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DATA GAPS FOR THZ FOURTH

AND FUTURE FY PLANS

In its 2nd meeting on Saturdey, April 9, 1988, *he Data

&

ey

issessment Group adopted the following two guiding princiries for

conveying the Planning Cezmission's catz needs to the BZS:

o

Srincinle No. 1

The most critically needed set of deta for the Fourth Fivey Year

Sian is +that on the impact of volicies. These data do not exist. They

nave to be generated by a survey.

Given the impressicn among national and expatriate data-users

azcut the weaknesses of scme ¢ the data produced by BEBS In the past,
speci1al emphasis must, in future surveys and censuses, be put cn the

v of data begins and ends in

ot

suzlity cf data. In .scme circlss the jualil

-ne ~cnformance of a survev tc the theory ¢ statistical inference. There

iz zuch more to It. The grogerzies ¢ & <ozl

)

ansle survey are discussed

in Appeddix 3. The conclusion of thiz discussion is that the quality of a
ista ceries is unlikely to be assureé withcut close interaction between data-
senerators and data-users. In general, daza-users are not easily available
Sor interaction with data-producers. Forzu:ately,'we novw have the will

and availabde capacity at the Planning Commission to closely collaborate

«<ith the BBS experts. The demend and incentive to do so must, however,

smanate from both sides.

7



DATA NEEDED FOR THE FOURTH rIVC

YEAR PLAN

DATA NEEDS EBEYOND FOURTH FIVE

YZAR PLAN

Too Priority

1. Impact of policies
ror elavoration, see

Apperdix A.

T AvsAl AR rnry

BEST AVAILABLE COPY

Tovo Priority

1.

Quality of data. For the
definition or the quality
of data, see Appendix 3.
More important data sets:
a) Structure of precduczion
and emplcyment. ¥For
elaboration, see Acpendix C.

b} 3tructure of housercld

¢) National Accounts.

o
e
3
ct
[¢]
é
'.Jo
ct
ct
(D
(1]
ot
(8]
g
o
ct
1$)
o
ot

(W3]

sol.ection system =0 Zenerald

uick-view data during naturzl

(]

cccasilns.

isasters and similar

[o N

Tor suggested framewcri, zee

Appendix E. See glso Appendix G.

Yeeded nublic-use micro-date tap

es

=



WHY THE DATA O
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Developed Area

Dhaka Zila: The plice stations of Tejgaun, Lalboyh,
bhanmondi, Cantonment, Motijheel, Ramna, Gulshan,
Mirpur, and Savar.

Less-Developed Area

Dhaka Zila: The Upazilas of Dohar and Nawabganj
Commilla Zila: Kotwali Upazila
Noakhali Zila: Sudharam Upaz;la
Cox's Bazar Zila: Cox's Bazar Upazila

Sylhet Zila: Kotwali Upazila

Bogra Zila: Bogra Sadar Upazila

Least-Dcve{gped Areas

Jhalkati
Gopalgonj
Bagerhat
Maqura

Chapainawabgonj



ATPENDIX B

DEFINING THE QUALITY OF A SURVEY

The textual features of a good survey and its majer instruwnent, the
questionnaire, are fairly well-known: survey design should be such
that it represents the populstion from which it is drawn; the question-
naire should not be too long, lest it should sag the interest of the
respondent; at the same time, since the marginal cost of an additional
question is zero, important details should not be omitted; it'should
aveld those questions vhich are unlikely to generate correct informution;
its format should be compac£ for manual handling; and so forth.'There are
certain related aspects of a good survey, however, which are not commonly
understood. The main féctors that determine the quaiity of a survey are
triefly discussed below:

1. The comprehensiveness of the [e8sures of variables.--Partially measured variables

may be misleading than enlightening. Example: The income of a family in
the nonagricultural sector, when generated by a survey, must include:
a) Wages and salaries: monetary
in-xind (e.g., value must be assigned to uniform,
subsidized parts of meals, travel
facilities, and so forth)

irregular payments, such as festival pay
Tringe benefits

b) self-consumption

c) dividends and profits

i
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Jd) income f'rom interest on saving::
¢) rent
f) transfers: from family, friends, governzent, othier

&) contributions to social security and pension funds, both by
the employee (even though paid by the employer) and by the enployer

h) owner-occupied home (to which rental value may be imputed st the
time of data processing

A household survey cannot generacte data on prices und certain Lyoes
of income. If possible and desirable, such data may be obtained from extraneous
- . . J . s
sources and injected into the survey data tape at the time of data processing,

for example undistributed profits.

2. Uscful details of variables.--Versatiljty of a survey is a very

deszirable characteristic. In today's world, for instance, it i=n cxtremely
useful for more than one purpose to collect data for labor by occupntion

and education. Mere number of employees is a very elementary stntistic.

3. Comprenensiveness of sectoral coverare (as distinpuished from

freographic coverege)--The sectoral and industry coverare depends on Lhe
dbjectives and the Scope of the survey. For g survey vhich aims nt analyzing
national poverty, income distributijon, Rrowth, employment, for instance,
data for a1} sectors are necessary, including construction, trunsport,,
financial sector, the household economic-activity sector, and so forth,

h m e 4 3 .
. The vuriables being renerated should be conceniunlly cerrcet . --Zupirienl

correlates cf theoreticalvariables mpyst be chosen earefully. Fur instance,
the flow of services of a fixed asset has to be mennured from its present
ctork by nuking allowance for its under-cupnciLy atilization, whepe the
ttork is defined as (1) the cumulateq velue of invesiments over the venr:
in constant prices, (2) net of <rue depreciation und damages, nd (3)

“here possible vYeighted by the quality of djfferent vintages., The

.5’,

¥



21
accountants' records kept in the company balance sheets are conventivnally
a hodge podge of different years' artificially depreciated assets cunulated

in different years' prices.

5. Measurement errors.--The investigators must be trained upto certain

minimal-levels.and must be closely supervised, so they elicit correct
information insofar as possible; have rough ideas of the magnitudes of various
variables involved; can and do make cross checks curing the interview to
verify the plausibility of data to minimize errors of measurement; and, where
. ’
required by the nature of a question, can do some probing to generate realisg-
tic data. Errors at the response level can scarcely be corrected at the
editing stage. 1In this regard, it is extremely important to note that while
for macro variables (at which level the averaging process ‘may reduce errors)
are useful, the hearg of modern analysis lies in micro variables, the cata

at the household and enterprise level.

6. Statistical significance.~-Finally, the 'main concern of statisti-

cians: the conformity of a sample to the theory of statistical inference.
Sampling errors must be kept within toulerance limits.

7. Randomness and normal distributigﬂ.--MJsl commonly empluyed

econometric methods are based on ( the assumption of) nurmal distri-
bution of data, Very briefly, normal distribution is generally assurea
when every unit of the specified population hag equal chance ot being cicxed
up by the designed survey. A random survey satisties that cunagition.
Under certain conditions, a stratified rancom survey is alsu coungistent »ith
it.

In view of these factors, the extreme desirability and usefulness
of a close collaboration between data-generating statisticians angd data-

using analysts in carrying out surveys can hardly be overemphasized.



RESEARCH PROCESS

I. Survey The Questionnaire
' Su}vey design
Training of jnvestigators
Enumeration
Editing
Codification
Classification of variables

Tabulations

II. Analysis Modeling--theory, hypothesis, include relevant
policy variables and exogenous variables

Nonstochastic analysis: Crosstabulations,
tables, arithmetic

Stochastic analysis, estimation
Interpretation, inference

Analysis: 1) Find results

2) Relate to theories

3) Compare to others' studies

4) Compare to known results for
other countries

5) Explain differences, if any;
Clarification of hazy areas; new
discoveries; interesting results

Writing reports: Write tightly in language and
thought
Use a standard format
Conclusions from results

Essential part of
policy-oriented research

III. Policy implications Policy coefficients ']
' Simulation of policy effects
Optimization of policies (rarely done)

Policy recommendations (usually avoided)
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APPENDIX C

DATA ON THE STRUCTURE OF FRCDUCTION AND EMPLOYMEHT

These data are generated by the so-called =conomic surveys. Since
econcaic survays generate multi-purpose data, an interaction between
data-producers and data-analysts is extremely useful. In this connection
we nave carefully studiesd the 15 questionnaires prepared by the Data-Users
Group (Drs. Bekht, Manmood, Sahota, and Sahadat Ullah) for the foriheoming
econozic survey.by 23S, and strongly
recom=end that they be made the tasis of the survey. We would, hewever,
aiso like to look at them a dit more carefully and might recommend marginal
additions/changes.

Copies of the sets of the indicated 15 questionnaires can ze

suprlied on request.
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APPENDIX E
VZRTICAL INTZ3ZATION OF THE PLANNING AND DATA-

JZNZRATICON PRCCEZSSES
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APPENDIX G
CERTAIN FEATURES OF THE DATA-GENERATING PROCESS IN BANGLADESH
THAT THE PLANNING COMMISSION AS RESOURCE-ALLOCATING AND
RESOURCE MONITORING AGENCY SHOULD.TAKE NOTE OF AND

POSSIBLY INTERVENE

The absence of lateral co-ordination in data gathering between
different data-generating agencies, indeed between even the departments
of the same bureau, is a reflection of the corresponding lack of horizontal
integration of proJects at the national planning level. Plarning Oommission's own
five-year plans not only ignore horizonatal integration of its projects--which
are largely assembled by sectoral ministries and line departments--they also lack
vertical integration of both the plan-preparation process and its executirn
from grassroot grams, districts, divisicas, through the center (see

Magsoos Ali et al., Decentralization and People's Participation in Bnrladesh

(NIPA in collaboration with UNDP, Dhaka, ]983, Ch. 17).

The noted lacuna in the planning process has been recognized and
preliminary exploration is afoot towards remedying the situation. Thus, a
subcommittee under the chairmanship of Deputy Gﬁilfkﬂzs-Mamdel Hussain,
appointed by the Steering Committee of the Planning Commission, has just
completed its report on the integration of micro and mecro planning, which
will shortly bé put be;ore the Steering Committee.

While vertical integration involves a ma;or structural re-
organization, horizontal co-ordination is a matter of legistics, at least
insofar as the data-generating agencies are concerned. By virtue of its

beinm entrusted with the responsibility for planning and allocating
B9
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naticnal resources as well as their monitering and ex-post evaluation, the
Planning Commission is also mendated to bring to surface inefficicrncics of
resource allocation in various public agencies. In thiSNAbﬁé;a}x; Ltvo
typical instances of inattention to the efficient use of nationanl reszocurces
due to a lack of proper planning and co-ordination among public date-penerating
agencies are brought out, which need urgent remedial action, because the
data sets they are to generate are of high value to the iourth Five
Yenry Plan  and other data-users.
‘t"{m{' ;Fcaﬂi

(1) - BSCIC has Just started an economic cenrus of srill and cottage
industries. An economic census of the same universe has be=n done by
BES's Economic Census Project, whose S-percent sample has slready been
tabulated and the 100-percent is currently being processed. A follow-cn
survey based on this census~frame is shceduled to begin shortly. B3CIC's
cconomic census of small and cottage industries and BBC's economic surwvey
of small establishments and dwelling-based economic activities are both
meant Lo gencerate the same data. The questionnaire ol the former--in two
parts, one for small industries and the other for cottage industries--and
the Dutn-Users' Group's draft of the questionnaires for the BBSG Econeomic
Survey--also in two parts, one for the structure of industries (censisting
of 15 questionnaires) and the other for the "impact of policies" (conristing
cf 2 questionnaires, one for apex agencies and the other for enterpriser)--arc
attached.

B3CIC is more experienced wiih small and cottage industires tus
is considcrqd to be less equipped with survey techniques. BBS is Letter
subplicd with survey specialists, but has less experience with surveying
smoll and cottnge industries. AQuigd BSCIC's quesStionnaire consists of
questions on both the structure of industries and problems faced by tlem
(and the impact nof policies). On the other hand, Data-Users' drart of

the questionnaire on the impact of policies and problems iaced by enterprises

14
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was rejected oulright as being beyond their terms orf reference Ly the
Economic Census Directorate (at a mecting in its Mali Bagh OfTice on
February 2, 1988). The Data-Users' draft of the questionnaires on the
Structure of industries was also rejected by the said Directorate (at
a meeting in its Mali Bagh Office on February 8, 1958). While they want
to have nothing to do with the "impact" survey, they plan to prerare theijr
o*n questionnaire, a shorter one, for the "structure" survey. (The
establishment of the Ad Hoc Data Users' Group "to help the Fconomic Census
bivectorate in the breparation of their questionnaires is an innovation
of the Secretary, Statistical Division, BBS. It is not known whelher
cimilar interaction between data-generators and data-users has also taken
place at the BSCIC.)

Since small ente;prises have been assigned a top priority in the
current five-year plan and since all data abbout small enterprice:s qad that for
tie impact of policies and problems of investors fér all enterprices are
critically needed for the Fourth FYP, a co-ordination between B3CIC and
BBS's Economic Census Directorate will evidently be highly fruitful.

(2) Within B33, the liousehold Expenditure Survey, scheduled t.o bhe

done this year with technical aid from UNDP, will cover much of the zame

ficld as the economic survey of houselold activities (the biprer cue-yenr-
lour part of tLhe two-ycar-lons survey of the structure of industries), The
household survey covers three distinet areas: {1) expenditure patterns, (2)
agricultural inputs, outputs, sales, and employment ctructure, amij (3)
noAUnriculturul income by sources, saving, inveciment, loans, ~ducttion of
cach member of household, and so forth. To call Zt an expenditure curvey,
in fact, is a misnomer. Income and expenditure curvey would be n title
more descriptive of its contents.

The three data sels of this survey are ~xuremely useful and are

= D
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nol available from any other cource in Bangladesh. I the Heuschold Income and
Expenditure furvey Directoratie can include a few ﬁore qugsifo;;.jﬁ its
nonagricultural pert (already suggested by the Data-Ysers' Grouyp), then
Lthis survey, combined with £C's establishment survey, will not only
generale almost complete data for an augmented I-0 table (for it includes
inputs and outputs for the egricultural sector also, which no other survey
or census has), but also for a SAM.

be planning to
Moreover, since this survey is under*foou to/coveyr 15,000 households
(as against 6,000 or so in previous surveys), a reconciliation of the
curvey designs of this survey andAthat of the eccnomic census direclorate
should not, be difficult. Thus, there seems to be an ample scope for a
co-ordinaticn of the two economic surveys within EBS also.
(3) Finally, even the CMI will pick up about half of the esteblichmentis

with 10 worzers and over, thus lightening the work of the economic census

directorute for this remaining part.
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OCCASIONAL XROIC

NO. 88.1,2

The National Econowmic Census

And Follow-on Surveys



HIID/EEPA Project January 1%, 1988
Note for internal discussion at the
Planning Commission, but written in

a general tone as it is of interest
to all national experts.

The National Economic Census
And Follow-on Surveys

Little is known among data-users and policy-makers in Bangladesh about
one of the richest sources of economic data sets, having long-run value,
that {s currently in the process of being generated by BBS. The reference
js to the economic census, done in 1986, which is to be supplemented by a
-aries of economic surveys, the first one of which is scheduled to start in
July 1988. This note describes the anticipated nature and potentialities of
this landmark data set, and wishes to draw the attention of research centers,
think tanks, and pot}cy-making ministries of Bangladesh to the following:
Since this is the first comprehensive economic census in Bangladesh, with
fol low-up economic enterprise surveys, if the data-users (economists) fail
to make their contribution to the first follow-up survey (which will set the
format and standards for subsequent ones) by not interacting with data-
generators (mainly statisticians), the opportunity to increase the quality
and versatility of a gold mine of data will be lost.

The new secretary ot BBS :starting January 1, 1988) happens to be an
economics Ph.D. from a first-string American university. Since he understands
the economists® language and approach, the environment is conducive of a
grand collaboration between economists ana statisticians, for the reference
economic survey, to produce quality data for rich policy-oriented analysis.
Economists of the Planning Commission need specially take note of it, as

will become clear in the following pages.
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Nature of the late 1980's Economic

Lensus/Surveys of Bangladesh

In pursuance of the $11 million Technical Research Grant Agreement between USAID and the
Govermment of Bangladesh, a decade-long program of employment and enterprise analysis was put
in place, to be done in three phases: FPhase I: generation of data, an ecoromic census and fol low-

Up comprehensive ecoromic surveys, for which the contract was given to BBS; Phase 1I: aalysis

of data (of Phase I), for which the contract was given to ilarvard Institute for International
Development (HIID) and Harvard assigred Dr.Sahota to do the job; and Phase 111: aid (to policy
\reform, etc., implicated by Phase II), which is still in a conjectural stage as it will r.’epénd,

in part, usn the ogi‘.nne of Phase II.

The ecoromic census of Phase I has developed merely a census frame of ron—agricul tural
production units, i.e., it carried out essentially a unit count of 15-millionor-so households
and 1.5-millionor-so establishments, permanent or floating. Apart from the list of units with
addresses, however, it generated, at least, two very useful variables, namely the mumber of
workers for each production unit by industry and a census of handicapped persons by type of
disability. The tabulation of a S—percent sample of this census is ready. Tables 1,2,3,5, ad
6, and the first page of Table 4, a 31-page table at the three-digit-industry level, of this data
set, are attached herewith for a quick view of the nature of data. The tabulation of *he i00-percent
samole of the census is currently in progress.

The results of the 100-percent tabulation will be used to design the follow-wo ecoromic
surveys. The first survey will consist of permanent ronagricul tural establishments in stratified
geographic areas. Its sample siie remains to be determined. Because of its all-embracing nature,
and unique place in Bangladesh's history of statistics, it may be given a name. thtil S christens
it, we will call it the 3M Ecomomic Survey, 1988 (or 3MES88 or simply 3¥ES), where tre acronym
"IM' stands for muttisectoral (all ronagricultural sectors are covered), multiregiona. (the whole.

country is spaned, including developed, less-developed, and least-developed areas). “ultidomain

(all size—classes of industries, including cottage, and possibly also sel f-employea remagricul tural

proaucers; variables on employment, income distribution, investment, and so fortn).
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The Tirst economic survey 3MES was scheduled to .begin jn July 1988, but
it wes learnt Llast week that it has been postponed t&ﬂbe;;n in December
1988, at the earliest. The survey will be carried out (i.e., the ques-
tionnaires will be filled) over a period of 12 months. The rationale for
spreading it over 12 months is stated to be the advisability o% generating
information (on employment, inputs, outputs, and other magnitudes) for the
”preéeding month" instead of “preceding year,"” as small and cottage enter-
prises of the survey are not believed to keep records, while memories of
costs and incomes may not go very far back. This does not mean that each
enterprise will be visited each month. An enterprise will rather be visijted only
once and the data gathe-ed only for one month. The expectation is that
seasonal and other bifses, thus introduced, will be cancelled out by the
large size of the sample survey, spread over 12 months.

The editing, codification, and tabulation will naturally, carry the
survey into year 1990,

The 3MES is going to be an important data base by itself. It
will serve as the benchmark for subsequent surveys for assessing progress.
Although annual time-series of these surveys will provide richer data,
researchers are not Llikely, nor ought they to,wait for subsequent annual
surveys to carry out useful analyses.

Why input by economists is so crucial

for_ the  Multisectoral Ecoromic Survey?

Interaction between data~generators and data-users in the process of
the generation of data (not the analysis) is very desirable for any survey,
It is a lot more desirable for the planned economic surveys, particularly

the first survey. One of the main reasons ‘or that is that an economic

survey is not a standardized term. A survey can be Large or small,
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gereral or goal-focused, comprehensive or patchy. The coverage and the degree_of its corprehen-
siveness depend upén the objective of the survey concerned. for instance, Bangladesh's CMI ispracti-
cally a°  3-in-1 census: (a) the census of mawfacturing industries proper with outputs and
inputs, (b) anmual survey of employment (but rot unemployment) and wages, and (c) expurts/inports,
domestic suppl ies/demands, various individual taxes paid, and similar variables. The 3ES,
Likewise, is a multipurpose survey, and is expected to continue being used for a long time to

come. It is because of the flexibility of the definition of an ecoromic survey and the multi-
purpose and unique nature of this one, that a close collaboration between the data-generating
agency, analysts, and plamners is highly desirable.

A clear guidance and close interaction by economists is needed,
because it is an economic survey whose objective is to generate data about
the country's production units, from the point of view of growth, exports,
employment, and incomes. &aturally, the information on inputs (costs),
outputs, employment, and investments is basic. Some information on the
shares of exports in total production and shares of imports in total input
uses is essential. Only the economist is a specialist on these concepts
and the theories underlying these concepts. The current needs of the
country warrant that the coverage of the survey should extend to developed,
less-developed, and least-developed areas, as one domain; large, small,
cottage, and even sel f-employed producers, as a second domain; and so forth.
A careful consideration of these aspects of the survey is therefore
necessary. The indicated interaction is desirable throughout the survey
process from the preparation of the questionnaire through cross-tabulations,
The phase during which the participation is most critical in this survey,
however, is the preparation of the questionnaire(s).

Among all the questionnaires available in Bangl adesh, the one for the

CAI comes closest to an economist's perception of the economic survey ynder

20
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reference. Accordingly, in prognosticating the uses of this survey in the
following paragraphs, we will assume. that with minor revisions (consisting
of the elimination or aggregation of a few of the questions and refinement/

elaboration of a few others), the CMI questionnaire will be adopted for the

3M economic survey.

The multipurpose nature of

— —————— — T — f—— 0 — ST at=? S—

the economic survey

The new economic survey will have all the uses for the analysis of the
entire nonagricultural economy that the CMI has for the analysis of manufac-
turing industries. By virtue of its coverage of all the industries and
sectors (except agriculture) it has many more. Thus, combined with a single
other data series, namely the agricultural census done for 1983-84, the new
economic survey (for 1988-89) will provide the entire data for a new input-
output (I-0) table.

Next to national accounts, the I-0 table is perhaps the most fundamental
and multipurpose system of accounting of a country. Bangladesh's present I-0
table (prepared for 1976-77) is outdated, relatively short, was prepared from
patchy data bases, and constitutes merely an intermediate transactions matrix,
with no other row than aggregate value addec.

Needless to mention that powerful models can be derived from an appro-
priately prepared I-0 table. Even though Bangladesh's present I-0 table is
very simple, it forms the corner stone of the general~equilibrium model of
the Perspective PLanning Wing of the Planning Commission. An I-0 table
is essential for a social accounting matrix (SAM) that several developing
countries are currently engaged in preparing. = The perspective Planning
Wing's present AGE model, in fact, is an attempt at a SAM. Being based on

al
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the present I-0 table, without any rows for primary inputs and-their -
value-added shares, however, the model is at best a rudimentary attempt at
SAM, or AGE or CGE for that matter: The model can be significantly
improved when the multisectoral, multi-regional economic survey, becomes
available. Of course, perspective planning can be vastly improved in
respect of employment and income distribution by the use of the data of the
econo&ic survey, even independently of the general-equilibrium modeling.

In short, the CMI-type of the new multisectoral economic survey for
the entire (non-agricultural) economy, in combination with the agricultural
census, can be used to prepare a new I-0 table which, among other things,
will have the following additional features:

Factor input rows, incldding Labor by categories and capital stock

(on which measure economists ought to put their heads together

before the investigators are sent in the field). Suggested cate-

gories of labor are: production workers by skill classes (skilled,

semi-skilled, unskilled) and all other workers. The corresponding

value-added shares.

The number of sectors may be increased. Non-traditional activities
may be introduced as sectors. A desirable feature of this table will be that
all sectors, except the agricul tural subsectors, will be expressed automatically
in the same-year prices (1988-89). The survey will provide new weights and
a new benchmark for the industrial production index (IPI) used to prepare
national accounts. A set of new micro~Level input-out coefficients, for
instance for the calculation of effective rates of protection/assistance, will
become available, and so forth. wWe are also thinking of preparing the I-0 table
by large and small industries for chosen sectors, where theoretically relevant
and empirically feasible,

M A
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Presently, the CMI is the only source that generates systematic
annual employment data by industries. The Planning Commission carries out
an evaluation of employment changes, but only for public projects. The
planned 3M economic survey will collect data on employment and wages by
Labor categories for the entire non-agricultural economy, which may be
classified down to the 6-digit industry level. As such, it will provide a
comprehensive data base on employment for the new Employment Monitoring
Project of the Planning Commission.

Provided the survey data are tabulated on schedule, the preparation

of the fourth Five Year PLan can greatly benefit from this source.

In brief, the data of the economic survey are needed:

by the EEPA proje;t (to gauge the viability and employment implications
of small industries);

by the Perspective PLanning Unit of the Planning Commission (for an
I-0 table, its AGE model, and perspective planning in general even
without the AGE model);

by the Employment Monitoring Project (because so far it has no other
all-embracing benchmark and no I-0 table with employment rows); and

by researchers at BIDS, Dhaka University, and eslewhere for a
mul titude of uses, with or without the I-0 table with employmen<
and value added by categories.

Agenda for Immediate

fonsideration

Two pertinent questions arise:one concerns the time frame of the

survey and the other the content of it. Can the data become available iar



the Fourth FYP, say by the summer of 19897 (2) what kind-of—variables
will be generated by BBS?

(a) ]he time frame

Concerning the first objective, the following suggestions

are made:

Suggestion 1.--Expedite the acquisition of the OMR, on emergency

footiﬁg.

Suggestion 2.--There are at least three substantive tasks that have to be dore
prior to the commencement of the survey: (a) the preparation of the questiomaire, (b) training
of inwestigators, (c) the hiring (it is learnt) of a consultant from Washington for a period of 2
to 4 weeks to design the surwey. Let these pre-requisites be completed before July 1968, lest
these operations should be taken up after the 100-percent Census tabulation is in harnd, thereby
delaying the survey still further. Thanks to former Secretary Salam and present Secretary, Dr.Rahim
for inviting me to collaborate with the B5S experts in the preparation of the questiomaire. It
took quite a while for BBS's technical persomnel to reconcile to the idea of accepting an intruder
into their domain, but at last the process of preparing the questiomaire has started: after
waiting for 3 months, I had my first meeting with the BBS Census staff, (ed by its expatriate
advisor, on Jaruary 14. We made progress. The next meeting is scheculed for January 23rd, ard 1
plan to contirue meeting them weekly until the questionnaire is finalized. The training of
investigators can be similarly pre-plamed. The survey desigrer(s) can be lired w, so they can be
in Dhaka, on the day the first batch of the 100~percent census is tabulated and can be used to
design the survey for the first—-roud areas.

It may be roted that I have asserted mysel f into this process, even though I am rot supposed
to be spending time on Fhase I. I am ding so because interaction by an ecoromist at this stage

of Phase I is critical, and ro other ecoromist seems to be doing that.
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Suggestion 3.--The survey is planned to be carried.out over a period

of 12 months. The pros and cons of this time span need to be discussed,
particularly because it is not a survey in which a producer has to supply
data for and in each of the'12 months; he will supply data only once, and
only for one month.

Furthermore, since the survey is planned to be done for stratified
geographic areas, is it not possible to plan tﬁe tabulation of the {00-
percent census in such a way that as soon as some upazilas are tabulated, the
surveying of those upazilas can begin without waiting for all the upazilas
to be tabulated? For example, if, the Chittagong Division is the first one
to be tabulated and is finished by the end of this month, the survey for
this division can start as soon thereafter as is appropriate, say, on thz ist of
March, instead of waiting till the tabulation for the entire country is
completed.

Suggestion 4.--One of the most productive measures in developing
countries is the "full-capacity utilization" of machines and equipment.

One may point one's finger towards the mainframe computers in Bangladesh,
most of which are used only during office hours (as against 22 hours/day

in the U.S.). That is so, however, not because that is an optimum rate of
computer use, but rather for lack of demand for computer time. Here is an
OMR for which there is an urgent excess demand. Can't it be used for 3
shifts? Machines of this size require one to two hours' rest after every
6=hour shift. As such, it can run for 18 to 21 hours/day. That utilization
is at zero marginal cost insofar as the OMR is concerned. True, there will
be overtime wage payment to the OMR attendants. But that should be a minor

item. Not only the shadow wage of OMR attendants is Likely to be low, but
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even their overtime market wage cost will come nowhere near a fraction of
the savings in terms of the expatriate ccnsultants' time saved in doing
projects and additional value of output if brought out at the right time,
instead of coming on line too late (after, in this specific case, for
instance, the 4FYP has already been launched).

gggggiﬁigg_g,--Editing and transfering data to tapes can be carried out
almost simultaneously with the surveying process. The first month's completed
questionnaires can be edited and codified during the following month (or two?),
the second month's during the 3rd month (or 3rd and 4th?), and so on?

(b) The content of the survey

For the consideration of national experts, I have prepared the
questionnaire in two parts: a main questionnaire and a supplemental ques-
tionnaire. The two could be done jointly or separately, but are linked and
should be germane to be dovetailed if carried out separately. The main part
uses the CMI questionnaire as the base; the supplemental questionnaire is of
major interest to the GED, Planning Commission, and to thisproject.

‘Tpg.majftggg§gjggp§ifg.--My interaction with the B88S experts for the
preparation of the main survey questionnaire has started--the first meeting
to discuss its salient features uas held on January 14, which went well. I
am now supposed to prepare the draft questionnaire, which will be discussed
at a meeting on January 23rd. The draft will be put on the Census Department’'s
PC, so that future revisions can be done expeditiously. Hopefully, a satis-
factory main questionnaire will result.

jbg_§ggg}gmgg£§£"gyg§£iggp§i[g.--Where I foresee possible reluctance on

the part of the BBS experts is the supplemental questionnaire, namely the
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generation of data on (1) the extent to which producers, in particular
small but in general all producers, have actﬁally ggggiggw"iheﬁselves of
various incentives and (2) the impact of such responses, in particular

the resuits of the new environment in terms of investment, employment,
dispersion of industry, and so forth. Neither series of data exists.

0f particular interesi is information about small enterprises. Little

is k60wn about the extent to which sméll (as well as large) enter-

prises have availed themselves of the incentives provided in the 1982 and
1986 policy acts and other measures. The critical variables are the actual
rates of taxes and subsidies and actual responses to new environment and in-
centives, as distinguished from statutory provisions. We know the latter;
we do not know about the magnitudes of the former. The data have to be
generated.

Both types of data series are, in my judgment, of high value to the
Planning Commission. They are needed by this project as well as the PP unit
and the Employment Monitoring Project. Whether these -'ata should be collected
as a part of or as a supplement to the economic survey by BBS is a matter
that needs to be discussed, perhaps between BBS, the Planning Commission, and
the donor (USAID). Sumpocing BBS is not disposed to including questions on the
impact of policies in its questionnaire, should the Planning Commission do
it through alternative agencies? The matter is already under active con-
sideration at the GED, where Division Chief Mesbah Uddin Ahmed and Deputy Chief
Matiur Rahman Dhali have been working on the questionnaire and related logis-
tics c¢r a survey. But since they had a limited purpose in mind and were not
conversant with-wnat I have described in this note, they have been thinking
of a very sketchy sharp-shooting type of survey. We have had a couple of

meetings on the issue and are in the process of developing an appropriate

approach to attaining the obijective.
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Sumnary

The data of the 3M economic survey are needed by:

1) The EEPA Project

2) The PP Unit

3) The Employment Monitoring Project

4) 4FYP in general

The data should be comprehensive enough for the current needs of the
country, e.g., for the preparation of a new I-0 table (with employment and
value added shares by categories of labor, for gauging some of the effects
of the incentives), to serve as a sufficiently broad basis are reliable
benchmark for future surveys, and so forth.

The time frame is crucial for all the 4 data-users. Preferably the
data should be ready nn later than the summer of 1989. According to Project
Document, that was also approximately the time when the 3MES was scheduled
to be ready. Unfortunately, there is an unconfirmed report that the survey
is being postponed by at least 6 months.

Serious consideration may, therefore, be given to holding a high-level
meeting between the Planning Commission and Dr. Rahim, Secretary, BBS, to
see if it is feasible,

(1) to reaffirm the completion date of the 3M economic survey,

(2) to agree :n a CMI-type questionnaire for the main part of the

survey, and

(3) to explore the logistics for the supplementary questionnaire on

the impac: of policies, as to whether BBS should do it or the Planning

Commissior should undertake it.
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Table 2: Number of Structures by Type of Coastruction
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Table 4: Permaneat Establisbmeats and Persons Engaged by Economic Activity and Size of Establisbment
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Table 5. Number of Permanent Establishments/Institutions and Persons Engaged by Major ladustey Division,
Form of O-vnership and Sex of Persons Engaged
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e ""', FOhTEG T H A2l Pcrsuns! TILN] Persons A4 Personst 1% 2 Personsl 24T Persons 74T Persons
YCede " Description of cconomic activiy | Number! encaved! Number! encaved! Number| enugagedi Number:  enaced! Number! engaged Number! encaced )
| | .
I 9374, (AIG ! 609.306 2.361.293 707 14.352 19407  204.3St  11.069 125,384 363572 1.968.07 12.230 96055
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Table 6. Percentage Distribution of Disabled Persons by Typc of Disability, Broad Age Group and Sex qJ5Fq I3
In percent
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€3 and above 3458 100.0 2.7 54 14.1 22 2.7 329




HIID/ESEPP Project
Planning Commission
Government of Bangladesh

Occasional Notes

No. 88.2

DECENTRALIZATION OF PLANNING

IN BANGLADESH

June 18, 1988

Note writton for
tha  flenber, GED
PFlanning Commizzion

;L/[I/ '



HIID /JUSAID EEPA PROJECT

PLAKNING COMMISSION
Government of Bangladesh
Shre=~-Bangla Nagar

Dhaka, Bangladesh )
Tel. : 315920 ( OFf )
000725 ( Res)

Date June 8, .198E

TO : Dr. Mustafa Kamal Mujeri, Planning Commission, Dhaka

FROM :  Gian Singh SaMa“
Resident Econosfiic Advilor

SUBJECT : PIOJT No. 388-0027: EEPA Project: Pilot plan for zila/upazila

Sarry I took so long to initiate something on regional plannirg as desired
., the Member. The topic requires an intimate knowledge of the institutions of
Bangladesh. I may be familiar with the theory of regional development planning
and may have some experience from other countries, but my knowledge of Bangladesh
institutions is not even skin deep yet. 1 have also not been able to get hold
of the Zila Parishad Bill in detail. Consequently, some of the issues and
suggestions made in this note may be impractical, and beyund the purview of the
Planning Commission. I hope, however, this nute will give you a preliminary leac
un «ny and how to Qo about prepariny or not preparing a pilot develupment plan
tfor one or more zilas or upazilas, aimed at harnessing the participation of the
ceople for bra and smatl projects/enterprises as a means to promoting growth with
equity and expanding employment.

Yeute that my reflecticn and perception of the emerginc trenc in several
o*ve'uping countries and the last week's Zila Parishad Bili of Bangiadesh leads
me ty view the lila instead of the upazila as the potential hub ¢f decentralizea
planning, rather than the district being merely a co-urdinator of upazila plans.
The reasons are discussed in the attached note.

1 have not had the opportunity to discuss the note with the Merber as yet.
Bupe you have already read the Mamdel Hussain-Sahota note on the related izsue

¢! the inteagration of micro &end rmacro planning.

After discussing various medium-run issues, some of which may require new
tegislation, a scheme for immediate beginning is suggested at the end.

cc: MNemper, GED
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DECENTRALIZATION OF FLANRNING

IN BANGLADESH

With the enactment of the Zila Parishad Bill on May 31, 1988,.providing
for setting up of district develupment councils, the stage has been set for
long-due decentralized planning. The bill comes out at an oppurtune tire,
for only a few days ago Member Dr. Magsood Ali asked us to explure the feasi-
bility of a pilot plan for one or two upazil;s, in which people's sel f-help can
be enlisted. This brief note is written with a view to discussing that issue
and, to the extent possible, to starting a dialogue in the Planning Commission
to give a practical shape to a scheme of people's participation in the dsveloup-
ment planning process, broached, among others,by Magsood Ali et al. (1983).
The Zila Parishad Bill has created an environment which may be taken advantage
of to embark upon decentralized planning, preferably in the Fourth SYP. The

issue is not unrelated to the note on "An Integration of Micro-Macro Planning”

that I helped Mambel Hussain write a few weeks ago. (Hussain-Sahuta, Mar.1988)

Why peuple's participation is so

desirable fur develupment ptanning?

In essence, the issue of popular participation is basically identical with
the issue of demucracy. People's participation was the main theme of the boox
by Magsood Ali, et al., (1983). The interested reader is recommended to luok
at it. Peuple's participation is desirable for a number of purposes:

1) for knowing the felt-needs of those for whom development plans are

made and learning about their priorities

2) for mobilizing local resources for plan implementatiun, especially the

local abundant resource, namely labor



3)  for sorting out pussible conflicts in the planning and implemen-
tation stages

4)  for increasing the tempo'of implementation by securing the coopera-
tion of the people and inculcating the feeling of participation in
them for the development process

5) for bringing about a change in the traditional power structure in
favor of the poor ‘

6) for promoting the acceptance of development plans and projects

7)  for getting pauple's Cooperation in generating data and in plan

monitoring/evaluation

Search foq_pn optimal decentrqijzed

geographic planning unit

The 1980s have witnessed several consequential policy raforms and changes
relating to planning all over the world, such as a swing  from nationalization tome-
rd privatization, from centralized toward. decentralized planning, from controls
toward liberalization,and so forth. These reforms are well krnown. Not yet
so widely recognized is a change that is currently hatching in giving a concrete
shape to decentralization is a convergence among co;ntries of different political
set-up, federatioﬁs and unitary guvernments, toward the Eiﬁlﬂifl (as defined in
Commonwealth countries) as the hub of decentralized planning. For instance,
while commitment of the free-enterprise, unitary government of Kenya to
deéentralized participatory planning, with district as the basic unit, was
established soun after independence, it is only in recent years that substantial

resources have been used to move in this direction (see HIID, 1988, p.47-48).

federal India, with constitutionally statuted panchavat raj at the micro :cyel

———— — —— —
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and the state as the kingpin federal unit is now moving earnestly tu make
the district as the focal a?ministrative unit for develoupment planning.
The'r;ports of 4 major Committees/Working Groups appointed by the Planning
Commission, amung others, have made identical recommendations to the effect
that the basic decentralized planning function ought tou be done at the
district level. These are: the Ashok Mehta,Committee Repoc-t (1978), the
Dantwala Report (1977), the Hanumantha Rac Report (1984), and the CAARD
Report (1985). The district is recommended to be the first point for
decentralization as the district has come to be recognized a viable adminis-
trative unit at which the planning, coordination, and reserce allocation
are feasible, technical expertise is available, and high level of leadership
can alsu emerge (Government of India, Consultative Committee for the Ministry
of Planning, 1987), p.18.

In the early 1980s, more precisely for the Second 5YP, Bangltadesh

established the upazila (thana) as the hub of development planning (see

Bangladesh, Planning Commission, 1983, esp. ch.5). On the eve of the Fourth
5YP, Bangladesh seems to havg5§%entified the district as a pussible uptimum
decentralized unit for develépment planning. The Bangladesh District Develop-
ment Council is, thus, consistent with the current trend across develouping
countries. If federations are moving toward the district as the pivotal unit
trans fering some powers and responsibilities from states to districts, unitary
governments perhaps have all the more reason to doing so, because the

devolution of authority is more important in the case of a unitary government

than a federation.



Bangladesh, however, already has the upazila as the hub¢T detentralized
administration (as distinguished from develupment planning) with offices of
almostiall ministries (but not thay of the Planning Ministry). The implemen-
ting agencies are in place at the upazila level. Whether the upazila is the
uppermost point of contact with the people or the district, too, can be the
contact point needs to be judged by knowledgeable experts. On the other side,
supervision and planning cells are prcobably net possible below the Level of 64
districts. For after all, planning decisions cannot be made by hunches:  at
least one (in due course more) minimumally trained planning expert has to be
permanently pusted. It needs no emphasis that a cosmetic type of area plan
will do more harm tu the development.process and the confidence uf the elected
representatives, the peaple, agd experts in development planning than no area
planning. The vertical information flow, backward and forward linkages, and
horizontal co-ordination can alsou be per formed more efficiently and productively
at the district level. The District Development Councils set up under the

Zila Parishad Bill need only to be complemented by technical planning staff

(to begin with a single economist with Master's degree) to start decentralizec
planning. More on this below. In view of these factars, the rest of the note
is written with the district as the hub of decentralized development planning

in mind.

What is district planning?

District planning ought to consist of both spatial planning (based on the
tupography, rainfall, rivers, irrigation, floods, etc.) and socioceconumic
planning (based un per capita income, skill level, output structure, manpower,
existing industry, population, and so forth). The concept of district planning
is akin to the concept of integrated area planning. District planning arises from

the need to supplement the national plan with a more detailed examination of ‘ne

s



needs, resources, problems, and potentialities of theTespective area and
manpower. It is a developmental scenario at the district level consistent

with the specific needs of ghe people, the growth potentials of the area,

and the budgetary allocation available. It has to dovetail microplans of
upazilas and villages with district plans, and the latter, in turn, with the
sectoral and vverall national plan. 1In other words, district planning provides

the crucial link between lower and higher leVel plans.

District planning methodology

Planning is a technical job comprising of the know~how of planning tech-
nolugy, subject specialization, and knowledge of the econoﬁy and tﬁe people.
Insofar as district planning is concerned, vigorous analysis is not to be
expected. The methodulogy has tu be relatively simple. It should, however,
bring to surface broad district profile drawing attention to the resource
potentials and problems of development of the district and giving detaited
pruposals which are concreté, practicable, financially feasible, and in line
with accepted objectives of planning. The main objectives of Bangladesh
development plans include:

a) 1increasing production,

b) expanding gainful emplouyment, and

¢) alleviating poverty.

The whole process of formulation of district plans must focus on the attainment
of these objectives.

The core of district planning will consist of:

a) project planning

b) manpower and employment planning, and

¢) spacial planning.
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Greater detail of the content of district planning cannot be expounded

in this short note.

Organizational framework

With décentralization must go institution-building, i.e., the formation
of mechanisms that afford a continuous and sustained forum for peuple to
discuss the issues and problems that concern’them and ways to meet them.

Four types of institutional organizations, among others, exist in Bangladesh
that reach remotest rural areas: the age-old panchayat system, the co-ups,
the NGOs, and the government administrative set~up. The cqoperation of these
four agencies, among others, should'provide enough basis for peuple’s
participation. )

The Panchayat System and the District Development Cauncils. -~ The

institution of panchayats is a grassroot democratic organization through which

the District Development Councils will derive their political and participatury
support. The new fervor created by the district develupment councils shuuld be
exploited forthwith by an appeal for its participation in the preparation of the
Fourth 5YP and to enlist people's cooperation for increasing growth with fairness,
expanding gainful employment, and alleviating poverty, lest it should become
another ploy for political gains. Strike while the iron is hot. District and
micro planning should be envisaged to start in a big way during the Ffourth 5YpP,
otherwise develupment planning may be pushed to backwaters by political pre-

occupation.



The co-ops are fairly well sczttered across Bangladesh. They provide parall
organizations through which psrticipstion of special interest groups can be
elicited. Since these are sel f-help agencies, only their interests have to be
tempered with general interest. Cooperative banks as well as other lead banks
will naturatlly play their due role in development planning.

NGOs or voluntary agencies are young organizational gorups working from
grassroots. They are popular with donor age;cies to many of whom any private
substitute for government bureaucracy is preferable. Their zeal should be
harnessed in organizing voluntary manpower and other resources.

Finally, no matter how ardently disposed for sel f-help peuple may be, sume

ration. The deputly commissioner is usually a well informed officer about the

econumy and the proublems of the district. His cooperation should be available
thruugh his ex officio position in development boards.

Thus, grassroot superstructures exist. What is lacking from the viewpouint
of develupment planning at the district level is planning expertise. To begin
with a cadre of 64 young economists (below 3%) with master's degrees may be
given a rapid course in the theory and practice of planning by the Planning
Commission and Posted in each district as the technical wing of the 2ila
Develupment Council. There will be a constant information flow between this
one-person planning cell and the Planning Commission at the center. In due
course the addition of area specialists will be desirable, including spatial
exéerts. The success of planning would depend on the type of technical
machinery avallable at the district level. The dovetailing of district plans

Wwith sectoral outlays at the central level will be done by the Planning Commission.

H



Multilevel planning procedures are new to the Planning Commission.

But multilevel planning is highly in'order. A beginning must be made in

the fFourth Plan.

All_district development planning must

be under a single technical agency

The entire development planning must be collected under a single agency,
namely the Planning Commission's district planning cell & (l upazila and
: : C e regort and . L :
zila officers of the ministries must/work in relation to the district planning
cell as the national ministries and line departments work ir relation tu the
National Planning Commission. ‘The role of the Zila Parishad visa-vis the

district planning cell is likewise to be the same as that of the national

parliament vis-a-vis the Planning Commission.

Division of planning tasks

The Planning Commission will cuntinue to be respunsible for sectoral
planning, allucation of national resources, horizontal (and vertical)
coordination, and overall planning implementation, and monitoring/evaluation.

The district planning cell will handle such local-interest functions as
agriculture, floods, small industries, irrigation, feeder ruads and road
transport, health, school educatiun, sucial wel fare, and utilization of

manpower resources. It will also co-ordinate village-level planning. Villages,
too} will have their own plans, which will largely be confined tu such areas

as the supply of credit, fertilizer, HYV seeds, minor irrigation, field channels,

local poverty programs, and the like.
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a. Past failures in integrating macro and project

planning
L. Pedluce of public planning to integrate the responses

of the private sector

c. Meaknesces of the technicul framework of earlier
plans to integrate macro and micro/project planning

d. Integreting macro and micro/project/regional planning
in the Percpective and Fourth Five Year Plans

2.° Definition of Integration of Macro and Micro Planning

~

a. Limited integration: Linking disaggregate project with
agqgregate national variables (mainly technological
relationships)

b. Global integration: microfoundations of macro planring
(Linking behavioral characteristics of the private
scctor and the technological characteristtics of public
projects with national aggregates)

3. Methodulogy of Integration of Macro and Micro Planning:
General Equilibrium the only logical method

A. Conceptual Aspects

a. An appropriate general-equilibrium model for the
limited integration: The I-0 Table with disaggregated
and endogeniyed Primary Inputs

b. An appropriate general-equilibrium model for the 'glohal
integration": The 1-0 Table embeded in behaviural
interdependent relationships, (computeble General
Equilibrium (CGE) Models, Social Accounting Matrix,
eic.)

€. An appropriate general-equilibrium model for regional
planning: a top-down integrating the Dhaka-
Chittagong Corridor with other regions, to be further
linked to the I-0-cum-CGE model

d. An appropriate general-equilibrium methodology for
integrating micro~-micro planning, such as small
industries with large and the assetless with others
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and large groups of enterprises of several relevant industries of the I-0
table. Its main foundation, the I-O table needs updeting. A new I-O table
eugmented with rows for imports and employment by skill categories, etc.,
end a SAM with more trustworthy, and richer data are

of the Planning Commission.

d) Integrating macro and micro/project/regicnal planning in the

Perspective and Fourth Five Year Plans.--Keeping in view the availability

of existing and prospective data (see details below) and expertise as
well as the time .eft for the preparztion of the Fourth Plan, it may

te said that broadly an integration to account for the direct effects

of micro and macro planning--public projects end private  investment
responses-~can and should be done for the Fourth Plzn (target yeer 1989).

. . . of . . s
An integration to take into acccunt both direct aznd indirect effects

¢f zicro-macro planning can be aimed at primarily in the context of

perspective planning, i.e., for subsequent annual and five-year plans

(1290 onward). The direct effects so estimeted may be planned with

the present I-0 table or the SAM (or for quick rough view in a partial context).
A comprehensive integration may come in due course with an augmented

I-0 table and revised SAM (see details below).

T™he direct-effect integration of projectis rezuires detailed
inrermation on costs and outputs of projects frcm sector ministiries.
Fer this purpose, the task of revising the PP has already started.
The integration of private investment and public policies requires a
nnowledge of the impact of :xisting policies on invectment and other
variables. An analysis of the impact of policies is being felt as the

st urgent need for the Fourth Five Year Plan, and can be done in time

[§]

o~

.

r it,.a5 chould become evident in this note.

O
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In order to provide propefrintegration of macro and micro planning,
an applied general equilifrium (AGE) model was formulated for thé
preparation of theThird Plan. The model has incorporated 39 commodities, €7
sectors and subsectors, and 11 socio-economic groups ‘including government)
as a scctors. It represents a comprehensive data bank known as Social
Accounting Matrix (SAM) for the Third Plan Model. It covers a wide range
of government policies, viz., public sector investment, subsidies,
exchange rate honus, foreign aid, tax and tariff rates, price supports,
food rationing, quotason imperts, buffer stocks for selected commodities,
and so forth. The SAM is btased on data series escanbled from.
scattered sources for different years and is very weak on employment
multipliers and employment planning. It does not have any provicicn for
the analysis of qualitative policies and disaggregation according to
recgraphic regions. Because of the limitaticn of the mathematical models
so far developed,most of the policies and strategies for development of
the Bangladesh economy have been fixed up from outside the framework of
the planning models, mainly taced on rules of thumb in a pragmatic way.
Consequently, the intograticn of micro (and project) planning with macro
planning did not reccive proper attention in the development plans. The
Third Plun model incorporuted rurul informal and urbun informal sectors,
which represent activities or small establishments. That framevork needs

to be expanded to include forward ani backward linkages between small



2. MHcthodology ot Inteqration of

Hacro and Hicro Planning: General

Equilibrium the only Llogical approach

A. Conceptual Aspects

Whether the desire& integration is envisioned to be “limited’ or ‘'global®,
some sort of general-equilibrium approach is the only Logically possible
general Link between micro and macro planning. The general equilibrium models

appropriate for the two levels of integration need, however, not' be the same.

a. An ;ppropriate_gsperal-cquilibrium model fcr the "limited {ntegration': The

I1-0 Table with disaggrepated and endogenized primory inouts.--The

integration of micro projectskwith macro policy can be performed at

two levels: (a) integration for direct effects only and (b) integrezicn

for both direct and indirect (i.e., general-equilibrium) effects.
(a)’The integration for direct effects is primary to subsequent

eflects and, by itcelf, will improve the planning process and evaluz:iion

procedures cubstantially. The estimation

of the costs and effects of projects is largely independent of which model {s
used., Shadow prices, along with market prices, and comprehénsive {instead of

partial mecasurcs of benefits and costs ought to be used, whether or mrot cost-

benef{t analysis is done and whether or not the effects of the projects are

estimated partially or in a general equilibrium contaxt,
(b) The estimation of direct and indirect erfects cannot reeily
be done without some sort of a generzl equilibrium model. One

e the most suitable and powerful seneral eguilibrium models for iimized
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INTEGRATING MICRO AND MACRO PLANMNING

1. pbefinition of Integrati

' Hq;rp_ggp_njcro Plannin

In the context of Bangladesh, an integration of micro and macro planning

may be viewed at two levelss (1) limited and (2) global integration.

(a) LiEi!.ELi.lSéIEEiED:"At a limited level, the intended integration

may not extend much beyond linking national aggregates with

disaggregate public projects. Five~Year-Plan targets are set (or forecasts’

are made) for national aggregates: unemployment, GDP, {ndustrial growth,

gencral price level, aggregate consumption, aggregate 1nvestmcnt; trade

balances, public debt, factor shares, budget balance, and the Like. When somy

of the projects fall behind schedule, their multiplier effécts may affect the

national targets adversely, Similarly, if an exogenous shock occurs, é.g.,

-

flood damage, project targets may not be achieved, starting a chain react%oﬁ.

on nmational gzng sectoral dggregates, Accordingly, planning would be

deficientccki;\nationaL aggregates are not related with disaggregate projects

_________ en.--While macrocconomic planning looks at the

economy a3 a whole, microeconomic plannina deals with the interdependent

choices of various types of economic agents--the behavioral characteristics

(preferences) of decision-makers in combination with technofogical Linkages

and the state of the economy (data). The micro aspects of Bangladesh's five-

rear plans include public projects and indicative planning for the priveote

sector, The latter are invariably packed Up Dy incentives which, through or

without changing factor and product prices, may influence the behavior of
private investors and other agents of the economy, A global integration
of micro, and, . macrp planping takes, cognizance of the interrelationships
between the private sector and the public sector,
Furthermore, globaul planning also pays attention to the integration
of micro fegions with the country ac a whole, small and cottage industries
with lurpge onec, the ucsetless with the rest of the society und, finally,

micro-nicro inteprution,

{
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smalliin'relatiun to the 1-9 industry in which it falls, it ‘may be treated as
an autonumous increase in ihe parent I-0 industry's output, with appropriate
adjuctments, if necessary, to its input-output coefficients., If a project is
relatively large, for instance, the Jamuna Bridge, it may be inserted into the
I-0 tsble as a ney indgstry, p}ovided its input-output coefficients are not

a linear muttiple of’another industry. For a multiproduct project of this
nature, ancillary products and byproducts are to be included as negative
inputs in the respective cells, Other aspects of such integration cannot be
discussed_here. It only needs to te Stated that an I-0 table is entirely
capable of subsuming small and large projects to work out the direct and

indirect consequences of their completion or lag in completlon

a.2. The mechanics of integrating completed projects with sectoral and

national macro plans.~-Macro plan objectives can be missed 8s much due to

lack of proper operation ard maintenance of completed projects as by short-
tulls in new unes., Equally dmpurtaent for plunrning, thus, is an integration of
the revenue budget (reguiring allocation of recurrent resources the 0&M of
completed projects) and the capital budget (consisting of the allocation of
resources for new projects),

Alternatjvely stated, the input-output data needed for a new project

pPertain to the relatively short construction or gestation period. The

input-output data needed for completed projects relate to the relatively

long maintenance and operation period. The PP must contain estimates of

toth. for in:tance, an under—capacity utilizZation of a completed project,
just as a delay in the completion cf a new project, will not only not generate
énticipated demand for its inputs from other industries, it will also not

fully satisfy the requirements of other industries from the parent industry


http:reven.je
http:inputs.in

-/9 -

of the project. Thus, the integration of finaééial planning and physical
planning, on the one hand, and revenue budget and capital Q@E;Ef; on the other
'hand, are components of the general process of the integration of micro plan-
ning and macro planning. See Sahdta, “rinancial Analysis of a pevelopment
Project,' 1JQGE (1985),pp.1-31.

The I-n model can bé'conveniently put on a personzl computer. The direct
and indirect effects of autonomous changes in either the demand or the supply
of, as well as tax or subsidy to, an industry can be computed in a matter of

hours of the user's time.

b. The mechanics of deriving macro magnitudes from microfounda-

liEBE-"This is computable general-equilibrium modeling pure and simple. The
bacics of a computable geneg‘al-equilibrium model consist of an integration of
the 1-0 Table with behavioral characteristics of decision-makers specified in
econometric equations. Alternative CGE, AGE, SAM models have been constructed.

Into the cpecification of these we need not go here. See, however, Table 2.

c. Mechanics of Microreqgion and Macroreaion Planning (reaional

linkages).--At the minimum, planning has to pay some attention to the inter-
rclationships between 3 areas: developed, less-developed, and least-developed.
Alternatively planning at the geographic division level would be useful for
n=tional resource atlocation. Many projects cut acvcoss econographic areas and
create spillover effects, others may be localized even at the district level.
Thus, in the overall planning process, three types of jntegration--nrmely
(1) an integration of disaggregate projects and aggregate macro magnitudes,
(2) an integration of the behavioral responses of ﬁrivate jnvestcrs with direct
pubt ;¢ planning, and (3) and integration of geographic or spacial planning with
macro variables—-are imperative.

¢pacial planning con be done in the context of the I-0 table, i.e.,



One of the most suitable and powerful general equilibrium models for
limited integration of micro and macro planning is the input-output model with
rows for imports and labor by occupation anc/or shkill category. A schematic
representation of such & model with three cetegoriec cf lLabor appears in Table
1. Such a model can predict the general-equilibrium effects fo the initiation
of a project (appropriately added to its parent I-O0 industry), a change in the
der:nd for the product of a project, shortfall or early completion of a project,
a tax on or subsidy to a product, or due to any exogenous shocks.

b. An appropriate general-ecuilibrium model for the 'globel integration”:

1he 1-0 Table embeded into 2 mocdel of beshaviorzl interdependent relation-

ships.--The 1-0 Mogel discussed above is the foundation of.all computable generz
equilibrium (CGE) mode{s. In orcer to incorporate the behavioral relations
of private investors, consumers, anc other actors, the I-0 tab.e has tec be
combined with appropriate econosetric equations. In such a model, fixeS co-
efiicients for labor, capital, velue-zzded, and concumption of the suamented
1-C tatie above will be replacez by incividualistic behavioral relaticnships for
consumption, investment, production, import, and other relevant functions. A
schematic array of a general CGE model is given in Table 2.

¢c. An appropriate cgenerzl-esquilitrium model for regional planning.--Regior
zl economict have uSed top-Ccwn &nd toitor-un recicnal models (having one-way
flow from national. aagregztes (& caminaznt region) to other regions or vice vercsa
extensively. Interregicnal modeis (with two-way flowe) are rare. One such
interregional model has been built oy Gian Schota and Carlos Rccca, Inccme

0ystribution: Thecry, Modeling cnz (ace Siudy of Erazi}_(loua State University

Press, 1985). Within the I-0 contexi &nd in the present state of data avaiiabi-
lity and in view of a lack of two or thres clearly and contiguously demarcated

acoaraphic regions, a top-cown rosel -1t [neha and Chittacong Corridor as the

—



“top" and the rest of the country as the "down" seems to be .a practical
proposition. Regional planning can also be handled outside an_overall model .
More elaborate CGEs can handle multiple regions. The PC's present SAM consists
agricultural regions.

d. An apprupriaté general-equilibrium methodology for integrating

micro-micro planning, such as small industries with large and the asset-

less with others.--The final major area of micro and macro planning where

integration is called for is that of the assetless households--observe the

s

long Lines of their breadwinners along Airport Road in early mornings, with

a shovel on shoulder and a basket in hand, waiting for daily work; go to

rural areas to see their counterparts without even a shovel of their own-

-and the asset-scarce establishments with the rest of the production economy.
The ultimaté objective of the current Five-Year Plans of employment and growth,
after all, is the eradication of poverty. These micro units are scattered
over the entire country, across upazilas and villages. Micro planning must
reach them, bottom up ur top down. The augmented I-0 table can also handle
this integratiogrmicro-micrd and micro-macro planning, but there are alter-

native methods,

B. Practical Aspects

a.1. The mechanics of integfating new projects with sectoral and

macro plans.--The conceptual integration of disaggregates and agqgregates and

the microfoundations of macroeconomics is clear enough. The mechanics of

empirical integration are perhaps less known. Very briefly, if a project is

&



District budget

Respoasibilities have to be commensurate with financial resources.
Accordingly, there must be a district budget, consisting ot a cwloomnt anda
revenue budget. The short céurse on training of district economic planners
referred to above must include instruction on financial planning. It is very
important that the S5-year and annual district plans include new projects as
well as old (completed) projecis. For the l;tter, financial provision must
be made for maintenance and operation (MRO) at full capacity. The conventional
methodology of piling up new projects, often to get dunur aid, murt be
replaced by integrated project planning in which old projects are properly
maintained and uperated at reson;ble capacity. If a district cannot raise currer
revenues for the M80 o% the prujects already completed, grants from the center's
revenue budget, if pussible, and even from development budget, if current
revehue cannut meet the MEO needs, ought to be earmarked. In the long~run
however, adequate revenues must be generated tu keep the district plant and
services running in full gear and the revenue budget must be balanced. The
district e.unoumic planner's duty is to estimate both development and MBO costs.
0f course, projects must be justified by estimates of potential benefits.

Only a cdistrict tudget can create the sense of accountability among all district

development functionaries.

District data

ALl the relevant data required for district plan-preparation, plan-
implementation, and plan-evaluation must be collected and processed in the

vffice of.the economic planner. The training course should familiarize the
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district economic planner with the operation of microcomputers. Each

district development office must be supplied with a microcomputer. ALl the
relevant data by upazilas, indeed'by village,. and some repeatedly used
calculations ought to be computerized at the district Level. The economic
planner should be made aware of the new role of the district set-up, where the
management is not to function as a mere recqrd-keeping offife, but one respon-

sible for monitoring and corrective actions.

Technical staff for District

Development Planning

A district plan can neither be‘prepared by high-powered theoretic tools
nor by decision-making by hunches. The former is not pussible as districts
cannot attract adequately trained experts. The latter is nut desirable as
hunches are a negation of scientific planning. Simplified, yet effective
“procedures should be developed at the national level, which should be included
in the training course for district planning experts. Cautioun should be taken
that district planning, as a new experiment in Bangladesh, is not undertaken
without the necessary data base and expert input. Dune hal f-heartedly or
hurriedly, it may do more harm ihan good to the long-run idea of decentralized
planning.

The Zila Development Councils will perhaps be formed in time fur the
preparation of the fourth Plan, as the elected representatives and panchayats
ar; already functioning. To put the technical staff in place that can develop

the appropriate projects and prepare five-year district plans to form parts

of the national plan is a question mark. If the process can be begun now,
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however, the technical staff can be readied to play its role for the imple-
mentation and the monitoring/evaluation of the Fourth 5Y district plan, and
pre-planning for the Fifth 5YP or perspective planning.

1f the initiative taken in the enactment of the Zila Parishad Bill for
decentralized development planning is not matched by planners' zeal to
capitalize upon it and start district planning, they will be found lagging and
may be left out in the ticklish game of the ;ommensurability of powers and

respunsibilities. It is time to seriously start working toward decentralized

planning in all earnestness.

Short course on district

develupment planning

A tailor-made training course in district planning may extend aver a periv:
of I tu 6 months. The course may be arranged either at the Planning

(orricsion ur BILS or jointly.

The cuntent of district planning

0f the four phases uf development planning, namely
1) Pre-planning phase
2) Plan-pregaratioun phase
3) Implementation phase, and
4) Mynitoring and evaluation phase,
our immediate concern is with the plan-preparation phase. Ffor this phase, the
fullowing steps are relevant:
1)  Fformulation of the major objectives of the district plan: e.g., growth,

incdustrialization, employment, poverty alleviation
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2) Compilation of data for district planning
3) Characterizing the district in relation to the basic ubjectives
4)  Formulating the main procedures and thrust of district planning
5) Analysis of existing programs and the preparation of budgets for M20
6) Preparation of physical plan for the district
7) Preparation of financial plan (assessment of resources and
allocation of rescurces)
8) Vertical and horizontal linkages between upazila and national
plans as well as between projects. Each village of the upazila,
and each upazila in turn, ought, if pussible, to have its five-year

*

plan.

Where to begin?

In the short-run, i.e., for the purpose of the preparation of the Fuurih
5YP, the necessary legislation and budzet allocation for the District
Planning Cell may be lacking. As such, a pilot project may be undertaken &,
the present staff of the Planning Commission (assisted by ils consultarts and
the resident economic advisor). Ffor the purpose, one or two districts, fur
which the necessary cata are available, should be selected. Two such cdistricts
have been identified, each cne of which has data for one of its upazilas,
namely Narsingdi in which data on rural industries are available for Mynsharci
Upazila (BIDS, 1987) and Koshoreganj Cistrict in which data on physical
features, demographic features, resource inventory, socioeconumic varigoles,
and agriculture are availaole fyr Kuliarchar Upazila (Bangladesh-Canads (CEoA),

1987). See the map on the nrext cage. Monohardi Upazila is catequrizec as

~

\



less-developed, as is the entire Narsingdi district. Kuliarchar 1alls amung
the lgast-developed upazilas of Kishoreganj. The two zilas are contiguous
and th; two upazilas under reference are neighbor. The two upazilas seem
representatives of the respective districts in sociveconumic features. They
might differ in topography. On the whole, the data for the two upazilas may
be used to prepare plans for the respective district. Alternatively, for the
time being, plans may be prepared for the two upazilas only. Since it is an
experiment in the participation of the people, an active ‘nvolvement of the
Zila Development Council, the Upazila Council concerned, and the respective

village panchayat is a pre-requisite for worthwhile planning. Hence, a five-

year plan can be prepared. Evidently, the expert who undertakes district

planning for this area will have to spend several weeks interviewing panchayats

and parishads as well as group associations, NGOs, co-ops, government officials,

area banks, school teachers, and so forth, to familiarize himsel f with the
respective unit's needs, priorities, and problems. The data are available in
the two sources referred to earlier. The conterts pages of the two sources
are given as Appendix A for a quick view of the data. These data can be

supplemented from other sources. Ju repeat the earlier warning, care should

be taken that this plan does not become a patcnwork. It should be a realistic

pilot plan whose methodology, procedures, anc contents can ke replicated for
other zilas and upazilas for subseaquent plans cr even worked into the Fuurth
SYP throuagh ADPs.

Note that consistent with the objective cf development planning, the

emphasis is on capital formation and income-generating activities rather than

wel fare services. The latter are expected to follow from or accompany, rather



thén preceds, the former, i.e., people should derive increased consumption
from increased incume-generating activities and invest in their future, Ffor
an immediate beginning toward that end (e.g., to work such a plan into the
Fourth 5YP), the Grameen~Bank mudel seems to be a suitable une: Prepare an
integrated plan hased on the two studies for Kuliarchar and Murwhardi in
consultation with the Zila and Upazila Parishéds and other agencies mentioned
earlier. Offer the target groups the matching grant that the Planning
Commission will allocate in return for sel f-help. Ask them where they will
like to use the grant, provided they match it by at least 50% of their own
reseurces, which could be in the form of labor or ask them how they can
increase agricultural output by EOZ~in one year if the Planning Commiscion
puts specified funds at their disousal. The Food-Fur-Wurk program and atl
NGO and other activities will, of course, have to be posled under the
umbrella of the Ptanning Commission. The ground will naturally have to be
prepared by senior functionaries of the Planning Commission befure such a
planning jsb can be undertaken by hand-to-earth plarners. At the planning
stage, a cullaboration of the authors of the CIDA and BIDS repnurts, namely

S. A. Magsood and Q. K. Ahmed, will &iso be useful,
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INTEGRATING MACRO AND MICRO PLANNING

1.'Introduction

Development planning in Bangladesh has so far followed essentially
& macro approach. It has neglected vertical integration of micro and macro
planning from village upward to the center. It has also ignored horiznnta;
integration of micro and macro planning within and between public projects
and macro policy designs, on the one plane, and within and between private
and public sectors, on another plane. With hundreds of public projects
completed and hundreds under construction in any year (about 825 in
the current year) as vell us an increesing reliance for growth, employ-
ment, and exports upon the private sector in the 1980s, an optimal
approach to resource allocation requires an integration of micro and
macro planning. These extensions are overdue and should become a part
of the Fourth Five Year Plan and the Perspective Plan.

a) Past Failures in integratins macro and project planning.--Project

planning needs to be properly fitted into policy planning. For instance,
there has usuully been a tendency to cverprogram, tq approve too many
projects because of overestimation of resources. In the past‘plans, this
tendency, coupled with other unforeceen factors has caused time and cost
over-runs of projects. As a result, a large number of projects were
carried over from one plan to the next. Over time, projects lost their
importance and became irrelevant. There was pruning of projects during
the later half of the 1970s. As many as 452 projects were dropped during
the Second FY Plan period. Because of carrying over of a large number of

projects, future development progrums ure virtually pre-empted. As a

¥ 51
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cuu:uquunce; the ceope of pleunning in the future Lecomes more und more
limited. The indircel effects of dropping some projects on those remuining
in the plzn are not kncwn, because projecls are simply collected for the
plun and ere not properly integrated. The dependence of projects on
external zid, the presence of aid conditionalities and the gradusl
increase cof debt turden are some of the other areas whi-h gender develofp-~

ment effcrts thro:igh pubtlic sector projects in most cases futile.

b) Feilure of putlic pvlanning to inteprate the resvonses of the

private sector.-- For reelistic planning, expected responses of private

investors, prclucers, exoorters, savers, and co forth, need to be taken
into acccunt. Thus extensive assistance and a number ‘of incentives

to investrznt and employment creation were given in thé New Industrial

3]

Policy of 1552 and the Revised Industrial Policy of 1G26.The recponse
10 these Incentives is telieved.. to be negligitle.But we neither

renlly krnow whst tle resronce has teen, nor winv it hes been whet it hes

Seen. An Integzrzticn of grivate cector's predicted behavioral recponsivenass
and public rezsuerce allecation is highly deciravle.

¢) Venrrerses of the technical framework of earlier nlans to

interrate muors and micro/vraiect nlunnine.--The First Five Year Flan

=as based onoan Input-cutgut (I-0) mddel.. In 1G676-77, e new I-0 tztle
o7 sectirs wal pregurel o provide technical guidelines: for the Seccnid
Five Uezr rlan, The I-0 models took care of intersecteral ccensistency anid
materizl Luluznces of the wconomy. These models, however, did not consider
the duel ¢f I-0 mutrix 10 provide any snulysis con prices, wages, etc. It
aid, nowewver, inccorrorzts scre ctrategies for rural-agricultural employ-

ment orisniziicn of the ;lan, a priority for meoeting basic needc, and

co fortn, Zuv the I-0 rolelc for the Firct und Second Plans had

Sl



3. Data hHeeded for Integrating

Micro and HMicro Planning

The preparation and evaluation of integrated five-year and annual plans
require joint action by the Planning Ministry and the Line ministries. The
Planning Hinistry n;eds project data from Line ministries. Line ministries,
in turn, also need some data from the Planning Ministry. I will first
describe the basic data, neceded for the I-0 table which is to be prepared
by the Planning Commission. The necessary data for the I-0 table will
naturally be supplicd by BB§. The table will te good for at least two five-
year plans,. The information to be sﬁpplcd by Line ninistries has already
been E:att with in the Wurkshop on the PP, A few words zbout it will also
te caid after discussing the data for the I-0 table in the next subcsection.

a. Dbata nceded for limited integration.--fcr the preparaticn of the

augmented I-0 Table, "limited integration,' as cefined here, data on the
structure of cutput and employment are needed: corsrehensive measures of all
material inputs (raw materials, fuel and power, services purchased, and

other materials cost items); all primary inputs (rental valued of land,
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"regional input-output tables for 4 divisions, but dues nut appear feasible
for Bangladesh, at least at this stage. For the I-0 tables, one needs dat:z
on the movement of factors (labor migration and regional investment and
capital movements), and goods (interregional Trade), which is not an easy
task to accomplish, 'Régional’planning may, therefore, have to be handled
without regional 1-0 tables and without the incorporation of interregional
flows of factors and goods. A plenty of literature on regional, town-and-
coun{ry, or spacial planning exists.

d. Mechanics of integrating assetless micro units in upazilas with

national resource allocation.--This is the heart of planning. It is true

that three-quarters of Bangladesh population lives below the poverty line.
Yet, it is important for planning purposes to know where and what type of
assetless families(and handicapped persons) and asaset-scarce floating and permane
establishments are concentrated. One clue to integrating micro plans for
these target groups is to identify who produces what and for whom. In this
context, much maligned though it is for its small coverage, Bangladesh's
houcelald exrenditure survey is the cdelight of data-uscers, inasmuch es

it 75 rat only the snurce (and the only source) of three extremly
irnartant, critical dota scts--(a) detailed-expenditure patterns, (b)
ccrpreliencive agricultufat inputs and outpute, and (c¢) ncar-comprehensive
noraaricul tural incomes by source--it also ccntains questions from uhich
t~2 ¢on infar such valuzbile picces uf informati~n  as uhether 2 procucer
"sells to the poor" and whethker a proaucer/cnnsun:r "buys Yrom the poor."
Cucl d:ta can bz classified even for the augmented input-output table,

tut can be amalyzed for planning without a model.



machinery, structure, working capital, by ectity and debt, Llabor
by skill classes, etc.), outputs (primary prcduct,” byproducts and

, .
waste, produced and sold, services rendered, and so forth), inventories and

stocks; as well 2s taxes and subsidies. The type of questionnaire that

3

generates this kind ot data is that fnr CMI, which needs only minor revisions

“

for the data needed for the reference 1-0 table insofar as manufacturing
industries are concerned. Similar data are also needed for other
industries: agriculture and allied production, wholesale and retail trade;

construction; transport, communication, and storasge; community, social,

persona. and business services; finance, insurance, and real estate; and so

forth,

Line ministries will supply similar data on the inputs and outputs ot

each project. 1Insofar as it is teasible, Line ministries should prepare &

complete Ledger of roal (a3 diatinguished from pecuniary) 1nputs (costs) and
outputs (benefits), including direct and indirect (but not general-equilibrium
tangible and intangible, and inside and outsice(ot the jurisdiction concefnedh

At the line-ministry level, only market prices need be used. Shadow prices

ought to be appiied or supplied by the Planning Commission at the overall

planning stage, particularly for wage, foreign exchange, rate of discount,

and prices of key intermediate inputs, e.g., electricity, transport, fertilize

b. Data needed for global integration.--The augmented 1-0 table is also

the toundation of "global integration", By ttsel?, however, the fixed-

coerficient I-0 rable is only a matrix of technological tinkages. The micro-
foundations of macro planning are essentially provided by behavioral Linkages,
the preferences of decision-makers. Usually indicative planning is backed up

by various policies and incentives to influence the choices of private

investors, producers, consumers, exporters, importers, and other actors.

v
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of partfcul. relevance to a gencral-equ orium model of pltanning are
production functions, {nvestment functions, consumption functions, income
di:tribution functions, export-import functions, and monctary demand-supply
functions. In addition to the data on inputs, outputs, and employment of

.

the 1-0 wuble, therefore, twd other major sets of data are needed for an
integration of micro and macro planning in both public and private sectors,
namely ( :ousehold incomes and exnend! res and (b) finan;iul data.

and (3) . 123 on the actual use of incentives. The last-mentioned data set

neccds some elaboration,

c. Data needed for the imnact of policies.--The iscue of nnuﬂinﬂ

the impact of policies iu criticul to macro-micro 1ntegxatlon, es pcc1ally
between publiz and private sectors. It ean be analyzed without a general
equilibriwn model, but can, in due course should, be analyzed in the
general-equilibrium context, For, contrary to the carlier impression, even
an -0 model, not to speak of CGE models, {s quite versatile {n analyzing the
gencral-cquilibrium effects of policies whether their impact operates through

thanges {in quantities or prices of inputs or outputs.

Thie data on the impact of policies on investment, employment, and other
variables of interest, i.e., the extent to which smaitl and large enterprises
ot Banglaoesh have availed themselves of various incentives, do not exist,

This is the most urgently neecded series of data for the Fourth Plan.

t, oata Availabte as of MNow

-

a. For the suaqmented I-0 table,--The existi 1-0 table of Bangladesh

1s vutdated and tcs aggregate in primary in; ts. r instance, the only row
other than the transactions matrix {s that tfor totual value added. Among other
revisions, this row needs to be disaggregated between labor and capital and
among diffeisent <kill or occupational categories ot labor. Along uith‘that

disaggregation, the corresponding quantities ot cal .J labor categories
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To begin with [ musc congratulate the ASR nuthqrs on producing a well-
balanced report which covers most of the pertinent aspects of agriculture--
apric.in national econwmy, resources, policies, and institutions--and
addresses not only Lo orops but atse lishery, (ocestry, and livestock. [t
ceflects the authors' deep knowledpe of Bangladesh's agriculture. The
chapter on macro-pcice pollcies s well-done and the conclusion that macro
prices--the exchange rate, interest rates, uagé rates--are, by and larpe,
neutral between agriculiural and nonagricultural sectors is convincing.
There are several other commendable aspects of the report. 1y time and
Lhe listener's/reader's time will be more economically used, however, if L
coneantrate mainly on what I consider the weaknesaes 3f tiie repert and whears2
t diffec from Lits conclusions/recommendations, so the authors/sponsocs ace
alortad about them (chough they may not agree with them or may cefute them witl
¢ounter acguments) instecad of presenting an inveutugy of the good aspecté

of the report, which are many.

The main weakness of the report is the iack ofadequate analysis as
the Lasis of their recommendatious. flad thev done thisanalysis, they might
Nave come out with more illuminating, more practical, and different results
and recommendat ions than they have. There are at least four aceas in which
their recommendations and priorities are, in ay judpment, on tenuous prounds,
they did not do the relevant analysis or did not do it rigorously enocugh. I
will discuss these four areas first and then present a summary of the remain-

ing comments [ made in the works!»n,



I. ldentlfication of agrlcultural growth

subsectcrs and prloritization

The question of identifyins, prowth subsectors and setting priorities
Is central to a sector study.

The ASR report has addresscd itsclf to intersectoral resource alloca-
tlon, prioritization, cquity, and agricultural productivity. It has come
out with the "obvious'" recommendation:: more infrastruc, more credit to
. small {armers, cheaper agricultural inputs, promotion of primarj and
sccondary education, and population control. There is no ranking done in
time and speed and there is little analytical basis as to why and by how
much these facets of agricultural growth are‘mcre deserving than, for
instance, agricultural research, agri-based industries (to expand the demand
for agricultural rau‘mnCetials and to Increase off-faFm rural employment),
and so forth.

The report has come out with the recémmendation that the agricultural
share of ADP prevailing before the withdrawal of fertilizer subsidy be
restored, without any attempt at che more sciencific method of deter-
mining optimal allocation by refercnce to comparative advantage or quan-
tilying intersectoral discrimination, 'The report tries to justify subsidy

' . ab
to fertilizer on the grounds that domestic price of urea is 23X abcve f.c.b.
export price without stating the vear or month of this ghm
without indicating by how much the c.i.f. import price deviates from the
domestic price, and without even f[ootunoting any of the plethora of other
protected, high-cost industries whose domestic priéﬁ to border price ratics

are many times higher than the noted {ertilizer price ratio. The report

[inds agricultural research unproductive and consequently, undeserving ol

¥
.'v(,
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additional funding without telling the reader whether it has been under-
funded, overfunded, or optimally funded. The rep;;c rightly notes that there
{s scope for increasing yleld of rice per acre in Bangladesh, but without
producing even a simple table of yield comparisons with other countrlies
having similar climate, soll, and other environmental and econo-demographic
conditions tu get some idea of how bix the slack is. Other examples can be
listed but the above # will do and will be substantiated below by pointing
out the analyses that are relevant, for which data exist, and uhi;h will
probably produce different results #nd policy implications and

recommendations. These points are substantiated below.

<he standard benchmarks for assessing comparative advantage of industries
are Sorder or world prices. That, however, 1is only the starting poi;:.
Many other factors have also to be considered. It is not easy to estimate
comparative advantage [or scores of croups and industries/sectors but caa de
done. The only information on comparative advantape that the ASR report has
presented (p.[11-8) is taken {rom an wndated World Bank source, whiciv gives
domestic resource cost and inte:nntiunal value added for a few cvtops. 3v
itself that is a small piece. But zven the World Bank calculations were not
updated!

Coincidentally, HITD/ESEPP Project's analysis of comparative advantage
for various industries includes several agricultural products and a numbper
of agri-based industries. It is intcresting to note that agri-based industries

.

emerge as potentially the top dynamic sector of the country. That i{s fortuitous

0\
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IT1. Subsldy to Fervtilicer

The ASR 1opurt bases its recommendation to introduce targetted subsidy
now and rencral subsldy If the fertilizer price rises in future four some
reason. The subsidy is based on both equity and effici®ncy grounds, fnasmuch
as small farmers will De fhe beneficiaries (equity) who, according to a BIDS
study cited in the ASR report, also produce higher output per acre (efficiency).
Once again they based this recommendation without sufficient analysis., There
are a number of weaknesses in the recommended subsidy policy:

(1) Conceptual inferiority of input subsidy.--Subsidy to an input, like

fertilizer, causes double distortion: (a) at the level of.input allocation

and through that (b) at the level of output choice. A fair support
price will distort only output choice.1 Larger the distortion, the

higher the soclal cost of production.

— -

As regards groweri' price, the authors' statement on p.III-40 {s misleading
if not flawed. "We belleve that the answer to the question (has féodgrain
price policy ensured growers an "incentive price?”) is "No!". With the
exception of 1986, growers prices have always Been lower than procurement
prices."

The statement seems to imply that growers' price beinp above the procure-
ment price, l.e., a "floor" price,is something undesirable. 1Isn't
"incentive" provided by "floor" price ra;he; than "ceiling" price? The
problem is different: Government of Bangladesh's procurement policy
is aimed mainly at building buffer stocks of foo.. Its net purchases

are usually around 2.5%Z of total production of rice. The policy

operates in such a fashion that when the

procurement price is-lower than growers' price, procurement price is irrele-
vant, for the market is paying a higher price to the farmer than the government.
On the other end, when a procurement price is higher than the growers'

price, the procurement price is impotent, because ic has not supported the
(loor. Only when the procurement price supports the floor does it perform

the gjght role of support prices..
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(2) [ncourrect benchmark and data ngii_yliyﬂi.-—(n) la the ASR veport,

the basis of subsldy to fectllizer is decived foom the fmpliclf TAXTHICASUrdd

by the gap between the Jomestic markct price and the (incervect) [Lo.b. export

price, rather than the (correct) c.i.f. impoct price. ‘e ¢c.l.0. cost from
the nearest import point (Middle East) to Chittagong is betwcen Us$ 40 to 060
per Lon, wlhich is JJZ—&9Z of E.o.b. export price (=40/122 to 60/122). () It
is not known from where and (ot which meath the ASR repert has taken its
domestic price of Taka 41107ton and f.o.b. export price of Taka 3353/tun
(L11-61). The BADC, BCIC, and published (ertilizer price stati;tics show
domestic Fertlllzer ﬁri;e almost invariably beloérhorder price, except a very
short-cun wobble, as may be seen from Table 4. Since July last year the
f.u.L., export prcice has been at par with the weightod mean of 3 ex-f{actory
prices. As of today, ex-laccory price = Taka 4025/ton and f.o.b. expmt
price }22/ton or Taka 4026 (=122x33) per ton. Adding §5Y/ton Eor the c.l.E.
cost, the border price = Take 5700/ton. (c) But why pick only one high-
©oeust industry? What about a host of other high-cost industries? An insight

into these fifferences is provided in Table 2 (see also the note to

Table 2), where fertilizer comes out with o negative efflective

rate of asslstance (ERA), where 36 of the 47 [-0 sectors have ERAs exceedling
102 and L4 exceedinp 50Z. For [nstance, metal products (also an intermediate
pood) has an ERA of 1137, pn;or 119%, livestock 627, coveral "other crops”
515, [ishery 62%, cotton yarn 807, and so forth.2

(3 @y)irical weakness.--MNot waly the ASR report has not done its own

computations, Lt has not even reported others' estimates of the marginal

product per taka of fertilizer or rate of return from the use of fertilizer.

e
L[ fertilizer's marginal product is as high as implied in literature, why

A



'
for Bangladesh's apriculture inasmuc!s as the ASR report aptly underscores the

need for penerating nonagricultural cuploymest in rural areas and recognizes
2

the role of olf-farm income-gencratin;, activizies for the sake 2f agricultural

growth, It does not, however, prescnt any research or thoughts on which

rural activities or which derivatives of agriculture .te viable. Let us

take a quick look at the UIID results.

Table 1 lists the relevant 4-digit manufacturing and trade and

catering industries with their expansion rates as measured by employment

of newly entering [irms since Independence in 1971. They are classified

into 3 distinct epochs of the 15-year period--namely, 1972-75, 76-81,

and 82-86--and are listed in Table 1 according to the highest rates

of growth of employmenf in one epoch relative to the other two. s a

[irst approximation, we examine more closely those industries that

expanded at “ac<ter rates in Epock: 3. It may be seen that at least 10

agri-based manufacturing industvies (Ind Code 31) appear in Epoch 3

W

of

j\e 9

. de

L.

-
i

lth the higher rate of growth of the 3 epochs.

Once recent high-growth industvies have thus been identified out of a total

about 300 four-digit-industries on tie basis of employment
owth, we start applying a number of other criteria of dynamism and
sirablencss to them, namely:
a growth.rate of the number of firms exceeding 12%
positive rate of total fnctn; p;nductivity
industries that are predominantly small (and presumably
intensive in both labor and apricultural raw materials)
an import content of inQestment (not production) less than 10%
- mean annual rate of investment exceeding 102
mean effective rate of assistance below the overall mean

export performance (not yet ready)

{}0
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It may be seen from Table 1 that agri-based industries pass no fewer
processing subsector
tests than any other industries. The food- /is comprised predominantly of

small entcfﬁrises, which have grown at a faster rate among_;:{mgzzz:cla;ses
'(sce Fig.1l).

By way of a check on these resuits. we verified the performance of
vagious industries at the stock exchange. The agri-based industry group
comes out, surprisingly, very high on the valuatlion of its stock market

capitalization (it is 11.98 times the issue capital), which 1s second to none

among the rest of the industries, iuncluding service industries, as may be

seen from the attached tearsheets of the stock exchange Fact Book, 85-86,
pp. 36-19.
The 7 criteria applied come from 5 different, unrelated sources of

data. Hence, they provide verlfications of'the results of each other.
This is not the only test of ccmparative advantage. Other tests could
be devised. Unless other tests yield different results, agri-based, rural
industries deserve priority, as they promote demand-led growth of
agriculture, provide high rural employment, alleviate rural poverty,
and increage the efficiency of the overall economy.

Insofar as the agricultural sector proper i{s concerned, we have s0
far calculated only the‘effec;ive rates of assistance (ERA) for the.9
agriculturali subsectors of thé Input-Jutput table. The results appear in
Table 2. it may be secn thﬁt agricultural products enjoy signiflicantly’lower ERAs™
than nonagricultural products. Compare rice, fishery, livestock, etc.,
against nonagriculturai“sectors in Table 2. The quantitatively expressed
discrimination against agricul:ure provides the basis for an increase in the

agriculturalshare of ADP.

g 2
>
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bother about JO5 subsidy on price? What is the market-clearine price vhere

domescic supply and demand meet? s fertilizer price so irigh that fercilizer

- v,

s;;;ks are beiny ncrumuincéd nﬁd th;re are ;6 takers/buyers? I{ mngziual
product of fertilizer Is higher in small than lacge farms, the incentive to
use more fercilizer by smnfl facmers already exlsts.

[n the abscncg of the annlysiﬁ of the production-function. the ERA, and/
or the comparacive-advantage, informed judpment about as critical a potrey
as Certilizer subsidy is a risky affair.

(4)- Eq-Eff-TradcoEEu --Little analvsis has been done concerning inpuv-

price subsidy versus output price support. Tie sagzing effect of imports =ad
food ald on growers' prices is toned down. It is true that preduct price
support benelits the large farmer whereas fertilizer subsidy can be targeited
¢ benefit the small*farmers. But wien prices are rerquicalto alav the
distributive role in additiou to their allocative role. the correct role arsiuned
prices must be supported by seme nnnlyéis-of costs and
benefizs and eyuitv-efficiency tradeolf. I

suppart price causes [ewer inefficiencies than input subsidies, a part of che
M Sk .\-gnl\_ ',hl-]-nl' puee 1 Du"u,n"-\ 11““:"...1* 'm(;u'flg; o IH('\'iu.':)_ ‘j\fﬂll(‘s- Fos gy . -

procecds of the flat rate land tax (rightly rccommended by ASR) mayv be

ciarmarked, fur instance, for the preschoel education of rural poor children

Lo increase their educaticonal and earning capacity,

(5) Implementation problem --There is alsc the question of whether

fertilizer subsidy will reach thz target greup, whether it will not create
sccondary resale markets, and whether it will not increase bureaucratic

interference ir the micro activities of small farmers.,

111. Apcricultural research

Another aspect in which the ASR report's analysis lacks depth is

agricultural research, which i* expunged [rom the list of agric growth programs

[

9’&
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by a strange reason., It is argued that Bangladesh agricultural research has
been unproductive, that, for instance, "virtually no research findings have
been JdIssemlnated during the past 24 years of the existence of Ramparh

research statlon" (p.IL-24), and'thnt, therefore, Bangladesh's agricultural

research {s undeserving of additional support. Rather than putting more

money and hiring competent scientists, the recommendation is for less support.
In this regard, recall that in the ASR report, fertilizer and
frrigation are.being assigned high prlorities. How productive will
fertilizer and irrigation be without the stream of HYV seeds and other
advanced techniques of production?
In the judgment of this commentatof, the expansion of agricultural

research should receive top-priority. What is the analytical

basis for minimizing the importance of agricultural research? For instance,
data have been generated and are available for almost all the countries of
the world on: (1) the number of scientists by different categories in agri-
cultural research institutes, farm-experiment stations, and agricultural
unlversities and (2) the funding of agricultural research as a percentage of
GNP. Conformable comparisons of Bangladesh's starfing and funding of
agricultural research with other coun&ries should provide some benclunarks as
to whetiter the-critical mass of scientists in sgricultural reseacch in
Bangladesh has been reached and where Bangladesh lies in terms of agricultural
research funding as a percentage of GNP. llas it reached a quarter of 1 7, for
{nstance? What.type of research has gone on and what type is more promising?
What is the insiders' explanation for low productivity of researchers? These
questions should be verified.

The reason why agricultural research is so crucial within a codntry is

that crops and several other agricultural products are location-specific.
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You cannoi just import YV seeds. Thosc WV varieties have Lo be developed
that ave suitable and adaptable to the country's climate, soil, and
other environmentel factors. A critical mass of agricultural scieutists
is absolutely itmperative. lt also has scale economies. In this commentator's
opinion, the ASR report mhdc Au incocrect judgment about apricultural
rescarch. These are the pitfalls of not using appropriate benclmarks
and not doing fu=depth analysis.
Iv. Poteantial for Growth

Finally, little analytical basis has been provided for predicting
or tacpetting a 3.0% versus 4,54 or any other annual rate of future agric-
uitural growth [or the 1990s. If probable sources of growth of
nuriculture--uﬁ the basis of which growth potential could be predicted,
for instance, under alternative regimes--cannot be determined, at least
simple comparisons of the per-acre vield of different crops in Bane ladest
azainst othec countries with similar soil, climate, and sncio—deﬁographic
factors could have been used. The information about the percentaces of
WY crops that has been provided in the repurt is very useful, but
good only for static pruposes. For a dynamic agriculture, potential
rates ol increase in yield per acre ought to be assessed. The preen
revolution is a process of improvement of seeds and production.techniques.
aot a one-shot increase of one type ol seed over the traditional one.
Continuous research 1s needed. The slack that exists in Bangladesh In
comparison to other rice-producing countries should throw some light

on Lhe “potenrial,’ but one cannot [ind that in this report.
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V. Other comments

A [ew other comments of lesser importance follow, — .. — . .

Regarding the ASR's rejectlon of the goal of self-sufflclency In (oud.--

In the ASR Report, the food-security (sel(-suf{flclency, self-rellance, or what-

ever) is considered a questionable goal for Bangladesh. '"Benefits of ald

imports to Bangladesh exceed the (indicated) rlsk" of not pursufng self-

sufficlency in food (p.I—lB). The argument does not seem very cogent Inasmuch
follow

as (1) almost all western developed countries/ this or related objective in

pursult of which they provlide high levels of support to their agricultures
and (2) the country hg; gone through a politically motivated food embargo
(mentiuped in this report, when at the helght of famine in 1974 a major and
. frlendly food donor country conditioned ii= food aid on Bangladesh's stopping
its jute exports %o Cuba). ﬁaving experienced the food embargo and having
fought 3 independence wars.in J decades--the first against the British, for
gett}ng tid of the 200-year-old colonial rule; the second against India for
pactition; and the third against Pakistan for national liberation--one cannot
blame the country for seeking food securlty., Self-reliance does not mean
autarky. Moreuver, food deficiency in Bangladesh is tantamount to her
continuing to be a basket case. I qulte understand the sentlment fov self-
teliance {n food echoed in an international seminar on food here in Dhaka two’
months ago by a Bangladeshi friend of-the poor, Mohammad Yunus, the 1nnova£or
of a bannking theory whicli he has also put into practice. In words to the
folluwing effect agalnst food ald, ha concluded: "Charity in any other {orm
than food is allright, * charity in food is a national disgrace."
Education.--The A eport justifiably assigns top priority to education.
its emphasis on free ai. universal primary ard secondary education (s correct.

but Lt has not even mentioned preschool educurion for poor children.
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of soap, for which dota are collected, reflect not Qnggwgpiih socigl.classes

consume them, but also can be traced in combinat.on with production data as to
which industrial scctors produce them, e.g.. mechanized large or non-mechanized
éottagc sndustries. (2) Vhis is the cnly source of detailed agricultural
incomes and costs: cutput of crops, Livestock, poultry, etc., sold and sel{-
consumed; comprehensive costs of agricultural p;oduction (fertilizer, labor,
and 30 forth), Comblred with the agrlcultural census (which generates data
mainly on land holdings), this source covers all aspects of the Sgricultura(
economy, - (3). It collects data on personal characteristics of each member of
hauschoid,—inctuding almost a dozen levels of education. (4) Nonagricultural
incomes are collected by source and quite comprehensively:.wages in all
components, rents, dividents, interest, transfers, and so forth, (S) Data are
also collected on home ch;ractcristics, including imputed 1hcomcs, e.g., the
rental value of owner-occupied home. Only a few more questions need be
included to account for all.household economic activities by their input-output
coefficients (linkeges to the market sector). It is, indeed, an expenditure
survey, an incomes survey, and an economic survey in one.

Thus, the forthcoming economic survey (which will include all
nonagricultural sectors) and this survey, in combination, will span the entire
production cconomy of Bangladesn, on the one hand, and the sources of incoze,
household ascets, consumption puatterns, and personal and homé characteristics,
on the other hand. Practically, tle only remaining data se£ needed to complete
the general-equilibrium model concerns the monetary and general-price
variables, for which up-to-date data (other than a few variables, such as
employment) are, by and large,available from financial sectors, and demographic
and nutrition st.. stics, for which alternative sources will have to be

drawn upon.

Unfortunately, while BBS penerates data on . 1 and nonagriculturai

FL
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nced to be prepared. Besides, serious con:ideratidi SUghMt to be given to

incorporating forward and backwvard linkage: between small and large sectors

and in expanding tl. size of the matrix,

Healizing the c(riticol nced for on upi,ted 1-0 table, the GED

has undertaken the task of assembling a

new 1-0 table from scattered Surveys and studics. While this mudest ¢ftort,

too, {s worth many times {ts cost and (in view of the uncertainty of more

comprehensive -and trustworthy data becoming available on time, for which see

the next section) should not be abandoned, the necessary information for the

indicated augmented 1-0 table simply does not exist,

The data for the 1-0 table is apprepriately generated in a single

.

multisectoral economic survey. Coincidentally, a multisectoral economic

(9

Survey of this noature g currently in progress at UBS, 1Its enumeration Vs e

scheduled to start in July this year. Here i5 a golden Opportunity to generate

the right kind of data fur the indicatea augmented I-0 table, | will return to

this issue in the succeeding section on data ¢xpected in 1989,

\Q'/li S i Neons holdd Frbvoclili e %u’\w‘, H[:S)
b. for CGE modelsl--Hext to the mul tisectordal economsec ’
R

SUrvey, the most

basic, major data sct for a general-~equilibrium madel 1s Banglacest.'s

periodical household production-1ncome-and-expenditure Survey, called simply

houschold expenditure Survey. The latest available Survey {s that for 1989,

A Nncw one i3 to be undertaken this year,

The questionnaire of this survey is pleasing to data-uszers, A few features

¢ it should bLe noted: (1) Expenditure items ar > detailed that it is poss-

tle to idcntify, for instance, whether one is |, .uced by the poor for the poor,

Ly the vealthy *or the poor, or vice verca. Thus, half a dozen different typcs

!
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base for the country will be lost. For, firstly, this survey_is going to
serve as a benchmark for future surveys and, secondly, this is the first
multisectoral survey of this size which will be done during the same

time period, so it w.ll have no year bias and pricing problems.

What are appropria}e questionnaires tor each of the nonagricultural
sectors listed earlier?. In this regard, we at the GED have carefully
révieved the 15 questionnaires prepared for this survey by the Ad Hoc Data-

Uzers' Group, consisting of Ors. Zaid Bakht, Wahiuddin Mahmood, Gian Sahota,

and Saheqat Ullah., We have found them very appropriate., Yet for the
information contained they are relatively short, The questions are unambi-
guous and are possd in such a way as can elicit the right information without

taxing the patience or the‘factual knowledge/record of fhe respondent.

The Planning Commission's Data Assessment Group should also get involved

{n these questionnaires. If there is still time, we would like to look

at these questionnaires a little more carefully. It is suggestad, therefore,
that the Data Users' Group be given a formal status by BBS and the Planning
Commission, with an active Planning'Commission officer as its convenor.

For instance, the convenor o the Planning Commission's Data Assessment

Group may £lso serve as the convenor of this National Data Users' Group.

-
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incomes Ly source, very tiny fruction of them is tatulaeied. Since bangladesh
researchers cennol access the raw data tapes becausc of tucir confidential
nuture, these data huve pone unused. A oticd hourchold expenditure survey is

currently at its quectinnnaire stege. Opportunitv, thercfore, exists to tone

-

it up for marginal defici:ncies in the nonagricu:tural part and then take

steps to get it tabulated.

.

5. Data Expected to Become

Available in 1989 and 1990

As short rcferences, here and there, to the forthcoming surveys by BBS
have indicated, it is a happy coincidence that during precisely a year (1988)

before the fourth FYP 1s to be prepared (1989), two timely surveys are

scheduled to be undertaken, These arc: (1) The multi-million~dollar (partiatly

USAID-funded) multisectoral economic (production) survey, scheduled to start
teing enumerated in July 1988, and (2) the UNDP-assisted hous=hold expenditure

survey, which is also to be done this year. The two surveys combined should

generate a cohesive series of data for both the 1-0 table and a computable

general-vquilibrium model, There are, however, two question marks: (1) Much

gepends upon the content of the economic survey-what questions will be

inctuoeo 1n the questionnaires? The qeustionnaire of the household expendi-’

ture survey, as noted earlier, is an excellent one and needs only marginal

revision. (2) The time frame, 1.m., when will the survey data become available?

A briet etaboration {s {n order

(¢) The questionnaires for the economic survey.--The most important and

critical aspect of the economic survey tor an integration of macro and micro

plannig is its content--the variables gererated. A delay in its completion is

not a Jdisaster. 1f data do not become available for the preparation of the

fourth FYP, they will at Lcast become available for 1ts revision ard annual

evaluations and for subsequent FYPs, On thc other hand, 11 questionnaires

do not generate (a) the minimally needeca variables, ) d develop

tomprehensive measures of variables and (c) do not « - a ne sectors of

the nonagricultural economy, a golder opportunity to builyg tundmark data

i rf

i



Table 1.-;A schematic represcnta
an augmented I1-0 Table

. == zcz==
LSS SIS SSRSeem-

producing Scectors

@ @ 8 —— v w— W Sm—

Large Secturs

Small Sector
Imports
Vulue Added:Total

BT Capital

Gy Labor: Total
Skilt Levetl 1

Skitl Level 2

Skill tevel 3

Employment

Capital

Latmr; Total

Skill level 1
xill level 1

skitl tevel 2

skitl Level 3

tion of |

..........
1o = s e S s Y et e s e
re USSR RS s

Using Sectlors

Uarge TTUSmall "Final Demands -
Cectors Sectors et e e ene
Consumpt ion ...

o . a C.

1) m i
o . a L

nj nin n

th ahm
v. v

J i
kvi kvm .

v,

L) tm

V.

1) 1 '

2") 'm

3vi Va ¢

K. K

| m
L] m

1Lj 17m

?"j 2t

3& 3

- v o Em. e Emiie S te 6 ¢ mem GAe s ¢3wmm cmo @ 00 -

B\



19

6. summalz

In surzary, an integration of macro and micro planning for the fourth SYP -

is desirable and feasible, Integration needs to be done at the planning stage
of the fourth FYP and is useful both at the plan-preparation stage and jts
implementation and evalua{{dn stages. The only logically possible general
link betveen micro.and macro planning is scme sort of general-equilibrium
apgroach, Appropriate general-equilibrium models for a "limited integration'
(mainly tinking bublic projects with national aggregates) and 'a "glokal

integration” (technical as well as behavioral' relationships linking both

public and private sectors) have been identified, namely an augmented 1-0

table and a8 computable general-equilibrium model, respectively. The

existing I-0 table is not only outdated and not rich enough for planning,

simulating, forecasting, and evaluating major national goal's for employment,‘

output growth, income distribution, trade balances, and so forth, but also

weakens the Planning Commission's SAM, whose foundation is the same model,

A quick review of existing and forthcoming data sets has revealed that a

golden opportunity exists for the generation of excellent data sets for the

pPropased integration of macro-micro planning, The key element in this timely

toincidence is the forthcoming multi- sectoral econoumic survey, provided._

it generates the right kind of data.

-1t

f\\



21

folble 2,--A schematic representation of a CGE model

45235 2SSEISSESCSSCEZSoifeSSESTSSSSSSSSSSuSSUSSSSCTSSCUSSESISSSISESSESZSSESCESSSSSSS
Large Small | Exogenous
sector sector Demands

targe Szctor aij ain s e e

Small sector amj d0n .« s e

Proouc}ion function Q = Q(K,Ll), omitting sertoral subscripts

Primary Iﬁput

oemand-supply 0t = H(Q,L‘,K)
functicns L : R(O'K’Ll) . v
1 = Iy, q, . . ) . '

Consumption functions C = Ccv, ?; e e W)

Import functions M = v, a, . o)

Other equations . s .
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Concluslve results of a Zi-year-toung wide-range tesearch ol a consorlium
of 6 universitiecs in the USA and others In Europe suppest that the most
elfectlve measure to break the cycle of permanent poverty and the most
productive investment in poor children (though not necessarily in
chidren of middle-class families) is the preschool education, without
which the wastage and drnponf rates amoap, poor children at the level of

primary and secondary schools Is Tikely to remain high.

General remark on

subsidies

Subsidies give rise to high-cost industries; reduce competition;
put drag on the revenue budpet; crcate the Narberper triangles; disgurc
the role of prices fram (efficient) allocation signals to (costly)
redistrlbut lve tools; once given have tendency to become permanent;
and tempt bureaucrats to become rent-seekers to share in che gains
fntended for target groups. El{ficient ways of redustribution are
lumpsum taxes (land tax comes close to a lumpsum tax) and transfers of
assets (the most lucrative and pracgical asset being education).
Therefore, unless, a very stornp case on cquity nynunds van be ominde,
subsidies oupht to he avolded. 1T substdies and fnxvs are regquired,
Lhey wuuid minimize soclal costs Lf levied accordlng Lo a peneral-

cqul Libe lum solution rather Lhan plecemeal (an dlsensnaed carller),
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While accepting the market solution in genernl;‘the ASR ceport tends
toward reversing the recent trend of reducing/eliminating subsidies and
narrowing price distortions. Preferential treatment of agricultural inputs
Is recommended throughout the report, without regard to similar taxes/
subsidies in the rest of the econumy. Tl.e report recommends:

veintroduction of fert. subsidy, this time téﬁetted (LI-47)

removal of excise duties on power tillers (II-60)

subsidization of materials to improve micro-nutrients

deficiency in soil (II-60)

removal of impo;c taxes on irrigation equipment (II-59)

reduction of import taxeswn packaging and containers (LII-7)

preferential foreign exchange allocaﬁion for

import of poultry feed

natlonalization of derelict ponds for equitable

distribution to small farmers (IV-15)
creation of a national Co—ob Parishad (apainst the
splrit of cooperation) (IV-61)

stratilicatf{on of [armers. for subsidy (IV)






o

On_the competitiveness of private-sector wages. --Private—sector wages

ln thuse Lndustries in which public enterprises exist side by side private
enterprises are, to some extent, subject to leader;follouer relations. The
labor in the lattecr industries pressures the management to match wapes in
the public sector whenever public-sector vages rise. The public sector may
not resist wage pressures because its deficits are underwritten by gnvernﬁent.
But that creates problems for the private ficms.

Competition'between public and private firms will be fair only when

public sectoc enterprises are not subsidized.

NADY A Ay i
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Hav hisblipht tee foilowing point.-=The six-line paragraph starting wich

the wovds, "we a:lnc ur,e Lie BBS to use a more comprehensive dedinition of
economic participaticn « . " (p.II-10) should be elaborated to draw the
actcention of data-generators to the high costs of not accepting the input of
data-users in carrying out th;ir surveys/censuses. Last year, two national
data-users groups,--one consisting of representatives from BIDS, University
of Dhaka, Donors, and Planning Commission; and the other consisting of a
Planning Commission subcommittee--spent months in identilying data paps and
prepacing quest lonnalres and had several meeting with the BBS staff, hat o
no avail. Therelore, the point needs to be stated emphatically.

In_summary, [ would like to see more analvsis {n the ASR report. I

the analysis suggested in these commeuts is done, I expect agricultural

research to attain top priority; promection of agri-based industiries the next,

ur at least at par with irripation, credit, etc. [ would expect product

suppnrc price to pet preference over [ertilizer subsidy; recommendation for

the extt of veve from farmers' micro activities, such as small-scale ircipact

equipment, sliallow tubewells; inclusion of pre-primary schoeling cof rural

ponr children alongside primary and secondary education; and the acceptance

of food self-sufficiency as a national goal.

-

In the end [ would like to repeat wihat I wrote in the aopening parazoapi,
namely, on the whole, it is a competentliy done report and has many good
aspects. Each of the authors knows a lot more about Bangladesh's apricu.ture

its problems than [ do. Even their informed judgment may be bectter than an

analysis based on not-so-trustworthy data. But I would not be Zvinzg
my professional du’ \ commencator if I did not point out what 1 censider
are weak points of port. I hope the ASR authors will take them in that
spiric.

-—
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FOOTNOTES

In answer to my theoretical point that subsidy to an input causes
a double dISCOrtion, an internat}onally well-known expatriate participant
gave me the follouing note in writing (for which i am grateful to him):
“Dr. Sahota
"I think it {g incorrect to say that "inpur Subsidies distort both
input-mix and output-mix, but output subsidies distorc only output-mix."
"Input subsidies (a) increase input-incensity of production of any
particulqr ¢rop, and shife input-mix towards the subsidized inputs; (b)
" shife output-mix towards crops intensive ip input use, especially towards

use of subsi{dized lnputs,

-

"Output subsidies (a) increase output (not much) and shift the output~
mix towards subsidized outputs (a lot); (b) shifze inpuc-mix tovards inputs
especially used {n production of subsidized outputs.,"

"Even equiproportionate subsidies on all outputs, whether ip
proportion to gross values or to value-added, wi]] alter the input-mix-perhaps
substantially——because elasticities of derived demand for each inpuL are
different. oOne could devise 3 mix of output subsidies that would xeep the
input-mix constant, but there would be no special advantage in :his'subsidy

mix! "

This defense of subsidy to {nput as agains: output is admissibie,
at bes- 1der very special, unrealistic assumptions about the
1 ieave it ¢ Teader
naturc vfouaction of agricultural products. I ieave it to the eade

to figure out wh* input-price subsidy causes dcuble distortion,



1
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zlc {s interesting to note here tuae o etalwavt economist of Bangladesh
who was on the oppusite extreme to me on the issue of fertilizer subsidy was
in complete agreement with me on the issue of determining sectoral aund
and subsectoral resource allocation on the basis of comparative advantage
and general equilibrium approach from the scratch. The chalr asked the
stalwart economist how to do it. It was at that point that I presented
the above results, arguing that the requisite anaiysis can be done

and that to a large exteat it is already done.
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T 2 L.=--Results of the application of 7 critecin in search of compatative
advantape by four-digit industcies, LY72-75, 1976-81, 1981-806

GROWTH RATE OoF WORKERS —
CODE 1972-75 1976-81 1982-86 REGIME INDUSTRY NAME
3114 5.22 2.73 3.73 Edible oils .
3119 11.68 9.73 10.94 wood ,cork products necc 2x. furi
3125 16.27 0.91 3.88 Confectioneries
3128 35.17 0 22.34 Edible salt
J143 2.84 1.59 1.75 Bidies
3152 9.28 0 9.05 Bone crushing
3216  7.35 5.29 4.3 Handloom textiles
3217 3.1 1.69 2.42 Dyeing, finishing of textiles —
3232 22.51 5.77 1.59 Hats and caps
3312 12.12 0 5.93 Plywood and plywood prc . s
3422 10.89 7.77 9.15 Print,publish - book & ;. ilodi

T 3424 14.24 2.57 11.8 Printed cards & stationery

3513 g8.23 0.41 1.73 Ayur-vedic medicines
3519  85.82 0.53 0 Medicinal pharma preparation
J6ll 4.52 2.54 5.6 Earthenware
3622 4.56" 1.68 1.25 Glass products
3721 5.43 0.2 0.53 Aluminium & aluminium alloys
3319  7.49 2.5 5.6 Utensils- aluminium -
3851  3.98 0.82 2.63 Ship building & repairing
1871 31.3 0 0. Photographic goods

59231 8.17 7.84 8.06
3933 12.4°9 5.79 7.88
3935 12.69 6.05 25.9

Jewellery - precious metal
Musical instruments
Toys - non-pcwer driven

P il el el o RN TN N Tl ol el ol ot el o S it ol e

6114 15.06 8.6 5.93 Hides & skins

6124 J.8 0.83 3.05 Petroleum products

6135 13,22 6.6 2.41 Paints, varnishes & colours
6149 34.27 0 5.01 Machinery & equipment nec

6152 14.43 2.22 10.82 -Electrical appliances

6163 10.51 6.02 1.78 New apparel & accessory ex.foot
6169 59.33 10.04 0 Taxtile products

6175 18.75 4.99 9.86 Dairy products

6176 10.22 1.06 7.7 Giiee & cooking oils -
6177 15.3 6.53 10.67 Fish & sea foods

6183 16.71 5.15 14.87 Paper & paper products

6188 30.2 10.37 12.17 fuel=-woad & charcoal —
6189 9.02 6.33 1.63 Bicycle,rickshaws & parts

6191 12.17 10.76 5.68 Custume jewellery, ornaments

6198  29.1 11.02 21.79 "1 Agents & brokers
6199 136.25 14.48 24.34 wholesale trade nec
6214 23.82 12.21 6.58 Soultr;

6226 12.2 . 5.42 4.12 Ration shops

6239 12.73 7.8 8.92 Acparel, accessory & textile niet
6242 12.45 8.43 4.51 Floor covering

6247 17.45 10.57 11.94 Suitcase etc- leather & substi t
6252 19.64 6.61 13.37 Sewing machines

6262 22.13 8.85 11.51 Paints, varnishes & colours

6266 22.83 6.25 12.51 Sanitaryware & plumbing supply
6291 24.73 6.75 12.03

Jewellery & ornamencts
6'9 14.49 9.15 11.21 Costume jewellery & ornaments
oo .77 2.83 2.72 ilotels, lodging - ncnccmmercial
0 1.93 0 Slaughtering & preserving cf r ¢
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3114
3117
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3121
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Ji2se
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Dairy products

Fish and sca foods
Incdible veg. oils
Grain millin (flour)
Grain mill procducts
Bakery products

Tea & coffee2 processing(black teca

Tca & coffce blending

Misc. food procducts ncc
Tobacco stemm & redrying

Jute textiles

Silk & syathetic textiles
Knitting mills

Tanning & finishing

Leather products

Jute processing & baling
Wocden structural products
Bamboo & cane procucts

Paper board manufacturing
Metal sheets printing
Allopathic medicines & procduc:
Dyes,colors & pigments

Resins & plastic materials
Paint, varnish & allied predt.
Ink(all kind) mfg.

Chemical preccucts etc.

Plastic footwear

Misc. plastic products

China & ceramic

Pottery, china, earthenware nocz
Cement products

Other basic non-ferrous metals
Furniture & fixtures - mctal
Heating & cnoking equipment
Wire products

Utensils~-copper and brass
Plumbing equipment

Industrial machinery

Sewing machine

Radio & television

Electrical apparatus
Motorcycles, auto-rickshaw
Textile & sewing handicrafts
Signs & advertising displays
Cotton

Jute

Agricultural raw materials nec
Lumber & constn. material nec
lHlosiery & related items
Sccond-hand clothing

Footwear ex. leather

Fruits & vegctables fresh
Poultry & eggs

Food items nec

Sports, athletic goods & toys

\0\“



Table L--Contd.

6186
6213
6223
6224
6230
6253
6264
6269
6271
6274
6281
6287
6298
6314
3000
3113

115
3124
3141
3145
3149
3211
3212
3215
3222
3224

3225

lLio.

3226
3229
3231
3239
3251
3239
iT82
.71
4311
3314
3315
3315
3319
3321
3323

3411

3413
3421
3423
3425
3429
3512
3514
3521
3525
3532
3533
3535

5.15
6.59
5.5
.37

.03
.66
.25
.46
.63
.57
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.65

8.65
5.15
7.42
2.93
0.27
8.58
17.35
2.41

5.75
20.02
6.74
9.21
9.96.
12.61
40.8
28.9
11.58
.16
.65
.38
.03
.82
.94
2.26
0.44
4.59
0.5
1.67
4.28
4.6
9.02
20.61
5.06
24.67
11.6
1.65
16.7
11.43
18.69
17.57
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China, glassware, cutlery, etc

Meat -beef,mutton & pork
Retail bakerics

Alcoholic beverages:

Apparel & accessories NAD
Radio, TV & sound equipments
Plywood, glass, etc

Hardware and building material

Motor cars, buses & trucks
Bicycles & cycle rickshaws
Department stores
Watches & clocks
Hay, fodder & animal feeds

Misc. eating & drinking places

Manufacturing N.A.D.
Fruits and vegetables
Hydrogenated veg. oils
Gur '
Cigarcttes

Zarda ancé quivam
Tobacco manufacturing
Cotton textiles

wocolen textiles

Narrow fabrics

Made up text. ex. v.apparel

Carpets and rugs

Cordage,rope & twine

Spooling & thread Lkall
Textiles manufacturing n.e.c.
Ready mace garments

Wearing aprarel nec ex. footwear

Leather footwear

Other f{ootwear nec. rutber,plas’

Pressing & baling of jute

-

Embroidery on text. & wearing agc

Saw and planning mills

Hard koard and its prod.
Structural preoducts of bamboo
Cork & its products

Wood,cork products nec.
Wocden Zfurniture

Cane and bamboo furniture
Pulp and paper

Articles of pulp pap berd
Printing of newspaper

" Printing and publ book

Book kinding and etc.
Printing,publishing nec.
Unani medicine
Homoeopathic medicine
Acids, alkalies & salt
Pesticides,insecticides
Perfumes & cosmetics
Soap & detergents
Matches manufacturing

-
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Table L-=Contd.

35137 0 B.82 2.17 &% VooCand e manualacligy ineg

3551 0 0 3.31 3& J Tar alkatra

3561 0 0.66 6.04 3& 3 Tyres & tubes

3569 0.39 3.1 9.5 @#s$s 3 Rubber preducts

3572 0 16.43 20.85 *&s J Polythenc products

3621 0 0 0.27 3 Glass manufacturing

3691 0.8 2.78 9.93 @i 3 Bricks tiles & clay prod

3694 2.3 0 2.55 s 3 Lime,plaster & other product
3699 0 0 61.21 *~* 3 Non-metalic mineral nec.

3712 0.59 4.68 5.19 $i& J Iron and steel foundries

3713 0 2.89 7.24 3 TIron & Steel rerolling

3719 0 0 80.2 **g J Ircn & steel industries

3722 0 0 18.08 *x* 3 Basic copper and copper alloys
Jall 0 0 16.94 * 3 Cutlery

j812 5.65 5.4 6.94 @4§ss J Hand & edge tcol

3315 18.08 11.34 20.71 **3s 3 Structural metal osred

J3i6 1.57 0.93 11.36 3 Metal stamping, ccating e:cz
Jgz22 0 1.32 6.01 3 tensils - ste=l

3823 7.18 4.65 13.79 34s 3 Metal barrels % Z-ums

3824 0 6.79 7.22 #s J Tin cans & tinwars

3825 7.3 0.58 11.37 4s 3 Metal trunks

3325 2.63 4.92 6.4 83s J Bolts,nuts & rivers

3823 0 1.39 7.28 s J Safes and vaults

jaze 0 4.65 9.87 3is 3 Fabricated meta! creducts nec
3331 0 0 13.78 3 3 Engines & turkinss

3832 0 0.83 6.58 s 3 Agri machinery ezuip

3333 0 0 17.26 **3gs J Metal & wood wcrk machine

3234 0 d 3.25 4 3 Textile machine:zy

3339 0.44 2.43 6.53 34 3 Machinery & ezuic nec.

3g4l 0 2.37 3.76 s J Elect. industrial machinery
3843 0 0.69 8.59 4 3 Electrical arpliances

3add 0 1.87 13.73 4 3 Insulated wirs & cables

3845 0 Q l1.61 g J Electrical bulks % tukes

3346 1.83 3.3 9.54 534 3 Batteries .

3854 5.38 6.59 15.31 *4 J Motor vehicles

3855 13.13 0.71 20,38 *x3 J Cycles & pedicats

33353 9.59 2.44 13.45 s 3 Animal and hand-drawn car--s
315372 0 0 18.23 #xy4 J Cptical goods

3L 0 ) 0.87 3 Wocd,cane & tambco handicrafts
3312 13,92 2 J4.9 s 3 Paper & paper or>d. handicraf:
3321 0 ) 22.42 *+ } Sports. & athlz:iz gocds

3337 3,95 L7.78 22.89 **33 5 2ens and other arcicles

3313 0 3] 7.02 $s J Umbrella & walxing sticks

3333 0 3 13.46 } Buttons, studs, fastener

3343 5.53 9.76 10.37 s } 3Bangles(ex. rracious metals)
SLil 4.58 9.24 9.94 J Grains and pulses

2118 6.91 7.34 11.09 J Arot of agriczul=zural raw mater:
2121 ) 12.52 23 ? Industrial chemizal ex. fertilia-.
3122 9 1.2 3.27 3 Fertilizer & ges:ticides

2123 J J 14.87 3 Coal & coke

3131 9.23 2.73 10.77 3 Lumkter & timbter

5222 2.39 h.32 12.61 > Samboo & cane

9133 5.03 3.583 9.33 v Bricks,cement & raw matarials
5134 ) 3.3545 12.82 . Plywcod glass similar maczarial



Table 1--Contd,

6136 6.04 4.31 10.83 3 Structural iron Products

6141 2.16 0 5.97 3 Industrial.machinery supplies
6143 4.34 0.95 10.2 3 Agri. machinery & supplies
6144 6.56" 5.49 9.5 3 Motor vehicle,parts g accessocr
6151 0 0. 5.18 3 Hardware & related items

6153 0 1.45 12.66 3 Elect. apparatus,equip & suppl:
6159 0 0 13.08 3 Hardware & electrical gcods ne«
6161 6.82 . 5,06 8.98 3 Cloth

6162 9.42 5.27 9.92 3 Yarn & thread

6166 0 0 33.53 3 Leather footwear

6172 4.99 4.98 5.87 3 Groceries g Provisions

6173 3.79 1.36 12.64 3 Tea

6178 1.22 0 5.3 3 Arot of food items

6181 0 11.03 18.21 3 General merchandise

6182 4.34 5.96 7.24 3 Medicines g drugs

6184 0 .0 17.98 3 Leather, leather subs. & procuct
6187 6.03 6.87 12.38 3 Cigarettes,cigars & bidies
6196 3.51 5.44 11.48 3 Scrap & waste materials nec
6197 2.01 2.88 5.05 3 Importers & exporters

6200 0 0 22.5 3 Retail trade NAD

6211 3.17 8.84 11.89 3 Grocery stores

6212 7.46 8.45 8.49 3 Rice,pulses,wheat or £flcur
6215 8.66 7.58: 15.6 3 Fish & sea focd

6216 6.19 9.03 10.3 3 Fruits

6217 7.67 7.57 11.12 3 Vegetables

6218 2.7 2.61 6.76 3 Milk or milk products

6219 8.52 5.97 11.01 3 Sweetmeats

6221 7.48 9.48 14.64 3 Pan & cigarettes

6222 7.1 8.96 12.61 3 Confectionery shops

6225 o - 0 101.96 3 Ice

6227 2.06 5.8 8.3 3 Eggs

6229 6.29 7.6 11.34 3 Grocery & other food items nec
A231 11.54 8.21 13.38 3 Cloth piece goods

2232 10.25 7.57 13.02 3 Lungis & Sarees

5233 7.76 7.47 13.5 3  Readymade garments & hosiery
6235 8.22 10.23 13.44 3 Footwear

6236 8.33 10.01 13.92 3 Second hand clothing

6238 7.37 . 7.7 9.61 3 General cloth & apparel shops
6241 7.92 12.03 16.32 3 Furniture

6243 7.26 6.01 7.43 3 Draperies g upholstery materia}
6244 6.55 6.11 10.74 . 3 China,glassware,& utensils
6245 5.24 7.52 8.18 3 Earthenware

6248 0 . 3.61 18.3 3 Trunks & Suitcases - metal
6249 5.44 9.96 18.47 3 Misc. home furnishing

6251 0 10.36 17.5 3 Electrical g nonelect. applianc
6259 0 0 14.87 3 Appliances g related items nec
6261 6.82 6.1 10.77 3 Hardware

6263 7.32 7.58 12.09 3 Timber & lumber

6265 9.67 9 13.56 3 Bricks,cement,other mason mat.
6267 7.8 9.84 14.48 3 Elect hardware g building mate;
6268 6.68 7.85 10.44 3 Structural irop products

6272 0 0 26.71 3 Motorcycles, SCooters, ertc
6273 13.17 7.16 13.84 3 Motor parts g accessories

6275 11.22 12 12.74 3 Cycle & rickshaw rarts & acce.

\0\‘ :



Table l-=Contd,

6271 15.33 4.33 19.62 J Transport vchicles & parts nec
62832 10 1.17 12.76 J General merchandise stores
6233 7.83 8.28 9.66 J Medicines & drugs
6234 h.14 7.04 9.83 3 Books,periodicals & newspagers
6285 7.3 7.31 12.23 3 Stationery
286 2.77 2.42 3.48 3 Sports & athletic goods & toys
6288 12.47 5.23 15.59 3 Cptical & photographic gocds
6239 . 5.89 "8.61 12.06 3 Farm supplies
6293 0 3.71 5.04 3 Flowers
6294 27.12 3.27 J1.13 3 Decorative handicraft & ar=zs
6295 7.15 9.12 10.51 3 Seccnd hand stores ex clothing
6236 8.29 6.23 8.76 3 Petrol station & petro zrciuct
6237 10.48 95.69 12.6 3 raditional fuels
6299 7.02 10.04 13.95 3 Ilscellaneous retail tka 2 nec
6311 8.7 8.74 12.27 3 Festaurants, & ncn-rasi. hzz2ls
6312 1 0 8.18 3 wine bars
6313 3.34 7.53 11.87 J Tea stalls
6321 J.o6 5.62 6.85 3 Hotels,lcdging - ccmmerscizl
* £5tab. expansion PR
Zoon., Cansus
* Zaploymenc = L3 -
3 lavesczenc - 137 2T 2301
S Total faczor prodiczivicy
digh in 1%382-34 e
i Low i{mpor: czntenc . < 13 ST Zaza
& Industry which 2njnved beljw-
average EX\ (effeccive raca
of assistanca) IZIF? Proj
S Smallness of [ndustrias zZ !



Table 2.--Effective rate of assistance (ERA) by 47 -0 soctors, 1975-]1988

Supplying Sectors ERAL 75 ERAL 76 ERAL 77 ERALl 73

1 Rice 0.146256 0.146599 0.146018 0.146624
2 Wheat 0.143970 0.144311 0.144022 0.144453
3 Jute 0.090131 0.090548 0.0899%03 0.090522
4 Cotton 0.339695 0.216042 0.260044 0.215973
5 Tea ~0.013¢7 -0.01448 -0.01579 ~-0.01475
6 Other Crops 0.477053 0.4°29682 0.493477 0.510536
7 Livestock 0.523457 0.590226 0.589656 0.623232
8 Fisheries -0.02920 -0.03037 -0.03201 -0.03132
9 Forestry 0.217063 0.218813 0.216744 0.218809
10 Sugar 0.024922 0.027754 0.029574 0.048372
11 Edible 0il 0.710745 0.544688 0.543127 0.56528:
12 Salt . 0.337248 0.337500 0.336969 0.3374%:
13 Totacco Proacducts 1.323923 1.937063 1.931996 1.94170A
14 Other Food 0.768823 0.797930 0.792838 0.798210
15 Cotton Yarn 0.016553 0.8606837 0.628126 0.624842
16 Cloth:Mill mace 0.844230 0.425623 0.239784 0.350959
17 Cloth:Handlocm 1.123205 1.239250 1.088228 1.0&291¢%
18 Jute Textile -0.20913 -0.2Z0903 -0.20380 -0.202%5
19 Paper 1.152032 2.124625 1.163576 1.187473
20 Leather 0.85312Z5 0.889G00 0.387149 0.923%23
21 Fertilizer -0.04295 -0.34303 -0.04443 -2.C4d240
22 Pharmaceutical -0.027635 -0.02479 ~0.02535 -0.0G744
23 Other Chemicals 0.248016 0.104034 0.177253 0.1.%4652
24 Cement 0.2.3213 -0.0353C 0.005122 0.053155
25 Basic Metals 0.561030 0.320047 0.585105 QJ.521553
26 Metal Procucts 1.033010 2.130783 1.1953¢5 1272307
27 Machinery -0.333%5 -0.40049 -0.41022 -0.:0284
28 Transport Eguigment 3.720742 0.6643369 0.659537 0.622043
29 Wwced 1.513183 1.5377%13 1.550042 1.587°9777
JO Misc. Industries 0.842043 0.848670 0.829592 0.92748¢9
21 Urban Housebuilding -0.42739 0.131745 -0.53933 0.2C058+
J2 Rural Housebuilding 0.60043% 0.703517 0.721987 G.710143
33 MNon.Residential Bldsg. -0.43506 0.180015 -0.53549 0.193307
34 Construction:Elec & Gas -0.35844 0.224313 -0.49392 0.2404.2
35 Constructlion: Transcort -0.42323 0.234471 -0.47594 0.24914%
J5 Other Construcrtion -0.23963 0.422290 -0.305%27 0.435564
37 Petroleum Prcduct 0.125713 0.125%2Z5 0.125222 0.127073
38 Electricity -0.15070 -0.149%75 -0.168313 -0.14995
J9 Gas -0.15287 -0.15687 -0.16k547 -0.1368%
40 Transport Service 0.207372 0.2093389 0.205763 0.20850+4
41 Trade Service 0.221610 0.223318 0.221207 0.223223
42 Housing Service 0.222:7% 0.235862 0.219124 0.2354¢92
43 Health 0.14825¢ 0.149336 0.142168 0.1466034
44 Education 0.015784 0.018595 0.014067 0.018134
45 Public Administration 0.1311735 0.115401 0.105697 0.113934
46 Banking & Insurance 0..96111 0.199464 0.194237 0.198973
47 Other Services 0.022606 0.022391 0.022259 0.022275



Anaucl Hates of Expansion
GO Mecunnized Unaus, ()
30
\
Size-Class
20 L workers
/~——_ 1-h vorker
Totel Food
All Nonag
- Estabs-
15
~
\
5-9 workers
J \%P_;g vorkers
0] Years

Pre-1972 172 73 Th 1c 76 17 78 16 80 81 82 83 8 85 1986

slze-classes, the Econcniz Census 1086,

Fig. h.l.~-Annua) rates of expeasion of pelmanent estullishuments {n food industry, by chosen

)
el

Source: Text Taile L.3.



Table 4b,--Fertilizer subsidy, import, and domestic/border price ratio,
1977-78 through 1989

— e p—— . -~

Fertilizer Subsidy Import of Fertilizer Domestic
Year and ¥ of ADP as 7 of Total Supply Ex~Factory
. Price to

Border Price

77-78 27.1) High subsidicaom 53,11) , , * ;[ 34
78-79 27.4]&%-}&«:4,4@% 55.56} Hich m&fo* Yo
= b ls 7 0 e :
81-82 12.3 ] Rectucerd buf sllf L g ""P"E 127
82-83 8.9 | Adgh ouluiohed 9 29 Y
83-84 13.6Je,,,¢,.. on Low-(l 8,48 60
84-85 144 plpmeatiz o ddy prod- .. .
8657 L0 el fotilig e
o P e 6 e
May 21,88~ lsw-Coot domeshe fet. mfy-r
Feb, 89 * e 6,0;[4'_&‘}%_ .. 71
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Table 4.,--Fartilizarc ex~-factory price and border price

rertilizer Ex-factory price/MT Border price/MT Year
Urea Tx 961.70 T 4425,40 1975-7¢6
Urea Rk 1§882.v3 Tx 3896, /6 1979-80
lUrea Tx 2076.00 Tx 3262.43 1980-81
Urea Tk 24692,94 Tk 1%64,22 1581-82
Lrza T« 2830.00 Tx 48?8.38 1982-83
LUzea Tk 2800 Tk 4633.50 1983-34
Lrea Tk 4G25 $122=Tk 4026(Fob) May 21, 1948

3675 (cif) to date

cata source: 283C, Foreign Urade S:tatistics of Bangladesn, and

Zupers Jivision, 3CIC
: r
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CHAKR [SECQCK EXCHANGE  [FACT 800K 85-86]
Table 3--Contd. —mem———— -
Code| Price [Dividend | Face | Mkt. | Closing { 1386-87 | Market Last Last Last
No | Earning| Yieid [Value| Lot Rate Capitali-]| Dividend Qanus A.G.M,
Ratio |Percent Nos. | - Low sation Percant | Rate.Yoar Date
Timas Taka Taka Taxa ' Taks
FUEL & POWER .
301 1442 1719 10 50 160.00x3 24620 3650 9C1.3240C0 2750 1,136 €3.23+37
32 2449 1481 10 50 13500 1550C 3000 471500000 20C0 32 533 25.22°37
363 334 17857 10 50 1400 1220 1400 13916000 2550 1.3.34 25.CI 37
Tetal ! 338 220000
JUTE
k] - 000 10 50 NT - - 11.200.000 - - 15/12.35
352 Q9 oo 10 50 8.3 855 850 4 250.000 - - 15.CS. 25
353 - 000 10 50 NT - —  10000.LCO - - -
84 -34S 882 1co 5 17000 19520 11300  15.300000 1500 - 23/11.83
585 094 000 100 § 10000 1:52¢ 9000  17.0C0.000 - - £5.01.37
56 269 000 1C3 5 3000 310X 3000 2.106.000 - - 31002035
57— 0co 10 83  NT - ~ 11500000 - - -
153 083 00 1ICC *+5 0@ 10CXC 56CH 7 200.c00 - - 2,12 85
83 365 200 100 5 5500 XX s5c0 1ICQ000 - - 1123 37
360 -1.2% Qo0 100 5 33890 55 2C 13334000 - - 29012 23
361 - 0ce 10 30 NT - - 2.500.000 - - -
Total 102 ‘31 00
TEXTILE
W80 - - 10 20 NT - - 3.835C80 1s0c0 2234 29 ~2-97
w2 520 5000 10 50 400 50¢ 1330 X000 2000 - 23/12-28
@y - 000 10 €0 NT - — 5.200.000 - - 15,12, 35
ac4 - 000 10 5Q NT - - 1 000.000 - - 15,1238
4cs - 000 10 0 7. TR 780 5513,193 - - 31,12 9§
acs 18sa 3183 10 50 2450 I8¢ 325 31310000 3900 - 11. 09,95
0?7 720 000 100 5 20c0 120X 3000 15.200.000 - - 22°C5. 36
€8 515 1000 100 5 10000 10X 2000 550000 1000 - 22.07 84
w9 19136 0cQ 100 5 12000 aL 122°C 000 113731200 - - -
Total 337247
PHARMACEUTICALS & CHEMICALS .
451 1438 200 10 50 4500 ICX W00 9000000 - - -
452 o2 712 100 5 19500 JsQo¢ 1250 33300000 2100 - 2T 12 85
453 113§ 793 100 5§ 10800 100C 0000 4150000 1630 - 31.€3 97
154 47177 172 10 50 12000 120X 3100 1547730000 500 1435 20-11. 285
453 S 125.00 10 30 1000 10 200 210000 Y280 1,133 27 '03.95
436 475 608 100 5 '3200 1800 3000 sset000 800 - 15.C5.87
157 247 loo0 100 S 11000 1100C ‘1000 462438759 J3C0 - 25.C8 85
158 1357 §667 10 50 a0 300 13150 cacoon V60O - 26-04.87
459 1258 857 10 S0 15000 350X 7500 430000000 000 1,135 £5-23. 37
B0 -399 1078 100 5 11800  i=oc 000  1Tw0000 1250 - 30/12. 35
Toral 1110952759

t\)

-
o~
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Tabie J--Contd.

Investment Scoreboard - May 1887

{FACT BOCK35-86]

Cooe | hame . Yewr Numper Issund | Feserve Net Profit| Earming | Ecee
Ne ol end ol Caoutal & ticsss | -Less Vaue
i ine Issued Surplus Aner Tax; Eas Share ; eSs
l iscue Share Taka Tasy Taxa) Tgea | Tara
FUEL & POWER
3 30L 363 5226 200 56.364.000 1CE.£32.55C E£2.526.316 129 2215
322 Surmah £asiern  BEDS 3.502.2¢0 25.00C 000 7l.€38.000 1€,283,000 2 iclodiung
3c3 Zaztern Lua 8635 gcs OO0 2,82C.000 8,605 420 3.933.70C =11 ‘288
P 10 532400 101,304 000
" -75
220 Angowara 86748 1.100.202 11.00C.200 C xscviaen =g 2
3e2 Teita 2508 500.000 5.00C.000 0 i45.272.233) JG2 5l fialia o
325 Gawsia — 1.000.200 10.000.000 0 o) (o300 Helieln:
334 is:am 3605 &3.002 2,000.000 3. TTBEXE 12238145 ) L=
3s3 2 Somnners 8625 1780 17.000.000 0 11805C.4T7) 1S Hespes)
333 tdaual Jute 3636 72000 7.000.00C c 2082740 <35 LR
337 Northern Juie - 1.362 200 $3.600.00C o] o) 220 20
33 Sramshar 6575 73.20C 7.00C.000 J (V1832105 188 0 V038
33z Snaine Puxur §52¢ 205900 20.200.000 C 23032331 100z (R
3582 Sunalt Aansn 85C5 226 20C 22.622.000 C 15.582.756i 23z [Reapue
358 Soezialised —_ 2EC XC 2.562C.000 2 o) e} ¢
Totar 322600 124802000
TEXTLE
Lieh] Al.Hm Tenne 862% 9€3.608 2,836.080 €1 T8 2.725.2°0 I3z 232
72 4snra! Textne 860¢ 2.620.000 36.000.000  25.557.ig¢ 28.38£.728 [ LTET
="3  Crand Spnming  BECS £00.000 6.000.000 22.058,163 2.092 3546 zac 2343
L4 Caand Texule 2676 400,000 4 000.000 c 3% 248 oo, 1200
&35 GMG Ind! Cora. 8625 38 7c8 £ 8i7.5220 o o) jagie ) Aholin 5]
&2 Cuasem Texine 8329 1.33C000 12,800.00 1401645 $.873.283 322 ©% 2
a7 3™ Besiz 20000 20.000.000 430,931 22985 a3 12245
L3081 Srytezcah 6423 23.000 £.30C.000 3158%7 ££3.23G7 M- 1237
el Swan Ternie Pz36<3 SRR e] (- Reodlle a ¢} $.232.857 TLTE 5L s22 102 <L
Tl £.297 477 122 0f: 75
PHAAMACEYUTICALS & CEHMICALS
L3 Ampee PL3s52e 2200000 29,000.000 11 42908 6207237 ke 'e) vz =g
232 g Pharma 6623 klaniene 33.000.000 9.053.357 E.7&s% 764 2312 3220
223 8 Process B6O35 22.00C 205000 £3.0CC 360020 1800 1227
232 Giano 86I€ 5.682.00C B 2 42,855,002 ILTEDXQ o5 R
3£ 1t a523 2000 .o 27.853.2g9 £377.4%8 235 t2 T3
136 P Pasuc 8613 N .90 £32.326 1304758 cREP IR
457 Piter 2511 Lo L2°629500 4T.BTTE2S 18 804 3C PRy} 20320
a2 Peitg Synthete 532 Eint T 24200000 1 300,968 732.625 [ard *32
2z Tesedt fy Soeer- 002 Hi% o ARV g o) JTeliTIis t% 480181 g£I2 ITET
aé “hesapeulics 2312 H-ola il 15800, .. o] ¢ 361.561) e CE ‘e
Total V2SI ED SVAELRLD
~Q



CHANE S00TK EXCAANGE [ACTS0oKT5s

Table 3--Conctd.

/ .
' . 17
Cods| Prce |Diwvidend | Face | Mu1. Clblmg ’ 1936-3° Marxat Last Last Last
No Earning] Yiela Value | Lot Rate Yaar Yaar Capitali-{ Dwvigeng B8onus A G.M
Raug |Parcent Nos. Hign ! Low sation Percant | Rate Yaar Cate /.,
Timag Taka Taxa Taxa | Taka Tana ‘T"

BANKS -
101 5<8 620 100
102 - -~ 100

(P ]
“a
W

145 20 200 12500 1450000CQ 1000 1€
- [e]00) 000 0

1C3 42 070 100 14200 1800C 11800 102524000 -- 12 25 2s
1Ca 1137 0439 1000 162500 127500 02500 81487500 500 -« 25 Q9 23
10§ 337 912 1co 13700 15500 1C800 109800000 1250 11038 22 09 55
1C§ 1047 667 100 acco 1CC CO 8000 143000000 620 .- 19 37

- o 000 0o - . o
12420 13500 10290 54330000 1570 .
12200 14000 1090C 112.750597 .- -

AL L @ I Y S T T

toks - - 100
1C8 322 210 1Co
+C9 70 000 100

=]

[
LN
0
Js

Totat 742822192
INVESTMENTS

151 JI37 964 100 5 1400 120 11000 140000000 1350 .- 28.12 3%

'52 22 278 100 5 TIV00 150¢aC 11000 3928000C0 22 - -

133 1737 3385 10 s 33070 51526 1500 192500000 !57 - -

- iTI0 131 100 10 38072C 33CC  'C8C0 36000000 2:iC - .-

EH - 33 1co 5 J&C0 53¢ 0 1237 36 20C000 1300 - -

Tt 271 200.000 o

ENGINEZRING

ol -1322 328 20 5 1820 -l o 3020 32.416.0C0 1270 — 2:79.3%
22 335 107 12 5 38020 CSCO0 231820 TT 00000 135G - 157%2.35
:z2 cIr 2 5 25C) 10X IITO0 27644500 2500 - 07:C5.37
ot -2 0co 1950 3:0 I 330 13.19187% - - 30.C9.135
cs -t23T 0 SC0 '00 3 163 20 s 3120 43530.000 - - 215/C6.38
%5 133 376 100 3 35320 320IC 17300 19915000 1500 1,233 27 t1.e8
T 3 526 1 S 35c s o €00 15100000 20C0 ~ 30/Q07.85
23 1 200 19 50 1300 oo 300 15.200.000 - —  22/09/15
Mot 4 200 10 5§ I20Cc20 1000 0D St 300000 - 4,535 16.04.37 .
" 387257 37s B
FOCC & ALLED 290CUCTS
NG XN o3I o o1z ol o 0 §.500.000 1000 - . 301296
- 139 l33g 12 3¢ T3¢ 132 e o] 74380000 1259 — 11.C6.35
R ST 'Y o llcZo *sx 9. 5200000 1020 - -
R 335 I e 50 el X =m0 13757300 19000 1332 I3 12 35
133 1 oy Q3 =m ' x LR o) 12300CC0. - — 2325 33
134 - 200 g 3 30X 2TX 20 51 Ee000 - - -
3T 135 "0 19 3 3'CX0 1222 **3.00 13500000 2200 -~ 2512 35
N €31 10 @ 5 32X 1IEX X 18 45000 1500 - 1306 7%
132 it vg5qp 13 39 17000 ss X €00 3.400000000 2750 1 435 25.C4 57
ey 143 13733 19 30 3420 15X 30 17200000 2000 - 1912 35
M 313 3355 1200 5 135 ¢ N1 0 2C.2350000 1500 - 2T 1235
N BRI IR I X1 10 3 45852C 3020 IsT00 17T4S00Q0 1200 3.:G33  I9-09 96
T —— R
" 2330 731520 fess
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Table 3.-=Tearsheets from Dhaka Stoel i schiane Fact Boak, Haw 1953

S e e e e et - ————

ﬂl@l(] BIOEK YROEANGEE [FACTsooKws-ag)

Investment Scoreboard - May 1987

| | é v | | |
S sme | gt s ot | poee s |tz | unng: | goos
v I ?:,Lh: i " ;;:;e Taka , S::::‘ ' Afrer Tax Per Shara .P.S
l : ! , l Taxa 1 Taka I Takg

8ANKS

1Q1 AB 2ank €512 1 000 000 102 030020 3g 4272052 28461 219 28 45 135843
102 Cay g312 800 000 £2000.000 0047763 17638550 14 268
103 FIC £9:2 722000 7.200000 205488 240 0.7908%4 B8O 13£ 30
102 tetamy ES12 79 500 72 500 000 13872818 € 30S GER q} A6 ViTe R
105 naL pei2 1’00 000 HO V10 000 318 ¢54 163 32,537 Hat PN Tag
106 Puoah RRi2 1AOQ000 152000000 17 283 285 12750000 gse r:iops
107 Aupan 12 240000 JHA (OO ((N) [ Y IR B B R3] RE B SRSTA ¢} LI 1220
108 UCsL €512 120 000 44 000.000 22654 499 t692€008  JesT 16t as
109 Untara 8512 924186 92 412 600 27602247 1524221 1649 2057
Total 2205636 952,118 600
INVESTMENTS

511C8 2605 1 000.C00 100002000 257.c21.123 41 EE11CE 4183 3T o2
"SIt ICE NF ET06 50 000 5 070 000 979 714 TTT9361 3539 11977
183 2nd1TEMF B706 50000 5 000 000 4£2.759 *1Qe1 088 2082 106 0F
184 JegIC3 MF §706 100 000 12000 000 1012427 21T e? R IC T
TERAmnCE MT FTOR 100 000 10 (00 000 o} o GOl VoL
Satal 1300 000 130 o X
SNGINEZRING
I3% Anr Pipes 8512 97 000 2 700.009 o] 1628 921) 70 10000
2C2 8B Carowge 8603 90.C00 2 000,000 31771110 11,287 0904 125283 23301
2238 Lamps 8612 150,170 15 017,000 32 86C.767 12.679295  8446] 30585}
2C: B Sieel 2512 1561.750 18 €37.500 17876434 ¢ 617 796) —208 2150
2057 Pine 8512 260.000 2€ 000 002 o} 14134191} —1590 10000
J06 M Juter 8506 45.000 £ 500,000 16.762.519 1624061 LR4&2 47294
ST M Sialliers 8512 40 000 4 000 000 2082w RER JORG 17028
1C3 Panther 5412 ' 900.000 2 000.00 o} 18 2841468 —5e3 1200
IC9 Singer 8532 25650 2863020 e dt2 609 1387375 83343 12401
Total 3171870 08 218 300
FfO0D & ALLIED PRODUCTS

231 AB Siscunt 8506 50 020 £ 000.000 o TEEITE s TV 10000
222 Aipna gs12 952.020 ¢ 630 000 2 004,000 25858220 280 1218
283 Amam Sea PE pS12 10.002 £ 000.020 1603115 .288829  334r 14013
232 Apen looos §506 £2.800 € 280000 £31000 ICTe00; ~-55812% 287 &
225 Aroma Tea 2508 120000 12.000.000 0 1996C001—10E 20 10000
286 6 Fooa 246 000 1€ 600.000 0 o) 2C0 100M
157 Bangas 2606 60000 € D00 020 28%7.:86 IJ%E2887 315§  tap 29
258 BLT 8510 22609 2.260.000 5 252 000 TJEQDD It 34133
139 eTc 861 20003020  IX0020000  12: 220000 41 Q48000 TS 1T 06
25Q Fooregs 8606 500 029 5 000 000 1257 265 1Tt 745 2158 12 06
261 Gemini Sea 8609 110009 1000072 TEQ g29 I'Bi546 19p3 LT 8
JEXNIC £512 290.000 22002000 1I§E256816 I1TTC L9 ~31 e L2819

l1¥ 1)

s
L¥]

258400 B Jele 0o

ii

i
<



Table 2 -<Contd.

The ERAs for fertilizer is for the fertilizer industry and not whar the

(armer pays at the retail level. In the I-0 table, for simplicity we assumed

tiie same price difference between border price and ex-factory price a5 in

1983, namely idencical pricce. Based on actual price differences far
respective years, and using only the direct effects (i.e., nct solving
the zeneral-equilibrium effects through the I-0 table as was dene in

the bod» of the table), the estimates are as follows:

Farciliczar Year Ene ERA Source Data sourza2
Uraa 1979-80 -.8156  0.0695 ESEPP Project  BADC & Foreign Trada
Statistics =f¢
Bangladesh
" 1y80-31 -.5493 -.423 " "
" 1931-32 L9321 .673 " "
" 19492-83 -.6403 -.5.3 " "
" 1983-34 -.6102 -.439 " "
" 1284-85  -.454 {or UFYG Fertilizar Concarned Ji:sms
. Sector [ssues
-.171 for NGVF Q.. Ahmed
Thomas L. Hutchscn
poc Tirp-pPIU-3.3
N PR 1983-39 L0147 . 1337 JESLEPP Projarf: 3A2C, 3CIC
SiT 1333-39 -.494 -.3728 )
Far 732 unassiscad value added {3 found to be negacive in och 23772 1nd
TI0 studizs.  DJara sourc2: 3ADC and Foreign Trade Scatistics of 3analadesi.
{t mav b2 sean that ex-factory tertilizer price has an impiicit sudside
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Table 2--=Contd,

———

Supplying Sectors

Rice
Wheat
Jute
Cotton
Tea
Other Crops
Livestock
Fisheries
Forestry
Sugar
Edikle 0il
Salt
Tcbacco Products
Other Focd
Cotton Ya:zn
Cloth:Mi1l mace
Clcth:Handloom
Jute Textile
Pacer
Leather

Fertili:zer
- Pharmaceutical
Cther Chemicals
- Cemenct
B8asic Metals
Mezal ?reducs:s
Machinery
Transgcrt Egquipment
Woocd
Misc. Industries
UrZan Hcusebuilding
Rural Housebuilding
Non.Residential Bldg.
Ccnstruction:Elec & Gas
Constructlon: Transport
Other Censtruction
Pezroleum Product

Pezrol
tricicy

~
b
L2C

Gas
Transpor: Service
Trade Service
.Housing Service
Health

Education

"Public Administration
Banking & Insurance
Other Services
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.381722
.600298
.341359
.287533
602246
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Tabie 2==Concd.

Supplying Sectors

Rice

Wheat

Jute

Cotton

Tea

Other Crcps
Livestock
Fisheries
Forestry

Sugar
.Edible.Qil

. Salt

‘Tobacco Preducts
Qther Food
Cotton Yarn
Cloth:Mi1ll made
Cloth:Handloom
Jute Taxtile
Pager

.ucathc"

Toves [ = Da

e e -q&---~

Pharmaceutical
Cther Chemicals
cemeaenc

3asic Metals
Matal . Prcoduces
.dachinerj
Traasgort’ unz;mant
wocd
Misz. Industrias
Jrtan Aousebullding
Rural.Housebuilding
Non.Residential Bldg.

Ccnstruction:Elec & Gas’

Ceonstructicn: Transcert
Censrcructicn
aum 2racuct
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2 Zervice
Housiag Sarcvice
Health

ZZducation

Publiz Administratizcn
3anking & Insurance
Sther Services
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.0.146219

0.143669
0.08%908
0.215276
-0.01876

'‘0.509361

0.606656

—-0.03433
"0.218124

0.032670

0.553509.

0.340083
1.9256973

.0.620310

0.622335
0.939584
1.059789
-0.20453
1.159811
0.9226407
-0..04470
<0.023313
0.257340
C.048361
0.68139%2
1.113452
-0.41131

. 0.663362

1.567393
0.753963

0.199567

Q.639146

. 0.133B10"

0.254379
0.242251

.. 0.436911

0.109739
-0.15338

-0.15730
0.20L40%F

0.222443
0.233632
0.139710

0.017174 2.

0.110055
0.197063

0.021987.

ERALl 80
0.146273
0.144115
0.090053
0.215406
-0.01882
0.509517
0.468803
-0.03282
0.218550
0.08575%
0.520528
0.340245
1.5062938
0.664285
0.641875
3.726637
1.381647
-0.20386
1.129995
0.9213134
-000460 ‘

-0.12479"

J.304060
3.074321
0.6188214

1.131430

-0.40404

g.372364:

1.56331°
0.766117
0.2014B82

0.701289.

0.137133
0.276287
0.249751
2.43730L

9.114257

-J.15273

~D.15703

Q.202742S
0.222700
2.224&3°
0.137€353
g172al
J.1114¢98
0.196146
J.021251

EXALl 81

0.145905
0.143020
0.089549
0.192319
-0.02151
0.487052
0.423421
~-0.03734
0.217704
0.128766
0.481395
0.339887
1.8835357
0.573009
0.583125
0.702388
1.660018
-0.20483
1.033321
1.315411
=-0.04325
0.064663
0.334490
0.103679
0.322436
1.049142
-0.43631

0.5454Z1
1.340547

0.755709
0.162678
0.6848354
0.153631

0.2434319

0.197029
0.400730
0.127775
-0.15701
-0.15773
0.205077.
0.220722
0.230950
0.134298
0.015863
0.105564
0.1943877

QOO UV

‘ERAL 82

0.137449
0.134983
0.081911
0.194066
-0.00578
0.454610
0.357337
-0.03275
0.218852
0.130019
0.442318
0.340479
1.716363
0.5360¢52
0.582504

0.755061

1.673121
-0.22584
1.0244131
1.283361
-0.04523
-0.12437
0.353525
0.054423
0.637342
1.121732
-Q.34213
O 370353
1.740833
.537810
.252%335
.696:983
.242230
N.393889%
0.2665214
0.407%61
0.133345
-0.14956
-0.15432
0.210375
.222G43
0.2]6834
0.1439C6
0.917435
0.113995
0.198137

ER2ALl 83

0.140827
0.138973
0.0845856
0.286521
-0.002372
0.3605105
0.344087
-0.03021
0.219280
0.392773
0.546462
0.341195
1.831814
0.62€8863
n.4739309
0.588193
0.8p08Li!
-0.22331%
0.799737
l1.643227
-0.03804
-0.025862
0.332337
-0.028¢C.
0.85350:
1.32827C]
-0.3Rs:.
0.7347=13
2 ’“0057
0.73383¢%
0.247277

.0.845344

0.2.33352~7
Q.3245C%
0.<73702
Q.409995
0.123582
-0.1464°

=C.134=0

0.115452
0.198524

0.021638 0.022003 0.022273
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May 9, 1989

Or. G. S. Sahota
Consultant

Planning Commission
Shere-e-Banglanagar
Dhaka, BANGLADESH

Dear Dr. Sahota:

. Thank you very much for the copy of your comments on the agricul-
tural sector review. [ am sorry that [ did not get a chance to talk
with you personally about it even though we met briefly. 1 did find
it an excellent statement. You have made a further addition to the
fertilizer discussion which I think is quite worthwhile. As you know,
[FPRI did a joint report with BIDS which came out with exactly the
opposite conclusion from the UNDP-3I0S report. AL that time, I was
deeply troubled by the argument that a reduction in the fertilizer
subsidy would simply result in a transfer of resources away from the
agricultural sector. Unfortunataiy, that turned out to be true. [
think that when we urge market pricing of fertilizer we do need to
redouble our efforts to see to it that there is more expenditure on
rural infrastructure, irrigation systems, and of course the basics
supporting instituticns for the ucward shift of the agricultural
production function -- agricultural research and other elements that
technology package. :

Again, thanks so much for sznding me the report. With best
cersonal regards.

Since;p]y yours{
// ' ’\\__’,//

‘-fﬁiﬁé/w. ellor

JhiMival
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Apri‘ 23, 19 '3
First qduick Comm=ant
Just as the 2arlisr lead-cezeter theecries an? unbalanc2d-

grow:=n theories have been discrescited, econcomisis 2r2 unlikeiy to
give much oredence tTo  tn2 l=zad-ssctsr-induces theory or

innovations in agrizulture. The Irsizatizsn-induced zechnoingizal

chang=s: Provide irrigation and 3g:ﬁcul:ural revolution will
follow, =zzems to be 2 fallout I-2a the Putcan-Hayzmi-Herdr thscry
of indused inncvations and institutions in  the agriculzural
conzex-. For instance, ths =hakra-Nangal moultipurzcsze irrigacticn

proisct and several other Incian dams did not ‘g=nerat2 mor2 taan

2 percent social rate of return (see the studies of K. N. Raj and
othar Indian economists) untili thne  seed-fertilizer gr-een
revolstion of the la2ts 133J0s arr-ived. EBangladssh do2s not nave

to wait for tws decacdzs as2r it has provided ths irrigztion

infrastructur= to experiencs the gr2en-revoluricn type 2f growih,

It can reap the fruits of isrigstion, biotechncingy research. and

fertilizer supply simultanecusly The r-ign: apprpacna then is o
allocate resou s to biowech -seseareh, irrigaticn  facilities,

land r=form, rural =ducaticn. cu-al iafrastructure, and so fcroa,
according to an optimal plan, by appropriate prioritization--not

that the sole investmen: in irrigation is a cure-ail for growetn.

2



As a matter of ract, one would think that in Bangladesh,

which 1is extrem=sly rich in subsoil and surface water, public

irrigation projects will play a minor role. Boring tubewells,
shallow or de2p, is within the reach o7 an avarage farmer. No

2xtensive necwork of anals. suen as there i3 in dortn India ana
Pakisrtan. 1is neesde2d or is even possible in Bangladesh. What 1=

nezded i3 digging small channels and boringZ rtubewells, and

pumping river wart2r. To the extent returns wes«e gcod, Indian
' -/

subcontinent farmers dugwells for zenturies 29 irrigate th2ir

land. Even in the present-day Punjab--the granary of the

subcontinent--canalz are mean- mostly £a raise: the javel 5F

vy,

Czoil wacer is planciful an:

cr
o |
IS
1
)
=

subsoil water For araers, so

tarmers 40 not have to bore fucewells tan deep.

27 inves=tosnc that shsuid g9 inno rhem in T2 n2xs 3, Ll

13 years, and suggest prioriti=s. To suggest that irrigation

amateurish., as are the oprojecrions

[w}
[19

'
[V}

will soilve all sroblanms

J
pA}
{n
N7
[
L]

AN rath2r t2r91i2 assunptions orf autrors.

There i3 2n=2 asceet of the report that deserves attantion,
- Pee  ma P & . N P P P - R = -
SATR2 LY Tn2 2D LiSCaATLon o9f and SMBOZSL3 on adri-0as=q nausnrTi2s

-

-2% 3&C00r JArrants furtier study and oraj=2et sucport.



USAID's Agricultural Secrcor Analvsis

‘May 27, 1959
Se>ond Comment

1. Irp: T3

Yhile irrigat’cn is important. ©o assign it tne excluasive,

D1}

elevated position of Irrigztien-Induced Tecnnical Change (IITC)
is to overdo it. See my carli=r ccmzent.

Jovernment’'s role is exchasized unnecessarily. The proper

3

roie  cf government in :this ar2a is te distribute and raise ctae
subscil water-.table, <o ghe nozt of pumping water by deep &na
=nallow .tubewells is reduced. Let tubewells be the sole
responsibilicty of farmers «or farmers’ coops. Too much

raternalism is creating depencdence amcng peopie.
No subsidy is called for. As a general rule all subsidies
snould be eliminated. They czuse distortions and inefficienciess.

I a group of houszhold=s is requirea cr desired to be favared.

let cthere be a d;rec: transfer Zrcm  the general revenue or
straightforward property (=.g.. lanc: redistribution.  Hence,
avoid subsidy o tubswells. Let snzdow prices prevail to the
extent possible.

2. Improved tarhnology

Good suggestion anc is ccasistsnt with the recommendation or

the HIID/ESEPPF Projec:. The HIID/Z3EPP Project has greater
emphasis on technology. HIILD/Z3EZP froject has also proposed the
4
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s2tting up of an institute of transrfer of technology, f(rowth 1is
gaing to be sluggish, unless it is technology-led.
3.  Transfer of technology

The 2¥pression “transfer of tecnnology” 1s misl2aaiagd -here.

Iz is used fer =2xt=2nsion vices, “Diffusion of tecnnoclogy” is
3 better impressicn. Since the e2xpr2=zsicn. "extension ssrvices’

is wall-understood and wall-sstaclizhed in  the agricuitural
cnontext, an’ evaluation of resource allocation to =xtension

2es should b2 carried 2sut a2z suen.

(2]

sarv

aain in warcer Dbcth from

-
U
~
’J
0

23Ff ecourse, transctar ar tec

overs2as and from one firm or sectar within the 2cuntry tc

W

SSs.

€

anasiter. But that is a diff=srsnt praoo
4. 'HFrasrrthq~a} ioya Aar e

foads, bridgaes, electricity, ana ccmmunilcatians ind  ne2a:2c,
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pricovity and hnw rssources should s alloecated amcn3g ocompeilng
ns223. “Tha reporz saeculd tell the reader nNow t3 da2cidz betwesn
rca?s, 2lectricicty, and irrigatian.

In this connection, the report r22omaends many othar tnings.

Th2 orooizm i3 priaritization. p tazt the reporc 13 waak.
2 Tavmya e ,PTO]?
- -

a2 reoort L3 recommending zrivanization <of  grocuetisn aad

narszting 8 all insuts: fartilizzr, seedas, irrigation =23uipoment,

Jarn 2owW2r,  oredic A Zood reccmmendation. but tnaer2  ars  TwWo
z27ixiz2ncies: (1) the Xey to prograss -hrouszn privac2 antarprise
i3 saperition dowhare is th2 wora compectictinn mentioned. TYou

a
| ¥
(W)

T want to r2place public moenogoliss by privats mnonopolies.

‘T " not want to continue public sector beinz subsidized side by

vl

Vv

iV

7
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side with private sector in the same product. | I would say
competition comes first, privatization after.. Egpﬁgpmpetitian be
introduced among public enterprises and between publiec and
private enterprises. (2) There are some weak recomnendations
nere and there under this sbbhead. (a) Is it cost-saving to

lend fertilizer nutrientz N-P-K in dozens of proportions to give

farmsr the option to select different ones than to provide cthenm

separately in granulated form and inform the farmer whieh landg

g |

and ecrop needs which cozbinatcion? (b: The eport. rightly
propuses privatization of seed producrtion. But the development
of HYV seeds is a public good and belongs to the puciic sector.

te? Subsidy to irrigation equipment. the provision of credi:c ac

zubsidized interest rates, 2LCc., are2 not a movemant cowards

3

rarstd optimality., bu* away Zrom Pareto optimality. (dy I 40 not

think recent floods caused shortages of animals and, so oulisck

pcwer, to the extent envisaged by the authors. There are qeeper

reazons for that. They should be explored.

Firstly, subsidy on credit shouid be avoided. Why distor:
interest rates? What happens to banks whieh are forced to charge

S Zétiing coredit

-

Ly ]

=y eCTUo

th

ne

n

i interest? Whﬁ:-happens to dif
at cdifferent interest rates? The cests of such policieé are
nigher than the apparent gain to the recipient group.

Ze2condly, the banking indus:try specializes in the banking
business. Why NGOs are recommended to supplant banks in the

creait  market? What training, specialization ana

ntrastructure do NGOs have that they will do better than banks?

e

7
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19, E‘n|jr“£ analvsis planning/statisties

A welcome recommandation. Each ministry should have its own

analytical staff. Every notification a ministry issues should be

bazzZ con car=ztul analysi

[17]

{he usazila planning 2acadizy: The push to put the upaciia

as Lhe ro2ei for planning and develcpment is., in  this advisor’
judgaent, anlizely ¢o last rfer very long. The upazila is not  a
viable vniz for planning The participation «of the pecple :zan

be combined with technical expertise much herrer At tne Zila

levs]. Planning is a tezhnical subjzes. It has to be done by

?h.0s., An upazila cannct afford to hire Ph.Ds. Nor will tney
move to upaczilas from the capital. The objsczive of penple’s
partizipation  w2an be abtainac through the panchayat pyramid and

By s> many octher means, tut also a -ila is not 13 very big

Currently upazilas ar-ae p2ccming a drain on development
resources. Devélopment projects are being suspended to enable
upazilas to construct cifice buildings for the new
cificials/lz2aders. This is the view of the IMED, Planning
Commiszion.

dgmaoulsnral grate ;0 Yes, thers is need for better daca.
But again <he problsm is not identified. BBS3 and EC are not
matsrially different agenc:ies in approach or gquality. Same. s

neecs to te xncwn how well the EC has done! ¥What is needed is
the close interaction of data-users and data-generators. when
writing about agriculture. cne should not forget other sectors.

The weakest sectors ia =his regard are construction and

Y
7.0
o
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The recommendation ror an “integrated project approach'--

namely an integraction of oproduction. o9rocessing and market.

-

dzvelopmenti--reflaccts a dep=nd=ncs ¢n government to bring suca an

integracion abouc. Tha H2C iz an outside agency waich
substituzes for dovaraneni agsncy. Let fond processors

coaparativize and {orm such linkages. The government n2:4 only

L4 ]
1]
B
(o)
<
Wb
o
b0
2
.
2}
[
3
(]
31
0
",
'
(w)
a
[7]]
[+
[p]
=2
w
Q1
17
x
™
]
Us]
23]
N
ja |
1

Fine

'.6. e ,-‘—.-.-.
rin2

17 Sicpneriac

Zarnaps  Zgoatery is alsze Fine. Sut hHow to rank tnem fSor

prioritization? That ion wnich the repert has nct
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PRELIMINARY THOUGHTS
ON THE THIRD PHASE

(Based on the Research Done in Phase II)

The Ailments of the Bangladesh

Manufacturing Sector

The research dgne in this project so far is comprised
largely of industrialization in general. We have done some
research on small enteprises, but have yet not been able to look
into small enterprises very extensively. The reason is that very
few relevant data series exist for this subsector. HIID's new
survey, focused on this subsector, which is still in its early
stages, will hopefully narrow this gap.

Based on our partially finished research, four major
crcblems, among others, which  hamper industrial growfh in
3angladesh, have been tentatively identified. These are: (1) too
many controls and too much regulation, often coupled with
arbitrary enforcehent of them, (2) poor implementation of
colicies even when they are otherwise good, (3) lack of
competition between and within public and private manufacturing

sectors, and (4) paucity of improvements in technologies and



processés of production.

The four weaknesses appear in several different guises. Too
much regulation and centralized control in the form of bans on
imports; high tariffs; sanctions; licenses; permits; subsidies;
public ownership of rivate-gocd-prcducing 'industries, and
bureaucratic and political interference in their day-to-day
affairs; arbitrary notifications; 1licenses and contracts to
politically favored; and so forth. They have created the
necessary conditions for smuggling, rent-seeking, and corruption.
Defective implehentation of regulations and policies has
exacerbated the same maladies.- iack of competition--protected
industries, subsidized public enterprises, and monopolistic
forces, often aided and antted by government regulations--has
created high-cost industries in the econcmy. Finally, scantiness
of new lines of procduction, new management practices, processes,
and that of improved technology sustain traditional, inefficient
modes of production and investment into overcrowded industries.

By way of a substantiation of these points, relevant

excerpts from one of the 19 working papers of Phase II, written

as of today, are reproduced as Aprencdix A to this note (Working
Paper No. 19). These exc2rpts shculd e read to appreciate the
analytical basis of the policy implicazions, which we are going
to summarize below. The projects znd the policy reform proposed

here are, however, based also on the findings of research in some

O

of the other studies of Phase II.



Proposed Pollcy Reform and

- o1

Projett for the 3rd Phase

- Y"

-The proposal conslsts of three' separate but related .

subprojectsy all almed at 1ncrea51ng employment through - the

s o - LD s

promotion of 1ndustr1allzatlon, 1n partlcular small 1ndustr1es.

. Jt-_

. These “are’ (1) the creatlon of a competltlve env1ronment in

particular ° P reductlon 1n controls and regulatlons, _or 51mply

.. -

"deregulatlon," whlch has several ramlflcat;ons, (2) 1ncreased
resource allocation to“R&D to 1ncrease the pace of transfer of
technology; and (3) promotion of food proce551ng 1ndustr1es, (not
through 1ncreased assistance  but through_freduc1ng policy
discrimination against them by reddcing' high a551stance and
protection to other #ndustries).

Each of the three parts requires (a) technical aid towards
research and analysis, and (b) project aid in the form of

commodities and credit.

A. Deregulation

Industrial leaders and individual entrepreneurs tell us that
much of the regulatory system is doing more harm to industrial
growth than good. Paradoxically, they also want regulation.
They want controls and regulation that favor them and elimination

of those that hurt them. For instance, protection is hiohly



desired by them. They resent smuggling and want the government
to control it. But they do not want to give up pProtection,
whlch is the root cause of smuggling. The existiﬁq“fegulatory
system of Bangladesh hampers industrial growth in two very
impertant ways, among others: (a) through malallocation of
resources, including such diversions as smuggling, rent-seeking,
and corruption, and (b) through reduction ef competition within
and between private and public sector and between domestic and

foreign goods. The points need be substantiated.—

a) Harm done to Industrialization

through Smuggling, Rent-seeking,

and Corruption

| As &iscussed in de;ail in Appendix A, it is not the
illegality or the iﬁmorality‘ of these practices which are so
objectionable. Indeed, rent-seeking is considered neither
illeéal nor immorala In the context of industrialization, it is
rather the negative impact of taese pPractices on real industrial
investment that is economically harmful. Our study of the impact
of policies based on the apex agency ‘survey of 1ndustr1al leaders

reveals that smugglers earn more than importers and lmporters

more than industrialists, and quicker. Similarly, rent-seekers

make quick money and more than investors in industry. They do
so w1thout the risk of illegality or the social stigma or guilty
conscience of the smuggler.

Ordinarily, there should not. be much economic loss of these
activities. After all, smugglers pay for illegal imports;

Someone must export in exchange. It is trade nevertheless, and
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must be mutually beneficial to trading parties. It simply
constitutes a transfer from government (in the form of reduccd
customs revenue) to private traders. Likewise, does it matter
whether rent-seekers are captains of industry or retired
colonels? 1It, too, is a transfer from one group to another. When
rent-seekers make money, they would deposit it in the bank, which
the captains of industry can borrow and invest in plant and
machinery. Finally corruption is simply a2 sharing of gains zand
constitutes a transfer from someone to someone else. Therefore,
why shoulﬁ industrialization suffers?

The main reaon why industrialization suffers is that when
industrial entrepreneurs, the profit-maximizing elite of the
society see that investment in blant and equipment has louwer rate
of return and takes much longer to fructify, they would not be
smart if they themselves also did not use their plant as an
additional cover to share in more .lucrative nonjindustrial
profits. Real investment suffers; That is the economic loss.
In addition there are other losses of the indicated practiceé,

into which one need not go here.

b) Harm to Industrialization

due to Lack of Competition

Efficiency in production ecconomics may be defined as an

organization in which no change in technique of production or
combination of resources can produce more output value.

There are two welfare theorems relating to efficiency:

(1) Any competitive market equilibrium is efficient

(2) Every efficient allocation is a market equilibrium

-
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Corresponding to these there are two lemmas:
(a) Every efficient allocation is a gelfare maximum
(b) Every welfare maximum is an efficient-alleeation.
One ;ther theorem that is relevant in this context may also

be mentioned. It is called the "zero-profit theorem", according

to which, in the absence of a streém‘of technological changes or
new superior resources, competition will reduce economic profits
to zero. The absence of alternative investment opportunities
(also a result of lack of technological change), furthermore, may
lead to a‘ crowding-in situation and thereby may even reduce
economic profits to negative. That is a low-level equilibrium
trap. Bangladesh's manufacturing industry shows symptoms of
being trapped there.

In this connection;‘one can identify three aprroaches, by
three premier international agencies, to aiding development. They

seem to be pursuing their objectives single-mindedly. These are:

World Bank (and IMF):.Structural adjustment, 4 name used to

balancing the government's budget, public enterprise
budget (indeed denationalization), forign-trade

accounts, checking inflation, and similar policies.

These policies are often imposed against resistance

from .natiénal governments because they do not

consider these changes as unmixed blessing.

USAID: Privatization, namely divesting, denationalizing,
and promoting private initiative in general. Aid
leverage and intellectual persuasion is used to
push privatization irrespective of whether or not

competitive environment is also established and

b s



often withour sufficient -‘analysis about the
" problemz Invclved in privatization. For instance,
denationalization was pushed "In “"Bangladesh (not
necessarily by USAID, but it_ was pleased to see
this done), without much analysis of the public
enterprise accounts and the financial viability of
purchasers. As a result, privatization has
scarcely attained fhe intended or expected results
in terms of efficient operation of denationalized
firms or new investment and BMR or financial
discipline.

KIID: Gét the. prices right. This is a textbook
neoclassical approach, which runs into the face of
market. failure and 6ther weaknesses of free
enterprise.

The latter approach recognizes the merits of competition
more than the brevious two approaches. What went wrong with the
public enterprises of the world is that they were removed from
the competitive domain, the profit-maximization objective was
tempered with socio-political objectives, and their losses were
underwritten by the general budget. What has gone wrong with

Bangladesh's denationalized enterprises is that they were assured

neither fair competition from public enterprises of the respective

industries nor competitive environment among themselves nor
constrained against monopolistic practices by private imperfectly
competitive firms. All the three objectives--conditions for

structural adjustments, privatization, and get prices right--will
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be consistent with one another provided each Pays genuine
attehtion to competition.

The Preoccupation with prlvatlzatlon per se has created such
a bandwagon that the real objective of competitive environments
is often lost from sight.

The shift from nationaliéation to privatization started for
4 reasons among others: (1) governments failed to enforce
competition among public enterprises and between public and
private.enterprises;‘which led to large inéfficiencies in public
enterprises and adversely affected private enterprises; (2) the
incentive system was absent among management and workerq of'
public enterprlses, (3) there was too much bureaucratic and
polltlcal interference in the day-to-day operations of public
enterprises; and (4) the oal of profit maximization was replaced.

or drastically subordinated to socio-political objectives.

Prlvatlzatlor will, no doubt, solve the last three problems.'

But the key factor is competltlon. If privatization creates
private monopolies; if "discouraged-sector" categorization and

similar declarations protect the monopoly of those already in

the sector; publlc enterprises continue being soft in granting

wage lncreases thereby Creating the basis for the private sector

labor to demand matchlng ralses, public enterprises cont+nue to

be subsidized fromi general budgets and patronized by publlc

demand or favorable quota allocations; and conditions for

competitive - climate are Created, privatization per se is not .

likely to attain the efficiency objective.
Privatization is a solution to the industrial ailment of

many developing countries of today, provided it is a route to



competitive economy. At the risk of repetition, it should be
emphasized that while for the establishment of competition, which
is the key to industrial efficiency, privatization is very
helpful. Per se it is not even a necessary condition.

In short, in the present state cf public enterprises, while
privatization with competition is certainly much more conducive
to efficiency-creation than nationalization, it is not known upto
what degree of imperfectness of competition (within and between
private and public enterprises) privatization can still be a
superior eéonomic order.

Practical organizational and policy measures exist
whereunder all the four drawbacks of public enterprises noted.
earlier can he removed.

1) Competition égn be assured and all the Pareto optimality
criteria can be satisfied in principle even 1in centralized
socialistic societies, as was shown half a century ago by the
famoué Lange-Leaner Rule, namely when managers of public
enterprises are required to follow the guideposts of shadow
prices (however calculated, e.g., by a central planning agency
through a giant computer) and act as profit-maximizers. 1In mizxed
ecpnbmiés, where prices are determined in competitive markets,
the requirement of competitive behavior by public enterprise
managers sﬁould do the needful.

2) As regards incentives, whether in a socialiscic society
or in a market mixed economy, insofar as managers are concerned,
it is not difficult to induce them to maximize profits. One

simple way to do so, for instance, is to tie their remunerations



to profits, for example, to fix their salaries in proportion to

profits.

The problem of managerial incentives is solved by the

condition of remuneration just mentioned. The worker incentives

can also be maintained by rewards (e.q., promotion and piece
rates) and penalties (threat ‘of being fired or demoted) of the
same type as used by the private sector.- Efficiency in public
enterprises will increase when the threat of firm bankruptcy and

reduced wage for managers hangs over the heads of maragement and

that of dismissal on the hea.is of workers, and when the rewards of

higher remunerations are also built: into the system.
Alternatively public entgrprises may -be put under workers'
coatrol as in Yug;slavia or sold to workers as in some instances
in the US.

3) Bureaucratic interference will largely cease wher public
enterprises are required to act as profit-maximizers and do not
depénd upon public éubsigies Or patronage for their survival.

4) Finally, since the profit-maximization objective is
inconsistent with the constraint on individual enterprises <+o
pursue social goals, puktlic enterprises ought to be relieved of
the latter. goals. Socio-political objectives are attained much
ﬁore econcmically and e¢fficiently through Ilumpsum taxes and
transfers and by direct provision of social services out of the
general budget. Likewise, efficient redistribution of welfare is
brought about through direct property redistribution rather than
through pricing policies, whose primary role 1is resource
allocation rather than income redistribution. It is a fact

that, in many cases, in the long run taxes on privately
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produced goods and services bring in more revenue for the general
budget than when they are produced in the public sector. For
instance, an excise ﬁax on casinoes may yield more revenue than
when they arc naticnalized (as is the case in several countries,
e.g., Republic of Panama).

The project should begin with a study to discern what kind
of regulatory coristraints on public enterprises exist, what kind
of institutional reorganization of public enterprises 1is
appropriate (if it is not feasible or desired to privatize them),
and what steps are needed to shifr from deficit enterprise
budgets to profit-maximizing stace. It will also be necessary

toguard against monopolistic elements in private industries.



3. TECHHNOLOGY-BASED DEVELCPMENT PLANNING

Introduction

In & path-breaking study 1in the late 1950s, Econeaics

: -—
Professcr Rokert Solcw of MIT, now Nokel Laureate, discovered that

Drimary factors, labor and capital, could explain no more than 12

percen

r

of the =2aconomic growti of America and several western

suntries. A Dbulk of the rest 83- percent was due =o

technological change, Technological change is the main source of
tortal-Izctor-groductivity growth. It was high uptc the 1960s :in

America, became lcw in the 1970s, and is cn the upcoming again in

<
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the 1930s. LDLespite scme ups and dewns in it, technology remains
the single most important scurce of eccnemic growth. The rate of
recurn Ircm  investment in e canclocy is much higher chan
investment in tracditional capital.

without technological improvemenzs, no ceveloping country
can ="vaqce tewards closing the gap bezween its .low per capirta

&

lacocme and those of well-cf
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Korea, Singapore, and

matter of two decades
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neizhtcors in technology

¢ research of this zrcofect has revealed that Bangladesh

-

Nas fallen behind in procuctivity zrowth even in relation To

ics
neightcring ceveloping countries--:zr instance, Thailand,

Malaysia, India. 1In absclusze terms, tctai-factor productivizy in

manuizsturing industries has declined since cthe early 1970s.



Sarces and lungis from across the border arec'! conzicerce more

gualitative than 1local products. Productivity in the coir
industry of India is cstimeied to have inéieé;éd‘signiilcantly
over that of Bangladesh. The recovery rate of juice from sugar
canc by the Indian sugar -industry is 10.5 percent as against 8.5
pcrcent in Bangladesh. One may go on and on citing such cascs.

The role of technology is to reduce the human toil and
increase laLlnr, rather total-factor, productivity. Technological
advance is such a critical source of total-factor-productivity
growth (or increase in output per unit of input), that it is
often used synonymously with productivity growth.

The usual image of technology is that it is embodied in-
machines. While thqt is a fact of life and some technology is,
indc2d, cmbodied in machines, parts of it are also embodied in
human becings and institutions. Discovefy of necw products, new
processes of production, markets, management practices,
accounting procedures; improved organization of production,
distribution, co-ordination, balancing, work procedures;
preparation of more efficient softwares; and so forth are all
components of the same technological environment. Basic
sciences and applied sciences have to go hand in hand in the
development and adaptation of technology.

Even though advanced technology cannot be implanted in a

socicty that is not cducationally, institutionally, and

THTTREETHRPFNII® RIRHMERA THRT WemdW3APTHA TR TRENNGYNAT N7
today can be bought at short notice, whether embodied in hardware

or software. Fortunately, South Asian countries, and Bangladesh
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for that matter, are advarced enough educationally, language—wisc,
[}

and otherwise with industrial base, universities, and other

institutions, to absorb technology if impofted.

Yet technology transfer is not a simple ihport pProcess. It
has to be assessed in the: country of its origin; as being
consistent with Bangladesh's factor endowment, it has to be
bought or otherwise arranged to be transferred; it has to be
adapted and digestgd; and it has to be dissgminatcd to the
entrepreneurs who should have the capacity of using it.

Since in the present state of arts and factor cndowment of

Bangladesh, technology has to have a labor-bias and should be

addressed as much to small and medium industries as large

industries, some highly Fpecialized agency has to "go fetch" and
adapt and digest technology, as individual entreprcneurs do not
have resources and capacity to do so. Small enterprises vis-a-
vis manufacturing technology are no different from individual

farmers vis-a-vis agricultural technology. Just as farm
cxperiment stations are neceded to be run by socicty as they

involve massive funds and returns from their innovations cannot

be internalized by individual farmers, so R&D'in industry is to
be wundertaken by the society for the benefit of small
enterprises.

Agreed that Bangladesh is a yoﬁng industrial country with
first-generation entrepreneurs. At the same time, it also has
the advantage of the latecomer. Technology does not have to be
developed from a scratch. As stated above, it can be bought at

any stage, but has to be adapted.

Y
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Faced with lack of employment jobs, many.Bangladcshis seek
self-employment and try to start small businesses. Some can
marshal funds to make modest investments. -But-—there-.aren't any
on-line, off-the-shelf superior technologies, new products, and
new methods of production to choose from. They look around.
Finding that their neighb;rs have made some money in traditional
lines--rice mills, powerlooms, photostatic copying services,
garment making, and so on--they crowd in the same traditional
industries by simply replicating the existing equipment and
processes without any cost reduction to capture the market from
established firms. They lower each other's profits for static
demand, instead of lowering prices through 1lower costs and

thereby expanding the market. The result is that that they

cannot earn surpluses to expand their businesses.

Institutes of technology started almost simultaneously in
South Asian countries. Today, while India's IITs are an envy of
the developing world as are its polytechnics, Bangladesh's 4 BITs
remain largely undergraduate teaching institutions. Bangladesh's

17 polytechnics are nowhere close to the levels of those of

India. Over 90 percent of Bangladesh's faculties and research
institutes are staffed by those who earned their Ph.D. degrees
from abroad. Local graduate education is weak. Bangladesh's
council of Science and Industrial Research has had no research
funds till 1last yecar when it (with 70 Ph.Ds) got a pittance

allocation of Tk 15 1lakh. Other institutes of science and

teehnnlnay arm net developina innovatienm. The auzhsrm of the
Bangladesh's Agricultural Sector Review, completed early this

vear by a team of experts, and evaluated by two dozen economists

is
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and agricultural specialists from all over the‘world, under the
aﬁspices of the UNDP, found much of agricultural rescarch
unproductive and so undeserving of increased funding. While that
conclusion is non sequitur (see my Comment on the report, WP17),
the dismal state of R&D ih this country 1is underscored.
Probably not many of Bangladesh's agricultural research
institutes have the necessary critical mass of agricultural
scientists. This is the state of agricultural research.
Industrial research of Bangladesh is far behind its agricultural
research. Even within a research institute, imbalances are known
to exist. For instance, only about 5 or so of the 70-some
Ph.Ds. of the BCSIR are engineering researchers. A major thrust
in upgrading the research effort for technological improvement is
clearly in order.

Little action plan for technology

in Bangladesh

The Planning Commission documents include statements on
technology improvements as one of the main objectives for the
Fourth Five-Year Plan. They have done so in earlier years almost
as a ritual. But hardly any action Plan has ever been prepared
for technology transfer. Presumably, in part, in response to the
recommendations of a multi-volume study on technology for the
Third FYP, the Planning Commission has revised its Project
Proforma (PP) for the Fourth FYP in which a number of questions
about technology have to be answered. It remains to be seen
whether the choice of technology selected in the PPs for the 4Fyp

i1s cosmetic or genuinely made among available technologies on the

A6 =%
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basis of somec sort of cost-benefit analysis.

Such an cvaluation of alternatives and sclection ouqht
possible, be done, to use the terminology ol Dis. lgbal pMat-
and Nawaz Sharif, in terms of technoware, humanware, inforvare,
and orgawarc. In evaluating the projects and pruning the overall
sct of projects from various line ministries to keep the overalil
cost within available resources, the Planning Comm;ssion will

probably look at the technologies by "exporting technclogy

domain," "traditional tcchneclogy domain," and "impocrting
tecchnology domain,". Various enviromnmental factors have toa be
carcfully considered. Constraints have to be identified and
overcome. In other words, while technology need not be

developed locally at high cost in terms of time and scientific
manpower but can be'bought and transferred, about as much cost is
nceded to adapt and improvise it to suit local factor cndowments
A% in buying it in its cmbodied form in hardwarc, softwarec, and
other wares. Skilled manpower, cxperienced and knowledgeable
scientists, and well-fitted labs and libraries are neceded fcr the
job.

Nceded a Big Effort to

Improve Technology

Given Bangladesh's present dependency on foreign aid and the
distance it has to travel to catch up with its neichbors ancd then
advance forward, tinkerinag with technology is not going tc do
this country much good. A big cffort, a big lecap forward, is
nceded. In view of this, we suggest that Bangladesh consider
building up a KIST/KAIST type of institute of transfer of

technology. An Iinstitute of this nature cannot be efficient,



productive, and fruitful unless it is sct up and operated in a
way which is free from government interference, i.e., in the
private sector. Side by side with the public-purposec research,
the output of which should be distributed widely, especially for
small-scale production, the specialized institute under reference
must have full flexibility in terms of hiring and salary-setting
as well as producing technolegy and innovations on commercial
basis on orders and in expectation of patenting it. The-
institute should have enough endowment to carry on public-purpcse
research whose benefits are available to all as a public good.
But it should also have the autonomy to receive orders from big
firms or associations of small firms for made-to-order

innovations.

Current State of the Prcoosal

for the Proposed Institute

of Transfer of Technolocvy

Since che research of the HIID/ESEPP Project revealed a
widening lag in industrial technology in Bangladesh and the
cffort that is afoot in “he country to covering the gap was found
inadequate, this project has given a serious thought to the
transfer of technology. With the special purpose of finding ways
to improving the technological level of small enterprises, this
projecct invited an experienced expert on transfcp of technology
as short-term consultant for a period of “wo weeks :n May,
namely, Professor FRortert House, Distinguished Professor of
Science and Technology, Vanderbilt University, an ex-associate of

BETELLE's Coclumbus, Ohio, Laboratorics (the agency which helped

i3
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sct up the KIST. iiis vizit coincided witp the week-long

international forum c¢n tcchnology planning for industrial
development in Bangladcsh, oruanized by thé‘bi;iéion<of Science
and Technology, UN-ESCAP, and UNDP/Dhaka.

At this forum the 'President of the country, the Prime
Minister, the Finance Minister, and the Minister of Planning, all
spoke of giving priority to technology. Participants included
Dr. Hyung Sup Choi, Member, National Academy of Sciences,
Republic of Korea, the founder and director of the KIST, who also
had a meceting with the President. At this forum it became
transparent that political will now exists in Bangladesh for a

big frogleap to promote transfer of technology.

Professor RoberF House and HIID's Resident Economic Advisor,
Professor G. S. Sahota had a post-forum meceting with MMr. Farid,
Secretary, Division of Science and Technology, Ministry of
Education and broached the idea of starting a KIST-type institutc
in Bangladesh. Mr. Farid asked the two professors to decvclop the
project and give a position paper to him, which he could include

in the agenda of the next meeting of the NCS&T (whose secretary-

general 1is the secretary of the Division of S&T and whose
chairman is the President of the country).

Soon after that Mr. Farid was sent abroad as ambassador of
the country. The new secretary, Mr. Yusuf, held a widely-
represented meeting of local experts on technology and concerned
officers on July 8, at which HIID's advisor, G. S. Sahota, was

invited to present the reference idea. An enthusiastic response

came out of that meeting also.

Pursuant to that, two 1local consultants--Professor 1igbal

44 -
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Mahmud of the Bangladesh University of Science arid Technology who

authored the multi-volume report, Technology Transfer and

Development, for the Third Five Year Plan, 1986-1990, and Dr. M.

Nawaz Sharif, wuntil recently the Director UN-ESCAP/APCTT
(Institute of Technology Transfer)--have been hired to work on
the proposed project. They have been working on it since July
16. Professor House.will make his second short trip to Dhaka to
complete his report on technology transfer for small enterprises.

At the meeting with the secretary of the Division of S&T,
HIID's advisor was asked if an Asian expert on transfer of
technology could also be added to the preparation of the project.
He tentatively agreed that consultancy of 3 to 4 weeks for an
additional expatriate expert could be arranged. It is 1in
pursuance to this background, process is afoot to inviting Dr.
Choi, the founder of KIST for a short-term consultancy to this

project.

3. Promotion of Food-

processing Industries

On the basis of our studies from 4 different data sets on
alternative indicators--including investment from the DI data,
employment from the Econ. Census, and total factor productivity
and factor intensities from the data of the Cecnsus of
Manufacturing.Industries, as well as a study of the agricultural
sector--food-processing industry comes out with high potential

for growth. BResides, this industry has several other desirable

9
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characteristics. It is a rura: industry, which can absorb
)

uneomployed  and  underemployod  labor; can lessen  vural-ut ban
migration, and can thus reduce the high costs of urbanization.
It usecs domestic raw materials and provides the conditions for a
demand-led growth for agriculture. It is likely to be a labor-
intensive sector with backward linkages with one of the most
labor-intensive scctor, namely agriculture. Finally, the food-
processing industry is, in gcuacral, made up of small enterprises.
Processed fruits and vegetakles, frozen fish, and similar
industries are instances. As such, the industry will provide
lucrative avenues for private investment.

This project depends for its success on 'the former two
projects. The greatest need for the promotion of this industry
is R&D to innovate appropriate techniques, lines, and processes
of production. Among the questions to be asked are: How and what
types of fruit juices, jams, tomato catchups, and the like can be
produced? How can they be standardized for possible export?
What kind of technology and machines can be used to keep the
small plants running year-round when most fruits and vegetables
are seasonal? How overseas market intelligence can be generated
for Bangladesh's £frozen fish and other processed foods? How
quality can be controlled in small and medium establishments?
What kind of raw materials are cost-effective for what kind of
products? And many other similar questions are relevant.

The three projects proposed here are closely related and
complementary. All the three projects require technical aid for
preliminary research and analysis and subsequent project suppcrt.

By the cnd of the third ycar of the sccond phase, when we have

R
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the relevant data on small enterprises and its dnalysis in hand,
additional projects may be thrown up and policies implicated.

& ter - tive 1list of policy recommendations is Summarized
belcuw:

Tentative Set of Policy

Recommendations
1. Derequlation: a) Reduce tariffs
‘ b) Auction licenses
*c) Simplify sanctioning procedure and
credit application procedurces
*d) Government to concentrate on infrast-
ructure and- R&D
e) Reduce controls and other undesirable
regulations
2. Competition: a) Introduce competition among public
firms:

i) Either denationalize, or
ii) Break up corporations and let firms
compete, or
iii) Eliminate Subsidies (underwriting of
losses)
b) Surveillance over Private monopolies
*c) Reduce assistance to highly protected
industries/sc:ctors instead of increasing
assistance to less-protected industries/
Sectors/size-classes
d) Eliminate Price distortions in general

3. chhnology‘policy: The'serious-most source of lower

productivity growth and slow indus-
trialization

*a) Institute of transfer of technology
b) Assessment of technology of projects -
for the Fourth 5Yp

4. Other: a) Reduce procedural complexities

b) Needed a review of labor laws

c) The root cause of smuggling, rent-
seeking, and corruption is too much
regulation

*d) Drastic increase in R&D nceded (see 3
duuve)

@) Privatize the distribution of power
(and study the viability of
privatization of other utilities)

*f) Drastic increase in training of entre-
preneurs, managers, and artisans needed
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*g) Promote (through innovations}
industries that usd domestic
specifically fond-

materials,
processing.

*Addressed specially to small sector.
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APPENDIX A

CONCLUSIONS OF THE ANALYSIS OF THE

SURVEY OF INDUSTRIAL LEADERS

Conclusions and Policy

Implications

The [actors affecting Bangladesh's industriallization mayv be
viewed to fall in 4 classes: smugglers, rent-seekers, traders,
and industrialists. The incentives and concessions of the
industrial policy packages of 1982 and 1986 were addressed to

industrialists, but the gains seem to have gone to the other 3

AN



froups.

1, Sauygglern.--in o frcc—anorprise‘ccongmy, vorkerse are
premised to maximizce Llheic curnings, entrepreneurs their profits,

end consumers their utilily. Even in Lhese economies, however,
cerlain modes of earning snd making money ere considered immoral,
which in pursuance of that social more are usually made illegal.
Prostitution, robbing, black marketing, smuggling, &and rack-
renting are examples. These ocoupations have nevertheless
continued throughout history and mcross all counltries whenever
conditions make them more renunerative than nlternstives, given
the costs, inclhding the implicit coéts of social stigma, bribing
law-enforcement officers, and the risk of getting caught. In
this note, we are concerned with smuggling.
ﬂnusns_nnd_gﬂlnnis_nﬂ_snuggling.-~qugg11ng arises uhenevgr
imports are banned, such as cigarettes, sarees, livestock, etc.,
in Bangladesh, or are subject to high tariffs, e.g., canned food,
certain steel produots, and so on. According to the guesses of
business leaders, the costs of smugdling are such that whenever
an import duty exceeds 40 percent, profits from smuggling become
50 attractive'that nuch of.the comnodity concerned is smuggled in
to the detriment of the domestio producer. (Goods that are
easily notlceable, such mas cars are exception to this practice.)
High tariffs and bans, which aro galore in Bangladesh, despite
some reduction in the last two budgets, may, therefore, be
dofeating their purpose of protecting domestic infant industries.
Government’s domestio polioy of i;dustrial expansion is, to
a large extent, also'ffustrntad, as, acoording to the opinions

expressed by business leaders in the survey, “"smugglers make more
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1
money Lhan importers and the laterr more than industrial

producers,” Lntrepreneurs are smarl people. whose dbjective is

protit-maximization. When they see that profits are low and risk
is high in industrial production while the reverse is Lhe case in
alternative investments, they would, in general, not be smart if
Fhey forewent higher profits for low. “If you are smart, then
why 3ave you net rich,” so goes the quip in the U.S., a free
enlerprise - ccunumy of'entrepreneurs. In short, smuggling and
rcnt;seeking are not supplementary to investment in machines and
mortar; 'they are lqrgely substitutes. They divert resources to
socially far less productive avenues and thus lead to a net
reduction 1n real invengenL in industry. Surveilence against
smuggling (pre%erred by industrialists) is agade ineffective
because the palms of many lau-egforcement officers can be greased
and because there is no leakproof remedy against smuggling, as
the drug . traffic in America has shown, and because aajor
smugglers may have their men in the court or amongst the
influential politicians. The effective renedy is the elimination
of quantity restrictions and lowering ot tariffs. Unfortunately,
thic remedy .is not iiked by proteciion-minded industrialists,
The ramifications and pros and cons of the suggested reaedy are

many, into which we will not go here.

2. ch&:snnkn:ns.;-Licenses. sanctions, and notifications
that mnay create scarcities artificially.are issued for sone
desirable objectives. But they .,are also sources of rents
(unesrnnd inconés). Tho recent bun on the use of natural gas for

Srickilelds 1n last fall (when for the past several years the
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consumplion  of gos an o fuel had been promated), which led Lo o
saigniticanl rlse in the price of coal and which,s thus, cerenbled
windfnll profits Fnr Lhose who had imporled conl under license,
iz on inslance of rent, earned in Lhis case Ly licencee coal
importars. A whole class of renl-scekers seems Lo have nrisen in
Bnngladesh.s

Kent-seeking is bad, nol only because iL is an unproduclive
activity--it constitutes a mere transfer from:some groups of Lhe
suniety to reﬁt-seéhers (and their partakers) in rents--bul much
more  go bégause it is 1njﬁrious to 4denuine investors. tent -
seekers ’nqe; hovwever, in an advantageous posilion vis-a-vis
sonugglers, . inasmuch as rent-seeking is not a crime. It is a
perfectly legal activity. In . the absence of favorable
conditions, many rent-seekers are likely to look for alternative
productive activities for themselves.

Licenses, permits, and sanctioning requirements cannot be
enlirely °~ eliminated, but can, and shou{d in the present
conditions of Bangladesh, be minimized. Th; remedy sgainst Lhe
abuse of those }hat are otherwise essential lies in the
sinplification and nonarbitrary implementation of  their
sanctioning and licensing procedures, éxpeditious action, and
abstention from the issuance of industry-connected notifications
end other policy directives without expert sanalysis cf their
cosls and bLenefits for industrialization and without the transfer
of welfare or income from one groﬁp of agents to another. A
siople, straightforward pﬁooedure to reducing the gap between the

rates of return to rent--ookor- and genuine investors

and importerg, and thereby reducing the unproductive rent-seeking
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roancers, as they supply substitutes to domestic products.

vivity and promoting investment in industry, 1is to auction
t

.nENses., That should also bring in lucrative revenue to

(48]

Traders.--Traders in general are complementary to

., but importers are largely competitors of domestic

-
o
)

=Zzime  choked with bans and high tariffs, those «who can obhtain

ccrt licence of critical commodities can not only make cuick

2y r2.ative to industrial investors, but their capacity to

7ot in excess of licensed quantities (tantamount to smugzling)

in
w

fgo%s up. Ho wonder that industrial leaders believe trat
:ders nare more mecney than producers.

Once 2gain, one effective measure towards recducing the noted

]

-3
- a

icentive to investment in plant and machinery is to eliminate

[o8
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e the element that artificially increases the gap between
Testic price ana c.i.f. import price, namely bans and high
tiffs.

4. Iodustrial investaors.--Finally, there are industrialists

- whon all sorts of genuine incentives are provided, many of

Ve

ce bernefits are indirectly reaped by smugglers and rent-

zakers. At the same time, the four classes distinguished here
2 not necessarily distinct. They alsn overlap. After all,
:ustrizl entrepreneurs are not dumb workholics. When they

ot ezrn a2 normal rate of return from investment in mortar and

::hinery, they find out where the rate of return is higher.

them, too, may Jjnin the profiteering groups, whenever

2y cun. In the precent environment. of Bangladesh, it nmay,



e« cen, Le more feasible wned lecve rishky for them to do so. The .
]

nay use their industry, in part, Lo serve as an  inStrument o

ther Lo import goods in excecs of their quolss.

fin effective remedy Lo promoting those activities which wre

productive ond discouraging those which ore sterile 1s the  =am

nt noted earlier. -The moin causes of smuggling. rent-seehing,
and similar unproductive sclivities lie in licencing ane
asanclioning procedures and similar restirictive measuren. Ther.

can be drastically reduced,vif nol completely rocted out, 1t
derepulntion. in the economic policy [lield, and strict
~enfcrcement of accéugtébility in the peoliticsl arena. Heacures
olher than “deregulation” sre likely to be mere palliatives,
which usually happen to be nolhing but rhetoric. Complaints were
rired to this team that while industrialists have been put behind
tbors for default of.loan (not an industrial-promotion aclion),
hardly snyone is known to have gone to prison for bribery (an act
likely te be conducive to industrial growth).

lHowever, if deregulation is not feasible in the near future,

interference in private initiative should be reduced to the

cxltent feasible. Even the innocuscus-locking, paternalislic
categorization of certain industries as “discouraged sector”
usunlly is suspected Lo be of hideous connotation. It oey

protect existing firms from additional competition from new
entrants. At least it will be an on;th-job training for
industrialist entrepreneurs to lear by trail and error. A maze
of other industrial and trede regulations exis. that breed
corruption, bureaucratic sloth, inefficiency, and rent-seeking

activities. A reduction of government regulations and
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formalities 1is highly desirable, which vould minimize the
implementation problem, .contain corruption, ,and  consequently

]
improve the confidence of investors.

Subsidiarcy probleas.--To promote industrial growth, ﬁhe
problen of pouer needs to be addressed. Power problem can be
minimized by curtailing the system loss (technical inefficiency),
reducing  corrupt practices, rationalizing ‘he electricity priece
schedule, and stopping arbitrary switches in the sources of fuel
and power supply to industrialists. Similar problems and
suggested solutions apply to telegraph and. telephone (T&T)
services. Only as a last resort, the pfivatization of
electricity and T&T may be considered, with éroper insulation
against the abuses of private monopolies.

To attract investment to backward areas--away frca the
cities of Dhaka and Chittagong--requires significant inprovement
of the infrastruture. Some economists think that if pucca roads
and electricity are suppliéd to connect every village, the tLuwo
services will induce development of other sources of growth,
Unfortunately, this is a rather costly and long-run prespective.
Industrialists, nevertheless, desire infrastructure before they
can risk investment in less-developed areas.

A review of the labor policy is in order. The present vage
and bonus settfng policies in ths public sector are very
unpopular anong entrepreneurs. The role and limitations of union

leaders should be addressed not only on political grounds but

also on their impact on labor productivity and representation of

labor's demands. This i not to say that unionizm is
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uneles jpntale s indeed, highly  desivabide  for industyind

dirvcipline  ond labor rights.,  bangladesh ie forlunnte Len hinvee 0
union cvslten; in Lhe cour!l of lnu, most of Lhe TEO-charteped
laber Jawus nre honored. Only its political Jeadershij s

causing problems.

To molivale goverumentl offiriaols to work Adiliﬁrnlly nnd
without being tempted to share in the renls [rom  licentnes  ad
canclions, remunerations competitive quh those of  equivalently
gyualified persons in Lhe.privatec sector would be a step 1 the
right direction. The ﬁresent pary structure needs Lo e
cverhauled, 8llowing hiéher pay and altractive corpensation Lo
the more productive officials. Let monetary wage bLe compelilive
vith those for equivalently qualified persons in the private
sector (wilth Lhe same carrot and stick for promolion and firing)y,
and lel all or nost émoluments consist of wmonctary payment
instead of part of it o dn-kind payment . In particular,
existing public houses may be let a' markel rent (or sold) tae any
one  whether public gervant or not, with compensating raise in
nmopetry wage of public employees.

The mosl serious problems faced by industrialists are the

following:

Problens

1. Financial Prooedural complexities and delays in
ottoining credit from banks

2. Raw noterial High import duly on, and high price,
of ravw materials

3. Labor Felitical influence among workers snd

lack of skilled manpower



4. Harketing Smuggling

“, MHachinery Increase in investmcn}.cost due (u
{inancial problems, lack of local-
made machinery, and long delays in
obtaining permission to import
machinery

i, Technnlogy Lack of information and extension
of uvhatever technology there ié

7. Hanagement Hot enough R&D by government, so

| management has little access to

new processes/products

8. VPouer Taxes on poﬁer. irregular supply,
pricing schedule, and pilferage-
of electricity

g. General Smugglers make more money than traders,
traders more than producers;
bureaucratic sloth; bribery; political

uncertainity

The most widely used incentives are the folloving:

lucentives

1. lnvestment incentives Concessionary customs duties on
machinery and carrying forward
business losses for tax purposes

2. Export incentives Back-to-bark LC; XPB; WES Scheme;
concessional interest rate; and
reduced customs duty on machinery

for export industries



3  Copacily utilization None
4. Small scale Exemption from execise "av; diranining
industries | of artisans; Lraining i sanag g,
arrangement. of credit and
subenntracting by BSCIC
5. Lnecation in less-
developed areas . Concessional import dely con machinery
. Dumestic raw Concessional import duty on_machinery
naterials for using more than 70 rercenl

indigenous raw materials

Additional ‘incenlives ere available Lut responses Lo Lhem
are feeble, which uoﬁid be due either to the delay and complexily
ol availing of then or not prolfitable otherwise. Examples of
these are: Lhe now defuncl one-slop scrvice; concession  for
overseas Lravel; capital gain tax; accelerated depreciation
allowances, oall concession for exeeeding sancticned capaecity;
arrangement (by BSCIC) of raw material purchases; deflinite
percentage of ‘credit for SC]l setl apart o, banks; help Lo sick
industries; and credit guarantee scheme.

A lesson from these findings is to remove impediments to
those policies which sre efficientl in attending Lheir objective
of investment expansion and drop altogether those which are
hardly wused; perhaps they create unnecesséry confusion and
complexity.

Finallv, it should be noted that even apart from the
problems relanted to smuggling and rent-seeking mclivities, all is
not well with Banglndesh’'s entreprenevrs. There is a 1lot of
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~ulbstance in Lthe official view that private investors tend to
]

crouwd in traditional industries instead of new lines and rarely

"go fetch” advanced techniques; many do not do their honeusck

properly befare they apply for loanc and sanction; soamae try o

get ahead of others by breaking the queue and cemplain of

qmrruption on the part of officials; and Lhat nost lazk

experience and training.

O0f c¢ourse they are the fivst-generation entrepren2urs of  a

voung country. The social and business contacts of s=2all
investors are very limited. They can marshall some investinant

funds but have very little knowledge of which avenues
potentiélly profitable. For instance, 18 months azgo, there were
only 3 or 4 photostatic firms in the Gulshan market DIT 2 of
bhaka city, which charged Taka 2 per copy. Today their nucbe
has roughly doubled. They are almost replicas of the old ones,
having simple, manually operated 1 or 2 machines and ~an anonia
print roller with one porprietor and 1 to 2 employees who toil
for a long 12-to-15 hour day. The competitian has becomn2 <o

stif{f that the price has come down from Taka 2 to Taka 1 per

COpY, including the cost of xerox paper and ink (drum of ink ic
quite a costly material). There were probably some profits
before. Anybody would wonder how these photostatic firms at this

price can earn profits to expand, ‘ndeed whether the net profits
match the going wage! This is the story of typical small
investors in Bangladesh. New technology and 1information about
new lines of production are woefully lacking.

Two remedies almost sugiest themselves: expanded training of
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entrepren=nrs - and R&bD by governmant ag=neien Lo Jdewela new
invectnent avenues.

To cummarize., policy reform ‘s in order towards a
cuctsilment of repgulations: increased accountability from public
otfticials; improﬁed pay strunture for bureaucrats in lieu of in-
kind serviceé; exposing public and private enterprises to
‘competition' without subsidizing the former;: training of
entre:rencur:; and a gquantum increase in R&lD to iaprove anc
transfer technolozy. There are some of the steps tc create a
milieu conducive to the generation of resources for investmznt
and 1industrial growth. In ore sentence, the key to the
Bangladesh's industrialization lies in four policies:<

deregulation, public accountability, competition, and R&D.
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