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Tiny 5, *1 1) 

VAI.UE AUUEID IN MAtIJFACTUING 

The weaknesses of value added (or GNP generated) in 

mnaidlactui ina are well-known. So are weaknesses in other 

nounalicailtiual sectors, particularly construction and transport. 

indoed, the estimates of value added and investment in the latter 

two sectors are the weakest among all sectors. Practically no 

data exist for these two sectors. GNP estimates for them are 

ha'r:<i lais ly onl assumed values and ratios. 

The heightened concern with the estitr ates of value added LIt 

manIufacturiic industries Is evidently due to the role of 

Manutt Fact tnino, its growth aid export potential, the hiahly 

ti c)duct vc. on-'the--job tra in ing provided by this sect or-, i ts 

I inikaaos with other sector s, and so forth. It is no sur prise 

that in almost all develop inu countries, industriali zat iono acts 

pi1rity In national develo*pm!ent plans. 

The manufacturing so or of Bangladesh consis ts of Lour 

As inc. suosectors or con ot; nents: (1) larde sector (main da ta

at in ctrY: 3 (mainw-1 n a CMI , 13p (2) small industries data

piLticinu nncy: USCIC) -4 cottacc industries (main data

ee:Loti fluoncy: USC IC; and (4) the handloom industry (ma in 

data-aeira vnc acen;c': the handloom Board). Other aqencies and 

o toua 1 esearchers ne' zone surveys now and tlhen, which 

,nv.c checks on (and often supplementary information t0) the 
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-fon .are, however, reliable. For instance,, the CMI covered 

fewer than 4000 units until this year, when all of a sudden it 

has increased the size of this sector to over 23000 

establishments (evidently based on the information provided by 

the Economic Census, 1986). What could, therefore, be said about 

its estimates till 1985-86! .-The capital stock data reported in 

this source is highly suspect.-

I haven't read any source or heard from anyone not remarking 

about the BSCIC data as beihg unreliable. I have also heard 

cynical remarks about BSCIC's current exercise (in which it is 

carrying out its decennial census of small and cottage 

Industries) to the effect that it is going to be another re-run of 

the 1979-1981 consuse.s, which are hardly praiseworthy. 

The main reason for the weak data of BSCIC probably is that 

this agencv lacks the expertise of senior researchers and 

analysts, and its low-paid data-generation machincry (of 

investLiqators) Ls not sufficiently equipped to do a good job. 

Any refinement cf the existing industrial data, more 

tcalisttc assumiDLons about completing the data caps, or 

eVe topaLrU How mult:iicrs to revise existing estimates is 

.iikely to produce zne value added measures 'qIhicn can comnand 

nore confidence. What is the alternative? the alternative is to 

ne-ate more comprehensive and trustworthy data

Short-run aovroach 

A new pieco of Lnfcrmatlon that has become availanca during 

the past one year is tei Economic Census, 1986, which includes 

nonagricultural activities. As of now a 51 sample of 



ostablishments only has been tabulated. This source gives data 

on "persons engaged" by industry classification and employment

size-classes of industry. Since value added estimates are 

obtained mainly from employment, by assuming average value added 

per worker, this source should be considered more reliable than 

previ.aus sources. For previous employment estimates are
 

obhained from household surveys or population censuses. The 

economic census is addressed to establishments and houschold 

economic activities.
 

The 100-percent tabulation of establishments as well as 10O

percent tabulation of household activities or cottage industries 

is expected to be ir2ady in the near future. These two sources 

will provide total emplojment by industry classification and 

size-classes of industries. By making guestimates about the mean 

wage rate, value added by labor can be estimated. Value added by 

capital will remain a problem.
 

Lon-run approach 

There is no substitute for good data in preparing national 

accounts, BBS is under contract to carry out follow-on surveys, 

using the Economic Census as a frame. Last year, a 'subcommIttee 

aH the Planning Commission (representing data-users) worked for 4 

mtonthus and prepared a report on data (laps, in whiLch the Col lowi ng 

Stceonnndations-were spfifically made: 

(1) The questionnaire of the follow-on surveys should oc 

prepared in close (not cosmtic) consultation with data-users. 

(2) The daca on incomes, outputs, costs, employment, and 

similar variables should be in such reasonable detail as to yield 

comprehensive measures of them for national accounts, manpower 



planning, and other purposes. 

(3) The coverage of sectors should be complctec. It was 

specially recommended, for instance, that the follow-on surveys 

.must ' include construction and transport, by both 

establishments/firms and self-investment by households. 

(4) The work on surveys should be expedited. 

We are unaware of any response or progress on any of these 

aspects. The statistical subcommittee of the Ministry, chaired 

by the Sccretary of its Statical Department (of which Sahota is 

also an appointed member) has not met over 16 months, even thougn 

the data-gap report of the Planning Commission's Data-Management 

Group was also submitted about a year ago. 

There is no * reason why these economic surveys cannot 

generace reliable estimates of national accounts, and ror the 

entire nonacricultural sector. This is the source on which 

national accounts eztimates will have to depend. 



. A Brief Comment on LNDP 
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National Accouncs 



'8nxnCrasrPrr~aoatn 
PLANNING COMMISSION MAiLiNG ADORESS 

Gov. oft Me Peole s Reouoc ot Sangiades:n JSA:D, 
Block . Room 7 C.O. AMERICAN EMSASSY 
She,-e-Sangla Nagar DHAKA. BANGLACESHi-
Dhxa, Sanciacesn TEL : 315S20. 

TO Drll' &5S3S (C'T 
5u0725 (Res: 

FROM :GAN SiNGri SAHOT- - - -

RESIOENT ECONOM!C 

SUBJECT -.-- - - = C 

.,ear Dr. Salam: 

nc C.cck at Zh 1. Memcira o:7 razz.=a! 
a.ccountS thaz. nou ad flven me o r m - - was 

remonces of Lz Nazicnal -ecrt on toe :-s
ZVn to czaz you kisdly .e asz week. ItZKs for 7he _a___=. 

Actuall, I do not fol maca a7 cc wcich coe wcula disacree 
4:tZ the authors of the aide memci :e, as ei-her zhe zhi:-s Sa:ec 

:ere are fact ual or deficiencies poonted out are aredy kno-wn. 
Af::er paratring C"7 a cuple of _SS ues on m:Ch snecta- *C 1 -gt 

__C ks f - cap: r z zhe cp c ccder
diffr, I2111 

iso " ulvntheorec as gt ' 

~at:ona. ac .,c.u .. . -- , . .. ernzzCS
 
3$cutout
 

-) - do Sot -thtok toe reczmmendato.n of- toe asde memcizre 
stop us::o "snare parts as cross fixed capital f-rmaz.- o" =. 
can szand. I decends ucen how dezraciatio' sS earec 
ratocnal accounts. 

) .e auztors ra-htl- advose the exclu2so f" z 
services" of machxrery and :ransocor ac- men:" from value adced, 

-r:a± servoces arec- r ccsz --- C---C,- V 
.o.uted, howeve -e rena -ra:De - eev- cc 

ilcome *45en one _s us,7c te oncome mecnca ratner zoan the 
oct eco = -= accounS eszimazes. 

.a-r. zComment on na:1cnal accouc:s, ncwever, is :te 
:0ow::: 

S e main scurce 3 e a fr aca accounts.-- he 
eccnorrc servevs -a-are zc o-o---won oe Econcmz Census can ne 

a sound base :f ------- a acc -, providec oazocal accuns 
exoerrs ar r- ea t z a za--- -e :-i -reca:-= - -te 
zcest:1onaires and o-er-a.:: sta zs:bcians wnen var-anes 

are oczr aeA an ae rc essec. 



2. Comoreensiveness or -ai- measures and aCecateness 

of auestionna2res.--u- -- 1rs 3f cz:zDuz, costs recome aC 
related sZock ---- aes may remain aarrqaz 
economiscs, who kncw tne zeozv or nazional accounts, do no: 
Darticizate closely in ea c cuestionnalres. 
i zs extremely i' rn t caerat--E com'renensive me.asures C7 

cuttut and the oher i i ecase or zeraanen: 
establishments anc com es- sa nes incomes in -e o 
houseold economic activitie. 

±n addition to tcne szastca= :roerzes c^ a 
auestionnaire two very imrc econom:c arcoert es or c c 
cuestionnai-e- are critical. () econenm or a auestor-nare, 
which determines wherber or nc: comcrenenszve measures or ouzzu: 
and income variales- are nezzg ce-eratd. (2) The Darticulaztz 
or the cues:ionnaire fo i-fe seoCmrs. For a s:gle genera

questionnaire is not apcropria=e sector.-cr 

3 Interaczion or caca-cene wiz ta-users--Acae 
ess-ent al. But very hard to convrnrce daca-generac-r 
szatiszicians that such an c ccwit immesevy icrease 
tne quality of data. 

When you had cone overrot-- cr--'on Commission, :wo caza
user crous tried z c eraczw:: z e --- S-S's ccmc Cnss 

DeParment, so they ould procuce rhe ricnt aind of aaa. Tese 
were:
 

()Tte Daza-users Gru rgnzdw-zh ce'ls:~s 
'. a. 0 '-~-;c=-~---'--------- zesza 

Dr. Ranzm. t coniSstedc of 4 nerbers: Cr. W a uAddIn -Manmu, 
:den:1f:ed by Dr. RaIm; - Laid Bak:ht, ncmziated ly =:e 
Director General of EIDS; Saradaz Uzlan; and myself. This 
crouc was assembied to study wze rzuesricnaires of =re EconcezZ 
Cesus. But the Economic Censcs Decartment.faLed :o preoare 
one. :rustrated- nv ce noncc-creraIon or che EcncCCi CensUs 

Department, despite the nacx:zg of Dr. Ranim, zhe Data-Users 
7ue t raes 4or 7 nonIagizcultuzaG-roun flcezareQ a set of f 

sectors, znclud:ng manuracturig, trade, :ransporz, construct:Cz, 
cLAfmunity and perscnal sevIZ. fiance, an- frczen fish. The 

zcozcmc Census Departmenz, led by i:s exarrzaze oonsu 
refused to lock at tnem. 

(2) The seco:nd-zrouc zccs.d -f an c-f'--f aly a'c2czoze_ 

suncommtzee of the PlazzZnz .:mzjsszont, caLLed -a--

wi t about 20 amenersComnission's Data-Assessmen ce 
trom all the divisions and Ac---= :iz: Secretary Mamded- cssanZ 

as izs chairman. It worxoed fo cbs and submitted :: s repor 
AnAr. 19898. Amonc acre: zeCarenations, the subcommittee 

marinallv rev:sed the 7 zuesz:orza ires o ze Data-Users Group 
and unanimously recrrmended :Ze2 -o --- e - ow-on surveys. 

mv knowledge, no actzro has tee---en ca - . 

-4 



The reference follow-on surveys provide a golden opportunity 
to start national accounts estimates on sound footing. These 
surveys will also serve other multiple purposes, e.g., -the 
preparation of a large, sound input-output table, and so forth. 
Only if data-users can be -. incorporated as essential members of 
the undertaking! 

The Economic Census Department's argument :or not including 
ransport and -construction in permanent eszablishments at all 
(repeated in the National Report) 2s weak. For there must be 
some such finns. But their argument for not- surveying these wo 
sectors at all is baseless and unacceptable, because the 
household activities part of the survey will-and must pick up all 
economic activities associated with individually owned autos and 
family-built homes. If such a specialized department as the 
Economic Census cannot do a survey of these sectors, no matrer 
hc'j diffused., who else can do and who will estimate value added 
:rcm them? 

As-a data-user and advisor to the ministry of data-users, I 
>would strongly emphasize that the Economic Census be required to 
survey these and all other nonagricultural subsectors and do so 
in clcse collaboration with economfst daca-users. 

3



2. ,cr: Comment: on Drai : Ch.'3 

27caS UCtmn2.ssiU on 

jaQc-aI Accounts 



Dec. 2Q, 1989
 

GNP Ch.3
 

P.1. Shouldn't transocrt also be included? The national 

ecccunts estimates of that sector are also very weak. 

P-3. - A weakness of the CMI that can 'be remedied immediately 

:without major change in coverage and weightage, etc., is the poor 

job in editing and cleaning up of data. A few examples may 'make 

the point. In some cases,, the raw materials used have no 

relation with the dUtput produced. Cases of yarn being the raw 

-material 	for Ice, and vice versas, have been detected. Units 

appear in the sample with;employment and other data but the 

outout cell is blank. There are numerous observations in which 

labor has increased multifold, when output has decreased 

A 

mutifrold, and vice versa. See phctocopy of a prtntec page .ct 

. d .a M. .
CMI 1984--85 and 1985-86 The data should. be edited much more 

thoroughly. Even back issues of the CMI can be cleaned un. 

P.3. It is not understood why the laa is so, long! The 1986 

Econcmic Census was supposed to be tattulated by 1987, it has jusz 

been completed--more than 3 years after it was -done, and. with a 

multhilli6n-dollar-aid foreign technical consultancy with all 

sorts of computeZd and. ocher ecuipment. The HIID has carried out 

an enternrise survey of about 3000 units, roughly the same number 

as the Cc. The :-Dl cuestionnaire is about twice the size or 

the CMi auestionnaire. The entire country is covered- The 

entire prccess from field' survey to editing - and processing of 

data unto the corss-tabulatcns (the level of data processinag 

done by BBS) and econometric eszimation is about to be finished 



within-one year.
 

P.4, top- paragraph: Uptb 1988, the CMI consisted of' about 3500 

establishments. It is.learnt that BBS has now expanded .Ehe list 

to more than 23,f000-units (which will probably be covered by a 

survey rather than census). For the units with 10 workers or 

more, the Economic Census figure is 183-29 (plus an fnknown 

fraction of 3079 units which did not report the employment size). 

P.4. A number of surveys are repeatedly done by BBS, such as the 

household expenditure survey, the labor force survey, and so 

forth.' It is not understood why the, sets of price and quantity 

weights are not revised frequently! 

P.6. The resort to aspumed ratios and rates of growth, such as, 

the 2.9% assumed rate of growth of.labor force in the small 

-sector (equal to the estimated rate of growth of population), 

which are evidently weak, can be done away with by appropriate 

surveys. Instead of the erstwhile annual census of the BBS and 

the decennial census of the BSCIC, statistically significant 

annual surveys may be undertaken (see hote for p.9 below). 

P.6, end of 2nd paragraph, particularly the value 8.3 percent: 

Instead of the words "about 8.3- percent on yearly- basis," 

substitute the words, "significantly higher than that.'" -The 

reason is that the 8.3% figure in the table prepared by HIID.from 

the Economic Census is gross, which does not subtract the loss 

of employment in those establishments which died (for which there 

are no data). This qualification has been pointed out in -the 

text of the respective report. 

261q
 



By implication, the words "about 8 percent" in the 6th 

lie from below should also be deleted.
 

P.-. The 1986 Economic Census has-r been entirely tabulated.
 

Ncte that the Census has generated only one economic variable,
 

n-amely employment. The other relevant variable is the number ot 
4y nt4ci u w&wSey. 

eszablishmentsA The data relevant for national accounts will 

come out of the follow-on surveys

P.5, top two lines: N-ot correct. Kew units are regularly added 

to the -11. Only the list is partial. The followina is the 

nacber of new establishments coming out of the Merge File: 

1979-80 80-81 81-82 82-83 83-84 8-4-85 85-86 

New establishments that entered 

15 709 887 1075 1213 1417 1419 

Old establishments that died, 

i.e, did not reaocear in CMI 

.516 (in 138 120 104 86 58 43
 
4 yrs)
 

:.S, -mid. This has been done. : guess, the CMI list nOU 

zcns:sts of approximately 23000 uni:s. 

2.3,. What really is the Problem in exactly'matching the taxes 

w.. the f:gures of the Ministry ot Fiance? 

.9, Item e. I do not yet get the functional usefulness of tze 

succested classification. Why 10, 20-worker cut-off lines are 

more appropriate than the 10-worker line of CI? Since the lower 

class is being separated only because produczion method is to be 

3 10 



used for the larger class and the mean labor output for the lower 

class, the earlier classification seems to me empirically more 

appropriate. 

The trouble is that the division used by CMI and the BSCIC 

is not relevant at all for national accounts. The coverages are 

partial and there is overlap.. Some economy can be realized by 

synchronizing the CMI-BSCIC data generation. 

P.9, Item f. I am not sure which TI-P studies are relevant for 

national accounts! The existing BSCIC data are hooelessly weak. 

BSCIC's decennial censuses- forsmall and cottage industries 

are in progress. Economists should urgently look at their 

questionnaires to verify whether the net production and income 

concept being used will.generate comprehensive incomes or not. 

Comprehensiveness is to be insured on both the cost side and the 

production side. 

A: this point, it will not be zrrelevanc to brina up :he 

issue cf non-coordination between various data-generating 

.agencies and between these agencies and data-users. I n this 

particular case, data-users are economists -and statisticians wno 

prepare national accounts. BSCIC started its decennial censuzyes 

2n 1987.- The BBS did its Economic Census in 1986. (1) Would 1: 

no: have been highly useful or BBS's Economic Census Decarten: 

to help design the BSCIC surveys (what they call censuses)? Cr 

for BSCIC planning unit to consult with the former to decide upon 

the coverage of its surveys 2; Why were the voluntary services of 

economiscs through the Data-Users' Group spurned by BBSD, in 

particular by its - Ecoiomic. Census Department? Why did BBS not 

:1 11
 



take any action-. o the report of :ne succommittee of rhe Planning 

-- Ccmmission o. data assessment, submitted to BBS in, Aril 1988? 

T *- -7_ functionaries refused to accect any interaction with or 

r-cArmendazion bv economists. 

Had that advise been cznsidered, the follow-on survey o 

the Econ.mic Census Depaxe.t (is it underway?) would have 

generatea ideal data for national accounts. For it is (suocsec 

to be) a comniete survey of al ncnaaricultural activities-

mauc--- , transPor andc construction, cower, 

ccmmunmt services, investment, and so forth. It wcusz even have 

been ready by now, for the Fourth FY?. Had caere neen 

coordima'rn between ZES and ESCZC, the latter agency's decennIal 

surveys, carrentlv :: prcczess, would (1) either have been 

unneceSsa-r because the c-cn.,C Census is suf;posed to 

precisely what EsCIC _s doing for a segment of the indust r; cr 

(2) the BSC:C would have used the complete coverage-, zormulated 

the correct design, and nrecared the relevant parts of the 

vuestc:crnarres to generate comprehensive net productic- of 

ezterzrises 	 in the small-scale subseccor and comnreneaslve 

nccomes a bcuseholds in me cor:ace-industrv subsector. 

hat can be done -'cw' Z.S not too late - rec--i the 

x-j.etBBS itsweaknesses. -et 'n __L--------czs 
Econcmi:Sconom: 

Census rc and :n ac---i-- -cselV interact wttz otner data

users to crecare its cuesnionnaires fcr the follow-On surveys 

cercre a ,:: the fied. (2) :.et BSCIC interact with theaces 

Census Unit and eccocms:s to make wnateverrevisics 

c 



are possible in its surveys at this late stage. (3) The Plarming 

Commission represents economists and data'-users. Why does it 

not assert in bringing about the indicated co-ordination? 

P.9, Ltem g. The annual surveys would.reveal the shrinking and 

expanding subsectors, to enable weight to be revised. 

I have little to comment upon the improvements sugges.tei for 

construction (and transport and communications). I- would coaly 

say that BBS must include these two sectors in its follow-on 

economic survey. The economists must review its questionnaires 

to assure correct and comprehensive measures of productiom and 

costs. Sahota 

&According to the Econ. Census, there are more than 112,,000 

units with, fewer than 10 workers. BSCIC is surveying only a zny 

fraction of that. 

& ;
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4. A Very Brief Comment 

on Fourth FYP 

This was a very brief comment on the GED Member's arricl on Lhu 

Fourth FYP in the daily Bangladesh Observer of early January 1990. 



Good sw=ar- or plaz ocj:ive= and growth problems, and :he 

sctra'azs a-ouL cachevinz.:e z ec::ves. Covered almost all issues 

volved. The Ltegratcn tr nacro sectors-w:nh micro social grouvs 

well-scaced. The- section on the "residual" is verv ancroariace and is 

nica' writen:. 

A comtent on two or your suggeszions: 

1) Creation of an 

Efficiency culture 

The 4th ?C? may allocate some funds to creacing efficiency culture 

or oroduc:ivi:v awareness or :ecnnoloev consciousness. For example, 

one week o4 :raaing to 300 engineers, ceachers, agronomists, transpor: 

oF:cers, bureaucrats, barkers, snoakeepers, hoteliers, telenhonists, and 

so forth, in eaca of che 33 :-0 zacegories. Another week for these 

15,900 experts to spread out in :air respective sectors across the nation 

to exjlain how coduccivio; and The "residual"' can be increasea. Mr. Proc 

of ILO tells me that his projec: scar: nas visited 161 plants =n the past' 

2-vears and explained :nem where :ney can increase their oroductivity. He 

lai-Ms that as .resut:, escn zinr has increased its produczynty by 57 

2) :am 4isposed,,i - eics, devote a few weess to expanaing 

tc augmenced :-mtci mc uncmtonall' relace the E-0 subsectors :,Irough 

che'2 amio':ee categories and some cter eauacions :o social ;roups. 

have done thac :cr Brazil, nd .:'venearly all equacions for 3angladesh 

rady. On-!- :.:iee sources vy s i :ouos remaia to be cevelopea. Then 



it will only be a matter of sQlving a bigger matrix. The PC's present 

SAM does not relate employment (income earning groups) by secors with 

income 7 recipiunt and consumers and savers (social income diasses) 

functionally.
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. higher rates of growth, productivity, 

profitability than PLs and mills in the teeth 

of much lower ERP than PLs or mills. 

1Licy iml.icstions derived b2 

Lit Chrwdhnry-Ahmed-T-am jdjiea 

Erom the last-mentionea result. Anmec 

and Islam derive-the implication that the HL. 

inaustry should receive "equ:tacle 

prrceedn." and thar lower protection ana 

greater vulnerability to competition from 

imports need to be corrected "(Ahmed and 

Islam, p.28). Cho wdhury take s one step to 

,It side and :he secon d steo to ne 

wrong LI d when he re conM alenas a reauction 

Impor t duty (f rom tU 100 percen: to 
I 

percent -ace> on cc tton Fatric s or coarse anc 

meaium vari ety ana an inc rease of import oUtV 

cr.'snther i-c/blenoea Iao rcs. Then ne, goes 

Zfnltarz to t ne wrong sine Dy re commendi ng Mcre 

governmen L :n ter. arence 1r",S r, V 

;flmpetitI've mIcro seccor :y rorgxng eaver 

-operative groups, wner, tne mc-tc 

ccooerarion is voluntary action: urging t l a 

Publi-c i ntervenL:on, rpartAc-uiar 

rneece.Y :a yarn dis.triousan. even Wnel 

Zn n: 

yarn marke t is nearly winoluly' prvaize 

tp.v) call ing for intervention n Z.n, 

credi t market , while recognizIng traL weavert 

-t *t 



have responded positively to competitive 

pressures of all kind, in which case a benign 

neglect of the credit market by government 

and the resultihg supply-denance equilibrium 

may become conducive of larger moblity and 

availability of credit resources than under 

intervention; and so forth-

The state of the hand-lom industry 

revealed by this study, ceteris paribus, ;s 

entirely consistent with tne twin funcamental 

theorems of welfare econonics: (1) Any 

competitive market equilibrium is Pareto 

efficient. (2) Under. cer:ain plausible 

conditions, every Pareto-ef::c-en: allocation 

:s a market ecuilibrium. Higher compeLitive 

pressures seen to have worked. Among other 

causes, what went wrong with the public 

enterprises of the world is the imposed 

negation of competition; wnat went wrong with 

cenaronalization ifn Banglsdesh is that 

ccmnetition was assurec neitner within nor

between public and private enterprises.. 

Deationallzation was pusnec -nrugh as .: 

privatization would serve as a panacea for 

all inefficiencies.
 

To :onclude my comnen:, note the 

following generally known fact and the next
 



Lwo Unrqd by L.10 Chowitiry !l.ully 

a ) 	 Unni! 1:iIesh ains I np.getl hasli i nd iLs 

neighbors inl the field of Lochno logy 

even in traditional industries, such as 

LexLilo, coir, sugar, nd so forth. 

despite its latecomer advantage 

b) Bungladesh's IL sector is meeting 

competition from imports very well 

c) Bangladesh's HL industry hais Cooed more 

Ainri compoLit.in L111n1.1n i ts 1close ly 

reI aLed iiidustr ies. 1)e:;p i L , rather 

because of, that it has --;fhown superior 

rresu L Ls 

1_) may a i Encl here, iilite Lmndd fourth 	 y, 

that. in ouir rejre:s ions of inves tment on 

ERAs and' several other vnrinabls, ElRAs 

have the negative coefficient and 

signifCican tly so for unLurprises of the 

in ) 	 xcooIin1 50 worit(I r. 

Note carefully that a competiLive se:Lor 

tins done well. On Lim utiier hand, less 

rompt.iLivn, tore hi! pro Zly.trILod 1 v.! 

sectors have done worse. WhaL rationale then 

is there to suiggetP. an increa'r: in th! ra .e 

id prbLicA ion of LIhoit nriite nct.r? In' L 1t 

rit 1.111 1 anolli I l t. n tLhii . Inc th - :m li' ofl 

growth, prol.l inn on .he l.t.nr S c .nr!; 

::i lb a:lso b I. r I lxr-tI !.lt I lint. Lil'y, Lou, 

http:compoLit.in
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same impl icat ion applies to domestic 

assij;unce. Th at is, 13ut adesLh 's textile 

sector feeds some deregulacion, racher tnan 

m~oe i te v n iml. 



oeinnr to IISAlU/Uh:tka 
one 2L6. 198U 

'ir-Ppriod Reponrt on 

of 

iU/E:S.iPE' ?Y4Ell-
T~lEIit SiEgZAXc 

The research done in this proJect thus Car has Focused 

largely on the employment and growTh potential of 

industrialization in Bangladesh in general. Some research has 

also been completed on mini enterprises, but due to the pnucity 

of data, that sector -has not been looked into - thoroughly. A 

- 1 I lh Ciolid 'surv.ny !.o s(Qn rnt.o Lite 1rw c'snry na In fIr :i 

lncatries is currently in progress. The polic: s imiplicaten by 

researc,hs '1re0ort, rolate crincipally LI 

:ndtusrialization in generai, tough sma:l incustries are aiways 

in Lo0cus. 

The policies Lhan will be discussed in Inis seminnr sr= 

*ased mainly on the annlyses t the Vallowinng working papers o. 

hne project: 

1) WP: 'fear-to-year growt:i of totai-fsctcr productivities 

,or acout 300 four-digit industri~x tov & nt Wdttt ed.-L/J 


uy econographic areas (principal source: C-11) 

2) 'P4 ana WP16: Estaolisnment expanshon ano emnployment 

A-:uth far aboaut 300 fcur-oign inuuscries over a peroa ao 12 

:'earz (principal source oE cata: ZgznQ '9-a. *018 

J1 t11 anu. J7L a crxttcni review ofC the a9rxculurn I 



sector and differential a-istance as between agriculture and 

industry
 

4) WPI7: an analysis of invrstment by firm and by 4-digit 

industry- -fer a period*of 10 ye.- (principal source: Department 

of Industries, data computerized by this project) 

5) WP18: an assessment of the impact of policies as 

reflected by an interview survey of apex agencies (industrial and 

business leaders, bank managers; public corporation officials, 

government officers, etc.) 

6) WP20: Effective rates of assistance or the net incidence 

of all- domestic and trade policies, for about 100 products .from 

abouL 60 four-digit industries over'a period of 15 years 

7) WP21: Identification of growth sectors, impact of 

policies, and factors hindering industrialization: an ec.onomotric 

analysis of combined scrics of Lhe results of the procedi.ng 6 

items.
 

Based on this research, four major problems among others, 

that hamper industrial growth in Bangladesh, have been 

tentatively identified. These are: 

a) wide-ranging economic regulations (too many price ana 

quantity controls and entry restrictions), often without any 

economic analysis 

b) poor imlementation of policies, even those which are 

otherwise desirable 

c) lack of competition within public, within private, and 

between public and private firms of several industries 

d) dett 11 of imIfpIov(-lslt!Ilt:: il (!( , h)(a1 .u1cld
 

transfer of technology, and Lts adaptation for local productzcn
 

http:procedi.ng
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The research done in this -prolect thus Far has Focused 

.argely on the employment and growth potential of 

industriaLization in Banglacesh in general. Some research has 

also been completed on mini enterprises,.but due to the paucity 

of data, that sector has not been lacked into thoroughly. A 

-n .'inl I'in id survny 1. igrnrat1.11[i neec isnry dntan ror unt'iI 

iticuistries is currently in progress. The poticies :inpiicate by 

This resonron, or rotate priricipaly .ur::! t. 

inaus-trialization in generaL. though snail ndustries are alnys 

Lnl focus. 

The policies thac wili be discussed in this seminnac nrc 

bitsed mainly on the analyses of the toliowng working papers or 

the project: 

i) WF2: Year-to-year growth or tota-factcr proauctivfties 

ror about 300 Eour-digit f potix rA Ligtndustricj at&dttfl 

by econograpnic areas (principal source: CTI) 

2) WP4 and WP16: 7Estaolishment expansion and employment 

.- cr 300 industrtes a pert-oa Z:rzwth about four-uigit over c! 

:-ars (princepal source of cata: zanai Zhuas OHR' 

11 i, ana. .jjj. a criticnl -eview of the agrwcuIturnt 



sector and differential a :istance as b.etween agriculture, and 

industry
 

4) :WPf7: an analysis of iivr:ieent by firm and by 4-digit 

industry for -a pcriod*of 10 yc,. . (principal source: Department, 

of Industries, data computerized by this project)
 

5) WP18: an assessment of the impact of policies as 

reflected by an interview survey of apex agencies (-industrial and 

business leaders, bank managers, public corporation officials, 

rovernment officers-, etc.) 

6) WP20: Effective rates of assistance or the net incidence 

of all domestic and trade policies, for about 100 products from 

about 60 four-digit industries over' a period of 15 years 

7) WP21: Identification of growth sectors, impact of 

policies, and factors hindering industrialization: an economettic 

analysis of combined series of Lhe results of the preceding 6 

items.
 

Based on this research, four major problems among others, 

that hamper industrial growth in Bangladesh, have been 

tentatively identified. These are:
 

a) wide-ranging economic reculations (too many price -and 

quantity controls and entry restrictions), often without any 

economic analysts 

b) - poor imnlementation of policies, even those which are 

otherwise desirable 

c) lack of competition within public, within private, and 

between public and private firms of several industries 

(1) tie'llthi . i lilp] tivi-Incli t :. ill tc .' jl(),Jy .1lid 

transfer of technology, and its adaptation for local production 

A-. 



Prooosed Policv Rcform . 

The state of Bangladesh's industry just described implicates 

two major ' policy reforms: (1) deregulation and increase- of 

ccinpetition.within and between public and private sector firms 

ahd (2) active promotion of technology transfer and a cuantum 

- Lncrease in R&D expenditure. The rest of my discussion 

elaborates these two policies. 

1. Deregulation 

There are desirable regulations (e.g., 'trusthbusting) and 

undesirabic regulations (for example, barriers to trade) 

.Thorofore, when one talks about deregulation, one refers 'only- to 

the latter category. Regulation may refer to. such safeguards as 

political (for instance democracy versus autocracy), social (such 

as health and safety requirements for workers) , or economic 

(e.g., price controls). The subject matter of this seminar is 

economic deregulation. Because the context is understood, we 

shall refer to it simply as deregulation. 

Definition 

Broadly defined, deregulation refers to the removal of the 

public sector's direct intervention in the working of markets. 

Examples. are denationalization, changes in the ownership pattern 

of enterprises, abolition of legal barriers to entry into a 

market, dismantling of price and quantity cdntrols, reduction of 

- - tariffs, and so forth. The core of deregulation, may be summed 

up in decontrol of prices and removal of barriers to entry and ex2z.. 

Denationalization is a kind of deregulation inasmuch as it 

is a change in the ownership pattern.Property rights are assigned 

to individuals But denationalization is not necessarily 

nfl
 



consonant with deregulation. Price controls and entry barriers 

can and do exist for private firms. 

In -some cases, regulation may be highly desirable, for 

example in the cases of natural monopoly, industries with large 

externalities, destructive competition, infant industry, and the 

like. Whenover some distortions exist in an economy, the solution 

is not to reduce distortion-in 'as many markets as possible. Rather 

the remedial action that is called for is to distort undistorted 

markets also. - The solution for that is optimal second-best 

pricing, the so-called Ramsey pricing. In practice, h6wcxer, 

regulations are rarely promulgated on the basis of optimality 

criterion. One only has to look at widely varying affective 

rates of assistance to cealize how widely protection differs from 

optimality. For instance, the estimated offective raLe OE 

assistance to safety razor blades is over 2500 percent (primarily 

because -the unassisted value added is extremely low). Yet in the 

1989-90 budget, the economist Finance Minister doubled the tariff 

on safety razor blades from 50 percent ad valorem to 100 percent. 

Of course, there are -reasons for that sort of suboptimal 

policies: limited information, social objectives, political 

considerations, interest-group pressures, and so forth. 

That, however, -is not a justification or economic argument for 

regulation. Interestingly, despite a quarter-century research on 

effective rates of protection, policies continue to be based on 

nominal rates of protection, tot the nnglect* of of fective rat e: of 

protection. 

, I1 



* Prooosed Policy Reform 

The state of Bangladesh's industry just described implicates 

two major- policy reforms: (1) deregulation and itcrease- of 

ccmpetition-within and between public and private sector- firms 

afld (2) active promotion of technology transfer and k quantum 

increase in R&D expenditure. The rest of my discussion 

elaborates these two policies. 

1. Deregulation 

There are desirable regulations (e.g., trust-busting) and 

undesirable regulations (for example, barriers -to trade-). 

Therefore, when one talks about deregulation, one refors only to 

the latter category. Regulation may refer to such safeguards as 

political (for instance demlocracy versus autocracy), social (such 

as health and safety requirements for workers), or economic 

(e.g., price controls). The subject matter of this seminar is 

economic deregulation. Bccause the context is understood, we 

shall refer to it simply as deregulation. 

Definition 

Broadly defined, deregulation refers to the removal of the 

public sector's direct iqtervention in the working of markets. 

Examples. are denationalization, changes in the ownership pattern 

of enterprises, abolition of legal barriers to entry into a 

market, dismantling of price and quantity controls, reduction of 

tariffs, and so forth. The core of deregulation, may be summed 

up in decontrol of prices- and removal of barriers to entry and exic. 

Denationalization is a kland of deregulation inasmuch as it 

is a change in the ownership pattern.Property rights are assigned 

to individuals But denationalization is not necessarily 
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consonant. with deregulation,. Price controls and entry barriers 

can and-do. exist for private firms. 

In -some cases, regulation may be highly desirable, for 

example in the cases of iatural monooly, industries with large 

externalities, destructive competition, infant industry, and the 

like. Whenever some distortions, exist in an cconomy, the solution 

-is not to reduce distortion-in as many markets as possible. Rather 

the .remedial action that is called for is to distort undistorted 

markets also.. The solution for that is optimal second-best 

pricing, the so-called Ramsey pricing. In practice, hbwever, 

regulations are rarely promulgatcd,on the -basis of optimality 

criterion. One only has to look at widely varying effective 

rates of assistance to realize-bow widely protection differs from 

optimality. For instance, the estimated effective raLe of 

assistance to safety razor blades is over 2500 percent (primarily 

because the unassisted value added is extremely low). Yet in the 

1-989-90 budget, the economist Finance Minister doubled the tariff
 

on safety razor blades from 50 percent ad valorem to 100 percent.
 

Of course, there are -reasons for that sort of suboptimal 
-

policies,: limited information, social objectives, political
 

considerations, interest-group pressures, and -so Eorth.
 

That, howevor, is not a justiFication or- economic -argument for' 

regulation. Interestingly, despite a quarter-century research on 

effective rates of protection, policies continue to be based on 

nominal rates oF protection, oIHhe neqlect- of ofFect-ive Pate!oE 

protection.
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nefficiencies caused by 

reculation 

Firm behavior is not indifferent to regulation. Distortions 

:n and product prices cause malallocation of resources4actor 

Regulation dilutes property rights -and thereby weakens the
 

monitoring of management by stockholders and capital markets, 

leaving management to pursue other objectives, than profit

maximization necessarily. One is not surprised by the fact noted
 

by the Finance Minister in his budget speech: "Bangladesh has 

natural advantage in labor intensive industries, but the 

entrepreneurs show a bias for capital intensive and import
 

intensive industries." Having'artiftcially allowed a much higher
 

rate of return to, capital than the cost o: capital and having 

created protected sectors which tend to have higher wages and 

stronger unions, need one wonder why entrepreneurs 'show a bias 

for capital intensive industries?"
 

The just stated result of regulation is well-known. What is 

less known, or at least only vaguely appreciated by regulators, 

but which is very much on the minds of industrialists, is a type 

of X-inefficienc7 caused by smugglinC, rent-seeking, and 

corruption, which results from ceulation. On this issue, 

thterestingly, there are 'some information asymmetries: regulated 

firms have information which is not shared by regulators. When 

the Planning Commission asked this project to explore why 

investors have not responded to investment incentives Of. all 

kind, we went out and interviewed a Larzc aumber of them. We 

learnt much more from them about these three immediments to 

ifutnusitilizaLion (latcly caused by wrong policies) than, in our 



judgment, are realizr'd by 1' ymakcIs. The next few paragraphs 

summarize- the discus., of Liese ailments in the Proect Report 

WPl9: -Imtact of Policies: Evidence from a Survey of IndustrLaL 

TaI~eders- 

Policy-caused Factors 

inhibiting industrialization -

The .policy-causcd 'factors affecting Bangladesh's 

industrialization may be usefully discussed by vieweing in 4 

groups of actors: smugglers, rent-seekers, traders, nd 

industrialists. The incentives and concessio.s given in the 

industrial policy packages of 1982 and 1986 were addressed to 

indus trialists, hut the qai nn ore-m ho have gone to the other 1 

groups.
 

1. Smugglers.--In a froo-enterprise economy, workers are 

promised to maximize their earnings, shareholders their wealth, 

ontreprencurs their profits, and consumers their utility. Even 

in these economies, however, certain modes of earning and making 

money arc considered immoral or unsocial, which, in pursuance of 

social mores, are usually made allegal. Robbing, prostitution, 

black marketing, and smuggling, arc examples. These occupations 

have, nevertheless, continued throughout history and across all 

countries, their relative imnortanco depending upon Che expected 

remuneration relative to what is expected from alternative 

avenues. Profits from such an activity have to be high enough to 

offset additional implicit costs of social stigma, bribing law

enforcement offic.s , and I lie i sk Af yet Liliy Cauht . Ln t hi 

note, we are concerned with smuggling. 



Causes and effects of smuclinc.--Smuggling arises whenever 

inports arerbanned, such as cigarettes, sarees, livestock, etc., 

in Bangladesh, or are subject to high tariffs, e.g., cained food, 

safety razor blades, several steel products, and so forth. 

Accordinc to the guesses of business leaders, the costs of 

smuggling are such that whenever an import duty exceeds 40-50 

percent, profits from smuggling become so attractive that much of 

the commodity concerned is smuggled in to the detriment of the 

domestic producer. (Goods- that are easily noticeable, such as 

cars ±e. excention to this practico.) High- tariffs and bans, 

which are galore in Bangladesh, despite some reduction in the

recent budgets, may, therefore, be defeating their purpose of 

protecting domestic- infant industries. 

Government's domestic policy of industrial expansion is, to 

a large extent, also frustrated, as. according to the opinions 

expressed by business leaders in the survey, "smugglers make more 

money than importers and the latter more than industrial 

producers.' Entrepreneurs- are smart people, whose objective is 

profit-maximization. When they see that profits are low and risk 

ts hinh in i ndustr ial prodzcrt in * hi le hr rrvnrsc i.s the cas in 

alternatt ve investments, they would, in general, not be very 

smart .: zhcy pcrsiszcd in carning low profits when higher rates 

arc available. Even when they did, frustration will bear heavy 

on tnctr minds_. "f you arc smart, then why are you not rich," 

-- Pr:t': 'h, m't p in I be I. ft *-. rntcrpr Lw economy of" 

entrepreneutrs. n short, simucc-ag and rent-seeking are not 

supplementary to investment tn macnincs and mortar; they 

supplant them. They divert zEsources to socially far less 



prbdiictivo= avenues and thus lead to a net - reduc-tion- in real 

investment in industry. Surveilence against smuggling (preferred
 

by jridustrialists) is made inctootive because the palms of many 

law-cnfdrcement officers can be greased and because there is no 

leakproof remedy against smugglinq, as the drug traffic in 

America has shown, and because major smugglers may have their men 

in the court or amongst the influential politicians. The 

effective remedy is the elimination of quantity restrictions and 

lowering of tariffs. Unfortunately, this remedy is not liked by 

protection-minded industrialists (see the attached table). The 

ramifications andpros and cons of the suggested remedy are many, 

into which we wil- not go here. 

2. Rent-seekers.--Licenses, sanctions, and notifications 

are issued for some desirable objctives. But they have aLso 

become sources of rents (unearned incomes) to some agents. The 

recent ban on the use of natural gas Eor brickfields in Last Eall 

(when for the past several years the consumption of gas as a 

fuel had been promoted), which led to a significant rise in the 

price of coal and which, thus, created windfall profits for those 

who had imported coal under license, is an instance of rent, 

earned in this case by licensee coal importers. A whole class of 

rent-seekers seems to have arisen in Bangladesh. 

trent-seekinq is bad, not onLy because it is an unproductive 

activtty--it constitutes a mere transfer from some groups of the 

soI cry to rent-seckers (and I heir partakers o: rent ;) -- but much 

more so because it- is initrinun to ionuinr investmenr. Uent 

seekers are, however, in an advantageous ;.osit.Ltj vis-a-vi; 



(1) A suaaeated reform of the licensina 

system, etc.: auz'ta auctionina 

The present system of giving licenses for import or for 

plying certain trades ma: to rcpclacea by quota auctionlina. 

.This system has scvcral advantages. 

a) Source of revenue: It will become a source o: mien 

neece revenue to the government 

b) Incrcase in efficiency: Efficiency will increase due to 

a more itcenses across heteroceneous 

products, diverse sources of supply, and most probably among .the 

richr parties, Eor instance among experienced entrepreneurs 

r1 t hei I11..1r I I.** I I I .ily l v'n d wil LiLULe uusiness acum n 

Z) Movement towards liberalization over the lonaer run: 

The conditions for Liberalization will imvrove in the lcng rn 

cue to the colitical costs oF regulatica--by rendering 

transparent the levels of controls/protection (reflected by 

license bids), by raising consumer resistence, and by inviting 

foreian retaliation
 

d) Successful exver.imentation: Quota auctioning has been 

successfully tested in Australia and New Zealand- The Government 

of 3angladesh is not unfamiliar with it, in zhat it routinely 

sells contracts through tenders. 

()Comooti;tion 

Deregulation means an increase in competition and 

liberalization. Some economists co as far as to state that oven 

monopolies will wither away under the ubiquitous force c: 

ccmccrtion Frzn zuostttuLcs, unicss aidca and abetted cy 



- government. A-wider--agreem . ias,. hoviever, developed on a more 

recently -developed economic theory, called the -theory of 

contestable markets. According to this theory, even in a market 

characterized by only two firms, the equilibrium will closely 

resemble the one prevailing under perfect competition.
 

Contestability of a market depends fundamentally upon free entry, 

free exit, and free prices. 

It is relevant to refer here to a remarkable duo of 

fundamental theorems in welfare economics which concerns 

competition: (1) any competitive market equilibrium is Pareto 

efficient (in both consumption and production) and (2) under 

certain plausible assumptions, every Pareto efficient allocation 

is a market equilibrium.. An implication of Pareto efficiency for 

welfare, furthermore, is even more consequential: (a) a maximal 

welfare allocation must be a Pareto efficient allocation and (b) 

any Pareto efficient allocation must be a welfare maximum. A 

direct positive relationship between welfare and competition is, 

thus, transparent. In short, regulation of contestable markets 

is inappropriate for growth and welfare.
 

The case for deregulation in Bangladesh is so impelling that, 

in the present context, -I am tempted to hazard my professional 

judgment about a momentous change of the recent past: What went 

wrong with the public enterprises of the world, and those of 

Bangladesh for that matter, among other causes, was the absence 

of competition, or stated somewhat mildly, the embargo on the 

contestability of markets. This was done by restricting free 

exit by public enterprises through their perennial subsidization, 

on the one hand, and preventing free entry either through 
I 



(1). A suggested refcr-m of the licensina 

system, etc.: ucta auctionina 

The present system of giving licenses for imcrt or for 

plvna certain trades ma: se zczlaced by cuota auctioning. 

.This system has several advantages. 

a) Source of revenue: it will become a source or mucn 

neeced revenue to the government 

b) Increase in efficiency: Efficiency will increase due to 

a more C iet lc n nr i-----nses across heteroceneous 

products, diverse sources of suoply, and most probably among the 

rianr- parties, Eor instance among experienced entrepreneurs 

!.0 is, i , I i,- p.a l it i:. y - li- ii .-- i wii t LILLIe business acumen 

C) Movement towards liberalization over -e lncer run: 

The conditions for liberalization will improve in the long run 

due to the poiitical costs of regulaticn--by rendering 

transparent the levels of controls/protection (reflected by 

license bids), by raising consumer resistence. and by inviting 

foreign retaliation
 

d) Successful exvmerimentation: Quota auctioning has been 

successfully tested in Australia and New Zealand. The Government 

of 3angladesh is not unfamiliar with it, in that it routinely 

sells contracts through tcnders. 

(:) Comnotitton 

Deregulaticn means an increase ia competion and 

Liberalization. Some economists co as far as to state chat even 

monopolies will wither away under the ubiquitous force cf 

compoeLtton frvm zunstALutes, unless aided ana anetted by 

-I 



-- governmentt 'A. wider agreemr ias, however., developed on a -more 

recently - developed economic. theory, called the -theory of 

contestable markets. According to this theory, even in a market 

characterized by only two firms,. -the equilibrium will closely 

resemble the one prevailing under perfect competition.-


Contestability of a market depends fundamentally upon free entry, 

free exit, and free prices.
 

Tt is rolovant to refer here to a remarkable duo of 

fundamental theorems in welfare economics which concerns 

competition: (1) any competitive market equilibrium is Pareto 

efficient (in both consumption and production) 'and (2) under 

certain plausible assumptions, every Pareto efficient allocation 

is a market equilibrium. An implication of Pareto efficiency for 

welfare, furthermore, is even more consequential: (a) a maximal 

welfare allodation must be a Pareto efficient allocation and (b) 

any Pareto efficient allocation must be a welfare maximum. A 

direct positive relationship between welfare and competition is, 

thus, transparent. In short, regulation of contestable markets 

is inappropriate for growth and welfare.
 

The case for deregulation in Bangladesh is so impelling that, 

in the present context, I am tempted to hazard my professional 

judgment about a momentous change of the recent past: What went 

wrong with the public enterprises of the world, and - those of 

Bangladesh for that matter, among other causes, was the absence 

of competition, or stated somewhat mildly, the embargo on the 

contestability of markets. This was done by restricting free 

exit by public enterprises through their perennial subsidization, 

on the one hand, and preventing free entry either through 
I 



reservation of sectors or putting low cetlings on per-missible 

private investment until recently, on the other hand. 

What has gcne wrong with ?'ngladesh's denationalization is 

that privatization was pushed without much analysis, in 

particular without assuring competition within and between 

nrivate and public enterprises, as if privatization by itself is 

a panacea for all inefficiencies. Privatization without 

cometition and with the existing plethora of regulations is 

unlikely to play its expected role. 

What does deregulation or competition imply for Bangladesh?
 

Public enterprises should be made to compete with private 

enterprises without being subsidized, without their losses being 

underwrItten by government. Exit (shut down' will then become 

tree wnen they cannot compete. Private enterprises. should be 

freed from binding regulations. 

(3) Reform of labor laws 

The South-Asian Commonwealth countries, and Bangladesh for 

that matter, have inherited a liberal labor code and trade union 

system from the British. While the British trade unicnisn has a 

lcnger history than the Soviet comunist movement, Soviet 

Revoluzicn had its impact on the labor movements of the world, 

'ust as the Soviet centralized planning model had its influence 

on tectwar development plans of newly :ndependent countries. 

The founding fathers of postwar :ndia--the first countrr in the 

poszwar era to win freedom trom a colonial power and one :irst 

deveiozpnc country that set :,e -ace for develpment ;lanning-

:or instance, prepared the country's constitutIcn by 



incorporating, according to their lofty deolarations, the best a 

count-ry"can'borrow from the West, namely democracy, and the best 

a country can borrow from the'East, viz., centralized planning. 

Educated as most of them were from the West and inflteneeId by 

thu ir inlsLiLtuionIS, they were enchanted by the liumaun values and 

other desirable traits of democratic systems. As to the planning 

insLiLtltion, it was proclaimed that the Soviet planning model 

held the greatest hope for developing countries to grow at a fast 

rate L close the gap betweun rich and poor countries. 

While democracy came out unscathed as the most cherished 

institution in India ,I alas! the Soviet model yielded 

disappointing results., Today, Communist countries themslves 

seem to be revising their centralized planning and controLI-u 

economies. Na tionalized and socialized sectors in capitallt: 

countries are being di smantled. Privatiz aLion has gaiteredL a 

bandwagon momen tum in th e whole world. Lib eralization has maldd a 

substantial he adway du ring the 1081]s. T r ade 'un loris labvt, baee 

disciplined in the co untry of their birth, Great Britain 

Certain labor p ractices have been nutliried. 

WilliIt he prugress towards d tinLioializLion -riivialI 

ene-d L rcentIsI11L. 
::U It I I, 

sIs / years uisuu 1182, in ti ll war-hlIlls. !argu- and 11i hull 

Ill 'aurLICuiar, hiingladeish's Ilb. z ,:U iu rt:rialinls tlILulth:1sol . 

that iovements have fought hard and have made substant.n:' Inls 

from safety at work to security or income. Thaese gnin: rt 

highly d siraibil. But Lhere are sume labor laws wtucl LuilI 1.1 

generate indolence and reduce prounctivity. I-'or instance, !.le 

Ili _C 



security of civil servants and' employees of -nationalized 

industries from beinghired and fired in th< same way as in the . 

private sector have rendered government and public enterprises 

notoriously inefficient. Sevpral labor laws and prnctires, 

seemingly beneficial to labor, in reality are hurting labor at 

large. Certain laws hurt labor in the long run. Some others 

cause social losses. For instance,,the practice of politically 

motivated outsiders becoming office bearers of. labor unions is 

strongly resented by employers. On the other hand, while 

Bangladesh has adopted most of the ILO guidelines, there may be
 

certain aspects in which progress is sluggish.
 

The effects of the noted wide-range changes on labor need to
 

be studied. Just as practices restricting competition among
 

industrialists create inerficiencies, so do restrictive practices
 

among labor unions. There is need, therefore, to ana!yze the
 

inefficiencies and productivity-decreasing effects, if any, of
 

existing labor laws and related regulations.
 

(4) 	 Th oat damaging imonet at 

:ezulation isa an technolonv 

Finally, one of the most damaging results of extensive 

regulation is that it removes the competitive pressure 'towards
 

search for and introduction of more productive teennology. By
 

namper-ing competition, regulation impairs entrepreneurs' att:tuce 

towards introducing innovations. 

Almost tero rate of growth of productivity in the 1970s and 

positive one in the 1960s in the U.S. is not consicered 

conincidental in View of the high level of Intervention and 



regulation of the former decade and deregulation of the current 

decade.
 

2. Technology-Policy
 

Technology remains and has been the single most critical andi 

the most-productive sou'rce of economic developmenti,:and growth.- A 

country that experiences higher rates of technological 

improvement aLtains higher rates of economic-growth, other things 

being- equal, " than the -countries with sluggish ra-te of 

Lochnologicnl change. Developing coindri3s which -aspire Lo 

attain higher rates of economic growth than- developed countries 

in order to close the gap of per capita incomes are in a position 

to do so, by virtue of the late-comer advantage. They cnn 

horrow Lachinid oly from ithroaI tnd arint to their own envirnrztn ,. 

at a tower cost than if they had to develop it by themselves Us 

the developed countries did. Many developing countries are doing 

quite well in that respect, for instance. Korea, -ingapote. 

Bruzil.
 

As ill luck would have it, Bangladesh is slipping behind 

even its neighbors in the field of technology--textiles,- cir, 

sugar, you narm it. Small investors are particularly starved if 

new ideas. 

The index of year-Lu-your TFP prcdu ctivity growth in 

Bangladesh's manufacturing industries has fa lien over rime in 

th1 r pt-Idlrion nrimi. 

Uur research has clearly revealed that most small 

Ltd 2:.' 



entrepreneurs simoIy cro0d into ne tradItronal lines of 

produc:.icn using ou.nmoded techniques. The major reason tor that 

behavior is, :1rstly, a paucity of on-line improved technology, 

new procuc:s. and cost-effective processes: and, secondly, a lack 

OC Ui'u'n' !''I :Imu*'li. witnL tTv'r tn thks :ndustrial 

sector:. tne paternalistic aktoitace of sovernnent to declare some 

sectors as discouraged- reflects upon the bankruptsy of on-line 

new- tecnn:ques and proaucts. In the agicultural sector, the 

reluczn>ce -C zhe 'iNDP's (1gziti.'.u' 1 Reviow. 18. to 

recoMnnr tn'. c- -Ts-* Fundjinj- Fr researc-n because the low 

productiviy of Bangladesh s exiLsting agricultural research 

institutes/farm experiment stations reflects upon the dismal 

state cf agricultural research. Considering the investment and 

development expenditures of otner countries and given 

Bangladeshrs lc level of development, on the one hand, and its 

high reliance on agriculture, on the cche: hand, Bangladesh ought 

to be investing between one-third to one-half of one pe:cent of 

C-OP on R&D. The rest of the economy shoula also be allocating at 

least the same percentage of resources :o R&D. 

- nade this point forcefully at tze tweek-long international 

workshoo sponsored by LINDP on the Ac-'-.St'nr Picr E Py. 

Report n January this year. ,see "4.7' 4e had incepencently 

derived tne poi-cy impilac1on car sal:cating much larger funds 

to R&D than are currently allocncea as early as last year. '4e 

star'* I h... prwe **-n of ti L:**r : ' ur t eter".1 c:nsu ltant 

specialtst on t*:e transfer or :ecnnotocyvmarty :.hs year Che 

first :rree-week visit ot cur :onsu:anc. ooert .cuse, 

Distinauisnen P-roessor of Managemen: a: .schnology. coincided 



with Lhe w.10k-long UN-ESCAP forum on Science Technologv last 

MUILII t.;i w.rUk Ur Many, uY 

At the Science and Technology forum President Ershad stated 

that the Government of Bangladesh would'give priority to the 

development of technology.' Prime Minister Houduddin Ahmed set a 

target figure of one percent of GDP fqr R&D, which the country 

should* try to attain. Planning Iinister Khondakar announced that 

the Fourth FYP fiilt give priority to technology-based development 

planning. Finance Minister Wahidul Rug informed the panel- that 

the, GOB is determined to.provide 'policy support for technology 

linked industrial development. 'Professors, government 

secret.aries and other specialists on 6echnologr echoed the some 

theme. 

Pursuant to these policy statements, a task force for 

technology has been- set up. It is headed by Prof. H. H. Khan, 

Vice Chancellor of BU.ET, with Prof. Shamsul Ali of Dhaka 

University. Prof. Hurul Islam of BUET, and one joint secretary 

each from the Ministry of Finance and the Ministry of Eduction's 

Division of Science and Technology as members. Academics, 

professionals, politicians-, and men in power, all are of one 

voice in calLing for a Lechnology-based developemnt. Political 

will for promoting- technology and allocating larger funds to R&D 

now exists. Let those- who are dedicated to the development of 

this country strike while the- iron is hot, and get this country

noving. Palliatives won't make any impact-. A big effort is

needed. 

In this project, in a small way, we- are- in the- process of 

20'LL
 



pzeparir. a- blue print on th'b following-praject-As25tmillion. 

10rear olan -to set up a KIST-type rnstitute- for -the2Transf.er 

of Technology in- Bangladesh. 

Scecial- focus in this institute w-ill be-put on technology 

-- development for- labor-intensive- medium: and- small industries. 

- The plan-will include a technical aid part to determine priority 

.?as for- R&D in the entire- economy and (2) a huge project to 

.tild up an institute, or vastly upgrade ar- existing one on the 

--lines af the KIS?; to prepare- the budget and--logistics for 

upgrading 4 BITs, 18 polytechnics, Kynens-ingh Agricultural 

University (including, Vfarn-exper-iment stations) to the level of 

g:aduate- degrees, as,. e.g., in India; to set higher salary levels 

ample research facilities in the- - proposed institute to 

attract expatriate Bangladeshis from abroad; to identify an 

international agency, such as Batteller's Columbus. Laboratories

(the same- agency that set up the- XIS) or at university, for 

collaboration; to explore the possibilities and nodes- of 

promoting research facilities amongpyratefizns. to prepare 

inventorr of the type of labs-, libraries, workahapr, computer 

centers fcr , the proposed institute, an& so forth. At the 

suggestion of- this advisor, our technolog-specialist consultant 

.. 	 has left with -us a brief outline-of the- fune'siontand stages of' 

deveibonent or-a BIST. Apart from attending the- week-long UN-

ESCAP forum-an te - logy in Bangladesh (May 1988), this advisor 

has. had lengthy a .. ssions-with-proprietor/nnagrr-of several 

engineering and. cherical firms- and- at sugar-aill i Radshahi; Mr-. 

Gones, Project Director. irpur AgricuIturl. Workshop and

training School (MANTS); Dr-. urul Isla ot the* IAT in BUEM; 

21 	 , : 
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Sqtil -Nanmud, Abdul Quader-, and a rew-others at BSET; speciali..:s 

rhe-Plarining Commission and IMED: Mr. knmedF-arid, ec-r=tar. 

cience and Technology Dtvision; Xobass-t Hussain of MIIDAS; 

directnr cf technology- and ILO consutlcants at BSC.,nd s 

frrth We also had face-to-face nee-tings with t.o he<ds or 

associatinns of industries and chamoers- of *ommerce and incustrY. 

The policy implications derived from our statistical researcn-are 

supported by our qualitative impressions ,trom these contacts. In 

short. insofar as technology is concerned. we are working on two 

fronts: :a) ro try to get a technology-basea deve-lopment approacn 

incorporated in the Fotgrth- FYP, and (b) to prepare a blue p:.n r 

tor an nscicute of technology transfer and then try to 

persua2e the Planning Cimmission and donors to pICK It up. 



- Tle -- he two faces of industrial problems 

Z.zrepreneurSPriva ne Face 	 Government Official Fa 

1. siecrtic: and lack of 
Cr~essonli sunport, aszcuraces 

inveStment__ 

2. 	 Lack :f iffrastro::ure discoura
gcs investmenr ir. backward areas. 

3. 	 Corruztion, bribery at every 
stae: -re-sancz4in, for sacnticn, 
posz-sanzzon make projects =oo
 
c=Sztly t0 operate. 

4.- is - a dauntina task to ccmplete 
*r-aes to be eligible for 

various governmental tax 
..centives.
 

-.------- :='.rojetroosals prena
re- :zrcuz government or public 

age=7-aproved cznsult:ng :zis 
sn e of governmenc

~C2tS-.,A.a agzavaces. 

are acre helnlto 
-ml -n :::ae intustries : an 

1a--. :zecdizgaz= clsrwztionzza 
e reases costs and 

cause cererora=_on a: :he cea
ity of pr-duc=. Electricity 

r-aes are too ac -he system 
0:=: azds about 40% to actual 

%avestcrshave illusion of makinc 
"bgbucks'r.cxernithe from. 

ingen'ity, foresight, ann seek: 
to 	ne vanerec. - Cc ctr do: 
zheir homework aaecuaze..a. 
nroperly, even in f 
cation forms, and when -ficien
cies in them are brcught to that 
attention they czzplain of del;y 
and irdifference on tze =art of 
snc-inn agetcies. 

Tax incentives for setti:.C
 
:aczcries _n uncercevelcrea
 
areas are generous. 

3.	 Private entrareneurs are also t 
ne zlame& for widespread ccrrup
tion. They attemnt to bribe 
covernment officials to evade 
taxes, enjoy monopoly rights, 
break the g':eue to cet anead o: 
others, and so-fcrt. rt takes 
two to tango. 

4. 	 Tax evasion and ocher secretive
 
practices discourage investors
 
from "onening their books" to
 
n'ub'ic officials that may be
 
necessary to be eligible tor
 
:iscal benefits from the
 
government.
 

z. 	Entrepreneurs are too naive and 
short-sighted to appreciate the 
.eec at a :easibility szucy an-

S. 	 ssC:C has played a positive role 
Ze Z__e growz.a C: small and 
zotrage inzustries.
 

7. Somebody has to Zear zhe system 
toss. Whom to blame for pilferac: 
and collusion w3.tn :ne meter 
reader? Privatirazion of uzilizty 
cornmanies, anc nence the creatic: 

: private monocolies, would hav 
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?rivate Entrepreneur Face 	 Government Official Face 

cost. Electricity produced out of
 
private gas generators is
 
substantially cheaper than the 
public supply. 

Privatization of utility companies, 
such as,. telephone and power would 
eliminate much of inefficiency and 
corruption.
 

8. 	N1IP82 and RIT86 were a step in the 
right direction; the problem lies
 
with implementation. Even the much 
heralded-BOI requires the filling 
of the same old forms and delays 
have-not been reduced. There is 
no one-step service still. 

9. 	Protection: Bans or high tariffs
 
on products are desirable to
 
protect nascent industries. 

10.Smugglers make more money than
 
traders; traders more than manu
facturers. They do so at lower 
risk, quick turnover, and without 
labaor problems. That is a major 
reason for the stagnation of
 
investment in industry. 

l1.Union leadership from outside the 
plant is creating much problems. 
Law and order authorities do not 
take effective measures against 
indiscipline among workers. Gheraos 
are common. Workers manhandle and 
even kill managers.
 

12-The pay scale structure in the 
industrial sector is determined 
by the government directly for 
tne 	public units (including ad hoc
 
bonuses) and, as a consequence, 
indirectlv for private enterprises.
 
Since public-sector firms can pass 
their deficits on to government, 
competition between private and 
public firms is unfair. Labor has 
onrly charter of rights; it should 

deleterius economic and social
 
consequences.
 

8. 	Bangladeshi investors want quick
 
money and often do not have sounc
 
projects. When things go wrong
 
because of investors' mistakes or/
 
misfortune, government becomes the
 
scapegoat. The BOI is still young
 
and is sorting out procedures. The
 
process will soon improve.
 

9. 	Government has provided generous
 
assistance to the first-generation 
industrialists. But the infant
 
industries scarcely grow up,
 

10. 	Government can increase its survei
lance and enforcement, but cannot
 
week smuggling out entirely. Other
 
countries have similar Drcblems of
 
smuggling but their industries are
 
growing rast.
 

11. 	Labor leaders support leadership
 
from outside the plant. -z allows
 
bargaining without fear cf repres
sion. The institute of trade
 
unionism per se is highly desirable
 
even from employers' interests. 

12. 	Government and public enterprises 
are under similar oressures and 
budgetary constraints as the 
private sector when the question or 
wage raises comes up. Small enter
prises are scarcely affected by 
labor laws. As for large enterprises 
labor problems will be dwarfed when 
they start growing and Increasing . 
their productivity, and hence wage 
rates

'-iS
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also have a charter or cuties. 

13.rndustriaz sickness is caused . Industrial sickness is causec 
mainlv by 
is reduce 

lack- r deman&, 
ror: privaze proCducers 

mainly nv nigh costs czroC -

tiCnr-and low procuczviryr-ann 
due :o flzods cf..smuglei 
Crowdino in indusrieS 

s 
-

not necessaril by lor dez=z 
inustrialists zee 

by a smart enrrepre eur ccors neeoit' a-i-oirs 
because of lack of 
tanc anc av'ce r 

sound cznsul
seC-- - up 

rne1r procuc-":: - - .:: : *.12 

:ncusze-
,orker"s face.--Most er 

- mismanaae anc. some ever. 
the enterprises. To cover tha 
u-,they blame workers an.= use 
them as.scapeccazs. Indisci-in 
among wcrxers -s cverLa--ec z 
employers. 

As regards the appointmen; of 
outsiders as union leaders, that 
is. 
of 

desirable front the v±,ewpoint
workers because many am 

r 

industry does not have workers 
ecucatec anc exeriencec enoue.Tzr 
negcziate with emnloyers. Moreover, 
internal workers are vuneranze to 
the emlover's wrat. and face zze 
threat of dismissal. Outsiders 
can negotiate wage raises wizhuz 
that risk. 

cWir 
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TEChNOLOGY-BASED DEVELOPMENT PLANNING 

1. 	 Technolocy as the Key
 

Factor of Growth
 

1.1. In a path-breaking study in the late 1950s, Economics 

Professor Robert Solow of MIT, now Nobel Laureate, discovered 

that primary factors, labor and capital, could explain no more 

than 12 percent of the economic growth of America and several 

other industrial countries. A bulk of the rest 88 percent was 

due to technological change. Today, as in the past, technology 

remains the single most important-scurce of economic growth. The
 

rate of return from investment in technology is far higher than 

investment in traditional forms of capital. 

1.2. Without technological improvements, no developing countr 

can advance towards closing the gap between its low per capita 

inccme and those of well-off countries. Korea, Singapore, and 

other East Asian dragons have not reached in a matter of two 

decades where they have with static technologies. 

1.3. The role of technology is to reduce the human tail and 

increase labor productivity. Technological advance is such a 

critical source of labor and- total-factor-productivity growth 

that it is often used synonymously with increase in productivity. 

jmenustik
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2. Research Findings. That- caplIcite Technology Policy 

A number of fifdings . of: this project has led to the 

conclusion that among the main reasons for the sluggish rate of 

growth of private investment and industrial production in general 

in Bangladesh is the lack or ,very slow pace of improvements in 

the industrial technology in this country. Accordingly, the key 

to the industrial growth. of this country, particularly that of 

small enterprises, and- consequently employment expansion. lies in 

creating the necessary infrasttucture and environment that may 

bring forth a.stream of industrial innovations, year after year. 

Among the findings. that yield the stated conclusions are the 

following;
 

1. 	 Total-Factor-Productivity Growth Rate
 

has been Declining in Bangladesh
 

An analysis at about 2500 firms of the CMI over a period of 

10 years from 1974-75 through 1983-84 reveals that out of 74 

four-digit industriesa, formed by the group of about 700 firms that
 

existed in 1974-75 and survived through 1983-84, only those in 26 

four-digit industries- on the average experienced an increase in 

total factor productivity (TFP or output per unit of input). The
 

remainder 48-suffered a. decline- in TEP. 'P- '"re than 35 out of 

86 	 four-digit industries--comprised of those firms which did not 

exist in 1974-75 but entered in subsequent years to a total of 

1200 by 1983-84 attained: an increase of TFP. Finally, the 



corresponding number was 21 out of 50 four-digit industries of 

those 500-or-so firms which were in operation in 1974-75 but were 

shut down by 1983-84. In sum, approximately 61 percent of the 

four-digit industries of Bangladesh have experienced a decline in 

total factor productivity. That is a somber state of 

productivity in Bangladesh. Even more depressing is the fact 

that medium-size firms of Bangladesh with 20 to 100 workers-

which in several. Third World countries, e.g., the Philippines, 

have been found as a dynamic size-class--attained lower total

factor-productivity growth rates than those above 

(and probably also those below) that size. 

2. Small Firms Are Farther Below 

the Froatierof Bangladesh's 

Prevailing Best-Practice Technology 

(Are More Inefficient) Than Larce 

Frims, Reflecting Inferior 

Technology of The Former 

Our analysis cf best-praczzce zecanologies by :::ting 

stochastic production f:nczions indicate that smaller the size of 

a firm the farther inside :-e :rontzer of production (the more 

inefficient) it is. Wh'le inferior technology is only one of 

several faczors underlyvag the zcmpute efficiency indicies, It is 

probably the most important one. 

jmenustik
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HIID's Enterprise Survey of cottage industries took us to 

poverty-stricken areas. These units are in worse plight. A 

careful accounting of the costs and incomes of coir weavers, 

pottery. makers, handloom weavers, and other cottage-industry 

households has revealed that a very high percentage of them is 

below the critical poverty line. Visits to their homes and the 

survey of their home-based economic activities is, indeed, a 

study of "how the poor survive." The entire family becomes self

employed because there is no employment for the head of household 

outside the home.
 

Numerous small and medium enterprises use primitive, 

obsolete technologies. Neither the employer is making much money,
 

nor workers are paid above-poverty-line salaries. Not atypical, 

for instance, is the ex-servicemen's hurrycane lamp (Kerosene-oil 

lantern) factory in Chittagong, hiring over 100 workers. It uses 

a very crude technology of the 1950s, producing a low-quality 

lantern of our great granfathers' days. It is labor-intensive, no 

doubt, but it has very low productivity. Ex-servicemen have 

closed down one plant and are thinking of shutting down this one
 

too.
 

Faced with shortages of employment, many Bangladeshis are 

impelled to seek self-employment, Those who can marshal some 

funds to make modest investments find thems:Xlves faced with a 

lack of on-line, off-the-shelf superior technologies, new 

products, cost-effective services, or new methods of production 

to choose from. They look around. Finding that their neighbors 

have made some money in traditional lines--rice mills, coir 

strings, powerlooms, photostatic copying services, and so on-



chey..-crowd- in the same traditional industries by -simply 

replicating the existing equmipment and processes without any cost 

reduction to capture the market from established firs They 

lower each other's profits for static demand, instead of lowering 

nrzces throuah reduced costs and thereby expandina the market 

demand. The result 's zzat they can earn little surpluses to 

exzand their businesses. 

The only effective way out of paverty seems to be to improve 

the technology or zheir production aczivities and the training 

and schooling and organization that goes with it. 

3. Bangladesh Lags Behind Its 

Neighbors in Technolay 

Imorovements , 

The research of this projec: has revealed that Bangacesn 

has fallen behind in. producZivity Growth even in relation to its 

neichboring develcnina countries--for instance, Thailand, 

Malaysia, Pakistan, India (though not Nepal, Bhutan, and Burma). 

Indian sarees and luncis and textile fabrics from across the 

border are rated more cualitative and sell at attraczive prices 

than local Products. Productivity in the ci industr. of india 

:s estimated to nave increased significantly over- that z 

Bangladesh. The recovery rate of juice from sugar cane v -ndian 

sugar mills averages out to be over 20% higher, 10.5 percent as 

against 8.5 percent in Bangladesh. Thailand exports its pineanple 

;uIce, -rozen snrnp, and man. otner new zrcducts at 

substantially lower prices with prof it than Bangladesh. One may 

go on and. on citing such cases. The major reason for the drsmal 



total-factor=productivity-performance or, which is the other side 

of the same coin, reduction in its unit costs of production is 

torpid-technological improvements-.
 

HI)D's enterprise survey has brought to surface grave
 

inefficiencies connected with technology. The following two cases
 

are typical of the state of Bangladesh industry.
 

i) The Multiple Juice Concentrate Plant, Chittagong (an 

enterprise of Bangladesh Freedom Fighters Welfare Trust) 

installed one. of the best-practice hardware technology with the 

aid of the Swedish CIDA. It was installed in 1983 with a 

production capacity of 1600 tons of concentrate pineapple juice 

and 1800 tons of tomato paste. Even this year, it has not 

produced more than 300 .tons of pineapple juice and hardly any 

tomato paste. The reason for pinapple juice is supply constraint

-it cannot procure supply of pineapple for more production than 

that. The reason for not producing tomato paste is that they 

cannot sell a fraction of it--they produced 160 tons of it in 

1984-85, of which 46 tons are still lying unsold, consequently 

they have- stopped producing tomato paste. Even if and when, in 

the-unlikely event, it attains full-capacity utlizacion--we are 

cold by its highly motivated General Manager, Mr. Subrata
 

Chakravarty, who seems to be among the few on the management 

board who are in favor of continuing with the planr--it cannot 

compete with Thailand and overseas pineapple juice. That is the 

case when it is basing these estimates on a -price of 2 takas per 

kilo of pineapple fruit and when merchants are taking pineapple 

off the market at Taka 3 per kilo. Its cost even at full-capacity
 

utilization is estimated to be less than $800/ ton, whereas the 

0 t:. ' 



wcr:..prIce-Is less than $600/ton. Neither the supply side of raw 

mazerials nor the demanc for :he product were properly analyzed 

before installing the plant,-th being parts of the process of 

technology transfer, inasmuch as technology transfer consicZso 

technoware, humanware, orgaware, and inforware (see the 

definit-ion above). 

At this. -oint the factor-intensity issue that mi4az be on 

the reader's mind may also be .entioned. The Multinle Juice Plant 

of zhitagong is a canital-intensive blant. The management toald 

us that if thev install a labor-intensive hardware plant, it will 

be difficult to check the undershirts and cleanliness in general 

of workers who will work at varicus staces. Eurocean anr Uorzh 

American consumers want juice unzouched by human hands. We fourd, 

moreover, that the skilled workers on zhe machines are cnly at 

most 10 cercent of the total workforce znvclved :rcm ze :ar.mng 

cf pineannles, loading-unloa±-img-zrucking, cutting stems from 

the fruit, feeding :ruit intc machines, cleaning, dis'ribuzinc, 

and various other activities outside the main plant. Capital

inmensiyzof the main plant is, thus, not to blame. The nlarme 

aces to zne craanization f =roduction, in par:i:ar the 

=rocurement of raw material and markezing. Only one manager 

handles production, procuremen:, and markezing in thiszan. 

ii) The Aquacultural Enterprise Ltd. of Cox's Bazar 

:nstalled one of the most mo-ern planzs of prawn hatcherv and 

rarm, bought from Japan, wizz the collaboration of Saudis, in 

:986. One of its important sec-icns is lying unused for the cas-c 

2 years and is rustinc. Reason? Too complex to operace. The 



technology. - was not properly assessed. The managements c-t 

shrimpfreezing firms and fish farms tells us that Bangladesh 

cannot compete with, for instance, Thailand, because they have 

taken at lead on them (they started in the mid-1970s and
 

Bangladesh in the early 1980s), that their coastal resources are
 

superior to those of Bangladesh, and that Thailand's technology 

of production is more advanced. Many countries have started

exporting frozen fish. .Those which can develop/adopt superior 

biotechnology will capture export markets.
 

4. 	 The Apex-Agency Survey 

Confirms the-Above Results 

Our survey of apex industrial agencies has confirmed the 

above results. Industrikl leaders claim that smugglers earn more 

money than traders and traders earn more than industrialists, and 

that the-rate of return from investment in industry is too low to 

make investment attractive. They report a lot of induscrzal 

sickness (low capacity utilization) in the country, which they 

Lend to attribute mainly to lack of demand (for their product). 

Shortages and surpluses are, however, -relevant only at a price. 

Lack of demand appears because the price is too high either in 

comparison to smuggled or legally imported goods, or in export 

markets, or because citizens cannot afford to pay for it.
 

Bangladesh government introduced numerous fiscal, monetary, 

and regulatory policies to assist private investment in industry. 

With a view to lowering industrial- costs, the government gave 

subsidies on input prices, e.g., concessional rates of interest. 

It provided protection to domestic producers, so they could raise 

the prices-of domestically-produced products. It gave varIous tax 



holicays ror industrialiszs tz increase their net profits. :1-:C=t 

al. or tnese nolicies are sunposec to work through price chanaes

-lcwer Input costs ana raise product prices or enhance rates of 

return directlv. Numerous przice distorz:ons have, thus, neen 

ihzroduced, which have caused grave inefficiencies in zze 

economy. DomesT:ic privaze zroducticn costs (not to speak of 

social costs) remain high despte assistance. Ver; little 

resources an errort, whether by the government or prcaucers 

themselves, have gone intz Acwering input costs by providzIg 

innovations for production, or by raising the ualzzv and 

productivity of the product, or- ceveloping new products, 

processes, or services. 

The Present R&D Organizations
 

of Bangladesh Cannot Meet the
 

Demands for Technology of Todav
 

Bazaladesh' s 4 BITs rem=ai -argel underaraduare teacing 

Inszituzions. Bangladesh's 17 pol:anncs are nowhere close to 

the levels of those of India Those who graduate from specialized 

schools such as the Textile Research -stizute , BAU's Fishery 

Dezartmnenz at Mymensingn, an tne :-.e cannot tinc jcbs. Thus, 

te capacity of research rga.atins need to be ex-anded. Cver 

3C Perzenz of Bangladesh'-s facult-es and researcn a:s1:zt.es are 

staed by those who earzned :heir h-ch-ccst Ph.D. degrees trom 

abroad, even if we ianore the r-------a d---. Local zost graduate 

education needs to be uparaded. Much o- .he work of Bangladesh's 

Council of Science and :nduszrial esearch, with about 70 Ph.D.'s 

and 1200 staff, is hardly done in response to identified need. 

http:a:s1:zt.es


Its progrcs is hampered by a severe lack of research funds, 

which were n.nexistent till last year, when for the first time 

after-several years it received an allocation of Taka 15 lakhs--a
 

pittance. The Institute of Appropriate Technology cannot do much 

in terms of an overall systematic assessment of needs with its 

skeleton staff of only 8. BSCIC created a technology division two
 

years ago with the objective of making assessment of needs for 

new technology for small enterprises, but all its energies seem 

to be spent on publishing a Technical Digest four times a year. 

The much-heralded MIDAS (never mind its claims) is settling down 

primarily as a donor-provided credit-distributing agency. Other 

institutes of science and technology are scarcely developing 

worthwhile innovations. An impression is held in some quarters 

that agricultural research of Bangladesh is a success case. Yet 

the authors of the Bangladesh's Agricultural Sector Review-

completed early this year by a team of experts under the auspices 

of the UNDP and evaluated by two dozen stalwart economists and 

agricultural specialists from all over the world--found much of 

agricultural research unproductive and (in their preliminary 

draft) even concluded that because of their lower productivity, 

Lhey are undeserving of increased funding. - One reason for this 

probably is that very few of Bangladesh's agricultural research 

institutes have the necessary critical mass of agricultural 

scientists. Most probably they have been underfunded. So funding 

should increase. Several imbalances exist. For instance only 

about 5 or 6 of the 70-or-so Ph.D.'s of the BCSIR are engineering 

researchers. The IMEl of the- Planning Commission has only one 

engineer on its staff, whose role is evaluation of projects and 
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not assessment of technolfba, but who is actually doing 

administrative duties. 

6.. Output Growth Rates Eave Been 

Much Lower Than The Growth 

Rates of Conventional In-uts, 

Suggesting Technological Decadence 

Manufacturing employment, as estimated frcm the 

Economic Census, 1986, increased at an average annual rate of 6.2 

cercent during 1972-73 throuah 1983-86. New (gross) investment i 

private manufacturing as a percentage o: sector GDP has rangea 

between 9.3 percent (according to the Deparznent of Industries 

ata) and 8.6 pdrcent (according to the Planning Commissicn 

scurces), during 1976-77 zhrough 1987-88 (The estimates or net 

investment are not known). As against chis, annual averaae raze 

or growth or manufactUring output has been a altrv low of 2.37 

:rorm 1980-81 t'.-rough 1987-88, 2.99% from L978-79 to 1987-88, and 

3.62% fram 1976-77 to 1987-88--law, no matter which base year one 

chooses. Manufacturing ceratives' real wace rare declined :rom 

7ne late 1970s till 1984-85 (the latest year ror which data are 

available). All these statistics supporz :ne earlier findings, 

_nasmucn as they are a reflection, in part, of a decline _' Ten 

investment, Which is Both
 

a Cause and an Effect of
 

Technological Advance, Has 

Been Slugaish 

Profitability is a direct funczain of ??, as TESP is :ree or 

cost o: cznventional inputs. :n western countries the 



profitability of a firm (or industry) is reflected in its asset 

valuation at the stock exchange. That mirror is available in 

Bangladesh only for a few firms. Investment in an industry is at 

once a reflection of its profitability- as well as source of 

embodied technological change. According to the mid-term review 

of the Third FYP, in the first 3 of its 5 years, actual -private 

investment was only 21.84 percent of its targeted value. 

8. Bangladesh's Input in the
 

Development of Technological 

Innovations, namely R&D, 

is Meager 

R&D in Bangladesh is estimated to be less than 0.3 of 1 

percent. Statistics for developing countries that have leaped 

forward in technology indicate that Bangladesh's allocation to 

R&D is too low. The R&D expenditure in Korea is well over 

percent of her GDP. Pakistan and India are estimated to have 

approached the level of 1 percent of GDP. Industrial countries 

spend over 3 percent of their GDPs on R&D. It is time that 

Bangladesh ought to be allocating at least 1 percent of her GDP 

to R&D in S&T. Much of this will be needed to adapt and digest 

tmnortcd technology to local conditions. 

9. Political Will for a Leap Frog
 

in Technology Now Exists in Bangladesh 

The realization of technology as a strategic variable in 

development did not really emerge until the time of the 

preparation of the Fourth FYP (1989). Technology awareness became 

known during the one-week-long international forum on science and 

technology during May 18-23, 1989, at which the President; the 

'Z-i 
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Prime Minister, and the- Minister -of -- Industry; the Minister of 

Einance; the. Minister of Planning; the Minister of Education, 

Science and Technology; the Secretary of S&T Division; the senior 

Member of the Planning Ccmmission; and other high-level polic: 

makers, one after the other, echoed in one voice to cive roT= 

priority to technological development. Political will r a 

technology-based development planning 'now exists in the country. 

Technoloov planners are talking of setting a. target of 1% to 1.1% 

of GDP for R& by the end of the Fourth FYP, a target announced 

by the Prime Minister at the One-Week Forum on S&T. In 1987-88, 

the PP was revised by the Planning Commission requiring line 

miniszries to consider all alzernatives before making a choice o: 

technology for a project prcosed to be included in the five-year 

plan and to provide information pertinent to technolce

assessment. (Economic case) (Political will) = Situation ripe for 
action! 1 

4. Nature of Technoloev
 

Transfer 

4.1. The usual image of technology is that it is embodied in 

machines. While that is a fact of life and some technolcay is, 

indeed, embodied in machines, that is only a partial view. Parts 

of cechnolocyr are also embodied in human beings, software, 

environment, and institutions. Discovery of new products, new 

processes of. production, markers, management practizes, 

accounting procedures; znproved organization of productzion, 

distriburion, co-ordination, balancing, imnroved worx procedures; 

preparation of more efficienz softwares.; and. so forth are all 

components -of technological environment. :-r bcadL-onan 

cj~ ~ ~ _ -h-*c abefA 
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4.2. Even though advanced LocjThooV?-aniiot he implanted in'a 

society - that is not educationally, institutionally, and 

infrastructurally prepared for assimilating it, technology of 

today can be bought at short notice, whether embodied in hardware 

or software. -Fortunately, South Asian countries, and Bangladesh 

for that matter, are advanced enough Ln terms of higher education 

and English language. Despite its high rank in poverty among 

other developing countries, Bangladesh is adequately endowed with 

industrial base, universities, and other institutions, *to absorb 

technology if.imported and if the process is properly organized. 

4.3. Yet tophnology.transfer is not a simple import process. It
 

has to be. assessed in the country of its origin as being 

consistent with Bangladesh's factor endowment and products which 

have markets abroad; it has-to be bought or otherwise negotiated 

and arra'nged to be transferred; it has to be adapted and 

digested; and it has to be disseminated, diffused'and assimilated 

by enticproneurs who should have the capacity to use it. 

4.4. Since in.the present state of arts and factor endowment of 

Baniqladesh, technology ought to have a labor-bias and should be 

addressed as much (if not more) to small and medium industries as 

large industries, some highly specialized agency has .to "go 

fetch", adapt, and digest technology. For small entrepreneurs 

do not nave resources and capacity to do so. Small enterprises 

vis-a-vis manufacturing technology are no different from small 

farmers vis-a-vis agricultural technology. Just as farm 

expoe iment st.ations are neded to be set tip and run by society 

as by i rivo lve massive funds while returns from their 

I 
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tnnovacions cannot be internalized by individual farmers, so R&D 

in a developing country with nascent industry is to be undertaken 

by the society for the benefit of small enterprises, till firms 

grew to be large enouqh to undertake their own re-search-- which 

stage is still decades away in Bangladesh. 

4.5. Bangladesh i-s a young industrial country, with first

generation entrepreneurs. Even the denationalized textile and 

jute firms are known to be managed mostly by the sons of the 

earlier owners who probably lack experience. At the same time, 

Bangladesh has the advantage of the latecomer. Technolcgy does 

not have to be develcoed from a scratch. As stated above, it has 

price tags and can be bought at any stage. Only it has to be 

adanred. 

. Faced with lack of emplorment, many Bangladeshis are 

ueilled to seek self-employrmenc. Those who can marshal some 

funds to make modest invesments find themselves faced with a 

lack of on-line, off-the-snelf supericr technologies, new 

products, cost-effective services, or new methods of production 

:o choose from. They lack around. Findina that their neighbors 

nave made some money in traditional lines--rice mills, coir 

strings, powerlooms, photostatic copying services, and so on-

they crowd in the same traditonal industries by siplv 

repnlcacinc the existing ezuipment and -rocesses without any cost 

rduction to capture the market from established firms. They lower 

cach other's profits for static demand, instead of lcwer:ng 

prCeS through reduced costs and thereby expanding- the market 

demand. The result is that the-; can earn little surgiuses to 

expand their businesses. 



,. D~ivectcn of Chance in S& 

Police Durinc the Fourth FTP 

. ursuit of technological anr nrocuctivitv imrrovements is 

not ,a one-shot affair, it has to be a never-ondian actitity. a 

continuum to hold one's position i re-latin to ccmreritcrs and, 

if success in tac area is succrir o catch up wtn tam, arC 

eventually excel . Ever-; new produc: or technolccy begins 7: 

recone obsolete on the day it firs- creaks even. A counrry^ or 

firm bcing the one which makes its own zroduct or tecnnogcc 

..edundant is the only way to prevent its competitors frcm dcing 

so. 

. To eoect Lo be the one who makes one's own process 

nobsolete before cthqrs do so requires comprehensiveness ifn 

reseaxrcn. Comprenensiveness in :ffective induszrial resear-h, zne 

acZ o: wnicn in Bangladesh was zewailed in the Third F7? '?.412), 

requir2s a crrnzi cal mass of scientists, technologists, and 

engineers, in several bas:c f-'Cs. Insofar as induszrial 

researh -s concerned, mathema:cis, rhysics, chemiszzy, biolor, 

cconomzcs, and so forth are nc- "discicItnes" but tools. -n 

zangladesh's concern witzh suacnant industrial prcductiviv ard 

ieea to raise I: in the short- h. igner i t- ehe nmrhass 

Thtrd 2:P in "applied and adaPt.:?2 resear" than on undamentl 

resnarci" and a "shift in carec::zn o: zecznological researoh 

-rmsimpic ;roducts or =roces'-s of enaineering andc thaz 

acracation of plants and mazras" (79? p. 413-13) was 

somewhat mispLaced. In industzra research, sucn zstinctons 

have to be snelved aside. The -wo brancres arc Interactive and 



intcr Linked. PuLr regearch is i.iorL 'hor difficult nor lessare 

relevant to developing usablc technologics than the so-called 

anplied rescarch. Trivial corrections are often as hard to make 

and as much resisted as fundamental chances. The diffusion of 

LccIIIoio"y transferred from abroad requires local competence in 

both.pureand applied researP. Research nfforts necedd to make 

innovations and technological improvements are usually too greaz 

to be :;atisfid with the shorr-term alone. The aim ought to be tz 

tcvcloc a stream of, innovatiens, a process amplly aemonstrated by 

the EI? rice sece. 

5.1. Unlic academic research in universities, where it may be 

an cn in itself, industrial researcn is for its utility, for 

profi:, for production. industrial research has, therefore,' to 

ha.ve close feed-back relationships with production engineers. 

marker managers, and other functionaries. Industrial research to 

be cost-errective, moreover, has to produce results which are 

more ::an -ust "interesting". They have to be productive and 

trutful. The race of return from industrial research may range 

c10m zero to hundredfold, thousandfold, even higher. 

6. 	 Commitment to Technolcv-2ased-

Deve l onment Planninc 

6. Bangladesh' s plans have so far consisted larcelv of a 

c±lccrcon of aided or domestcaLly-financed zrOc-tcs nr-enared by 

mUInstrIes and line icparmcnrz. The courtn VT decarts :rzm 

pre;.ous cLans :n :nrnc rspects, among others. One, In making a 

:accinnanc at intcqraring micrc ad macro pianninc; intcratinc 

puit:c-scctor mtcrc projects wirhin -nc:nsclvcs and with national

L'vl macro varianlos and :n incorporatina predicred responses 

.7
 



collection of aided or domestically-financed projects prepared by 

ministries and line -departments. The Fourth FYP departs from 

previous plans in three respects, among others. One, in making a-

beginning at integrating micro ad macro planning; integrating 

public-sector micro projects within themselves and with national

level macro variables and in incorporating predicted responses of

private investors into the national plan. Two, - in 

decentralization by formalizing local participation in the 

preparation and- execution of the plan. Third, in introducing a 

technology- plan into the economic plan, an approach to a 

technology-based. development planning. 

6.2- Political will for a bia- learfroa in technoloav exists.-

First attempt at formulatiig a national S&T policy was made at 

the time of preparation of the Second F!P (1980). The draft 

document prepared for the purpose could not muster adequate 

Suport. A second attempt were made at the time of the 

preparation of the Third FYP (1985), when a new draft policy was 

circulated by the NCST. As a result, a modest progress was made. 

The NCST and the S&T Division was directed to undertake -a review 

of the entire S&T development and "formulate S&T policies and 

plans for future directions of S&T both, in short and long-Term 

perspective.'1 A thorough review of the state -of technology was 

commissioned for the Third FYP, which culminated.- i a multi

volume study under the authorship of Professor Igbal Mahmud at 

al Two- feasibility ' studies, one on biotechnology- and the other 

an oceanographic research were undertaken. A National Science 

Academy- Bhaban was constructed- to house the Bangladesh Academy orf 
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Sciences. The National Science Library was augmented. A 

National Museum ' of Science and Technology has been completed. 

In short, for the Third Plan, a thorough review of various 

research organizations was done and a modest infrastructure for 

science and technology research was created. Other than that, 

many research institutes work with outmoded ecuipment- and remain 

underfunded. No wonder, the pace of technological improvement 

remains as slow and sluggish as ever. 

The realization of technology as a strategic variable in 

development did not really emerge until the time of the 

preparation of the Fourth FYP (1989). Technology awareness 

became known during the one-week-long international forum on 

science and technology during May 18-23, 1989, at which the 

President, the Prime Minister and the inister of Industry, the 

Minister of Finance, the Minister of Planning, the Minister of 

Education and S&T, the Secretary of S&T Divisicn, the senior 

Member of the Planning Commission, and other high-level policy 

makers, one after the other, echoed in one voice to give top 

priority to technological develoment. Political will for a 

technology-based development planning now exists in the country. 

Technology nlanners, are talking of setting a target of 4l% to 1.1% 

of GDP for R&D by the end of the Four-h FY, a target announced 

by the Prime Minister at the One-week Forum on S&T_ In 1987-88, 

the PP was revised by -he Planning Commissian requiring line 

ministries to consider all alternatives before making a choice 

of teennology for a project proposed to be included in the five

year plan and to provide other information pertinent to 

technology- assessment. 



-his-is neither to:Jsav that the need for .technological 

improvements was not - realized before nor that research 

organization have not been set up in Bangladesh. -Technology was 

not 'a priority concern till the Second FYP . It was neither 

--mentioned as an objective nor as a strategy. No separate chapter 

----- was written on it. The break came in the Third- FYP. And then 

was a separate chapter on scientific and technological research. 

One of the eight objectives of the Thir& FYP was "development of 

technological base for bringing about a long term structural

change". The same objective forms a part of the nine objectives 

of the Fourth FYP, namely, "development of technological base 

facilitating structural changes". Likewise there is a whole 

charter devoted to science and technology. 

6.3. As regards the infrastructure, including universiczes with 

postgraduate training, there are as many as 64 research 

organizations in this country. Yet there are numerous gaps. The 

major research centers--DU, BUET, BAU, BCSIR, BJR, Fisheries RI, 

BITAC, leather, food and sugar, textile, and other--independently 

have their problems. The Third Five Year Plan identified the 

following basic weaknesses and problems exsti-ag in -he fields of 

S&T research; "unplanned R&D work, mutiplicty of crganizarians 

resulzina in lack of coordination of work, overlapping C: Zoals 

and functions, wastages or resources, ad lack or 

comprehensiveness in the S&T policy" (p. 413). Some directons 

were provided, but the picture has not changed much today from 

what it was in 1985. 

6.4. The Planning Commission (its HI7D Project) has been engaged 
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in diagnosing the reasons of this slowness and low productivity
 

of R&D organizations. One of the possible explanations is that
 

the research effort in Bangladesh is too little, allocation to
 

R&D is too meager, and comprehensiveness-. in R&D is lacking.
 

Action plans are non-existent. ITn' setting goals and strategies
 

for the Third F72, it was emphasized, for instance, that "the
 

critical difference between plans . . . does not lie in their
 

objectives but in the strategies they adopt to achieve the
 

objectives" (TFP, p.38). Interestingly, the six strategies of
 

the plan did not include promotin of technology.
 

6.5. The allocation of resources to S&T remains modest, as may
 

be judged from the following figures:
 

Financial allocation to R&D by public sector (Takas crores in
 

curent prices)
 

Total Plan % of Act al 
Plan Public Allocation Allocation Utilization 

Sector to S&T
 

FFIT 3984 23 0.58 14 

'ITY 3261 39 1.20, 25 

SFYP 15060 129 0.80 :101 

TFZ 25000 60 0.24 

EFPa 70792 1053 1.49 

aAs according to the f-t of mhe four alternatives in the 

Guidelines for the Fourth rEP. 'he figure is still rough. 

6.6. Over 41% of the S&T allocaticn goes to atomic energy 



research. Atcmic energy (BAEC) and space research - fSPJAMSO) 

together account for 56 percent of the S&T ADP allocation -[see 

TFYP, p.422) . Naturally, very scant public resources are devoted 

to R&D in industry. No estimates of private R&D exist, but 

private research in technology is unlikely to be a large relative 

to public R&D. 

6.7.- An implication of the significant lag in technology- in 

Bangladesh's industry revealed by the research done at the 

Planning Commission (IID Project) is that nothing short of a 

quantum increase in R&D for a leapfrog "in technology development 

is going to put Bangladesh on the tdchnology escalator in the 

1990s that many other develocing countries have already stened 

on. The existing research organizations of Bangladesh are not 

:oreseen to provide such a breakthrough. 

5.3. 7t should, however, be mentioned chat the allocation to S&T 

does not include financial allocation cc S&T develanment in oter 

-han S&T sector orover. These other sectors include agric.lture, 

water resources, industries, transnort, energy, etc. An eswi-at 

of the R&D component of ADP allocation in the latter sectors, 

mace for the SFY?, comes co abcout twice as much as R&D 7.: S&T 

:rcrer, i.e., 'TK. 264 acre of wnich alccawon nor S&T ===er is 

M'.120 (TFYP, p. 417). Total public-sector allocation zc R&D in 

che SFrP, thus, was 2.5% of coal ADP financing of the Sr'Z. 

Assuming total ADP for the 5 'rears or the SBY7 was 12% of GDP, 

the R&D comes to 0.3 of I nercent, which tcc i.s meager. 

6.9. At the S&T forum in April 1989, the Prime Minister announced 

the. target of 1 percent of GDP to R&D. If that target were to be 



met by the end of the Fourth FYP, and assuming that by the 

terminal year -of the Fourth F-- the private sector R&D will rise

to what public sector R&D is today, the ADP allocation to S&T as 

a percentage of GDP has to increase at the rate of roughly 0.1 of 

1 percent of GDP per year. Given the current GDP of 

approximately $17 billion, the stated increment comes to $17 

million annually. 

6.10. Using 90 percent of it to come from foreign aid, which is 

currently running at approximately $2.3 billion per year, the 

percentage of foreign aid that ought to be earmarked for R&D 

(provided donors are persuaded that technology is the key to 

Povert- alleviatica of this country) is 0.0074 of 1 percent of 

foreign aid. As a matter of fact, if the Bangladesh Aid 

Consortium donors 4gree to earmark 1 percent of their aid for R&D 

during the 5 year period of the Fourth FYh (a cumulated fund of 

$115 million), a private S&T institute of t-ansfer of technolcg 

of the size of KIST and KAIST can be set up during this plan 

alone.
 

6.11. The reference to KIST is not accidental. In 1965, a large 

mission of Korea visited Pakistan to learn about planning 

techniques, including technology planning--so far behnd 

techniques of develonment planning Koreans t-cught they were. 

The KIST came into being in 1968 with a grant of £10 million rcm 

USAID, which was ecually matched by the- Korean Government. "haz 

institute has not only stzcd on its own feet since after thar 

aid, it is believed to be the driving force resvonsible for the 

technological breakthrough which, in the course of 2 decades, has 

elevated Korea to the envy of the world, today its goods from 

N. 
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shirts to ships compete favorably in industrial countries of 

Europe and North America. 

6.12. Taking a cue from the KIST, the Planning Commission, 

through its HIID project, has been engaged in a preliminary study 

of setting up a relatively big, autonomous, KIST-tye institute 

-of transfer of technology, which will be comprehensive with 

critical masses of scientists in various disciplines. The 

project will be described a few paragraphs below. 

6.13. The goal set by the Planning Commission is modest ana 

practical: catch up with the levels of technology in neighborig 

countries--Malaysia, Thailand, India, Pakistan--by year 2000. 

Hopefully the preliminary study for a KIST-rype institute of 

science and technology that is going on in the Planning 

Commission will nrcduce an acceptable project. 

z-r
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APPENDIX 

to 

Tecnnology-Based Development Planninc 

Definition of Technoloav Transfer 

The usual image of technolocv is that it is embodied in 

machines (hardwares). While that is a fact of life and some 

technology is, indeed, embodied in machines, that is cnly , a 

partial view. Parts of technology are also embocded in human 

oeings, institutions, software, and environment. It is imnortant, 

therefore, to define technology and technology transfer at the 

outset. 

Technology management szecialists define technology zransfer 

broadly to consist of 4 ccmonents: 

a) Technoware: both hardware and sofzwares 

b) Humanware: entrenreneurship, management, skili 

c) inforware: inormaticn. proper dcaznentazin 

dissemination 

d)'Orgaware: erreczveness and linkages of orqanIzazarn. 

Transfer of technolog-;, urzhermcre, involves: 

a) technology assessment in the fountr- wnere itfrm 

imported 

b) technology transfer logistics and arrangements 

a) technology adotion/adantatcn/ development, and 

d) technology diffusion. 

Finally, an essential part of =rcducrivizy and technology 



improvement is technology consciousness. Koreans put special 

value on it. Korea launched a national movement for the 

tonularization of science and technolocy as an intregal part of 

its long-range S&T development plan. The basic goal of this 

movement was a reorientation of the PublicT s att'iudes. They 

emphasized a broadening of attitudes towards productivity and 

technolcgy in every aspect of daily life. The movement was in no 

way conceived of as the special province of scientiSts aId 

engineers. It called for the ecually inrensive narticination of 

the housewife, the farmer, the craftsman, the businessman, anc, 

the scholar. 

The core of technology develonement lies in the educazion or 

and the research by high cali"re scientists and encinaers 
scen4_ - -er 

surzicient mummers. . criticl- mass of scientists in eaca or 

several majcr disciplines is necessary for Bangladesh to leaP 

froa and aet on the escalator at which neighboring ccntries have 

already firmed up their nlaces. 
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Private Sector
 

Development
 

Short! Review Sinca S-'vI
 

Considering the politico-economic uncertainties till recent
 

years through which it has passed, Bangladesh's private sector 

-has probably not fared that badly. The low ceiling on investment 

of Tk. 245 lakh till 1974, raised to Tk. 3 crore in 1974 and Tk. 

10 crare in 1975 was not completely removed till the end of the 

decade of the 1970s. Not much investment could take place below 

these ceilings. Repressed till that time, new orivate-nvestment 

almost exploded during the two years of 1979-80 and 1980-81, as 

soon as the ceiling was lifted. The resurgence was nipped in the 

bud, evidently, by the'assassination of the incumbent president 

in 6 years. New private investment fell to a fifth in 1981-82 of 

what it was in 1980-81 (see Col. 1 of Table 1). It has yet not 

recovered to regain the 1979-1981 levels despite widespreac 

incentives in the New Industrial Policy, 1962, and the Revised 

Industrial ?olicy, 1986. 

Almost a similar behavior (an invertea parabola during :he 

period 1976-1988 "ith the hump around the turn of the decade) zs 

depictee n7 public investment, as may be seen from Cal. 3 f 

Table I.
 

The Pmployment growth behavior, too, is similar, as may be 

seen from the last column of Table I. The benavior patterns Of 

all the three key variables--private investment (DI data source), 



public investment (Planning---Commission sources;' and
 

nonagricultural employment (Economic Census)--come from .
 

distinctly incependent sources. Their consistency with each
 

other is a triple confirmation of the noted results.
 

it is possible that a goo par: of private invesztile
 

resources in the first half of the 1980s was -absorbe by
 

purchases of divested and denationalized firms. That does not
 

seem an important cause, however,- inasmuch as a sharp slow-dcwn,
 

if not a vrrtual suspension, in privatization in the latter ha-r
 

of the 1980s does nor seem to have diverted private resources to
 

new investment by perceptible proportions. Natural disasters
 

(e.g., the devastating flocd of 1088) and external factors (suc n 

as a precipitous fall. in the world price of jute in the mic

1980s), toc, is unlikely to exvlain tne entire sluggisness in 

private (or. pulic) investment. We have to take a serious Lco. 

at our saving-and-investment effort. 

Whyr have TyIvarprc not 

Resnonded to c 

Planners and policymakers have been pernlexed as :z -ny 

private investors - have not resnoncen overwnelmingly :r even 

moerately to e- two momen:cus policy pacKages. SI52 an 

;nion proviced all sorts of :nvescment :ncenzives ana asner _n 

a climate of Lioeralization, decentralizarion, and priva::::::

4itn a -rlew :o ::naing an answer, tne tlanning oammZs::n 

unaertoog to carry our :ao zer inenr sur-veys. To find an ansser 

_:om the norse-s mourt, :he rirst survey was audressea to acex 

agencies or industrial leacers (office-bearers of lndustrlat 

associations, Chamoers of industry, banks. and curlic 
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.corporations). The second is focused on entrepreneurs
 

(enterprises). The first survey has been completed. The secone
 

is still in progress.
 

In the first survey, extensive discussions were carried out
 

ana incuiries were made about industrial policies, problems faced 

by industrialists, and possible solutions thereto. Some of the
 

results of the survey of apex agencies reflecting the views of 

industrial leaders, are summarized in Table 1. 

Industrial leaders agree that private investment has nor 

increased as much as they had wished or the government had 

expected. There is a lot of sickness among industrial firms. 

Paradoxical though it may appear, industrialists want more and 

more assistance at the same time when a large percentage a? tien 

blame policies for a sluggish response on their part--thoug. :cz 

necessarily policies per se, but rather as they.are implemencea. 

Tndustra±1sts voci:erously complain against as a_ 

discouragement to geniune investment in industrial venrares Yet 

they *ish for higher protection to -their procucts, 

notwilhstanding the fact that the root cause of smuggling is 

-car:::s and bans on. imoorts. -

Incustrtanists comtain *o too Mucm -i r---- n ne 

country, 4nich cuts the ground from anaer :naustrial investren:. 

The ract is that :he root cause of rent-seeKing, zoo. is trofse 

regulacionisanc:ioning/licensing in tne economy. 

nduszrialists bewazl of co'n-n' at 31.. stages 

investment and proauction by public functionaries as a lamper 'n 

investment. uch of corruption. however, is an attempt by persons 



with whom an investor has to deal to share in the rents and 

7 assistance to clients.- Once again, a remedy is to reduce 

assistanoe and thereby eliminate the process entailed by that. 

Many industrial leaders, indeed, have stated that they would 

have, by and large, made the same investments even if industrial 

policies had not existed. 

A search for possible relationships between assistance and 

industrial performance has revealed from 2r-er la negatite 

(current at lared) mnat at pnlicies on the total-factor 

productivity, production efficiency, investment, and employment 

creation in most industries and in almost all size-classes except 

the segment of the 20-99 worker size-class. See the regression 

results in Table 2. 

In short, the root cause of the ills of Bangladesh s 

industry is high level of assistance. Consequently, the key co 

the country's industrial growth seems to lie not in more but less 

assistance--less regulation and more competition, low tariffs ana 

increased liberalization, less assistance via subsidized factor

and-raw-material prices and more assistance through technological 

innovations. 

PrivatizAtion and P7fficiencv 

One perceives a deper-rnoted arnblfa that tiamp trs cap ii 

industrialization when one moves from investment growth to tne 

performance of existing industries as between private and public 

sectors. Data do not yet exist to carry out this comnparativ 

analysis for recent years (although a survey is in progress at 

the Planning Commission. whose results are expected by late this 

year, whi-ch should throw light on this hazy area). Upto about the 
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first half of the current decade the relevant data are available 

from CHI. An econometric analysis done at the Planning Commission 

1W / 	 (HIID Projectl) with these data suggests thar in the 20-39 worker 

range (accounting for 12 percent .or employment and 1.22 percent 

-units;, the.public sector has done significantly better than the 

private sector in terms of year-to-year total-factor-produc::vzy 

growth and production efficiency. In the below-20-worker range 

the public sector nas none no better tnan te private sector. 'n 

the aoove-92-worker .range (accounting for 12.53 percent of 

employment and 0.16 of 1 percent of establishments), the private 

sector has clearly shown superior performance, as may be verlra ec 

-from the Dublic-sector dummy (DFUB) in Table 2. 

rom the main nrecccuation with econan ic growth during 

ancut the first two decaces after WI, to heightened interest I7 

income distribution around =ne turn of the following cecade or 

the 1960s to special concern witn poverty around the turn of the 

next decade, the countries of the world have come full czrcte 

around to pursue high growtn rates. Bangladesh being a low-per

capita income country would naturally want to increase the size 

of the pie even more. The iescio-a env. g '?-=w'- :Ic 

-oncer every donor :rtenc Efanglacesn is :r - ncreaszng 

er::ciency in Bangiacesn. 

ut::erent donors -ant to o : meir -say. The W4ortc Sana anc 

the THE maKe no bones about us:ng naeir ai4 Ieverage to pressure 

countrres to accept their ccndi:ions in excnange of aic. 

'31--'n'-r1 ritu-rnonr, tflat has become synonymous um:n 7a anc:ng 

the budget, nalancing the foreign trade account. balancing tne 



publicienterprise budgets, controlling inflation, devalu-ing 

over-valued currencies, and -,so .forth, is the .Bank's way of 

promoting' efficiency. The Bank's "conditionality" is, however, 

not an unmixed blessing and may create serious. social and equity 

problems for the country concerned. Likewise, USAID pushes its
 

"privatiation" objective single-nindedly-,- without paying due 

attention to the sound -analysis that.is needed to ieform such
 

basic policies,. HIID's motto is to "gat Prices right."' often
 

ignoring numerous cases of market failure. Host other donors have
 

fallen in line with one or the other of the three distinct yet
 

related approaches. They are complementary. So each donor
 

supports the other, but pursues its own. They are all laudable
 

measures.
 

Unfortunately, -what were supposed to be "means" have, to a 

considerable extent, become "ends" in themselves. The main 

economic objective of all the three approaches is the same: 

efficiency. But efficiency is unattainable without competition. 

Privatization, getting prices right, and structural adjustment-

all are consistent with competition and aim at attaining maximum 

efficiency. But often in the pursuit of "means,-" -efficiency and 

competition are lost signt of.
 

Coming home, in -Bangladesh, Henationalintion and. divsant 

was probably rushed through without sound analysis-, about 

finances, management and similar problems. Not much was done -to 

assure competitive environment within and between private and 

public firms.. Numerous regulations stunting the growth of private 

firms continued despite liberalized setting. Little awareness was 

created among private and public entrepreneurs- about the current 
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race for technology and productivity. For increasing efficiency, 

these weaknesses need to be rectified.
 

The private sector was expected to invest more, produce 

;ore - and' do so at progressively lower unit costs, and 

consequently increase efficiency and growth in the economy. The 

basis of this expectation was the supposed freedom of private 

firms from the thre maia naes at ineffciency that alDaue 

public firms: lack of competition, absence of management and 

worker incentives, and bureaucratic and political interference in 

the management. of public enterprises. While some vestiges of the 

legacy of public behavior continued to some extent even after 

divestment--such as temporary limitations on laying off of 

workers, continuation of certain regulations leaving private 

enterprises still. open to intervention from public functionaries, 

and the like--the latter two causes were, by and large, remedied 

by virtue of privateness.
 

The critical first cause remained almost untouched. That is, 

not only protection from foreign competition continued at high 

rates (even after recent tariff revisions) for most industries, 

internal constraints on nometitive pnvi-onment also scarcely 

improved. For instance, public enterprises have continued 

incurr:ng heavy losses and being bailec out by . the government. 

That practice removes tne fundamental base of competition from 

under its feet, namely puolic managers are not constrained to act 

as profit-maximizers. Public enterprises have not been uncer 

similar pressures to resist wage increases as private 

enterprises, because the former's losses are passed on to the 
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central budget.-These privileges and practices not on-ly mitigate 

competitive environment among public firms, but in -addition 

introduce 'unfair competition between public and private firms. 

For wher public employees get a wage raise, private firms 

immediately come under the worker pressure to match those
 

increases. Higher costs of private firms have to be borne by
 

their owners, unless they can get away with defaults on debt
 

repayment.
 

On the opposite side, a number of private firms, like public 

firms, enjoy monooolistic oM oliroolistic positions. Thus, 

competitive challenge is eroded from both sides. 

Comoetition a Key to Efficiency 

Efficiency in econobics has a special definition and is 

frequently denoted as Pareto efficiency, after the name of its 

late 19th-century author, Wilfred Pareto. In the consumption 

parlance, Pareto efficiency is defined as an organization in 

which nobody can be made better off without making someone else 

worse off. In the production sphere, Pareto efficiency ' is 

correspondingly defined as an organization in which no scope is 

left to produce more value by given resources and technology, 

i.e., the best-practice technique of production and -optimal 

allocation of resources have been attained. Except iWhere the 

market may fail, two efficiency theorems can -be unambiguously 

proved: 

(1) Any competitive market equilibrium is Pareto efficienL,
 

both in consumption and production.
 

(2) Under certain plausible conditions (such as convexity of
 

preferences4, every Pareto efficient allocation is a market
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3n

equillorium-


Two lemmas single out Pareto efficient ailocazicn as
 

Dasic criterion for welfare maximizazion:
 

(a, Ever- welfare maximum is a razerc eficienz aocar:n.
 

(b> Every Pareto efficien; allocazion is a welfare naximun.
 

±nsnor, -. =- e pnts':n rhprl nr a

weirare max:nuzaton.. if colltfas of structura acjustnent. 

prvaizatin/cenationalization/divesrmen:. and get:ing-rices

rignz Decome onh=t-- vocin henmselves :rreszentive of wnetner or 

not they are set in competitive environment, the funcamenzal 

cause of poor performance by the privace sector. is not Zar 

seeK. 

r, summary, Ze r-scai. monetary, trace, ;rce, anz
 

regulatorv Policies :o assist orivate investfent anc prcuctz:. 

-:froency h±ave scarcely succeeded. G-vng more assistance 4s .- c

a resedy: a recucz:on in assistance :s -7pilcacec or :-e anays4s 

done in this Commission. Let compecizzve marcem nrices prevali. 

For instance, subs1:ized rate or :nterest dasror:s resource
 

aliocation anc causes iner:: :lencies r:nvescment. .tarmet 

o: Lnzore 4:1 ce nore :oncucl'.-e o1 e:fizant . 

cenagn ieglect Zz anc oomers corrow:z ,:rM Money ancerz 

ze er :1c tency-sroo:g. Ate ava:Lac-i:y ratne: .nan :neapness 

:r--------------.-c-------e --- rf romc'ag ecu :7 

anc reaucing :acome :nequa.iles :nrzugz r:es roes -cre nar 

ocaZ 	 equity nc -L-ncy: -hen csr e-::cen: -jay D: ennancinS
 

ecuz7 .nrugl umncsum :ransrers.
 

Accorcingiy. :te crection or te Thuron ?? - c :
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promote competitive environment; to reduce price aiszorticns; tO 

deregulate the econaomy in those areas where regulations tnwart 

investment and efficiency; to drastically lower tariffs on those 

products wnicn have already enjoyed protection or: 15 years or 

* 	 so: to steadily move towards market rates or interest ana other 

-equiirium prices; and to resist and desist from giving more 

assistance of the traditional -type to industry. 

Where assistance is highly in order to cromote
 

industrialization, on the other hand, is in the areas which will
 

ennance the productive efficiency of the economy, and therecy
 

raise 	 the rate of return from investment in plant and equipment 

and 	 skill of personnel rather than from smuggling ana rent

seeking. Among these areas s. a quantum increase in R&D tneh:n 

obJective of :eapfrogging in industrial technology., in wnicn 

Bangladesh has lagged behind its neighbors in the past years. To 

promote productivtty and engineering efficiency in general in tne 

private sector, the ADP allocation to science and technology is 

targeted to increase from the estimated low level of 0.3 percent 

of GDP to 1.0 cereent of GDP by the end of the Four:h SY?. 

Simultaneously, tne capacity of R&D orgnizacicns will De 

augmented to aosorz tne targeted increase in une alcca:crn of 

resources to 3.&D.A feas:bility study is anderway f:r a large 

KIST-tyoe inszzzuce of exceilence in tne Drlvare sector : :aae 

over 	 comprenensive researcn ana aevelopment Ln tecnnology. 

:n snort. to oromote the ;rivate sector. tne :cut.. - 

makes a creat ±ron te past plans Ln =ree areas. among =t:ers: 

ziscai ana monetary incentives. price ana quanT:::7 :cncrts, 

ana too much regulation have not only not workec roarcs Cne 
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achievement of the goals of industrialization. they have insteac 

created widespreac -istortions and inef:=1cenc-es :n zne economy. 

Therefore, Instead of giving more, -Zai kzrn z 

nulti-layerCe assistance :o incuszry :nrcugn sucaszin 

prices or materiaz and primary Inpu=s nas createc a nez-wor' 

high-cost inaustries. The country ratner neecs .low-cosz 

industries. Therefore, inszeac orfie :rying recuceca 


4ncustry S costs ar::f:caIly (and :nc:aenta ±7 only as a 

snot anange) by granting nrice suasidies and similar 2concessins.
 

the enhma- u7-"0 aa -educ--' .
' 12 nn7r- Q .g 

Cgve'l-C""0 112 n 4~-"'n '-r-v0-nr new przcucms anz 

services, and inprovec processes ana me:nocs of zrocucz:on. 

Assistance =olicies . in general be zrcnc:zve ra:zer 

protec:ive. Close watch on monopolistic anc : _ Ic= 

practices wilI be cect. 0o:n in cne ouc c sec:or anc ne zravaza 

sector, as wel as on the resziczive -ractioes 3: empcye a 

employees. Cno r'--n- -e zm~r -- =n-

economy. unnecessary regu.azrons ::e recucec. 

:c t ow:ng tne spir:: D: ;ne qcart 2t -eszran : 

sizn.trying..=eratz:25. Inc S-c-taflanct n 

szn1tar Processes Zor Iarre anc r n usiness. *-- 2n'
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