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May 6, 1989

VALUEL ADBDEDL 1 MAHUFACTUILING
The weaknesses of value added (or GNP  generated) in
mandf{actur ing are well-known. So are weaknesses 1n other

nonadi icultural scctors, particularly constructlon and transport.

Indeced, the ostimatoes of value added and investment in the lattier

twe sectkors are

data cxist

the wealkest

among all sectors. Practically no

for these two sectors. GNP estimates for them arc

r
bared latgely on assumed values and ratlos.

manulacturing

industries

The heightened concern with the estimates of walue added in

is eovidently due to the role of
wanulactulring, its  growth and expert potential, the hiahly
produciive. on-‘he-job training provided Dby this sector, Lts
linkages with other sectors, and so forth. 1t 1ls no surprise
that in almost ali developing countries, industrialization gois
pr16vily 'th national development plans.

- Tho manufacturing sccirr of Bangladesh consists of Eour
Jdis inct subsectors or componants: (1} large sector {(main data-
urnerat ing agency: CMI, DS} {2} small industries {(main da-a-
producing adcency . BSCICH;  (3) cohtaac industries {maln data-
el ieot ing agency: BSCICY; and {(4) Lhe handloom lndustry {(main
data-aencrating agency: the iandloom Board). Other agencics and
wirvaiduar  ieosecarvrchers have done surveys now and then., which
siavide <hecks on fand c©fteon supplementary information tol the

mnatic naourese of davra.
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“Hone“dre, however, reliable. For instance,  the CHMI covered
fower than 4000 units until this year, when all of a sudden it
has increased the size of this scctor to over 23000
Qstabli‘Shmcnts {evidently based on the information preovided by

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

-

its cstimates till 19853-86! The capital stock data reportccz in
this source is highly suspect..

I haven't read any sourcé or heard from anycone not remarking
about the BSCIC data as beihg: unreliakle. I have alsc heard

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

carrying out its decennial census o©f small and cocttage

industries) tc the effect that it is going to ke another re-run
the 1979-1981 censuses, which are hardly praiseworthy.

The main reason for the weak data of BSCIC probakly s that
this agency lacks the expertise of senior researchers and
analysts, and its igw-paid data-generation machincry {of
invesligators) Ls net sufficrently cquipped to do a good job.

Any  refinement cE t’nq existing industrial data, more
tcailistic Aassumptions about completing the data gaps, or
deveioping  aew mulitlitiiers to revise existing estimates is
Aiilkely w0 produce zhe value added measures whizn can command
nore rconfidence. What Ls the alternative? the alternative is t2

t

Jeneate wore cemprehensive and trustworthy data.

Short-run approach

A

A new picce of information that has become avallarlce during

the past onc year s the Economic Census, 1985, which Includes

nonagricultural activitlies. As of now a 5% sample of

of



cstablishments only has been tabulated. This source gives data
¥

on "persons ehgaged"” by industry classification‘and employment -

size-classes af industry. Since value added estimates are

obtained mainly from cmployment, by assuming average valuc added

per worker, this source should be considered more reliable than

.

previ. ous sources. For previous employment estlimates are
< . -

obtained Erom houschold surveys ovr population censitses. ‘The

cconomic census is addressed to establishments and housechold
econumic activities.

The 100-percent tabulation of esgablishmcnts as well as 100-
percent tabulation of household activities or cottage industrics
is cxpected to be rrmady in the near future. These two saqurces
w1ll provide total employment by industry classification and
size-classes of iﬁdustries. By making guestimates about the mean
wage rate, value added by labor can be estimated. Value added by

capital will remain a problem.

Long-run approach

There s no substitute for good data in preparing national
accounts, BBS is under contract te carry out follow-on surveys,

using the Economic Census as a frame. Last year, a ‘subcommittce

af the Planning Commission (representing data-users) worked for

mont hs and prepared a report on siata gaps, itn which the following
1 : Q.. -,
} vecommendations weve sprifically made:

{1} The questionnaire of the follow-on surveys should be

prepared in close (not cosmetic) censultatlon with data-uscers.

(2) The data on incomes, outputs, costs, cmployment, and

similar variables should e in such recasonable detail as %o yleld

comprchensive measures of them for national accounts, manpower



planning, and other purposes.

(3} The coverage of sectors should be complcte. It was

speclally recommended, Zor instance, that the feollow-on surveys
.must =~ include construction and transpoert, by both
cstablishments/firms and self-ipvestment by households.

(4} The work on surveys snould be expedited.

We are unaware of any response or progress on any of these
aspeccts. The statlistical subcommittee of the Ministry, chaired
by the Sccretary of its Statical Department (of which Sahzta 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 ab::zut a vear aga.

There is no kreaso:i whv these economic surveys cannot
generate ra2liable estimates of national accounts, and

entire penacricultural sector. This is the scurce on which

nationai accounts estimaisswil: have to depend.
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The reference follow-on surveys provide a golden opportunity

to stert 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.

nly if data-users can be -incorporated as essential members of
the undertaking!

The Economic Census Department's argumeni Zor not
nsport and construction in permanent establishmen
peaced in the National Report) 18 wezk. b
e such firms. But their argument for not- surveying these Tvo
ctors at all is baseless and unacceptable, because the
sehold activities part of the survey will and qust pick up all
ncmic activities associated with individuzlly cwned autos
m:ly-built homes. If such a spec:izlized department as
nomic Ceasus cannot do a survey of these sectors, no mat:
difZused, who else can do and who will estimate value ad
= them? )

..)’ th th — ¢t
ﬂ) O 1y
Lo I“

() [Z'.

thid 13 m
oo

0 gc)

As_a data-user and advisor to the ministry of dzata- -users, I

»sould strongly empha51ze that the Econcmic Census be rEquEEG to

urvey these and all other nonagr*c”ltura1 sdubsectors zand 4o so
in clcse collazboration with economist data-users.
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GNP Ch.3 ' . ,

P.1. Shouldn't transpcrt a2lso be included? Tkhe national

2ccounis estimates of that sector are also very weak.

3. . A weaknegs of the CMI that can be remedied immediately

‘willout major change in coverage and weightage, etc., is the pcor

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

the poinc. In some cases, the raw materials ussed have 1o
relation with the output produced. Casas of yarn being the raw

‘material for Zce, and vice versas, have been detected. Units

appear in the sample with .employment and other data hut the
output cell is blank. There are numerous observations in which

lak¢r has creased multifold, when output has decreased

r

id, and vice versa. See photocopy of a printed page .C

=]
[
'-J
rr
j
b
(8]
=

_ &iﬁﬁbi al e ons, :
CHI 1984-85 and 1985~ he data sheould be edited much more
tho:ougnlv Eveg back issues of the CMI can be cleaned up.-

.3. . It is not understood why the lag is so long! The 1986

v}

Econcmic Census was supposed to be tatulated by 1987, it has just

been ccmpleted--more thar 3 yvears afier it was done, and.with a

multinilliidn-dollar-aid foreigm techmical consultancy with all

scrts of computers and cther egcuipment. The HIID has carried out '

-
-

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

as the CYT. The HIID.cuesticnnaire is about twice the size of
the CMI ques t*onnal . The entire cocuntry is covered. The
entirs process from field” survey ts editing-.and processing eI

cdata upis the corss-tabulat:cns (the level of data processing

dcne bv 3BS) and econcmetric estimation is about to

(24
(3



within one year.
P.4, t"Op‘ paragraph: Upto 1988, the CMI consisted of about 3500 .
establishments. It is_ learnt that B38S has now expa&dedéfhé list

to moée than 23p000-unit§ (which will pfobabiy-bg covered by a
survey rathér than census). For the-units_with 10 workers or
. more, the Economic Census figure ig 18129'(plus an unknowh
fraction of 3079 units whiéh did not report.tge employment sizé)-
P.4. A number of surveys are repeatedly done by BBS, such as the
"household expenditure sur§ey, the labor ﬁor&e survey, and sc
forth.” It is not understood why the”séts of price and quantity
weights are not revised freq?entlyl

P.6, The resort to assumed ratios aﬁa rateé of growth, such as
the 2.9% é;sumed rate of growth of.labor force in the'sma;l
'sector (equal to the estimated rate of growth of gopulaticn),
whiph are e&idently'weak, can be doné awa§ with by éppropriate
surveys. Instead of the erstwhile annual census of the BBS and
“the decennial census of the BSCIC, statistically significant
1 annual surveys may be undertaken (see nots for p.9 belﬁw).

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 wordg, “significantly highé£ than that." -The
Irgason is that the 8.3% fiéure in the tébie prepared by HIID. Zrom
the Economic Census is gross, which does net subtract the loss
of employment in those establishments which died (for which there

are no data). This qualificatloﬁ has been pointed ocut in <the

text of the respective report.

Z 4
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By implicaticn, the wards "about 8 percent" in the 6th
~

line £from below should also be deletsd.

. L - . . -
The 19€6 Econcmic Census has z:['wgi peen entirely takbulated.

Ncte that the Cansus has generated only one economic variable,

nzmely employment. The gther relevant variable is the number of

T ) .5.? 2ol et Mmm«m&gmt'éfd. .

establishments, The data relevant for national acccocunts wWi
cme cut of the follow-on surveys. : )
7.8, top Two lines: Not correct. New units are regularly adced
to the CMI. Only the list is partial. The following 1is the

nunber of new establishmencs cominc out of the Merge File: .

1]

i872-80 8081 8i-82 82-83 83-84 g4-83 3-B66

Yew estahklishmentsg that entered

183 709 887 1073 1213 1437 1329
Q14 estaklishments that diad,
i.e., did pgot *eao-cear in CMI :
215 {in 138 120 104 | 86 38 £3
4 vrs)

7.8, mid. This has bpeen done. I guess, the CMI list now

ccnsists of approximately 23000 unizs,

Z.3,3 What really is the problem in exactly matching the taxes

w1il the Zigures of the Ministry of Finmance? ;
Item e. I do not yet get the functiomal usefulness of tze

uggested classificaticn. Why 10, 20-worker cut-off lines are

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

cl:ss is being separated cnly because procduction methcd is to Ze



- L

-- used for the larg-er class and the rné.an 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 n)atic.mal accounts.. The coverages are
partlal. 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-i’ studies are Televant fcr
national accounts! The existing BSCIC data are hopel-essly weaf-‘c.
BSCIC's decennial censﬁseé_ forsmall and cot£age industries
are in progress. Economists should urgently look at their
questionnaires to. verify whether the nert ;groduction and income
.ccncept: I;eing.usr-;:d w—ill‘generate-comprehensive incemes or not.

Comprehensiveness is to be insured on zoth the cost side ané zhe

At this point, ic will not be -rrelevant to bring up zhe
issue c¢I non-coordinaticn hetween various data-generatcing

.agencies and between these agencies znd data-users. In toz

particular case, data-users are econcmistcs and statiscicians who
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Dregare national accounts. ASC

10 1987.7 The BBS diéd its Zconomic Census in 1986. (1) Would ::

not have been highly usefui Zor BES's Zccnomic Census Departzen

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

[

H

for BSCIC planning unit tc consult with the former to decide uccn

b

o

ne coverage of its surveys? Why wera the voluntary services o

ot
J

*
.

S
economists through the Data-Users' Group spurned by BBESH,

parzicular by its- Economic, Census Department? Why did BBS not
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are possible in its surveys at this late stage. (3) The Plamning
Commission represents economists and data-users. Why doess it

not assert in bringing about the indicated co-ordination?

P.Q, ltem g. The annual surveys would . reveal the shrinking and
expanding subsectors, to enable weight to be ravised.
I have little to comment upon the improvements suggested for

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

say that BBS must include these two sectors in its follew-en
economic survey. The economists must review its questionnaires

to assure correct and comprehensive measures of productiom znd

costs. Sahota

X

lAccordingj to the Econ. Census, there are mere than 11X, 000

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

fracticn of that.

wre
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4, A Very Brief Comment

’ : on Fourth FYP

This was a very brief commenc on the GED Member's arcicle on the
. ,

Fourth FYP in the daily Bangladesh QObserver of early January 1990,
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walli-szarad, Ther secciom on che "rasidual' is very aprroprisce and is

aicalsr wriztan.
A comment on é"o af
i} Crazcion of an
Efficiencv“cultu:a
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awareness or Iachnology consclousness.

so Iorth, in eacn of che 33 -0 cacegories.  Anoche
12,900 experts ta spraag cut iz Zzeir resp

to explain how produciZviiy and the "'residual' can

of ILD teils me thac is prsject ;:aif has visited

l-vears and explained chem whers :n
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can increase

te increased.

Fcr example,
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their produccivicy.
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tha 23 amploveas catagories and some sther equatlions
have done shns Jar 3razil, ond tave nearly ail
teady.  Onl MG S0uTo=E DY

He

sizat has increased its producivity dv A

davoce a Zew weexs o 2xpancing
- . L

raizre .zhe I-0 subsecrors :tirough

squacions Zar 3angladesh

Then



it will only be a matter of solving a bigger matrix, The PC's present

SaM does not relate employment (income earning groups) by sccrors wich

income-reciplent and consumers and savers (soclal i1nceome &tlasses)

funccionally.
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=g
pear
o

her rates of gErawth, producrivity,
proritsbilicy than PLs and mills in khe teeth
of much lower ERP than FPLs or mills.

Balicy jmglica;igﬁs derived pv

the Chnuﬁbqry;ahmgd—lelgm srydies

. ¥rom the last-ﬁentlonec result, Anmgﬁ
and Islam derive-the implicztion that the HL
ingustry should .receive f “egguitable
crotectian.” and that lower protection anc

grzater vulnerability o competition from

imports need to be cerrected “{Ahmed =and

e
U]
ol
a
H
T

-.28). Chowdhurvy takes one 'step tc
the rignt side and the szcond stec <to =ae
wrong =ide ;hen he recommendas a reauction ot
impors  duty  (frem itz 190 percen:  to S0
pE&rcent r=Te) on cciion fasrics of coarse 2nc

mecium vVaristy ana an increase Of import cuty

i

. synthecic/blendeg fabriecs. Then ne goss

fovard Lo thne wrong siae oy recommending mcre

fevernoment interfer2ncs  in TRls nLESLY
SOMEPSLllive MACTC SECTOr TV T JOTELING WeeVvVer =
Toaperzilve groups, waen "the moLoT | D1
CLOpEraticon 1S voluncary =2Tlon: urging taatc
rubiic INLerventicn, L Farbaduiar.y

neeged’ Lo vaArn Jdisblriootion, SVen Wosn

yarn market 1= nearly wnolly grivecizec
VeV calling for intervent:iocn N Lnhe

credict market, while recognizing Lnal Yeavars



have responded positively to competitive
pressufes of all kind, in which case a benign
negleet of the credit mzrket bY dZovernmen:
and the resultifg supply-demand | eguilibrium
may become cencucive of large> nop
availability of cz=edit rescurces than unders
inte=vention; and sa fo;th, .

Thg state of the’ handloﬁm indusctzy
revealed by this study, cetzteris paribus, Iis
entirely consistent with the ::ié fundamenta
theorems of welifare econemics: (1) Any
ccmpetitive market equilibricn is farets

=

effipiant. (2) Under. cer=zain plausible
eto-efficienc alloczation

H

conditions, every Pa
is a8 market egeilibrium. Higher competitive

vy

pressures seem to have worked. “Among other

causes, what went wreng wikth the poblic

!

enterprises of the world is the imposed

negation of competition; what went w@wrceng with

gdenatianalizatian in Bangladesh is thacz
ccmpetitiagn  was assureg nelither within nor.
between publicz and osrivate anterprises.

Jenationalization was ousnea Tarough as  if
privatization would serve =25 2 panacea for
all ipnefficiencies.

To sonclude my comzenz, note the

-

following generally known Zact and the next

LA

e

tay

0



Lun bared by Lhe Chowlliry shady:

o) Banpladesh has Inped hoehind 1L
nejghbors in Lhe Tield of Lechnolopy
even i;t traditional induslLries, such acx
Lextile, coir, supggar, and 5o forth,
despite 1bs latecomer advantajpe -

L) Bangladesh's HL sector ig* meebing

competiltion from imports very well

c) Bangladesh s HL indusbtry has [aced more
apon compoelikinn  Llnn ils  closoly
relnled indusbries. Despilile, ralher

becanse of, Lhat it has swhown~ superior
rr:suth"

J) I may add a fourlh Fact  here, namely,
that in our regressiovns ol lavesbtmenb on
ERAs and several other varinbles, LERAs
have the negative coelticient and
signiflicantly so Lor enlorprises of Lho
sian axcomling 50 workers.
HoLe cnre&'ully that a compabkillive seclLor

lins done well. On Lthe oblkber hand, less

t‘.nmpe!.iLian move  histhly prouecled rrvel
sectors have done worse. Whal ratiovnale then
15 Lhere to suggest an inereascrn 1n Lhe ralc
al probleclyon ol Lhe Pormer sactor? e L oot
ralher  nsu oamplicnbaoon Lhatt Tor Lhe o ol

srowth, prolec! lan un Lhe tatlLer sechors;

ssheo b alua e reedsxedd om0 el Litrey, Lo,

&
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should  be expogied Lo ogome compeeljLion? - The

same implication app!l

X

eg to domestic
That is, Dangladesh’'s textile

assisminnce.,

eregulacion, racher tnan

.

sector needs some

et irnhoervear] o,

a

)J
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SORE TULICT PHPLTCAT LONS

ihe recearch done in this project thus f[8r has  Focused

.argely on the employment and grewtl  potential of

tadustiriaiization in Bangladesh in generzl. Some research Thas

also been complated on mini enterprises, but due to the pnucity
. s

nf data, that sector -has not been looked iats thoroughly. A

~ironhila Tieid ‘s:tlrv,ny Lo generasle Lhe noceasary dnkn PFor  rmni

wsustries 1s currently in proEress. ThOe policies implicalen oy

Lhis research, tharelorne, rolate srincipaliy Lo

industrialization in generai, though small incdustries are always
1 {ocus.

The policies thact will be discussed in tnis B8Beminnr are

sased maioly on the anniyses of Lhe following working pupers of

the project:

1) HWPZ: Year-fo~year Zrowhtih of total-facicc praductivibties

{or anout 300 four~digi: industoiwd tmr a patios ot L veaca das

Uy econographic areas {principa: source: L)
2Z) YWP4 ana WP15: Zstamlisnment expansion  ang

1

Aravth fer abouib 300 f{cur-glg:t industries ogver 4 period of U2

vears {(principal source of zata: Zogpemais Sancus, -SHRY

oy

) dP2 and deiti a sritical review of the agriculturnal

ke
,



sector and differential a-“-istance as between agriculturce and
industry

4} WPI7: an analysis ol investment by fimm  and by 4-digit
industry ~-fer a period-of 10 ye.. . {principal source: Department
of Ind;stries; data computcrized by this project)

5] WP18: an assessment of the impact of policies as
reflected by an intgrview survey of apex agencies (industrial and
business lcaders, bank maﬁagers} public corporaticn officiais,
aqovernment officers, ote.)

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 induslrics over a ?criod of 15 yecars :

7} WP2l: Identification of growth sectors, impact of
policies, and factors hinﬁering industrialization: an ccononetric
inalysis of combined scrics of Lhe results of the preceding 6
icems.

Based on this rescarch, four major problems amoneg others,

that hamper industrial growth in Bangladesh, have been

tentatively identified. These are:

a)‘w1de—ranging economic regulations v(too many Pprice and
quantity controls and entry rcstriékions), often without any
cconomic analysis ’ . .

b} poor implementation of policies, even those which are
.otherwise desirable

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

between public and private firms of several industries

d) dearthy ol improvement:: in tocr slogy  and  lack ol

transfer of technology, and its adaptation for local producticn
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THE HLiDARSETY TRUJECT RESZARCH

The research done in this proiject thus far has  Focused

Largely on the employment and growin potential of

industriaitization in Bengladesh in generzl. Some tresearch has

also been compleated on mini enterprises,_ but due to the prucity

A

of data, thhat sectar has not been looked ints thoroughly.

mymoabile Tield survey Lo generale Lhe necaassary dakn Vor cand
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incustries s currenbtly in progress.
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Lthis researsn, Laerefarn, rolia

1noushrializacion in general, Lthougn 3mall 1ndustries are a.49ays
in focus.

The policies that will be discussed in this seminar are

based mainly on the anaiyses of the following working papers of
Lthe project:

1) WP2: Yesar-to-vyear growth of “otai-faetcr sroguctivikies
H

1 247
{or about 300 four-dig:is industries far a paeiod pf L) veass - diH
Ly econograpnic arees {(principal source: TIHI) ‘
2) WP4 ana %P16: EZstanlishment expansion and employ
fcur-digit iLndustries over a period o

Zrowth Yor  about 30U

-

vears (principal socurce 3f cata: Zganemiz Sens _age

4 ARY and AP17: a oraitical review af the agriculturnal
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sector and differential a- :istance as bétween agriculturé' and
industry

4} MPL7: an analysis of invustmcnt'by Eirm and by 4-digit
industry for @ period-of 10 vye.. - (principal source: Department,
of Ind;stries, data computerized by this project)

5) WPL8: an assessment of the impact of policies as
reflgcted by an interview survey of apex agencies (industrial and
husinéss leaders, bank managers, public corporation officials,
qovnrnmént officecrs, ctc.)

6) WP20: Effectivg ratcs 6f assistance or the net incidence
of all domeétid and trade policies, for about 100 produc£slfrom
aboul 60 [oun:—df'rgi‘t industrices over a [.JCL'iOd of 1% ycars

T WP21: Identif;;ation of growth sectofs, impact of
pollicies, and factors hindering indgstrialization; an cconometiic
analysis of combilnecd scries of Lhe results of the preceding 6
ltcms. -

Based on this rescarch, four major problcems among othoers,
that hamper indus£rial growth in Bangladeéﬁ} have been
tentatively idéntified. These are:

a) wide-ranging economic regqulations {(too many price and

quantity controls and cntry restrictions), often without any

cconomie analysis

b} " poor implementation of policies, ceven those which are

otherwisc desirable

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

between public and private firms of several industries

d) dearth ol improvement:.  in toes alogy  ooud Taaclh ol

transfer of technology, and its adaptation for local producticn
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Proposed Policy Reform

The state of Bangladesh's industry just described implicates
two major > policy reforms: (1) deregulation and increase of
ccmpetition-within and between public and private sector firms

afhd (2) active pramotion of technoloyy transfer apmd a quantum

‘incrszase in R&D expenditure. The rest of my discussion

elaborates these twe policies.

1. Deregulkatioen

There are desirable regulaticns (e.g., -trust~busting) arnd

l

undesirabic regulations (for example, barriers to trade).

. Therefore, when one talks about derecqulation, one rofers only to

the latter category. Regulation may refer to such safequards as

political (for instance democracy versus auntocracy), sccial (such
t 2

as health and safety requirements for workers), or econcmic
(e.g., price controls). The subject matter of this sominar is

ccaonemic dersgulation. decause the context is understeood, we

snall refer tg it simply as deregulation.
Definiticn

Broadly defined, dézegulaticn refers to the removal df the
public sectorts direct intervention in the working of markets.
Examples. are denationalization, changes in the ownership pattern
of ecnterprises, abolitién of lcgél karriers ta ennry into a

market, dismantling of price and quantity cdntrols, reduction cf

- -

tariffs, and so forth. The core of deregulation, may be summed
up in decontrel of prices and removal of barriers to entry and exirc
Denationalization is a kind of deregulation inasmuch as 1x

i1s a change in the cwnership pactern.Property rights are assigned

to individuals aut denatignalization is aot necessarcily

u
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consonant. with deregulation. Price controls and entry barriers

can and do exist for private firms. Yoo

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

example in the cascs.of natural monopoly, industries with large
cexternalities, destructive competition, infant industry, ana the
1ikc.-thncvcr some distortions exist in an cconomy, the solution
is not to reduge distortion-in ‘as many markets as possible. Rather
the remedial actiﬁn that is called for is to distort undistértcd
markets also. . The sclution for that is optimal second-best
pficing,.the so-called Ramsey pricing. In practice, however,
regulations are rarely promulgat'cd on the basis of optimality

a

criterion. One only has te look at widely varying cffective

+

rates of assistance to Tealize how widely protection differs from

optimality. For 1instance, Lhe ecstimated cffecctive rate of

assistance to safety razor blades is over 2500'percent (primarily'
because -the unassisted valuc added is cxtréhcly low). Yet in the
1989-30 budget,.thc cconomist 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
polic}es: 1imited information, social objectives, ﬁolitical
considcrationsl }ntcrest-group pressurces, and 50 forth.
That, however, 15 not a justification or cconomic argumcnt for
regulation. Interestinglﬁ, despite a guarter-century rcscarch on
effective rates of protection, policies continue to be based on
nominal rates of protection, to the neqlect of of Fective rates of

protection.

1
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Proposed Policv Roform

The state of Bangladesh's industry just described implicates

two major - policy reforms: (l) deregulation and itcrease of
cempetition.-within and between public and private sector firms
ahd (2) active promotion of technalagy transfer and_a quanftum

increase in 2&D expenditure. The rest of my. discussion

elaborates these two policies.

‘ L. Deregulation

There are d&esirable requlations (e.g., trust-pusting)} and

-

undesirable regulations (for eoxample, barriers -to trade}.
herefore, when one talks about derequlation, one refers only to

the latter categeory. Regulation may refer to such safeguards as

X

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

as health and safety requirements for workers), or economic

(¢.g., price controls). The subject matter of chis saominar is

cconomic deregqulation. Secansc the context 1s understcod, wo

shall refer to it simply as dereqgulation.

Definition
Broadly defined, degegulation refers to the removal of the

1

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

Sxamples. are denaticnaliﬁation, changes in the ownership pattern
of chterprises,; abolitign ¢t legal bharriers 4o =ntry inke a
market, dismantling of pﬁice and guantity controls, reduction c3
tariffs, and so forth. The core of deregulation, may be summed

up in decontrel of prices and removal of barriers to entry and exi

Denationalization is a kind of deregqulation inasmuch as it
is & change in the cwnersihip pactern.Preperty rights are assigned

to individuals Bur denaticonalization is not necessarily



consonant.. with deregulation. Price cohtnols and entry barriers
can and.do. exist for private firms. : )
In .same cases, regulation may bg highly desirable, for
cxample in the cases-of natural monopoly, industrics with laégc
cxtcrnalities,' destructi;e competition, infant industry, ‘and the
1ikc..thncver somc distortions exisf in an  cconomy, thc-solution
-1s not to reduce distortion-in as many markets as possible. Rather”
the remedial action that is calicd for is fé distort undiétéftcd
markets alsof The solppion for that is optimal segond—best
pricing, the so-called.'ﬁamsgy: pricing. In’ practice, héwcver,_
regulations are rarcly promuigated,on the basis of .optimality

criterion. Onc only has to look at widely varying cffective

rates of assistance to realize how widely protection differs from

optimality. For iﬁstancc, the cstimated cffective rate of

" assistance to safety razor blédes is over 2500 percent (primarily -
because the ;nassistcd value added is extremely low)}. Yet in the
1989-9Q0 budget, the economist Finance Minister doubled the tariff
on safety razor blades from %0 pcrcent ad valorem to 100 percent.
of eourse; there are .reasons for that sort of suboptimal’
policies: limited information, social object}vés, ﬁalitica;
considecrations, interest-group pressures, and so _ Forkth.
Thatr, howecvnr, 1s not a jJustification or- cconomic .argument for”
regulation. Interestingly, despite a quarter~-century réscarch on
effective rates of protection, policies continue to be based on

nominal rates of protection, tao the neqglect of olfective rates of

protectioﬁ.



irm-behavior is not indifferent to regulation. DPDistortions
infactor and -prcduc:t orices cause malallocation of resources.
regulation dilutes property rights .andéd thereby weakens the
m.onitoring of management by stockholders and capital markets,
lecaving management to pursue other chjectives, than profit-
maximization necessariiy. One is not surprised by the fact noted
by t-he Finance Minister in his budget speech: "Bangladesh has
natural advantage in labor intensive indﬁst::ies, but the
entrepreneurs show a bias for capital intensive and import
intensive industries." Having artificially allowed a much higher
rate of return to, capital than the cost of ::apital_az}d having
created protected sectors which tend o have aigher wages and
stronger uniocns, aced onc wonder why cntropreneurs !show a blas
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 th;: minds of industrialists, is a type
of X-inefficiency «caused by smuggling, rent-seeking, and
corruption, which reosults £rom regqulation. On this issue,
interestingly, there are -some information asymmetries: regulated
firms have information which is not shared by regulators. When
*he Planning Commission asked this project to coxplore why
investors have not responded to investhoent incentives of. all
kind, we went out and intervicwed =2 iarze number of them. _ We

e3arnt much more £from them acoutr these three impediments to

'—J

Laaustliralizacion (largely caused by wreng vollicies) than, in cur



judgment, arc rcalizrd by { ymakels. The nexl foew paradgraphs
summarize- the discuss...a of tpnese ailments in the Project Report
WP19: -Impact of Policics: Evidence from a Survey of Industrial )

loadeyrs. .

Policy-caused Factors

- -

inhibiting industrializatieon

The .policy-caused “factors affecting Bangladcsh's
industrialization ‘may be uscfully discussed by viceweing in 4
groups of actors: smugglers, rent-seckers, traders, nd
industrialists. The incentives and concessioas given 1in the
industrial policy packages of 1982 and 1986 were addressed Lo

>

industrialisrs, mt the gains meem to have gonc to the other 1

groups. .

1. Smugglers.~~In a free~enterprise cconomy, workers are

premised to maximize their earnipgs, shareholders their weszalth,
entreprencurs their profics, and consumers thelr utilaty. Even
in these cconaomies, however, certaipn modes of carning and making
money arc considered immoral or unsocial, which, in pursuance of
soclial mores, are usuallf made :11llegal. Robbing, prostitution,
black marketing, and smuggling, arc oxamples. These ocgupations
have, nevertheless, continued Gthroughout history and across all

countries, their relative importance depending upon the expected

[y

remuneration relatlve to what 1s coxpected from alternacive
avenues. Profits from such an activity have to be high enough to
offset additional implicit costs of social stigma, bribing law-
cnforcement offlcers, and the 15k of getling  causghl . n thig

note, we are concerned with smuggling.

(‘}
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Causes and effecks of smucciing.--Smuggling arises whenever

- -~ v

ifnports arxe.banned, such as cigarattes, sarees, livestock, etc.,

in Banglacdesh, or are subject to high tariffs, €.g., canned food,

safety razor blades, several steel products, and S0 faorth.

v

According to the guesses of busipess leaders, the costs of

SﬂugGLL.g are such that whenever an import duty exceeds 40-50

percenc, profits from smudgling hecome so atrractive that much of
the commodity concerned is smuggled in to the detriment of the

domestic producer. {Goods. that are easily noticeable, such as

cars ale exception to this practice.) High tariffs and bans,

whiich are galore in Bangladesh, despite some reduction in theo

recentt budgets, may, thersfore, be defeating their purpcse of

procecting domestic infant industries,

.

Govoernment's domestic policy of industrial expansion is,

a large extent, also Irustrated, as,. according to the ogpinions

in the survev, “smugglers make more

expressed Sy business leaders

money than importers and the latter more than industriasl

producers.™ Entrepreneurs. ara smart people, whose objective is

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

is hinh 1n industrrial producriaan while the reverse is the caseo in

would, in general, nct be very

smart LI they nersiscted in carning low proflts when higher rates

-

alternative investments, thevy

¥

are avallable. Zvecn when they did, frustration will bear heavy

on tncir minds.. "If you arc smarc, then why are you aot rich,”

<O et the oemtp in the U2t Tier enterprise cconomy  of

anurenronaurs. n short, smucgizayg and rent-seeking are not

tary t¢ investmeont 13 machines and  mertar; they

A v

suppliecmen

supplanc Gthem. ~hey divert zoCessources bto socially £ar less

vyl
Ly



productives avenues and thus lead to a net- reductioen in: real
investment in industry. Surveilence against smuggling (preferrcd
by industrialists) 1s made inellective because the palms of many

law-enfdércement officers can be grcased and because there is no
lecakproof remedy against smuggling, as the drug traffic in

-

America has shown, and because major smugglers may have their men
"in the court o; amongst the influential politicians. The
effective remedy is the elimination of gquantity restrictions and
lowering of tariffs. Unfortunately, this remedy is not liked by
protection-minded industrialists (see the attached table). The

ramifications and .pros and cons of the suggested remedy are many,

into which we wil™ not go here.

-

2. Rent-sceckers. -~-Licenses, sanctions, and notifications
arc issued for some desirable objectives. But they have also
became sources of ronts {uncarned incomnes) tEo scome agents. The

recent ban on the usc of natural gas for brickficlds in last £all
{when for the past several years the consumption of gas as a
fuel had becn preomoted)}, which led to a sigmnificant rise in the
price of ceal and which, thus, crcated windfall profits for those
who had imported coal under license, 1ls an instance of rent,
earned 1n this case by licensee coal importers. A whole class of
rent-seekers seems to have arisen in Bangladesh.

flent-secking is bad, not only because it 1s an unproductive

acrivity--it constitutes a mere transter from some groups of the

sociory to renr-scekers (and (heir partakers o rents)--but much
more so hecausce v 1s  injurious tra gemnine Dosostment. Roent -
scekers are, however, in  an  advantagoous positLlen vis-a-vis



(1) A suggesred reform of the licensing

system, etc.: custa auctioning

The present system of giving licenses for imgert 2r for

plving certain trades may te reglagced by quota aucticniag.

.This systcm has scveral advantages.

al Sourcc of revenuc: It will become a source of much

-
-

neecded rovenue to the goverament

2} Incrcasc in efficicncy: Efficiency will increase dus ©9

22 zllIgation or ircenses  aCICSS hetercgeneous

precucts, diverse sources of supply, and most probably ameng the

nstance among cxperienced entrepraneurs

e

righr partics, Eor

tatie o haa e bt el by Toavored with LitLle Dusiness acumen

=) flovement towards liberszlization over <he longer run:

111 improve in the leng =

dus o the political costs of regulation--by rendering

kalid

SIfansgarent the levels of coatrols/protecrion ({reflected by

-

license bids), 3y raising consumer raesistence, and by inviting

d) Succassiul experimentation: Quota auctioning has been

suczassiully tested in Australia znd New Zealand. The Governmens

in chat 1t routinely

cf 3Bangladesh 1s aot unfamiliar wizh ig,

sells contracts through tenders.

Jeragulatic means an increase in competition  anc
licecralization. Some economists do 3s far as -G state that cven
mencpolies will wither away under the ubiquitous forzse of

comeerition  from  subDscLtules, unless ardea and  apetted oy

W



« -governament. A-wider-agrecme . 128, however, developed on a more
rcccntl? 'dcveroped‘ economlic 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 prevalling under perfect competition.

Conteétability of a market depends fundamentally upon free entry,
free exit, and free prices. ’

Tt is rglevant to refer here to a remarkable duo of
fundaﬁcntal thcorems 1{n welfare cconomics which concerns
competition: {1) any competitive market equilibrium is Pareto

efficient (in both consumption and production) aﬁd (2} uncder

certaln plausible assumptions, every Pareta efficient allocation

La a market equllibrium. An lmplication of Pareto efficiency for
welfare, furthermore, is even more consequential: (a} a maximal
welfare allocation must be a Pareto efficient aliocation and (b)
any Pareto efficlent 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 grewth and welfare.

The case for deregulation in Bangladesh l1s so impelling that,
in the present context, I am tempted tec 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
centestablilcy of markets. This was done by restricting free
exit by public enterprises through their perennial subsidizacion,

on the one hand, and preventing free entrv either through
T
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system, etc.: cucta auctioning

The present system <f giving liconses for imoer= 2r for

]
plving certain trades mav =2 replaced by guota azucticning.

.

rstem has scveral advantages.

.This s

a) Sourcc of rewvenuc: It will become & sgurce ©If much

y

needed rovenue te the government

b) [ncrecasc in efficicncv: Efficiency will increase due to

iicenses acress hetesrogeneocus

a more obflziznt z2lloostion ar

precéucks, diverse sources of supply, and most probaply ameng the
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The ceonditions for liberalization will improve in the leng run

due to  the politzcel <czsts of  regulaticn--by rendering

icense bids), bv raising cansumer resistence, and ty ipvitizng

foreign retaliaticn

4) Successiul experimentation: CQuota suctioning has besn

successfully tested in Australia and New Zealand. The Governmens
ot 3angladesh 1s pot unfamiliar with it, in %hat it coutinely
selis contracts chrough tenders.

{2) Competirtion

Deregulaticn means an increase in compecition and
lizcralizacion. Some economists qo as far as tc state chat oeven
mencpolies will wither away upnder the ubiquicous Zorcse cf

comperition  from  subpstitutaos, unless  aided ana apetted by
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-~government.® ‘A.wlder agreem:- - 1as, however, developed on a ‘more
recently 'dcveIopeq- economic thoory, called the -theory of
contestable markets. According to this theory, even in a market
characterized by oniy two flrms, 'the‘ equilibrium wil¥l closely

resemble the one prevalling under perfect competition..

Contestabllity of a market depends fundamentallv upon free entry,

free exlt, and free prices.

Tt tis relevant to refer here to a romarkable duo of
fundamental theorems in welfare cconomics which concerns
competition: (1) any competitive market equilibrium is Pareto
efficient {in both consumption and production) :aﬁd (2) under
certalin plausible assumptions, every Pareto efficlent allocation
ls a market equilibrivm. An implicatlion of Pareto cfficiency for
welfare, furthermore, 1ls even more consequential: (a) a maximal
welfare allocatlen must be a Pareto efficient allocation and (b)
any Pareto efficlent allocation must be a welfare maximum. A
direct positlve relationship i::etweex} welfare and competition is,
thus, transparent. In sheort, regulation of contestable markets
is inappropriate for growth and welfare.

The case for deregulation in Bangladesh 1s so impelling that,

In the present context, T 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 f[or that matter, among other causes, was the absence

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

contestablility of markets. This was done by restricting free

exlt by public enterprises through their perennial subsidization,

aoan the one hand,

and preventing free entrv either through
]



resarvaticn of sectors or putiing low ceilings on permissible
private Investment until recently, on the other hand.

Wnat has gcne wrong with Ejngladesh's denationaiization is
thazz vprivatization was pushed witheut much analysis, in
particular withcut assuring competition within and between
private and public enterprises, as if privatization by itself is
& panacea for all inefficiencies. Privatizaticn without
comretiticn and with the existing plethora of regulations is
unlikely ta play its expected role.

What does deregulation or competiticn Imply for Bangladesh?
Public enterprises should be made to compete with oprivate

enterprises without being subsidized, without their lesses keing

underWritten by government. Exit (shut dewn' will then become

hs

r2e wnen they Ccannot compete. Private entezrorises. should be

rho
3]

eed Irom binding regqulations.
(3) Reform of labor laws

The South-Asian Commonwealth countries, and 3angladesh for
that matter, have inherited a likeral labor ccde and tr-ade union
system from the British. While the 3ritish trade unicnism has a
icnger history than <the Soviet communist movement, Saoviet

eveiuticn nhad its lmpagt ¢n the labor maovements of che world,

Hh
}d
[
1]
3
0
0

Just 3s rhe Soviet centralized tlianning model had its in
on Lhc rostwar develcepment polans cf acwly rndependent countries.
The Izunding fathers of postwar India--tihe Zirst counczy n the
Dostwar era to win freedom ZIZrom 2 celenial power and the Zirst
develcping country that set he face Zor Zavelorment ;lannlng—f

Zar instance, prepared zhe councrv's constituzic Sy



incorpovating, uccording to their lofty declarations, the best a
country ctan borrow from the West, namely democracy, and the Dbesl
a country can borrow from the East, viz., centrelized planning.

Educath gs most of thém were from the Hest and influenced hy

thhuir instiltutions, they were snchanted by the humun values  and

othur desirable traits of democratic systems. As to the plgnning

institution, it was proclaizned that the Soviet plsnning model
held tha greatest hops for developing countries to grow at a fast

rato Lo clouge the guap betuween rich and poor countriuws.

While democracy came out unscathed as the most cherishad
institution in india, alas! the sSoviet model yiglded
disappointing results. | Todéy, Communist countries thenselves
swem Lo be revising theilr centralized planning and coéLru
ecﬁnomles. Hationalized and socialized ssctors in capical:st
countries &re being dismantlad. PrivetizaLion has gallhered a
bandwagon momentum in the whole world. Liberalization has made &
substantial hesdwsy during the 198uUs. Trade unions have beesn
disciplined in the country of their birth, Grest HBritain
Cartain labor practices have been audified.

Wit Ju the prugdress towards denntionalization; privabizzbion,
P vbavesrnsd 1l asiy, nivdd dncontbraebtrculion hss boupn lmprosusive g Lives

bust 7 years, .ines 1982, rn the wortd sl large and o Bungladedi

1n purticular, Bongladesh's lubur code remains untouched] . Graot el

that =movements hiave Fought hard and have made substantiail  pains
From salety alt work to securily of income. These  pnain: aree
highily desirsble. But there are sume lsbor laws Whoich Lond Lo
generate indolencé anrd reduce productivily. Yor insctanuo, Lhe

15 v
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security of civil servants sand employees of -nationalized
industries Tfrom being_hired and fired in ths same wey 85 in the
private sector have rendersd government and publlie enterprises
notoriously inefficiant. Several labor 1laws =and practices,

seemingly beneficial +to lsbor, in reslity sre hurting lsbor =t
large. Certa{n laws hurt labor in the long run. _ Some others
cause sSocial leosses., For instance.fthe practice of politiecally
notivated outsiders becoming office bearers of labor unions is
strongly resentea by gmployers. On the other hand, while
Bangladesh has adopted most of the TILO guidslineé. there may bs
cerzein agpects in which progress is sluggish.

The effecés of’the noted wide~range changes on labor need to
be studied. Just as practices restricting competition among

ncies, so do restrictive practices

W
[{]

L& 1Y
‘e
o

industrialists create ine c

-

among labor wunions. There is need, therefore, to analyze the

inefficiencies and productivity-decreasing effects, if any, of
existing labor laws and related regulations.
(4) The most damaging impact of

czpulation is on tachrmology ~

Finally, one of the most damaging results of extansive
regulation 1is that it removes the competitive presgssure ‘towards
saearch for and introduction of more productive tecnnology. _ By
nanpering competition, regulaction impairs entreprensurs’ sti:ituas
towards introaucing innovaticns.

Almost zero rate of grow:th of productivity in the 1870s and

n the 1980s in the U.S. is nqpot consicersd

P

positive c¢ne

conincldental in view of =<he high level of intervention and
1
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regulation of the former decade and darsgulation of the current

decade.

. 2. Technology-Folicy

-

Tuchnology remaing and has been the =ingle most gritical unvl
the most -productive source of economic developmenti.and growth.- 4
counley that experiences higher rates of technological
improvement attains higher rates of econumic growth, other things
being- equal, ~ than the -countries with s;uégish rate of

tochnolaogical chanjle. Developing counirlas which -mspire Lo

attain higher rates of economic growth than developed countries

in order to close the gap ofF per capita incomass are in a position
to  do so, by virtue of the lates-comer advantsage. They cnn

horrow Lechnolopy From ahroad nnod adaph te their own anvirnnmenlt,

at a lower ceost than if tﬁey had teo develop it by bLhemselves as

the developed countries did. Hany developing countries are doing
quite wWell in LtLhat respect, Four instance, Korwea, Sinhgaparo,,
Bruzil.

As 11l luck would have it, Banglsdesh is slipping behind

even 1ts neighbors in the field of  technology--textiles, - cuir

sugar, you pume it. Small investors are particularly starved of

new ideas.

The imlox of yoar—-tu-your TFP predectaivibty growth an
Bangladesh’'s manufacturing industries has falien over rtine in
the pogt-Tndapaprdonece pariod .

Dur researc? hes clsurly revealed tihat most small
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Repor+ :wn January this vear. .see 4P.7). ¥e nad incdepengentcly
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with Lhe weck-long UN-ESCAP forum on Science & Techpnology iast - .

BoILL t&rdAg;uk ot gay, 19u4Y) . ’ .o - -
At the Science and Te;hn;iogy forum Preéidént Ershad stated

that the Govarnﬁent ofaBﬁngladesh would give priority to the

development  of rechnélogy:' Prime Hinister Moududdin Ahmed set a

targét figure of oﬁe bérceﬁt of GDP fqg R&D, which the country

should try tbkatiain.- Planning Winister Khondakar announced that

the Fourtﬁ FYP. Qfll giva:biﬁofity to technology-based development

planning. Finﬁnce‘ Minister Wahidul Huq informed the panel. that

ther GUOB is determined to-proviﬁe:policy'support for technoiogy

linked industrial development, Profeasofs, government

secrelnries nnd ather specinlists on technology echoed the some

theme.

Fursuant to these policy statements, a- tank fo}ce for
technology has been set up. It is headéd by Prof. M. H. Khan,
Vice Chancellor of BUET, with Prof. Shamsul Ali of Dhaka
University., Prof. Nurul Islam of BUET, and one Jjoint secretary
each from the Hinistry of Finance and the Winistry of Eductian's
Division of Science and Technology as members. Academics,
professionalé. pgliticiansn and men in power, all are of one

voice in calling for a Lechnology~basad developennt. 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 wirile the- ironm is hot, and get this country:
noving. Palliatives won’'t make any impmeect. A big effort is

-needed.

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

200 4L
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£z2pacinz @ blue print on the following-project:i—4A-$25-million,

10~vear olen .to set up a RIST-type Institu§e~Ebrétheanansﬁer

, 0f Technology .in. Bangladesnh.

Scecigl- focus. in this institute %ill be-put on technology -

development for- labor-intensive- medium and smzll industries.

© . The plam will include a technical aid part to determine priority

-

2as for- R&D in the entire- economy .and (2) & huge project to
Suild up an institute, or vastly upgrade am existing cn‘e on the
ling= ';f the - KIST; to prepares the budgest and--logimtics for‘
upg;adiﬁg' 4 BITs, 18 polytechnics, Hymensingn® Agric&l;ural
University (incIu¢ing,:firn-axperiment stations) to the level of
graduats degrees, az, e.g., it India; tc get higher salary lesvels

: ample research facilities in the“progused institute to
attract expatriate Bangladeshi; fron.gbroaﬁ; ta identify an
internaticnal ageney, such as Battell&'s: Columbas. Laborztories
(the same agency that set up the XIST) or t';unimsit:r, for

collaboration; tc explore the pogsibilities and modes of

promoting research facilities among private firas; +to prepare

T
inventory <of the type of labs, libraries, werkzheps, conputer

.

centers for ' the proposed Iinstitute, and so Zorth. At the

sugéestiﬁn pf this advisor, our :echnclogy-sﬁecialist consultant
has left with-us a brief outline- of the funciions. and stages of
develiopment Ffor a BIST. Apart from: attendirg the week-long UN~
ESCAP forum~cﬁ Le- -logy in Bangladesh (May- 13988), cthis advisaf
has. had lengthy c...:ssiens with proprietors/cansgers-of several
engineering and. chemicel firms and- a: sugar-will in- Rajshabi; Hr.
Goumes, Projectt Directar, ‘H'irpur Agriculturzl Workshogp and

Tzaining Sencol (HANTS); Dr. Yurul Islamof the IAT in BUET:

1 .

{1y
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_Iqoa2i -Hanmud, Abdul GQuader;” and a few others aEHgEET; speciali..us

ia the Planning Commission and IHED: Mr. Anmed Farid, Sscc=tars,

Zcience and Technology Division; Hobasssr FHussain of HIDAS;

*
dirsctor «f technolcgy- and ILY consuicants ac BSCIC,  snd  so
fyreh. W also had face~tn-Face mesrlags with o heads  of

-

-azsaclzrizcns of industries and champsrs =F 2ommerse and incustovy.

-

The policy 1mplicactions derived rfrom our statistical researcn.@are
supported Ly our qualitative impressions 'from these contants. in
short, insoisT as technology is concerped, we arz working on  two
tronts: i3) to £ry to get a tachnology-basea davelopmznt approaen
incorporatsd in the Fouyrth FYP, and (b) to prepare a blue pr-nt
for an inzrvictute of tschnolegy rransier and then Lry To

. - - - - ) -
perzu3aasz the Planning Commission and deonors to pick 1o up.



Tzfgls L3.--The two faces of industrizl prztlilems

Private Inirepreneur Faces - Government QIficizi Facse

1, Bureavzractic slezh and lack <= 2. Iovestors nave illus
Trcisssiocnal support, discguracges "mig bucks" cuesrnigh
invastoent individusl grojezz., T

ingenuicy, Zorssighc

. 0 Le peamparss. Thev dz

- twielr homewerk adscustelv ani
oroparly, even In Z:i1lins =-pi
T . zticn forme, &2ni wnsn daficia
cies In them zre brouzgnt o th
atrtention they complain ¢f éal
and incdifferencs on the Tart ¢

sznctioning agancies.

2. struzture discours- Z. T incentives Igr setiingc Uz

T in backward aresas. Zzctories in undardevelcrezl !
‘arazs are gensrcus. 3

3. Corrugcticon, kritzerv at every 3. Private enirepreneurs arz alsc tx
st=ge: re-sanctiza, fzr sacntien, e tlzmed far widespraad corrup- |
TcsT-sanctlon maxe projects oo " tion. They actesmpt to bribe
¢czstly o operace. ’ covernment o0fficials ko evade

Tax=2s, enjov moacpely richus,
treazk the queue tc get zhead ¢f
cthers, and so.fcrtih. It takes
two Lo tango.

3. 2= Is 2z caunting task te cempleta i. Tax evasion and ather sscracive
fcrmalizies o te eligible for practices discourags invesTars
VEIIOousS governmentzl tax from "openiag their boaks™ s
ingencives. public officials that may Ce

necessary to be eligible for
fiscal beneflits Zrcm the
government.

z. S. EZntzepreneurs are toc naive and
spert-sighted wc appreciata the
need of a Isasihilicy sctudy and
X&ED.

5. suzlily are more helpiul ug 2. 3EZIC has played z posizive rols

ind cztzacge iafustries than 72 the growth < smzall and
ZZ. IoTTaga Lnfustriss.

7. Lzad-zn2dding and diszugtien ia T. 3Zcmezcdy Nas to Dear ke systeEm
sower s3urzly Lncrsases costs and icss. whom ©o blame Zfcr piliarac:
c3ause derexr-aratien of the cua- and collusicn wita the mecer
Lity 2 zZroducts. EZlecwricicy rezgaer? Privatizacion of usilisy
rites sre oo high. The system ccmpanlas, and hence the czeaclis:
222g 2225 Epout 20% o acrtral cf rcrivate menecclies, would have



"able 15.--Contd.

‘>rivate Entrepreneur Face

-

Government 0fficizl

cost. Electricity produced out of
private gas generators is

" substantizlly cheaper than the

public supply.

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

NIP82 and RIPB6 were a step in the

deleterius economic
conseguences.

B. 8. Bangladeshi investors want gquick
right direction; the problem lies money and often do not have sound
with implementation. Even the much projects. When things ¢goc wrong
heralded. BOI requires the £illing because of investors' mistakes or/
of the same old forms and delays misfortune, government beccmes the
hzve not been reduced. There is scapegoat. The BOI is still young
na one-step service still. and is sorting out procedures. The

process will soon imprcve. \

9, Protection: Bans or high tariffs 9. Government has provided generous
on products are desirable to assistance to the first-generation
protect nascent industries. industrialists. But the infant

industries scarcely grow up!
10.Smugglers make more money than 10. Government can increase izs survel-
traders; traders more than manu- lance and enforcement, but cannot

facturers. They do so
risk, guick turnover, and without
lzbaor preklems. That is a major
reason for the stagnation of
investment in industry.

at lower week smuggling out entirely. Oicher
countries have similar prcblems of
smuggling but their incdustries are

growlng fast.

11.Union leadership from outside the 11.

Labor leaders support leadership
plant is crezting much problems. from cutside the plant. Z:t allows
Law and order authorities do not bargaining without fear cI repr=s-
tzke effective measures against sion. The institute of tTrzde

indiscipline among workers. Gherzos
are common. Workers manhandle and
even kill managers. -

12.The pay scale structure in the 12.

Government and public =ntarprises
industrizal sector is determined are under similar oressurzs and
bv the government directly for budgetary constraints as the

A ]

the public units (including ad hoc
bonuses) and, as a consequence,
indirectly for private enterprises.
Since public-sector firms can pass
their deficits on to government,
competition between private and
public firms is unfair. Labor has
only charter of rights; it should

wage raises comes up.
prises are scarcely affscted by
labor laws. As for large encerprises
labor problems will be dwarfed when
thev start growing and -ncreasing -
their productivity, andé hence wage
rates.

4g
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glsc heve & charter of duties.
Industrizl sicknessz is caused
mainliv by lzck ¢ demand, which
is reduced for-rprivate przeducsers
cdue to.Zlzcods ¢lsmuggled goods.
Crowding Ix incdustries picnesrsi
DY & SmErT entreprensur coours
beceuse cf lack of sound consul-
= zfvice in setzinc up
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SCUSTIL

1Z. Industrizl sickness i
meiniv bv high ccsts
ticn-and low zZzoduct
0% necessariliy by 1
Incustrialiiszs thems =
nev. éoing anyihing Ic sz
thelr productivicy throcush 247,
Worker's face.--Mas:t emplovars

ey’
anc

rmv e v S
one £vVend =

- mismanage an
the enterrrises. To cover ch=at
up they blame workers ani uss
then &5. SCEpegTatTs. Indisciciins

among werkers 1s cvearplavsd on
emplovers.

]

. P R L,

As regards the zppointmeny of
outsiders as union ieacders, that
is desirable from the viewpoint
af workers heczuse nmany an
industry does not have workers

e2Quczted &N eXperlenced sngoug To

negctiate with emplovers. Mgrsovar,

internal workers azre vulinsrzble zo
the emplever's wrath ané Zace tie
chrest of dismisszal. Cutsicders
can aegotiste wage rzises withous
that risk.
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TECHNCLOGY-BASED DEVELOFMENT PLANNING

-

1. Technology zs the Key

Factor of Growth

1.1. In z path-breaking study in the late 1950s, Eccnomics

Professor Robert Solow of MIT, now MNobel Laureate, discovered
x

that primary fgctors, labor and capital, could explzin no more

the eccnomic growth of America and severzl

-

A bulk of the rest 88 percent was

than 12 percent of

other industrial countries.

due to technological changs. Todzy, as in the past, technology

e,
L1

remains the single most important.source of economic growth.

rate of return from investment in technology is far higher than

investment in traditional forms of capital.
1.2. Without technological improvements, no developing countczy

can advance towards closing the gap between its low per capi:ia

inccme and those cof well-off countries. Karesa, Singapore, and

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

decades where they have wilth static technecleogies.

1.3, The role of technology is to reduce the human toll and

croductivity. Technolagical advance is suck a
-4

critical source of lapor and total-factor-preoductivity growth

increase labor

that it is often used synonymously with increase in productivity.
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9, Research Findings. That" Implicate- Technology Policy B .

A number of fin&ihgs; ofﬂrthiS‘ project has 1led to the —
conclu;ion 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 improvemééts in
the industrial technolagy in this country. Accordingly, the key
to the industrial growth. of this country, particularly that of
small enterprises, and.conseqdéntly emplayment expansion. lies 1in
creating the necessary Infrastructure and enviromment that may
bring forth a stream of in@n#tfial innovations, year after vear.

Among the findings. that yield the stated conclusions are the

following: ) ; -

1. Total-Factor-Productivtty'Growth Rate

has been Declining_in‘Bangladesh

. An analysis of 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 industries, formed by the group of about 700 firms that
existed in 1974;75 and survived through 1983-84, only those in 26
fouf-digit industries- on the average experienced an increase in
total factor producéivity {TFP or outpuf cer unit of input). The
remainder 48 suffered a decline in TEP. ‘'~ —nre than 3% cut 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

b T
fb



corresponding number was 21 out of 50 four-digit industries of
those 500-or-so firms which wers in operation in 1974-75 but were

shut down by 1%83-84. In sum, approximately 61 percent of the

our-digit industries of Bangladesh have experienced a decline in

rh

total facter productivity. That 1is a somber state of

productivity in Bangladesh. Even more depressing is the fact
that medium-size €£irms of Bangladesh with 20 to 100 workers--
which in several Third World countries, e.g., the Philippines,

have been found as a dynamic size-clags~-attained lower total-

factor-productivity growth rates than thasa above

=]

{and probatblv alse those below) that size.

2. Small Fixms Are Farther Balow

the Frontier of Bangladesh's

Prevailing Best-Practice Technology

{Are More Inefficient) Than Large

Frims, Reflecting Inferior

Technolegy of The Former
Cur analysis c¢If kest-practice ctechnologies ©bv
stochastic Droductisn func:;éns indicate thatr smaller the size
the Zrontisr of preoducticn {the mors
of

whila inferior techneleogy is only one

- sm

rs underlving the compute efficiency indicies, it Is

=

severzl facta
propably the most important cne.

L
! l';


jmenustik
Rectangle


HIID's Enterprise Survey of cottage industries took us to
poverty-stricken areas. These units are in worse plight. 2
careful accounting of the costs and incomes of coir weavers,
pottery. makers, handloom weavers, and other cottage-industry
households has revealed that a very hi.gh percentage ocf t‘ner'n is
below the critical poverty line. Visits to their homes and the
survey of their home-based economic activities 1is, indeed, a
study of "how the poor survive." The entire f-amily becomes s;alf—
employed because there is no employment for the head of houschold
outside the home. -

Numerous small and medium enterprises use primitive,
cbsolete technologies. Neither the emplover 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 worXers. It uses
a very crud‘e technology of the 1950s, producing a low-guality
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 Banglzdeshls are
impelled to seek self—emplomént, Those who can marshal some
funds to make modest investments find thems2lves faced with a
lack o©of on-line, off-the-shelf superior technolcgies, new”*
pi:oducts, cost-effective services, or new methods of production
to ch_oose from. They loock arcund. Finding that their neighbors

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

strings, powerloorﬁs, photostatic copving services, and so on--

4y
-
e



they...crowd. in the same traditional industries by -simply
reclicating the existing eguipment and prccesses without any cost

reducticon ta capture +the market £from estarklishedé £irzs. They

Iower esach other's profi

xzand their businesses.

.

The only =sifective wa¥y ouc

Fh

v povertv seems to be tc improve
~he technology of their production agtivities and the <craining
anéd schooling and organization that geces with it.

3. Bangladesh Lags Behind Its

Neighbors in Technoleogvy

Improwvements .

The research o this project has revezled that Zanglacesh
has-fallen Dehind i oIc uc:ivity.grcwth even in relatica t©s its
neighbaoring cevelicring ccuntries--£for instance,  ThaiZzandc,
Mzlaysia, Pakistan, Indla (theugh act Nepal, Bhutan, and Burmal.

Indian sarees and luncgis zand textile Zfzbrics from acreoss the

Sangladesih. The recovery zate of julce from sugar cane v -Indian
sugar mills averages out t0 Ze over 20% higher, 10.5 perc
against 8.3 percent in Bangladesh. Thailand exports 1ts cTineagpis
uice, frozen shrimp, and many other new prcducts AT
substantially lower pr-oces with prefitc than 3Bangladesii. Cns may

go on and. on citing such cases. The major reason £or the cosmal

ut
S
|



total—f;q@oxzproductivity‘performance or, which is the other side
of the same coin, reduction in its unit costs of productionbis
torpid technological improvements.

HIID's énterprise survey has brought to surfaCe‘zgréve
inefficiencies connected with techhology. The following two cases
are tyﬁical of the state of Bangladesh industry.

i) The Multiple Juice Concentrate Plant, Chittagong (én
enterprise of Bangladesh Freedom Fighters Welfére 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 vyear, it has not
produced more than 300 .tons of pineapple juice and‘hardly any
tomato paste. The reason for pinapple juice is supply constralnt-
-it cannot procure supply of pineapple for more production than
that. The reason for not producing tomato paste 1s that they
cannot sell a fraction of it--they produced 160 tons of 1t 1n
1984-85, of which 46 tons are still lying unsold, consequentlvy
they have stopped producing tomatc paste. Even 1f and when, iq
ther unlikely event, it attains full-capacity utlizaticn--we are
told by its highly motivated General Manager, Mr. Subrata
Chakravarty, who seems ta be among the few on the management
board whe are in favor of continuing with the planc--it cannot
compete with Thailand and overseas pineapple julice. That is the
case when it is basing these estimates on a -price of 2 takas per
kile of pineapple fruit and when merghants are taklng 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



hnoware, humanware, Qrgawars, andé inferware {sea ol
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definition azkbovea).
At this pcint the Zfactor-intensity issue that might be cn
the resader's mindé mav also be zmenticoned. The Multiple Juice Plant
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meresver, that cthe skilled wcorkisrs on the machlnes ars cniyv &
mcst 10 rercent of the total workforce Loavelved Ircm -
c¢Z pineapples, loading-unloecing-zrucking, cutting stams IZrom
the Zruit, feeding fruit Inte machines, cleaning, distroiZuting,
anéd varicus cther activities 2utside the main plant. Capiszzl-

intansity of the mein plant Is, thus, nct to plame. The kiame

SJCes fwte] T.e QrgEnlIETlen I Troauctlc, il Darciou.erl -

Drocurement of raw material zné markezing. Cnly one manager

nandéles preduction, srocurement, znd marketing in this ziant

1) The Aguaculturzl Exverprise Litd. of  Cox
nstzlled one c¢f t¢he most meodern plants of zrawn hatchery ancd

, bought £from Jazpan, witn the collaberacicn of Saudis, I
~9%86. One of its impeortant secticns is lying unused fer the castc

2 wvears and is rusting. Reascn? Toc complex o operate. The



technology. . was 'not properly assessed. The - managements ot
shrimpfreezing firms and fish farms tells us that Bangladesh
cannot compcte with, for instance, Thailand, because they have
taken &, lead on them (they started in the mid-1970s and
Banglaqesﬁ in the early 1%80s}), that their coastal resources are
superior to those of Bapgladesh, and that Thailand's technoiﬁgy
of production 4's more advanced. Many countries have ;£arted.
exporting frozen fish. .[Jhose which can develap/adopt superior

biotechnology will capture export markets.

4. The Apex-Agency Survey

Confirms the- Above Results

x

Oour survey of apex industrial agencies has confirmed <che
above results. Industrial leaders claim that smugglers earn mors
maney than traders and traders earn more than industrialists, andé
that the rate of return from investment in industry is too low tc
make 1investment attractive. Thev report a lot of industr:ial
sickness (low capacicy utilization} in the country, which thev
tend tc attribute mainly to lack of demanéd (for their produtt).
Shortages and surpluses are, however, .-relevant only at a price.
Lack of demand appears because the price ig too high either in
comparison to smuggled or legally iﬁported goods, or in exporc
markets, or because citizéns cannot afford to paé fé; 1t.

Bangladesh government introduced nﬁmerous 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.
Tt provided protection to domestic producers, so they cculd raise

the prices of demestically-produced products. It gave various tax



hoiidays for industrizlists t3s increase their pnet prafivs. iimesc

-

resoﬁrces and efZfcrc, whether v <tie governmment or Droducers
themselves, have gone into Icwering Input costs by proviiing
innovaticns £for productien, or Dy raising the .guallizy aad
sroductivity of the vproeducz, cor- developing new zproducts,

processas, Oor services.

The Present R&D Organizations

it

of Bangladesh Cannot Mest the

Demands for Technology of Todav
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schools such as the Taxzi

-erartment at Mymensingn, api the 1iks cannot Zind jcbhbs. Thus,

stzffec Dy those who =arned =heir high-cost Ph.D. Zegreess Ircm
acroad, even 1f we Ignore the
ecucaticn needs to te upgradsad. Much < the work of 3angladesii's
Council of Science and Industrial Research, with apout 70 Ph.D.'s

anc 1200 starff, is hardly ccne 1o response tc identiflied need.
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Its progrese 1s hampered by a severe lack of research funds,
which were u;néxisteﬁt till last vyear, 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 crgated a technology division two
years ago with the @bjective of making assessment of needs for
new technology for small enterprises, but all its energies seem
té 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 aéency. Other
institutes of scienc§ and technology are scarceiy developing
worthwhile 1nnovations. An impression is held in some gquarters
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 unproducfive and (in their preliminary

draft) even concluded that because of thefr lower productivity,
they are undeserving of increase& fuﬁding.,oﬁe recason fgor this
probably is that very few of Bangladesh's adricultural research
institutes have the necessary critical mass of agricultural
scientists. Most probably they have been underfunded. So fugding
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 IMED of the- Planning Commission has only one

engineer on its staff, whose role is evaluation of projects and

fu—ry
—~
.t
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noZ  assessment of technology, but whe 1is  eactually deoing

- -

administrative duties.

5.. Qutput Growth Rates Have Been

Much Lower Than The Growth

Rates of Conventional Inputs,

Suggesting Technological Decadence .
Mznufzacturing emplsyment, as estimatad frem the

Iconemic Census, 1986, incresased at an averzsge annual rate cf 6.:2

tercent during 197Z2-73 throcugh 1983-86. New {gross) investmen:t I

crizaté manufacturing as a percentage of sector GDP has raznged

ané 3.5 pércentc (according wo the Plannipng Commissicn

scurces}, during 1976-77 tThrough 1887-88 (The estimares ¢ nec
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choeses. Manuiacturing cperatives' real wage rate declined freom
wne lare 1870s till 1%84-8%5 (%he lztest vezr for which data-are
avallaple). ALl these statistics support the earlier findings,
s cli ]

-&smuch 2= they are a2 reflecticn, in parw, of & decline 1n TFD.

7. Investment, Which is Both

a Cause and an Effect of

Technological Advance, Has

Been Sluggish
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profitability of a Eifh-ior industry) 1is reflectéd in its asset |
valuation at the stock exchange. That mirror 1s available 1in
Bangladesh only for a few firms. Investment in an indug;ry iz at
once a }eflection .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 RS&D,

is Meager

R&D in Bangladesh is estimated to be 1less than 0.3 of 1
percent. Statiétics for‘ developlng countries that have leaped
forward in technology indicate that Bangladesh's allocation to
R&D is too low. The R&D expenditure in Korsza 1s well over 2
percent of her GDP. Pakistan and India are estimated to have
approached the level of 1 percent of GDP. Incdustrial countries
spend over 3 percent of their GDPs on R&D. It 1is time that
Bangladesh cught to be allocating at least 1 percent of her GDP
to RE&D in S&T. Much of this wiil be needed to adapt and digcét

imported technclogy to local conditions.

9. Political Will for a Leap Frog

in Technology Now Exists in Bangladesh

The rezlization of technology as a strategic variable in
develcpment did not really emerge until the time of the
preparation of the Fourth FYP (1983). Technology awarcness became
known during the one-week-long international forum on science and

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



Prime Minister  ané the Minister -of --Incdustry; the HMinister oI

the Minister of Ecucaticnh,
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{D
1
O
h
4]
| -
1]
]
fa
P
)

Finance; the Minis
Science and Technology; the Secretary of S&T Divisien; the senicro

hd L] — - - - - - > - - - =
Memter of the 2Planaing Ceommission; and other nigh-lewvel pclicy

N
|1.
*

makers, one after the cther, echce n one_vcice e give oz
prioritcy to technolecgiczl cdevelorment. Political wilil
tschnolcg'y-based development planning ncw exists in the country.
Technology planners ars talking of setting a. target of 1% to 1.1l%
cf GDP Zcr R&D by the end of the Foﬁr:h FY?2, a target announcsd
by the Prime Minister at The Cne~Week Forum con S&m..In 1987-88,
the PP was; revised by +the 2lanning Commission reguiring line
minisz::‘.esa o consicder all aizernatives beforz making a choice of
tachnolog.'y for a preciject prcrosed to ke included in the five-vear

lan and tec provide iafcrmation cpertinent tc  technolegy

"3

assessment. {Econamic case) (Political will) = Situation ripe Zfor
actiont!
4, Nacure of Technologv

4.1. The usual image of technology is that it 1s embodisd In
machines. While that is 3 fact cf lifz and some cechnclogy :is,
indeed, embcdied in machines, that is eonly a pai'::'.al riaw. 2arts
=t ta2chnology are also ambodied in “Wuman keings, 3software,
environmentc, and in;stitut'_cns. Discovery7 of new Dproducts, aew
précesses ot creducsicn, markers, management practices,
iccounting proceduress;: :;nprcved organization of 2recduction,
distrikbution, co-ordinaticn, zalancing, improved worx procedures;
preparation of more efficient sorftwarss; and so forthr arese all

camponents of technological environment. ~or o dvegd-oaaso -

MMM S'S "'_v,chqqgfgjrg,/:,ae_ The abpendiz.
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4.2. Even Llhough advanced " teclhindlodgy” cannot be implanted in a
society - Lhat is not cducat.ionally, institutionally, and
infrastructurally prepared for assimilating it, technology of
today can be bought at short notice, whether éﬁggdied ip hardware
or software. .Fortunately, South Asian countrics, and Bangladesh

for that mattc;, are advanced cnough in terms of higher education
and Englisﬁ language. Despite its high rank in poverty among
other developing countries, Bangladesh is adequately endowed with
industrial base, universities, and other institutions,‘po absorb
technology if imported and if the process is properly ogganized.

4.3. Yet teghnology .transfer is not a simple import process. 1t
has to be, assessed in  the countr? of 1its origin as being
consistent with Bangladésh's factor endowment and praducts which
hévé markets abroad; it has-to be bought or otherwise negotiated
and arranged to be transferred; it has to be adapted and

digested; and it has to be disscminated, diffused and assimilated

by entreprencurs who should have the capacity to use it.
4.4. Since in.the present state of arts and factor endowment of
Bangladesli, 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
%etcp“, adapt, and digest technology. For small cntrepreneurs
do not have resources and capacity to da so. Small eﬁterprisés
vis-a-vis manufacturing technology are no-different from small
farmers vis-a-vis agricultural technology. Just as farm
er¥periment stations are needed to be set up and run by soclety

as  lhey involve massive funds while returns from their

14
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armners, so R&D

Fh

nncvaticns cannot be internalized hy individual
in & developing country with nascent industry is to be undertaken
by the soclety for the bkenefit cf small enterprises, till firms

grew to be large enough to undertake their own research-- which

gtage is still decades awavy in Bangladesh.

4.5. Bangladesh is a young industrial country, with £irsc-
generation entrepreneurs. Even the denationalized textile and

jute firms are Fnown te be managed mostly by the sons of the
eariier owners who probkably lack experience. At the same time,
Sangladesh has the advantage of the lateccomer. Technolcgy does
not have to be develcped from & scratch. As stated above, i1t has

rice tags and can be bought at anvy stage. Cnly it has to be

5. Taced with lack of smplovment, many 2Rangladeshis are

incelled to seek self-employmenc. Those who can marshal some

funds =tc make modest investmencts find themselves £faced with &
lack ¢f on-line, off-the-snelf supericr technologiss, new
»roducts, qost-effective sarvices, or new methods <of production
=9 Theose Ircm. They laock arcund. FindiAg that their neignbors
‘have made scme money in  traditional lines—-rice mills, ceoiz

rricag

strings, pcwerlooms, photostatic copving servic

u
jo
o8
N
Q)
0
|
i

they «crcwdé in  the sanme tiaditiongl industrises by sizmpl
seplicacing the existing eqguipment and precesses without any oost
rnductzon to capture the marksat “rom estaplished firms. Thev lower
cach other's profits £for static demand, instead of lcocwering
prices through .reduced costs and thereby expancding the markert

demand. The result is that they can ezaran little surpluses =c

expand their businesses.
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not A cne-sihot affalr, it has %2 bc a never-onding acti

conr.nuum toe held one's position in ot

< - H . S . - = ke et % =
CAC areca 15 sucerlor o fCatch: Up wilin wiaLll, &I

¢ success in
oventually excel. Every new grod

=

reocome obsolote on the day it firse zresks ewven. A counesy ¢C

Fliuy being the one which makes its own product or techihology
redundant is the only way tz prevent its competitsrs Zrem deing

5.0, To ecwpect to be the one who makes one's own process
olere before cthers do so raguires comprehensiverness in

research. Comprehensiveness in colfecctive induscrial ressarcsh, the

lack of wnich In Sangladesh was fewaliled in the Third FY2 (2.131Z),
requir2s a c¢rrzical mass of sclannists, tachneigeists, and
angineers, 1o several basizc IZliglds. Inseisr as industrizsl

resgarzh 1s concarned, mathematizs, zhysics, chemiscory, biolegy,

cconomics, and so forth are ncro "Zisciplooes” bur tcois. In

Sangladesin's czoncern with scagnant Industrial producTtiVicy and
ieed ©2 raise 1t in the sher=-run, -he higher omghasis i e
Thizxd TY2 on "appllied and adzpgrive rfasearch’ than on "Iundzmencal
rascearsih"  and 5; "shifs in direcgzizn oI =zechnolegizzl cs=search
Ircm the simple sroducts or DrccossE2s <o that 2F engizeering zand
Zapricacion of plants ané macoariels! (TER, p. 318-12) w&s

-— oy

‘somewhat misplaced. In industrial rTesearch, Ssuch <liscoactiens

have 2 2o shelved aside. The ~wC Branchacs are intoractive and



interlinkod. Pure reoscarch is peither more difficult nor less
relevant to developing usable tnchnologics than the so-called
arplicd resecarch. 7Trivial correctiens are often as hard to make

anc as much resisted as fundamental changes. The diffusicen of
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innovations and trechnolcegical improvements ax
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usualliy tco greac

e

2 be satisfied with the shorz=term zlene. The aim ought to be t=

iovelor & stream of. innevatiens, a process zmply demonstrated Ly

ryery
v

the U777 rice sced.

5.1, imlike academic rescarch in universities, where it may b
an end in itsclf, inaustrial rescarch 1s for its utility, for
£iz, Efor production Industrial resesrch has, thersfore,’ t=
have close Eead-back relationships with producticon engineers,

market managers, and other Iunctionaries. Industrial research Iz

esults which ars

L

caucoe

re

moregver, hes t©o T
more thaan just "interesting'. They have to be rproductive zandé
truztiul. The race of return from industrial research may range

f2om zZero ko hundredfold, thousandfold, even higher.

o

6.  Commisment to Technolecv-3aseds

Zovelorvment Planninc

5... Bangladesi's plans have so far consistegd largely 21 2

Zzi.octiaon of aided or domesticaily-

minlstries and line departmenus. “he Feurtn FYP departs Ercom
Brovious olans 1n Lhrac rospects, ameng cthers. One, in making i

Dogimniag at intearating micros ad macro  planning; integrating

pusil:e-secrer micrs prajecrs wirhin —nemscelves and with nationai-

Moo o

—

cwal mAacre variaples and I 1necrporating 2redicted  responses



c_bllection of aided or domestically-financed projects prepared by
ministries and line .departments. ;I'he Fourth FYP departs from‘
previous plans in three respects, amcng others. ,On;a', in making a
beginning at integrating micro ad macro planning; integrating
public-secf:or micro projects within themselves and with national-

level macrc variables and in incorperating predicted respanses of-
private investors into the national _plan. Twa, -in
decentralization by formalizing local participation in the
preparation and executicn of the plan.' _Third, in introducing a

technology plan into the econcomic plan, an appreoach ta a

technology-based. develaopment planning.

4
|
I

6§.2. Political will for a big leapfrog in technology exis

First attempt at formulating a natiocnal S&T policy was made at
the vime of preparation of the Second FYP (1980). The drafc
document prepared for the purpose c-auld not mustser adecuste
supDort. A second attempt were made at the time of the
preparation of the Third FYP (1285), whenw a pew draft policy was
circulated by the NCST. As a result, a modest progress was made.

The NCST and the SaT Division was directed to undertske a review

- of the entire S&T development and "formulate .S&T policies and

plans for Z“uture directions of S&T beth, in short and icng-tTerx

perspective." A thorcugh review of the state of technology was

-

-

c_o_rmni'SSJ.oned. for thc;_ Third FYP, which culminated. inx & multi-
volume study under the authorship of Professor Igbal Mahmud et
al. Two feasibility studies, one on biovechnclogy and tie cSther
on -aceancographic research were undertaken. A Natiénal sScriencs

Academy Bhaban was caonstructed to house the Bangladesh Academy of

&

A



Sciences. The National Science Libkrary was augmentasd. A

National Museum of Science and Technology has been compieted.

In short, for the Third Plan, a thorough review of various

research organizations was done and a mcdest infrastructure for

science and technology research was creatad. Other than that,

many research institutes work with cutmoded egquipment and remain

- — -—— -

underfunded. No wonder, the pacs of techncoclogical improvement
remains as slow and sluggish as ever. )

The realization of technology as a strateglc varisble in
development did not really emerge until the time of the
prepa_u;'ation of the Fourth FYP (188%3). Technology awareness
became known during the one-week-long international forum on

science and technology during May 18-23, 19289, at which the

Prasident, the Prime Minigsiter anéd the Minister of Indust—y, the

=

Fh

nistar of Financs, the Minister of Planning, *he Minister of
Ecucation andéd S&7T, the Secrertary of S&T Divisicn, the senilor
Member of the Plapning Commissicn, and other high-level policy
makers, one aftar the other, echoed in cne voice teo give ‘top
priority to technological develorment. Political will for a
technology-cased develorment planning ncw exists in the COu.-IlltI'[-
Technolcgy cianners ars talking of serting a targer of 1% =2 1..5%
af GDP Zor R&D Ly the =2nd of the Fourshx TY2, a target ax;ncunced
by <he 2rime Minisrar at the One-Week Forum on S&T. In 1387-88,
the PP was revised by <che ?2lanning Commission regquiring line
ministries = consider all alternatives before making a choice
of :e:c:lnology for a project propesed to be included im tle fi\.re-
vear §lan and to provide other information pertinent to

technolcgy assessment.



b

~-:.This -1s neither "to’ . "say 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 pricrity concernm till the Second FY®. I+ was neither

. mentloned as an objective nor as a strategv. No separate chapter

-

— —-"was Written on it. The break came in the Third FY2, And then

-

was a separate chapter on scientific and technologiczl research.

One of the eight objectives of the Third FY®? was "develorment of

technolcgical base for bringing about a long term structural-

cl?a.nge". The same objective forms a part of the nine chjecrives
ohf the Fourth FYP, namely, "develorment of technological base
facilitéating  structural changes". LikXewise therz is a whole
chapter devoted to science and technolegy.

6.3. As ragards the infrastructurs, including universities with
postgraduate traipning, there are as many as §4 ressarch
crganizations in this country. Y=t thers ar2 aumerzus gars. The
major research centers--DU, BUET, BAU, BCSIZz, _BJ'R:, Fisheries RI,
BITAC, leather, food and sugar, textile, and other--independently
have their problems. The Third Five Year Plan idencifi=d the
following basic weaknesses and problems existiang in the Zields of
S&T research; "unplanned R&D work, multizliczty of crganizaticns
resulciang in lack of coordination of work, overlapziag < goals

and functions, wastages of resagurcss, ac lack af

compranensiveness in the S&T policy" (p. 412). Scme direczians

were 2rcvided, but the picture has not changed much teday Zrom

what It was in 1985.

6.4. The Planning Commission {its HEIZD Project) has heen engaged

P

 akrerr v s pa o



_in diagnosing the reasons of thls slowness and low productivity
of R&D organizations. One of the possible explanations is that
the ;:esearch effort in Bangladesh is too little, 'allocaition to
R&D 1is too meager, and comprehensiveness- In R&D is lacking.
.Action plans are non-existenc. In setting goals and stratagies
for the Third‘ F¥YP, it was emphasized, for instance, that "the
critical difference between plans . . . does nect 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 preomecicn of technoliogy.

6.5. The allocaticn of resources to S&T remains modest, as may
be judged from the following £i *es; -

Financial allocaticn to R&D by pubklic seczmor (Takas croras in

current pricss)

Total Plan % of Acrual

Plan  Public Allocation Allecaticn Utilizaricn
Sector to S&T

FEFYE 3284 23 0.38 14

TY® 3261 39 1.20 25 -

SFYD 150840 123 2.30 N I X ¢!

TP 250490 60 0.24 ‘ z _ .

FFypd 70792 1G53 1.49 “ e

das according to the £irst cof the fcur alternarives in the

Guidelines for the Fourth FYZ. The Sigure is still rough.

6.a. Cver 41% of the S&§T allocaticn geoces to atamic energy

st



research. Atemic energy (BAEC) and space research (SPAR2SQ) -

together account for 56 percent of the S&T ADP allacation -fisee

TFYP, p.422). Naturally, very scant public rescurces are deveied
to R8D in industry. No estimates cf private R&D exist, Dut
private research in technology is unlikely to be a large relative

to Tublic R&D.

-

§.7. - An implicati'on of the significant lag in technology in
3angladesh's industry revealed by thé research done at the
Planning Commission (HIID Project} is that nothing shorz of a
quantum increase in R&D ‘fc: a leapfrog 'in technolcgy development
is going to put Bangladesh on the téchnolagy escalator in the
19%90s that many other developing countries have alrzady stepred
en. The existiag rese‘a:c':l organizations of Banglac‘iesh are wmoT

Zgreseen to provide such a breaktirgugh.

§.3. It should, however, te mentioned that the alliccaticao tc S&T

'u

dees nct include financiazl allocaticn te Sal develorment iz other

than S&T sector proper. These other sectors include agricultuxe,

warar resources, industries, transport, energy, etc. An s3sTimacs
9f the R&D component of ADP allecztion in the latter seczors,

made for the S5FYP, comes to abcut owice as much as R&C o SaT

srorer, i.e., TR. 264 crerz of wnich alliccsaticn for S&T crzoer is

-

Tk.1Z0 (TFYR, p. 417). Tetal public-sector allccaticn Tz R&D I
the SF¥YD, thus, was 2.5% of cowsl ADP Iizancing @ the SEZ2.
Assuning tctal ADP for the 3 ¥ears of +the SFYP was L2% cf GOP,

-

the 2&D comes te 0.3 of 1 cercent, which tzc 1s meager.

§.3. At the S&T forum in April 19282, the Prime Minister armnounced

the. target of 1 percent of GDP to R&D. If£ that target wer= ta be

b e Y



met by the end of the Fourth FYP, and assuming that by the

{ 1 percent of GDP per year.

terminal year.of the Fourth FYP the private sector R&L will rise
to what public sector R&D is today, the ADP allocation to S&T as

1 a percentage of GDP has to increase at the rate of roughly 0.1 of

Given the current GDP c=

approximately $17 billion, the stated increment comes ta S17

million annually.

8.10. Using 90 percent of i1t to come from foreign aid, which is

currencly running at approximately $2.3 billion pér yéa', the

percentage of Zforeign aid that ought to be earmarked for R&D

{provided doncrs are persuaded that technolagy is the key to

poverty allevizaticn of this country) is 0.0074 ©of 1 percent cf

foreign aid. As a matter of fact, if the Banglad

)
7]
thy
o
)

Conscrtium doncrs ggree Lo 2armark 1 percent of their aid Zor RED

uring the 3 vear period of the Fourth FY? {(a cumulat=d

$115 million), a privatz SaT institutsz of transfar cf technclicgy

of the size of XIST and RXATIST can

alone.

be ser up curing this oplan

6§.11. The refarence to XIST is not accidental. In 1863, a large

mission oI Korea visited Pakistan <o learn about planning

tachniques, Iincluding technolcgy

plaoning--sc £far benind iz

techniques of develorment glanning Xcrzans tzcught thevy were.

The XIST came into keing in 1968 with 3 grant of 310 millicn Zrcm

- USAID, which was egually matched by the Xor=an Govermment. Thaxt

institute has not only stced on its own feet since after zhat

aid, it is believed to be the driving ZForce raespvonsible Zor the

tecimological breakthrough which, in the course af 2 decades, has

elevated Korea to the envy of the

world, today 1its goeds Zrcm



shirts to ships compete favorably in industrial countries cof .

Europe and Nerth America.

6.12. Taking a cue from the KIST, the Planning Commission,

through its HIID project, has been engaged in a preliminary study

i

o setjcing up a relatively big, aurcncmcus, XIST-type institute
-0f transier of technology, wihich will ke comprshensive with
critical masses of scientists in . various disciplines. The
project will be descrited a few paragraphs below. \

6.13. The gcal set by the Planning Commission is modest and
practical: catch up with the levels of technolccy in néigh.boring
countries--Malaysia, Mm&, India, Pakistan--by vyear 2000.
Hopefully the preliminary study for a XIST-ryre 1nstitute of
science and t=chnolocy that 1is going on in the Planning

Commissicn will precduces an accsptable praoject.
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BPPENDIX
tao

Tecnnology-Based Develgpment Planning

¥

Definition of Technology Transfer

The usual image of technclogy 15 that it is embedied in
machines (hardw.ares}. while that is a fact of lifs ané some
techneclogy is, indeed, embcodéled in machines, that is cnlv-a
partizl view. Parts of technology ars alsc embodied in human
beings, institutions, software, and environmment. It is impecrrtant,

therszfore, to define tachnolcgy and technology’ trznsizr at the

LS

J..

echnology management specialists define technclegy txansisr
broacly to cecnsist of 4 compconencs:

a} Technoware: both hardware and sgfowares
o) Humanware: entrepra=neursihip, management, skiil
¢} Inforwars: informzcicn, proper dccumentation,

issemination

(& 1)

e e et e = T
Gr:.c..n_...a. vt ot bk

d) Orgaware: effecziveness and iiankag=s o
Trapsfer of techneolizgy, Iurthermcrs, invelves:
a) technology ;.ssessment’in tre country frcm wheres 1T IS
imported
S} technelegy transZer lLcgistics and arrangements
. <) technology adcopticn/adaptatocn/develgpment, and
d}) techmology diffusicz.

Finally, an essential part of crecductivity and cechnolosy



improvement 1is technclocy consciousness. Xoreans ©Dut special
value on it. Korez Jlaunched a national movement ZIor the

papularization of science and technclogy &s &n integrsl part of

movement was a reorientation of the Duziic's tTitudas. They

mphasized a breoadening cof attitudes towards productivicty ané

technolegy in every éspect of cdaily life. The movement was in no
way conceived of as the special proviance of scisntists and
eng:’.neérs. It called for the egually intensive participation of
the hougefdife, the farmer, the craftsman, the bus'.:'. essman, and

the scholar.

fhiged cra of tecnnolcg"; develgrement lias in the educzation cf
anc the research v aigh caliZrs scientists and anginesrs In
sufficient numbers. A cr:.t;calt méss of scIentists in sgzcz of
several majer d:'_'sc:_nl_nes is necagsary Zzr RBanglacdesh o lezr

=

Zroy ané get on the escalator st wiich neightoring -czuntries have

already Zirmed up their places.
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Private Sector

Development
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Considering the politico-economic uncertainties till recent
- 1

years through which it has passed, Bangladesh’s private sector

-has probably not fared that badly. The low ceiling on investaent

of Tk. 245 lakh till 1874, raised to Ti. 3 crore in 1974 and Tk.
10 crcre in 1975 was not campletely removed till thé end of the
decade of ,the 1370s. MNot much investment could take place helow
these ceilings. Repressed till that time, new private—investgent
almost exploded during the two years of 1979-80 and 1980-~81, as

sgon as the ceiling was lifted. The resurzence was nipped in the

bud, evidently, by the assassination of the incumnbent opresident

L

in B years. HNew private investment fell to a £ifth in 1981-32 of
what it was in 1880-81 (see Col. 1 of Table 1). It has yer 1ot
recovered =g regain the 1879-13981 1levels despize widespreaa

incentives in the New Industrial Policy, 1882, and the Revised

Industzial Zeoliecy, 1986.

Alzmest 2 =imilar behavior (an invertea parabola during :he
period 187€-18988 with the hump arocund zhe turn of %ie decade; i=
depictea 35y public investment, as nay be seen Zrom Col. 3 o7
Table 1.

The emplgyment growth benavior, too, is similar, as pmay be

H;

seen ‘rom the last column of Table 1. The benavior patierns o

all the three key variables--private investoent (DI adata source),



] . .
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publiic’ investaent (Planning -~--Commission sources;, and

nonagricultural employment (Economic Censns )-~come from

distinctiy inderendent socurces. Their consistency with ezch

sther s a triple confirmation of the noted results.

It is possible <that a gooa parz of privacs investibis

£ the 1880s <wss _abscrbeac GLv

purchases of divested and denationalized firms. That does act

Sseem an ilmportant cause, however, inasmuch as a sharp =slow-dewn,
- +

if nort a wirtunal susrcension, in privatization in the latter halfl

'

of the 1880s does not seem to have divertad private resou

new investment by perceptible proportions. Satural disasters

A

(e.g., the devastating flood of 1888) and external factors (such

I

Ipltous fali. in the world »rice of Jjute in the =3ic-

o

as a pre

1980s), teg, iIs unlikely to explain tne entize s

'a

rivate (or opuplic) investment. W@e have to take a
at our saving-and-investment 2fFarkt.

#hr have Tavestars oot

A + =) 7-;r|$p >
Planners and policymakers have been pezplaxed as
srivats investsrs have 1ot responaec overwmnpelmingly 3r  2ven

ey pacxagas. JdIF3Z anag =

pet

TnodeTate Ly td LIe LWO Jomentous Do

s

-

wnirca graviaed all sorts o7 in7esctaent Lncentlives 3

a 2limace of liberalizatizn, Zdecentralization, and privaziz=zzisn
4ita 1 riew o fincing an answer, tne Slanning lzam-o=zs:izia
To £ind an =2nssEer

HNAert)oK —g 23TTY OUT TWO TerTtinent Surveys.

st survey w@as zddresseq w3 ip2Xx

ih

Tom the aorse. s acuth, The
agencies gor industrial lesaers (office-~bearer of i

associations, Champers of indusctry, banks, anc¢ suci:e

Lot



.corporations). The second is focused on entreprensurs

(enterprizses). The first survey has been completed. The seconc

is still in progress.

In the first survey, extensive discussicons wers carrizd ocut

and inquiries were made about industrial policies, prsolems faced
by industrialists, and possible solutions theretvo. Some of =th
results of the survey of apex agencies reflecting the wviews of
industrial leaders, are summarized in Table 1.

industrial leaders agree that private investment has ot
increased as w@uch as they had wished or the goveroment had
expectad. There is a lot of sickness among 1industrial firas.

- X

Paradoxical though it mzy appear, industrialists want more
aoTe assistance atft the same time when a larze percentage

blame policies for a sluggish respeonse on their parz--thougn act

pos

necessarily oolicies per se, but racher as they. are iapiementcag.

- Industrialists: vecifarousiy complain against smuggiiog as a2
disecouragement te geniune lnvestment in industrial ventuzes. Yat
thevy wisn for higher protection to theiz DrOQUCTS,
notwicthstanding the fact that the root gause of smuggling 1= alzn
-zariiis and bDans oa imporis. -

Incustrialiscs complain of too meeh zepr-ssakizz  ia as

-

country, wnich cuts the gfound vom dneer inquscrizl  iavestaenc.
The fact is thaz the rool cause of rent—seeﬂing,.:cc. is 3
regulationssanctioning/licensing in tne 2conomy.
Industrialists bpewalrl of cgarnrupt-.on At 2il stagss bho
investment and proaucticn by pubolic functicnaries as a 1amper

invegtment. Yuch of corrupticn. nowever, is 2; attempt Sy oersons



:-- ‘-} with whﬁm an investor has ta deal to share in the rents and

’ '{ assistance to clien£s(' Once again, a rTemedy is to reducs
assistance _and thereby eliminate the process entailed by that.
Hany industrial leaders, indeed, have stated that they would
have, by and large, made the same investments even if 1ndustrial
policies had not existed.

A search for possible relationships between assistance and
industrial performance has ‘revealed from zero Lo negative
(current or ~lagged) impact of policies on ' the total-factor
productivity, production efficiepcy, investment, and emﬁloyﬁént
creation in most industries and in almost all size-classes excspt
tﬁe segment of the 20-88 worker size-class. See the regression
results in Table 2. )

In short, the 1100t c¢ause of the 1ills of Bangladesh s
industry 1is high level of assistance. Conseguently, the key o
the cogntry's industrial growth seems to lie not in more but lass
assistance--less regulation and more competition, low tariffs ana

increased liberalization, less assistance via subsidized facrtor-

and-raw-material prices and more assistanés through technological

innovations.
Pri 1 i =fficiangs i
. One perceives a desper-roofud problem that hampyrs  rapod

industrialization when one moves from investment growth ¢to Gtne
performance of existing industries as between private and public
sectors. Data do not vet exist to carry out this comparallve
analysis for recent years (although a surveyqis in progress at

the Planning Commission whose results are expected by late this

year, which should throw light on this hazy area). Upto about che

FEET



first half of the current decade the relevant data arz availatlis

from CHMI. An econometric analysis done at the Planning Comnission

i

(HIID Project) with these data suggests that in the 206-3 warksrs

ransge (accounting Tor 12 percent oif empioyment and 1.2Z percenz
. .

-units;, the.public sectsr has done siznificantly bettar thanm  tha

private seetor in terms of year-to-year total-factor-productcivicy

L]

growthl and production efficiency. In th? below-20~worker prangs=
the public sector has done no better than the-private sector.
the apove-3%-worier . range (accounting for 12.33 perecent of

employment and U0.168 of 1 percent of establishments), the private

sector has clearly shown superior performance, as @may pe verified

-from the gublic-sector dommy (DPUB)Y in Table Z.

From +the wm@main prececcucartion with economie growth during
o ~

apbcut the Iirst oTwo deczces alar ¥Wil, Lo heightened interest o

-

following aqaecade ol

[y

J
]
-

income distributicn arcuna Tiae turn of
tle 19805 to special concern with poverty around the turn of the
next rdecade, +the countries of the worid have ccme {full circls
around to pursue high Zr-owta rates. 3angladesh being a low-per-
capita income councrcy wsould nacurally want to incrsase the sizse

FEI AL amaer :!G

+
1
b

of the pie 2ven more. The Xev gcurce 27 gzmowth 1S

Joncer a2vary doner JSrienc =2f Sangladesn 1= S2r | incereasinz

Jiffarent doncrs =@ant s Zc iz sheir way. The Wao:iz 3anxk anc
the “HF anake 10 bones about asing faelir aiz leverage =23 pressucs
counctries Lo 3ceept  Ttheilr o¢endizions in  excnange 2f iila.

Sirmucoural agdinstment, “hat has 0ecome IyNoavmGUs Wit  SAa_Incanzg

4]
®

the bugget, 2alanecing the foreign trade account, Dbpa.ancing =©



publiézentégérise budgets, ‘controlling inflation, devaluing
overvalued éﬁrreﬁcies; and ..so }foith; is the-.éank's way of
promoting'-efficienéy‘ The Bank's ﬁcoﬁditional?ty" is, howevgr,
not an unmmixed Sieésiné_ahd may create.ser?ousjsocial and equity
problems for the countfy concernedf Likewise, USAID pushes 1its
“privatization™ objective single-mindedly,-without bpaying due
attention to the sound .analysis that.is needed to reform such
basie policies. HIID s motto is to “"get prices right." often
ignoring numerous cases gf market failure. Most other donors have
fallen 1in line with one or the other of the three distinet vet
related approaches. They are coamplementary. So each donor
sﬁpports the other, but pursues its own. They are all laudable
measures, .

Unfortunately, -what were supposed to be "means” have, Lo =a
considerable extent, becone "ends” 1in themselves. The main
economic objective of all the three approaches 1is the same:
gﬁiig;gngz. But efficiency is unattainable without competition.
Privatization, getting prices right, and structural adjustment--
all are consistent with competition and aim at attaining maximum
efficiéncy. But often in the pufsuit of "means,” éfffciencf and

competition are lost signt of. -

Coming home, in-Baqgladesh,~dﬂnaiihnﬁlizaLiQn and divestmenl
was probably- rushed through without sound analysis-. about
finances, management and similar problems. Not much was done -to
assure competitive envirgoment mithin and between private and
public firms. Numerous regulatiﬁns stuﬁting the growth of private

firms. continued despite liberalized setting. Little awareness was

created among private and public entreprensurs about the current

B2l



race for technology and productivity. For increasing effieciency,
these weg%nesseé need to be rectified.
) The private sector was expectaed to invest more, procduce
pore - and” do so at progressively lower unit costs, and
consequently increase efficiency ahd growth in the economy. The’
Basis of this expectation was the supposed freedom of privatce
firms from the thrxee pain causes of ineffigienev Lhat plague
public firms: lack of competition, absence of management and
worker incent;ves, and bureaucratic and political interference in
the management. of public enter;rises. While some vestiges of the
legacy of public behavior continued to some extent even after
divestment--such as temporary limitations on laying off of
worksrs, continua?ion of certain regulations leaving private
enterprises still open to intervention f£rom public functionaries,
and the like—~-the lattsr two causes wers, by and large, remediesd
by wirtue 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) Zor most industries,

intarnal constraints on competitive sgyizopment aliso scarcely
improved. For instance, public enterprises have continued

incurrng heavy losses and being bailec out by | the governmené._
That practice removes tne fundamental Dase of competition from
ander its feet, namely puplic managers are 10t consirzained to ag
ags profit-maximizers. Publie entefprisea have not been uncer

similar pressures ta resist wage increases as pDrivate

entarprises, becausge the [ormer s losses are passed on te the



central budget.-These priviieges and practices not only mitigate
competitive environmehL among public firms, but in .addition
introduce " unfair competition Setween publié and private Ffirms.
For wherr public epplo&ees get.a wage raise, private firms
inﬁediatgly come under the worker pres;ure to mateh 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 mongpolistic or Qliagpnlistig pasitions. Thus,
competitive challenge is eroded from both sides.

C Eit] £ to Effici

Efficiency in econohics has a special definition and is
-frequently denoted &s Pareto efficiengy, after the name of 1ts
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 "1is
correspondingly defined.as an organization in which no scope 1s
left to produce more value by given resources and technoliogy,
i.e., the best-practice technique of prodﬁctidn and optimal

-

allocation of resources have been attained. Excepl wuhere the
market may fail, two efficiency theorems can -be unambiguously
proved:

(1) Any competitive market equilibrium is Pareto efficient,
both in consumption and production.

(2) Under certain plausible conditions (such as convexity of

preferences), every Pareto efficient allocation 1is a market

-2
g2
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promcte competitive enviraonmenz; tc reduce pr

ate the economy in those areas where regulations ztowar:

fr.
@
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egu

invesiment and efficiency; to drasticaliy lower tariffs onrn those

products which have alresady enjoved protection for

[ . .
sO; to steadiliy move towards marietz rales ¢
equilibrium prices: and to resist and desist from gZivins more

the traditional -type to incdustry.

-

b 7}

assistance 9

is highly in  order to cromote

1)

Where assistance

ph
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industrializatien, on the other hand. is in the areas which =

ennance the productive efficiency of the aconcmy, and ther=ny

raise the rate of recurn from investment in plant and ecuipment

. L] - LY - -
and skili of personnel rather than from smuggling and rent-

seeking. Among these areas is a gquantum increase in R&D wi<h zthe

-

otbjective of leapfrogging ia indusctrial technolegy, -

Bangladesh has lagged benind its neighbors in &b

promote productivity and engineering efficlency in general in tae

private sector, the ADP allocation to scisne= and technoiogy 1is

targeted to increase £from the estimated low level af 0.3 percent

of GDP to 1.0 percent aof GDP oy the end eof the Fourzi

3inultanecusly, tne capacity of BR&D orgnizacicns will e

augmented 3 zapsor2 tae tarzZeted ilncrease in the

sesources =g 3&U. A Zeasibility study is anderway
Z153T-wype insct-zute of sxcellence

Tesearcn 3nG development L tecanalcesgy.
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