provide a mechanism through which small producers come to 
understand the importance of cnanges along these lines. They als. provide 
a channel through which the requirea information can reach the producer. 
The parent firm has as much of an interest in these aspects as does the 
supplier, and is often in a position tU make up for thk limited abilities 
of the supplier in thi3 area by pro viding advice, assistance and direction. 

1.4. Subcontractin; vs. Linkages. Thi. reasoning suggests that a key 
need for dispersed small producers cncurns improved linkages. 

Subcontracting is one techniqe which has often worl:eo to provide such 
linkages; there are other techniques. An interest in subcontracti.ng, then, 

can best be seen as a part of a larger intercst in the establishment of 
improved linkages, which in turn is part of an evcn larger goal of 
encouraging the growth of small enterprises. Of' course this is also a 
means to an end relating to empluy"m.rnt cr.ation and improved distribution 
of income. For the purposes or this paper, we draw the in_iny our 
discussion at a po nt relat ing to the establi shent of mpro'e linkages 

for small pr'oujicers. This movans it is somewnat larger than subcontracting 

Pnr s',, nut smaller than a ciscuss ion of sml erntepriso pr(ojects in 
general.
 

1.5.Shbcontract in.' Systems as intervention Pc into. before looking into 
the det ails or projects for Biangladesh, it may be nl pful to sumatrize 

br'Lufly t. major ways .n whib:a subcontract ing arrangemenco. might provide 
oppurt unitics for prju,:t arid policy intu r'v. mons. This is a brief 

summtary r a more ext-ndoc d scu.sLc p', seetcLl 3s4whcrc; , ,r more 

details, the reacaer is rc'frrved to he ,th.:,r oi r 1 

http:subcontracti.ng
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2.1 .3. Charge fur the assistanice that is offered. There ar, valid 
analytical as well as procedural 
reasons for suggesting that assistance 
offered here should be subsidized (i.e. some part of the costs covered by
outside grants); but it is also imp-r'ntarnt to establish from the start that 
these are activities for which the beneficiaries must pay a part of the
 
cost. 
 This will help focus the assistance to those enterprises that are
 
really interested in receiving it; it will establish high standards for the
 
assistance; it will avoid spoiling ,aall pr'oducers 
with the "special
 
access, free hand-out" synarome which has so 
distorted the activities of
 
many large firms.
 

2.1.4. in activitics of this type, credit is likely to play only a
 
supporting role. 
Many of MIDAS's recent activities could be characterized 
as essentially credit activities. In the type of endeavors proposed here, 
credit will sometimes be neeo-d to facilitate the establishment of 
particular types of linkages, jut th& credit would be seen as 
secondary, as 
instrumental in achieving that end. 

2.2. Examoles of Areas of Opportunity. In the course of our field
 
work, a number of opportunities were identified for activities of 
the type

discussed above. These are presented here as illustrations of possible
 
areas of work. Closer examinati n might reveal that some of these have 
good prospects, others not; they shculd be treated as examples more than as 
specific suggestions. 

2.2.1. Producers looking for a market: Narayanganj knitters,
wishing to explore possibilities of exporting. As discussed in the first
 
section cf t. 
 v paper, this group of producers have established a clear 
dominance in the domestic market based on efficient production systems
making wide use of subcontractinF. Scme of these producers would like to 
establish new market links overseas, to enable them to export their 
products, but co not know how to go about it. If one or a few could begin 
selling abroad, this would open up important new opportunities for large 
numbers of producers and workers. 

One might add that similar issues of assistance to small producers in
 
establishing n,,w markeriN' links in export markets arise for' several other
 
industries or group:s well. Small shoe
product as manufacturers raised the 
same question with u!s, a did producer's of (no:-Knitted) garments and some 
specialty metal" procUc:. In each casL, tne] were looking for assistance 
in establishing mK'P links, trat this entailsnew witrh all including 
product development. and pr'od ,' t i n cen rol s. 

-2.2. Pr'oice,' l,',oking; for' a market : Knal fa Potti producers, 
looking for bet t, , cms: c market ing' channel s . As desc'r bo n tiHe first 
section, thLL grOUP of (0 o:' no producers, employ i: so::.' 3000 workers, 
are cur'r'ent!, sell ing thr'ough market channels which th,'y "rid to be 
stagnant; they tbUmselvs wish to finc be tror arran:menu s which will 
enable them t change their product designs , r nrce.sary, and search out 
new markets. Q; suiggested earlier, the cont rct prdcUct on pattern--,; 



between small garment factories and ready-made garment retailers may be an
 
appropriate model, in helping them develop more effective marketing links.
 

2.2.3. Producers looking for a market: household producers wishing 
to produce in their home for sale in outside markets. The experience of 
PVOs working in this area, discussed previously, suggests that there are 
useful things to be done in this area (see section 2.3 below), although 
there are also risks of establishing quite unsatisfactory systems as
 
well.
 

2.2.4. A product looking for suppliers: Rower pumps are a simple
 
but efficient type of hand pump. The technology was developed by engineers
 
from the Mennonite Central Committee; manufacturing patterns have been
 
perfected by MAWTS. It now looks like the demand for these pumps may jump
 
sharply, with World Bank assistance; the Bank has agreed to finance the 
procurement of no less than 400,000 pumps, many of which will probably be 
of the Rower type. There is an effective organization in place to handle 
an expanded distribution of these products (International Development 
Enterprises); but a production system for obtaining such large numbers does 
not yet exist. With some care, perhaps working through MAWTS at least in 
part, it would be possible to establish a production network based on small 
producers operating in the consuming areas of the country. If based on 
subcontracting, several diffvar'ent enterprises might be involved in each 
area. This would make possible the establishment of engineering workshops 
throughout the country capable of making pumps and parts as well as doing
 
other metal product manufacturing and repair work. 

2.3. Wino snould do what, to make this happen? Once opportunities of
 
this type have been identified, what happens next? Who should have
 
responsibility of working with these cases, to make sure that potential 
opportunities are brought to a fruitful conclusion? There are several 
possible "next steps;" the appropriate response presumably will vary from 
case to case. Among the possibilities are the following. 

2.3.1. Pass it to a government agency. In the case of the 
exploration of export markets, The Export Promotion Bureau of the 
Government of Bangladesh has both responsibilities and a program of 
activities . this area, wit h funding from the World Bank, for a varety of 
activities. One respons,_, nin, on uncovuering an area which seems to have 
good export prospects it' thp r'ignt links can be established, would be to 
pass th intK the Export Promotion hureaa for further action. In such 
situations it would bn important to follow the case, to be sure that it was 
not simp]y allowes to sit on tue shelf awaiting action by an overburoened 
bureaucrM . 

it a in cases, 
done by a PVO. "Thur'.- are-, seve'ral oft h.'se avaialt le who might play 
significant roles in this typu of wur'<,. 1nttrrat ional Devel opment 
Enterprises was mentioned above as an organ iatcon un<t-rest d in "marketing 
appropriate technology," to quot e From:. tneir pubi city material. MAWTS has 

P.I.P. a Srass to PV. soine, tHe follow-up work can be 



played a major role in tVe encouralement of subcontracting in tno mel:'. 
industries, and (with qualifications discusse) in the first sect ion) Mld 

do this on a broader scale. Te Bangladesh Development Scrvic:: 
Corporation has acted as intermediary in a few of MIDAS's loau . i should 

be recognized, on the other nand, that what is at issue hcr, n r ly a 

set of entrepreneurial functions that involve the development n r0w 

markets and new marketing systems. In general, PVO's have not bcen very 

effective in bringing about those kinds of changes. One of un, 

goals of MIDAS was to help these agencies undertake this task nor, 

effectively; to date, they have not had great success at tni::. 

2.3.3. Pass it to a Drivate firm. In a sense, what in i'_:valved in 

this whole area of work as the uncovering of profitable DUIsi.ss 

opportunities. Once these have been ident"'ied, one might try to find a 

private entrepreneur who would be interested in moving into the field, as a 

business 	venture. The problem with this approach may arise from the uneven
 

an outside, modern and perhaps large enterprise,
bargaining position of 

dealing with small and less well informed suppliers. At the very least,
 

this suggests the neea from continuing monitoring of the relationship, to
 

make sure it is working in ways which are acceptable to all. An
 

alternative would be to try to irnerest not one but a number of 

entrepreneurs, i . e. 

2.3.4. Pass it to a n;mber of different private firms, to get 

several involved, so each supplier has a choice of several buyers with whom 

to deal. This is similar to the preceding approach, but aims at the
 

a network of linkages rather than just bilateral relationships.
creation of 


2.3.5. Have MIDAS undertake the entrepreneurial function directly,
 

perhaps in cooperation 	with either private firms or, PVOs. 

2.4. Implications for MIDAS 

2.4.1. Two tVpes of functions. The reasoning anove suggests that 

there are two separately iden tifiable types of activities in which MWDA S 

might be engaged, in this area: identi fying opportunities for establishing 

new linkages, and actusally ,onertaking the establishment and development of 

such market lirks. It in j rhaps eas iest to agree that MIDAS shulud 

.rn.the icent ification 	 type activities.undertake the first of tin,, 
probanly vary cuosirably from caseHaving conu that, ttn.HLA' s1ag' will 

to casi . P;r'ha;o W, cu' ar-tt th. to bie -,a!d ii; thal the si conc 

is just im port ant as the fi'st (identificat io)(fimplmerrntat ion) stage 

was
part; MIDAS would nand to stay involvvd with a part icuar' area until it 

on phna was nS t.isf,'ct-.rly und''rsatisf ie: either thnt h irpl, rment at 


way, or that it had moqe a mistake and t h' ciivty is n..t rally v'labi e.
 

This means that whltcn t h, "opportuinity" in pas;;X a'onts to a governirler 

or tW ,o or s.veral private producrs, MIDAS staff wouldagency, to a 'VO , 


need to monitor" th. follow-up act Vit ies to ersur'' that is o simply
 

put on the shelf.
 

http:DUIsi.ss


2.4.2. Staffin '. This in t:rn :::gg st- a star: with two types of 

responsibilities: for' locating new oppcrtunLties, and for pursuing ones 

which have previously been. identifies. Vrc .:! ar u whner it is 

better for the same people to undertake both V,:t'ticny "cO.entially, or for 

different people to work on the two types of act vitien. Since the skills 

involved are quite similar, it seM appropriat _ to haV. tmy same people 

involved in both identification of opportur.:tir o'nd i": fvllow-up work. 

One possible operating pr.c...uro ig. t be a:3 l . If fur people could 

be allocated to this type of work, t.ny mipht b dividi into two different 

sectoral groups, with two people workinF on eac Witnr each of these 

groups, two people might then work together in ic.nt _fyi; new 

opportunities, until one such ppcrtu .ity wer .. th one of the 

two would shift over to the "follow-up mde," working Vi. that area until he 

or she felt ready to move on. The second person woulc continue seeking out 

new opportunities uintil one was 2ocatea, then work with that until it could 

move on its own. Different cases would require different lengths of tim 

for nurturing; they would also require differing levels of continuing 

attention over longer periods of time, as longer-term fuliow-up. Each 

person would presumably be involved in a back-and-forth of searching for 

new opportunities, attempting to establish new linkages in areas which are
 

identified, and continuing monitorrig of systems he or sh_. previously 

worked with. This does imply that MIDAS should assign a small group of 
people (perhaps four) to work prirmarilv or exclusively in this area of 
linkage identification and cuvelopment. 

2.4.3. Sectors to look at first. The field work on the basis of 

which this report is written focused primarily on three sectors of the 
economy: metals and engineering, garments, and leather shoes. Each of 

these clearly deserves further follow-up work. In addition to those three, 

several people have indicated that there is substantial subcontracting 

going on among plastics producers. beyond this, in other countries, 

production is often basen on subcontracting relationships in the furniture 

industry. Finally, reference should again be made to subcontr'acting 

systems linking back to household producers. With this long a menu, where 
should one start? The response depends to some extent on the numbers of 
people who will work on the activity, their backgoands and interests. If, 
as suggested abovc , four people were involved, then it myniw.t make sense to 

gr'oup them, wntO two working on garments arn 1:ather Snocs, arid two others 

on metals and plastics. There arc advantaes to h_ d"'-''v'c from individual 

sectoral specializ.sat or, , tut al so from an excharnge of v ew betweeni people 

working on the same topic ri relctec fields; this sugig*estl approach 
If more peoplerepresents arn atte-mpt to capture bcth of these two go,-i!. 


were involve-',, thon work could also be done on the h 'oiu (Ji producers
 

Furn.i Lire might then be k ept n reserve , for when on( o. tn, otther sectors 

seemed to have reacriec a ouint of aimini snF n rMt urns ho" wneru ernouigh 

was known about so uxpi oralions : b. frUitfulit frtnor setynu t oi 

2.4.4. Cri teria fur s:rraa 'f s. It was agtd o that 

assistance in thihs ac v iy -h.,I]( re.t. b' ,- as provi' ng i rkaes only 

to individual firms, but should o.for onpo', uru tnies wt h potent IaG" 



spread effects. In the "explor3ticn" phasc, then, it would be helpful to
 

establish criteria for'saying, this opportunity has the potential for 
..involving enough enterprises to justify moving into-the implementation 

phase, working with that group to help them establish new marketing
 

links. Such criteria would need to be considered as rules of thumb, to be
 

adjusted over time; yet they would serve to remind analysts of the
 

necessity to limit "implementation" activities to situations with a
 

reasonably large pay-off. This Mlight boct be expressed in terms of a
 

minimum number of workers involved in all potential participating supplier
 

enterprises, perhaps using 500 as a usual minimum.
 

Other targets may be needed with regard to numbers of "opportunities"
 

identified, and number of situations brought to a stage where producers are 

effectively linked to new markets. The precise timing on these cannot be
 

controlled or predicted. A reasonable target might be for each person
 

involved in this activity to identify six situations worthy of further
 

work, and to follow up four of these either to the stage where the links
 

have been established and a new system is working, or where it is
 

determined that further work in that area is not fruitful.
 

2.4.5. Credit.. It was suggested above that in this type of 

activity, credit would turn out to have a supporting rather than a central 

role. Returning to the examples given above of the types of opportunities 

which might be the focus of work here, it seems clear that in some cases
 

credit may be needed: to enable the Khalifa Potti producers to modernize
 

their equipment, if some upgrading of product is found to be needed, as
 

they sell in different markets; to provide the fixed capital needed to help
 

establish small workshops for the production of Rower pumps; to provide
 

working capital for exporters, who face longer payment delays for shipment
 

overseas. 
The point is that the credit is intimately connected with a
 

particular set of changes in production and marketing systems which is
 

judged to be potentially beneficial, but which requires more capital if it
 

is to be put into effect. It is in this sense that credit becomes a
 

supporting feature of the activity, not its central characteristic.
 

2.4.6. The residual question of PVO assistance. At the time it
 

was established, one of the key focuses for MIDAS concerned helping PVOs
 

become more effective in the pursuit of income-generating activities. Most
 

would probably agree that MIDAS has not been successful in meeting that
 

goal. The discussion in the first section of this paper makes it clear, on
 

the other hand, that with the right approach, PVOs can play an important
 

role in helping establish such links between household producers and
 

outside markets. That is not easily done, though; before embarking on any
 

work along these lines, one would want to insist that MIDAS learn to do
 

fruitful approach here, as in so many other things,
this itself. The most 

is to take a close look at the successes. There are PVOs in Bangladesh
 

which are currently doing this work very effectively. A careful look at a
 

some which are less successful, could be very
few of these, as well as at 

effective in helping the MIDAS staff think through the ingredients of
 

success in this difficult area.
 



.
2. 7 . MiDAS as inves,:o:. Somt have arg, d that MIDAS missed a 
golden oppcrt,'ni ty ,y no! g; tt ng in on the Froune fIeor of the garment 
exprt boom. Presumably what poole have in mind here is that MIDAS should 

have part iciatcd in the ecuitv finance of some early garment expcrters, 

thereby cbta;nng for itself some of the profits, wnich could then fund 
future activities for the rest of the century. If this is part of MIDAS's 

mission--not only to uncover oppcrtuniti,,s and turn them into actuality, 
but shar in,te benefits that result--then MIDAS should be lookinrg for 
opportunities to participate as part owner in at least some of thu firms 
which thev help. This may seox:. Ik e a peculiar argument to make, in a 
context~ wnere~ most finanuing 1 ust ii ons aru faci ng sUst ant ial defawltz­
in che ie;ay:wit of prlrvipa2; yet if MIDAS does its job right, it will be 
uncovering situations where returns could be expected to be quite high. It 
seems entirely appropriate for the rules of the game to be structured in 
such a way that MIDAY shares in those gains. 

2.5. imlications for AiD. Th first implication is that, if AID finds 

this type of activity to be a worth while undertaking for MlIAS, it would 

need to help finance the activity. The required buuget would include the 

salary of perhaps four professionals, plus local travel and associated 
overhead (office space, secretarial su;pport auc sup p l i es, telephones 
etc.). Since some might -WFi on qualified outsidersactivities involvo. cl. 


for technical or other spec l i:c ass"i.stnr it 'nuld te
.c. appropriate to
 

inclu funds for the hiring G, (local) consu lti t:. beyond this, money
 

would be neeiled for any asr-. clate d cred''lt f'acilities.
 

It was sagista earlixer that n ficnrians from this type of activity 

should pay part of the costs t"e.s e. This might he incorporated in the 

budget planning as F3ll.ws. First, prc'sum'nu:y tht full credit fund would 

be suppl ied from outrsd ass st ance; it wuld hopefully constitute a 
revolving fund, to be used V'' atL'v rl.ndin. , Out Of repayo;ritS. Second, 
it is not real i st ic to thn k N :t act i v Li s reiati:Ng t th identification 

of opportunities c",ul., b; p i oron a f ,-.br-srvic. basis; these wold 

need to be fully funde "-r, A (9 tfn , Mar typo f work-­

"Implementat r,".--pe.haps hal '"I " " I be rcovrabl., from chargc._e 
levied on th, bitei- ,, the activ t w r o, ifunded Qi 

two-year tr <l p'.y'' , Vth, t ; f ., ni:x m.n is mii t be fully devoted to 
identi~icatk . p.'; t ni ' i. I W inr 1h 'ntnn, ole might 
postuiat, v t.ha! . o! . I "' ' t:!t,, : (all 
AID-!iiri.ec), 4m~ K- W: v ~ : on K]~ rW,:,aI o whicn­

.. ... .. != Y 

V.j t.'f . ty;tIv'ity ..

would be y ... ::.. ' ......... :. :1; t. lat
 

wou.c bt co ............ t................ .
 

Pr,.-uma: iy Al' w A. ,n! ' .' 3 ,: <' . r; .; f'or tne 
j Y: a:[;"l ,aL;>:,: n o ( ii", ' 

siuccen:. . a n. . : ;', , .,u:rd, a: r',q,:r , 't 
activity , t, p .r . j ut ' ' T;fa it. 

Wr fir' ' m:l 

cunrc rrn i 'i , u , , . . "k , C,1' ' .I , . t a tT 

: 1..""1' 1r (1', ',1!1! ,2, '.'T ' . 1 I. ' ,1."t 
,, . , l;,' Iemonths; W, s! a. re-aw. : .. ( , tet' t h Is 

i..5,Iby h,' s tno *. s! (w":.'Q 1. '[15':),i'sn''r ' 15 ist , ng WV r~ aO mnk Men't 
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the requirement would be that within three months these designated people
 
eshould have been fully freed of previous responsibilities. The quality of
 

the staff recruited is also of crucial importance here. The central point
 
is that thcse employed for this task would have to have some
 
entrepreneurial know-how. Normally, this would rule u.ft people whose sole
 

prior experience was either in the civil service or in academic studies.
 

It is not easy to identify people with this type of skill (although it is
 

riot difficult to identify people who clearly do not have it!). One might
 
also ponder whether it.would be possible to recruit such people to work for
 
MIDAS; if they are good at it, they are probably out making lots of money
 
doing itl This is indeed a problem; but if one is aware of the nature of
 
one's needs, it is possible to find people with the right skills.
 

3. BSCIC, AND THE FINANCIAL LINKAGE PROPOSAL
 

A proposal has recently been presented to USAID by the Bangladesh Small
 

and Cottage Industries Corporation, designed to encourage the expanded use
 

of subcontracting by establishing a credit facility based on the
 
discounting of orders placed by recognized parent firms. It now appears
 
that this proposal has run into difficulties as a result of disagreements
 

concerning interest rates to be charged. I include my comments on the
 
original proposal, since this may be revived in revised form at some time
 
in the future. The proposal is to be commended on two grounds. i) It
 

seeks to encourage and facilitate the expanded use of subcontracting,
 
rather than requiring it. ii) The credit facility itself is well designed
 
and specified. While some banks are reported to have such a facility
 

already, these are clearly not widely known or widely used, so the proposed
 

activity is a desirable contribution.
 

The main limitation of the proposal as currently specified is that
 

there is virtually nothing in it which would make an expanded use of
 

subcontracting more interesting for parent firms. They are the ones who
 
will ultimately decide whether to handle a particular activity by increased
 
production inside their own firm or by contracting it out to others.
 
Expanded use of subcontracting will take place if and only if the latter
 

option becomes more profitable and/or more feasible for the parent firms.
 

The key problem for any subcontracting arraiigement is the establishment
 

of a system ensuring a regular flow of products meeting required quality
 

standards. It is the difficulty of establishing such a system which has
 

lead some producers in Bangladesh to stop using subcontracting, and others
 

to refrain from starting. Other firms, on the other hand, have found ways
 

of resolving these difficulties. Perhaps the most important thing which
 

could be done to expand the use of subcontracting would be to help parent
 

firms understand what must be done to solve this set of problems, and
 

,perhaps to help fund the establishment of procedures which will solve
 

them. Several things may be suggested:
 



W) Educat ion: potentia: parnt firms neec to understand that they 
must establish effective proceaures fr maintaining quality'and regularity
 
of product flows. Intense competition between suppl'iers can mean tnat, 
unless the parent firms insist on high standards, quvty will 
Muteriorate. This means, among other things, a recognition by parent firms
 
that higher quality will generally cost them more.
 

b) In every case of successful subcontracting, tne parent firm has 
a person to supervise the tecn:;,ical w: .:and logistica: relations with each 
..pplie . Thns person plays a Le' . l- not only in mintainin g quality but 
aso in training suppliers in prucucti-n techniques, introducing new 
proauct types, etc. This person must be someon who is trusted by the 
parent fir., probably s.meOno from the parent 'irm's own staff. In the 
establishment cf new subcontracting systems, AID might cover the cost of 
such a pirscn f each;rnew relationship ( each new parent, f'or each new 
suppiir), covering 1001 of the person's salary for the tirst year, 66; in 
the second year, 33. in the third year, and none thereafter. 

c) Peopl learn best, and are the most fully convinced, by looking 
at successes. There are some good successes in this area in Bangladesh. 
If those people are willing (and I suspect they would be), I would suggest 
taking groups of 5-8 potential new parents to talk to those who are running
 
those successful systems, to let them ask questions and see how they have
 
solved the problems an benefitted from the increased specialization which
 
subcontracting systems allow. 

d) Lists of poten:.rtial supplier's and potent.ial parent firms. This 
is the core of the UN DC, approach to subcontracting, going under the 
general heading of "subcontracting exchanges." This information can be 
useful in making it possible for buyers to reach out to more suppliers, and 
for potential supp3 xe's to identify a variety of different buyers of their 
services. For ti s facility to be u'eful, it would need to include more 
than just a list of firm names; tWere would alsr, nee( to be some 
spec ification of interests and abilities, both as specifi ed by the firms 
themselves and as evaluated bv an outside observer. In the UNIDO approach, 
a key operating procecure of the exchango is For the exchange manager to 
make regular visits to both n;ppi ,e an M:ye'cr t..d cs.s with each 
the operations of th- .,y.t .m, prLobL,=m met and purerili why of overcoming 
them. The establshmnt of such, exchangus coul d be a verv usoi] activity. 

The PSCIS credit prp'.,::- in restricte. to; tip mm;,ts and ,ngineering 
industr ies. Thi maikes guoc sense, a- a start irig pol t . 1: s3uch an 
activity were entab ished ari turn.; 'ut to woork w&l , t in ene might 

,
consiocr nxtr.in; U.t.to C.? iInotus trien, perilipg startlinE Withb those 
which deal per piprAl y i'th t ,. irni'i r-ice riinoustrin, :uwc as plastics 
arid wood pruoltt S. ' ar',:r,:,. :]:-:' .i rmp , r buysr* . rir i ___'ointtly 
woodtr I N&' Ws ,i t .n::, ' , nt I ing-,i ,r ( r, : : rt ia:; i ';from 
local fur'n it ,.Mra :fao t "r . Mta':v of :,-r pr,;a :,iy p i];sS[,parts on 
a subcontractin, g,_ IE:,oasmll ion: MhMKa. "ihr-orign links such as 



these, t te straa tc tr.E area fhtf-,r- of theexter:- ccverage 

activty .o:on0 eng7 1 proc ccts, finea.
inecring narr', 

4. OTHER LINKAGE AND SUBCONTRACTING ACTIVITIES
 

While these two projects are the primary ones which have been brought
 
forward fzr USAIZr consideration in th. subccntracting area, thcere are
 
others which might be considered at a later date, or if these run into
 
problems or delays.
 

4.1. Work with Business Associations. Bangladesh seems to be a country
 
of Associations; everywhere one looks, there are associations of producers
 
of this and that. A number of commentators have remarked on this, and on
 
the potential role which such associations might play in bringing
 
improvements to particular sectors of the economy. For example, in their
 
study of the shoe industry, the TIP team called attention to an association
 
of small shoemakers, as a possible organizing focus for establishing a
 
subcontract supply system. 
We met with a few of the members of that
 
association, and also with the officers of the hosiery manufacturers
 
association in Narayanganj. The fact of the matter is that these
 
associations, as currently structured, are very weak and amorphous
 
groups. They have no authority and no benefits to offer tc their members,
 
so the membership lists are virtually meaningless. On the other hand, the
 
country does have a tradition of forming such associations; in many parts

of the economy, the associations themselves are already in place, even if
 
they have had little to offer up to now.
 

What this may suggest is that, if MIDAS finds a particular intervention
 
opportunity in a certain industry or among a certain group of producers, a
 
logical approach in seeking to respond to that opportunity might be to see
 
if there is an association already existing which might be a channel for
 
work in that area. To start from the other end--looking to see where there
 
are associations, then looking for ways of vitalizing them and using them
 
to effect change--is also a possibility, but it seems more likely to lead
 
only to special pleading for special benefits for members of particular
 
product groups or subsectors of the economy.
 

4.2. Export Promotion. The discussion above has made several
 
references to opportunities for small producers to move into export sales,
 
if they can establish effective links with foreign buyers. We found this
 
to be already happening in a number of cases; 
more could be done, with the
 
right kind oi assistance. As indicated, the.World Bank is already active
 

';4n ., this area; ithere ,are .,othera~~c~~N j9ah~ngtb
willing to'do more, if -more assistanc is ne ded, so ths doe notseem " 

-
like an area where AID needs to try to becomeinvolved. It does seem 
important enough, on the other hand, to suggest that this area be kept
 
under review, to make sure that the programs being designed and implemented
 
are meeting the needs of small producers, particularly those which rely on
 
either manufacturing or commercial subcontracting.
 

4i 
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the fira.t on 71 Zr thspa e , h 1 rat..1pa 
ON wde use Y & "Y -":ra1ne n tho rrcd 'c tn &! sl ands, an, cys'. fcr 
thei.r machi:.. :,v a " cn c, ri e.:ansi n in a var';ety of directions 
in h6gazi. ir vccu itMbcn anum: Th 
gentcP : ra.l;, ".: ow tha. truy uE: rca n",t,- n b aus-e it is c.st­
eff'ctive; t:,y -.- 't want to s;penc their time making; tanl2e- or covers for­
their sewing man.c, becau:e "'they hzav: bigger thinra to dc!" 

Siner ..... n devopec a Vrogra.:, which thpev call their Cotta. 
Indu:;try Pr,"h, :, ha . , qutt suot:-n.n cther ccuntrie, arid 
whi.: they w"cc 1I0c to introca>e in bangladesh. T!- Eca] Vor Singcer is 
clearly to s-r'a, the demand f'-, the.r machin, . iy do thi., thrculh 
sa>.s c& ma:.n,n'w to pEcple w:,. will use th cmwo;"ing in their own hem,. 
Air,.: with the ,uc~ of the ,mo.:.i -e, Sinr.er offers a r in.6i pror.,'ar, to 
Hirt ;. .ple u,:- the tt. y : T= mrly u" .,rto hirn. s .. . in .. dard in
 
4,. h in the U,. A. Inc, thing that mz.';eo the Cott;age .ndustry


-
opeci al. in F-inge.r ..Pr, .- rvm. thm; also pays cont. d'ernhc vt.,.'i~i~n to the 

, ... tP;:, of proc:cts whch l 
marh. -, and also hclp: in the marke'ting of tie5. rr,, tu. K :ce othe~r 

n ,ccouL, *'s, this has involved crLr'oi dery .rah. , a;.:.:.-;..We O' faLcy
e'-: c. ,red drs..es for export; in Banplado h, ,'.:e t:.& trnV first 

fo.t shou.d be aimed at makir g simpler pr,: r, Or sale in the 
nt:o.al market, Thei, package proposal _hinlue'-:kt 'c,. aimed E.:t 
s " ""inr- products fcr which there" is a market, E thUPn ( ' es or expnrt, 
foia,_o by the eLtablisnrment of markutin, conre. which will l.in,: 
hcuschcd producers with those identified markets. 

The Singer General Manager is relatively new on the job. When we met 
him, h? was just beginning to get his feet on the. Cr'cund. IeHohowced us a 
propnul alorg these lines which had been developr- l or Pngadesh by 
p. p,.o who had run simiiar activities in other countries. it. involves 
fairly s R.ltantial AID funding. I did not evalhwt, to:t proposal in 
detail. The weakest link of it appears to me to bu tn,. marketing 
arr;ni'ea.ntv. Th.se arc ccrrm t ly identificd an a kry problem; I am nct 
ccined that their proposal Las proviucd a s:tisfactory way of s:lving 
U it [rcD le . It does seem to be wortny of car'efu, cchsidcratian, thouh, 

wL~u is pesen.vca. 

5.... Dh~G CO ... T',T 

"'"ryadprh is ",usual in that the gc.vernmc.t he.'oi "ific 
- anu of and focn. r-±eve ,,r'"' t:%*3cring n: ea tcst. L h. 

h; appointed, res; s for a c& w,';. with 1.ibtlity d,:velop:in Proun:. 

r' . ,, to swbcnrntrac ,g an:z linka;es. Uni r .i . y, h i'c :ane:.'­
sc. .- ,,e a pa"ti ]ar pc:Ep; cz vc on th, ;..4 - , vnq ,,rwf

tL, ' a, nvo/ving ,.yp ndirn:' thie arr,4 Ql gsv.oq,".: :. ,c ~ v .' :, ;e!'l 

r, .15 to force [.'n uccr: to il 'y rG .w, . r.,. . . - I u.i.2' 
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aid program could be instrumental in directing the positie aspects c,' this
 

productive directions, aimeC rather at. encouraging and
interest into more 

in cases where entrepreneurs

facilitating the use of subcontracting systems 
to do so. With the selected policy and projectfind it profitable 

interventions discussed in this paper, it should be possible to do some
 

lines.
effective .nd useful work along thesc 



