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EXECUTIVE SUMMARY

The total textile economy of the country now comprises 6% spinnineg
mills with an installed capacity of 1.517 million spindles., divided
between 7.49 and 7.68 million spindles respectively in the public and
the private sector. The number of weaving mills stands at 27 with a
total;of 8447 looms, having a production capacity of around 98 million
metres per annum. In addition, there are 897 powerlooms, specialized
cotton weaving and specialized synthetic weaving units with 18724 looms
in the registered factory sector, about 42,50C handlooms and close to
16000 powerlooms in the unorganized sector. The annual production
capacity of the organized powerlooms and the handlooms is estimated to
stand together at 740 million metres of fabrics annuallyv. In the hosiery
sector, there are 318 hosiery units producing 21 million metres of
fabrics per annum. lLatest information also indicate establishment of
169 semi-mechanised and 58 mechanised dveire and finishing units with

a total production capacity of nearly

‘It

5¢C miilior metres of fabrics
annuallv.

Eowever, despite having traditional advantares and corsiderable
market prospects, the growth of the cotion textile sector as a wiaole
during the past decades has mot beer vor— satisfactorv. The industirv
has neither been able to meet the domestic demand for varn and fabrics

nor has been able to produce oualityv items. Shortarse of rawmaterials,
capacity underutilization, management inef~ficiency. marketing problems
and competition from illegal imbbr:é are identified as important
factors responsible for unsatisfactory crowth perflormance of the textile

sector.

Further, the industry being oriented primarily towards meeting
domes tic demand,‘has not been able to meet the requirements c¢f the
fast growing apparel sector. This, to some exXxtent, seems TC nave
resulted from lack of policy coordination pertaining to diflerent
subsec tors comprising the textile indusiry. For example, the phenomenal
growth in the export garment subsector has taken Flace without corree-
Ponding development‘of any linkage with the domestic fabric producing
industry since its entire rawmaterials, especially fabrics are impcrted

from abroad.


http:importa.nt

The emergence of &n export sarment sectior in the economy of
Bangladesh thoush a phenomenon of tne eighties, it reached an enviable
position very rapicly, growinr a2t & phenomental rate. Thiec number of
PMG enterprises increcased from & pauliry € units in 1977 78 to a size-

able figure of 754 xn 1SB8/8F, recording a spectacular growth of nearly
o0« per annum, wiih: the greatest growth spurts naving occurred between
1982/%3 and 1982/84. Virgin international markczs, especially in the
U.5.A. simpie teckncliogy, and availability of a vast reservoier of
cheap labour force combined with dynamic enir errenecurship and a quota-
free locus to provide a big fillip to the growth of MG industry of

Bangladesh.

Thousgh a reality of the recent past, the RMG indus:trv constitutes
a vital semnent of Zangladesh's national economy. The %G industry of
BEancladesh appezrs ¢ be a particularly sirmmiflicant facter in her
foreirm tw=ade. The total value of the industry's eXxports in 1@R8%/gC

.-

represencted over 3¢t ol Llotal nacion:i exror-ts. TLe IntusItrv not onlyv
roecorded an unheares ol averarse annual growtn rale of over 200 over
the last decade i =lso had turned into the sincle larcest s-urc> of

foreirn exchange earmings surpassins iute an” iute f007s coxpPoris by

Thourh :he expcri-oriented segmen® ol the RM3 indus:iry consist
of relatavely lmrrce-sized proguction urits, there are wide variations
in the urit s.zes wiTh many smpll-scale operations serving the specia-
lized consumer neecs and working as subconiIraticrs o-. -Aarfe unics.
Extreme S-vers.fy Im product I)Mpes, styvies and desigms and consequent
sncr: ;rodustisn runs (l.e. batch process as orFposed IC coentinuous
process Fronilill LaSS produc tion on a iarre-scale basis. while there

11

"J

has fenerally Decn @ positive associnticr. petween firm size anc calic
s continuous relationship coulZ be idern:tifled between

firmr size ans effic:ency in tne RMG indusiry.

TWeo mmocr urbarn cenires i.c. Dnakn and “hitragong

;.;

reflectinrs urparn-criented locationnl character istics ©f the overal

indusztriz: sectcr.
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(vi)

The RMG industrv generally produces standard apparels like men's
and bovs' shirts., jeans pants, Jjackets and trousers. womens' blouses
and skirts. and other plain dresses. Qvernll, the industry is still
confineéd to the "low end" as opposed to "hirh f2shion. greater unit
value regime." Hence future frowvth of the indus:iry is continment,
amons other thinss, on steady movement and pernetration into hich-
fashion. greater unit-value regime.

]
inter-firm 2ifferentials in the overall performance in the industry
is ascribed by the knowledgeable quarters to a complex of factors.
However, the firms performing better than others gencrzlly mention
better capacity utilization, rcady access to export markets, moral
support from the foreign buyers{in terms o: accepting products of even
low gualizty! improved technical capability ancd good labour-management

relationshiprs to be the important deternminants of suctcess.

Thourt the 25 umits 1n Fanrlndesh are .cencrally oriented towards
pPractisines moderr. manasement technigues botn by hirin: gualiiied
manage>s ancd also byv delegatines managetinl ros?onsibili:ios to them,
makinrs imporiant docisions Ly one Key person in ench urnit, mostly by

the owner{himsel® ', 1s still believed to he a rener=al rractice.

Currently, the apparel exporiing firms of =anmladesh meet their
renstirements fcr Tnbrics anc cther accessories thrours: imports from
abroad. Trhis implies ahsence of hackward link=res of tre industry
with tke domestic farric economy of the count>v whick 1s making the
net foreirm excrnarnrce earnincs rmntio to remair relatively low,varvine

between 23-3C percent range.

wbile the future growth potential of the G indusIry still
appea>s t0 De bright. sustained iong—term growti seems ¢ritically
derendent upon successful Ziversification of producis ini¢ non-quota
categories and inte high unit-value fashion items, penctration xnto
non-zuota markets, feneral udcradation ol procuct guziity and desigm,

1

better vtilizasien of production capacity and estazlish

3
o
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(vii)

effective backward linkages with the domestic fabric economy in
oxrder to ensure domestic sourcing ol fabrics as well as other

accessories.

The overall structure of policies and incentives offered to the
export garment manufacturers appears to be by and large favourable
for the growth of the industry. However, important wmodifications in ,
the back-to-back L/C operations, bonded warehouse schene, qudta
adrinistration procedures, and application of XPB scheme designed to
prcvide cash benefits to the exporters, have been sugzested in order

to make the overall incentive structure more flexible and eflective.



\ b
Study On Textiles and Readymade
Garments Yndustry of Bangladesh

Introduction

This report is an outcome of a part-time consultancy offered
to the author by the HIID/Dhaka, Bangladesh. This is a subsector
study on Textiles and Readymade Garment industry of Bangladesh,
with particular focus on the readymade garments subsector. As part
of carrying out intensive amalysis of s me of the most dynamic and
promising industries in Bangladesh, the objective of the present
study on textile and readymade garments industry is to assess the
industry's performance and potentials for employment generation and
productivity and exports growth in relation to other subsectors and
the overall manufac turing sector. Special emphasis has been placed
in the ToR of the study on Exploring the ways in which existing
government policies have shaped the grovth of the industry and
suggecting zdditional policy meessures that may be undertaken to

enhance its future overall growth potemtials,

Since the primary focus of the study bhas been an in—deptﬁ
analysis of the RMG industry, no attempt has been made to study

the Textile industry per se¢ in any greatcr detail than needed to
shade light only on those sspects which are relevant to examining

and analysing the prospects and problems of the garment sector,

The organization of the study is as follows. The study .has’
been divided into two parts, part I and part II. In Part I, a
brief review of size, structure and performance of the cotton textile
industry of Bangladesh hes been made. The mode of analysis has been
to elaborate on those aspects of various subsectors of the industry
which might influence directly or indirectly the growth and deve-
lopment of the garments subsector. While Part II exawines the
process of growth and development of the RMG industry in Bangladesh
from a historical perspec+“ive, the main focus has been to assess
present status and future potentials .cf growth of the industry in
the country. Evolution and growth of the RMG industry has been out-
lined in Section 2.1. The importance of the industry in the naetional



econowy of Bangladesh has been examined in Section 2.2. In Section 2.3
various structural characteristics such as, sge and size of enterprise,
location, output composition and technology etc. have been analysed.
Organization and management zspects of the industry have been discussed
in Section 2.4. Section 2.5 has explored the possibilities for promot-—
ing backward linkages between RMG industry and the domestic textile
economy, While section 2.6 identified the constraints, analyses policy
issues and makes policy recommendations, the final section in Part IIX

Presents a summary of the major findings of the study.

The data base of the study has primarily been secondary informa-
tion collected from various published sources. To fulfil contractual
requirements envisaged in the ToR, primary data collected through
field survey by the HIID/ESEPP project has also been used. Additionally,
a small sample of entrepreneurs and officials of various policy-making
bodies were also interviewed by the suthor pPersonally to supplement

various information gaps.

The generous cooperation ocxtended in various forms by Professor
G.S. Bahota, Harvard Advisor, at various stages of conducting the
study is gratefully acknowledged.



PART - I

g TEXTILE INDUSTRY Of BANGLADESH

1e1. Importance of Textile Industry in Bangl sh Econom

The cotton textile industry occupies an important place in the
economy of Bangladesh. The industry has many special featurss which have
enabled it to transform itself from a rich heritage of the distant past
into a critical factor in the countrys industrial development. To begin
with,it is theo sole domestic prodﬁcer of yarn and the second largest
supplier of clo'th of the country. It's own production of cloth covers
nearly 20% of tho total production of cloth in Bangladeuh.1 The share of
the industry in total manufac turing employment was about 22% as of 1983/8&?
In torms of fixed capital investment, employment, and value added, this
subsector is the second largest within the manufac turing industries
sector of Bangladesh. Besides supplying one of the most important basic
needs after food, the industry accounts for nearly one-third of the indus-
trial sector's total value added contribution to GIP. Yet another notabie
foatura of the gubsector is its low capital=labour ratio and relatively

high output-capital ratio compared to many other branches of manufac turing
activities in the country.

More recently, tho industry has also acquired a place ¢f pre-eminence
as an exporter of apparels. This is reflected in the rapid increase in
foreign exchange earnings from US § 3.26 million in 1980/81 to 464,93
million in 1988/89, achieved by the readymade garments industry, an
important component of tho textile industries sector. It, therefore,seems
feasible that besides catering to 16ca1 demand for yarn and fabric, an
oxpanding textile seoctor might contribute signifiocantly to the economic
dovelopment of Bangladesh by generating substantial employment opportu-
nitics, augmenting export earnings and facilitating linkages.

1.2. Thg Textile Industry: A Brief Reviow of its
Sizo, Structure and Growth

Tho textile industry of DBan. 'adeah consists of the following
subsectors: '

lcf., Chowdhury Nuimuddin, (May 1* 19), P.2
2Based on estimates made from gladesh Bureau of Statistica(1983/84).



— Large-scale spinning and weaving mills

- Small weaving mills and specialized .textiles
= Handlooms

= Textile finishing units

- Hosiery industry |

= Silk industry

"= Readymade garments industry and

~ Miscelleneous textile items, such as tape and net making,
braid and lace making etc. manufac turing units.

. The latest up-date available on the textile economy of Bangladesh
from the Toxtile Strategic Management Unit, under the Ministry of
Textiles, reveals that during 1989/90, the industry had an installed
capacity of 1.517 million spindles divided between 7.49 and 7.68
spindles respectively in the public and the private sector, a total of
8447 looms in the mills sector under BTMC and BTMA 897 powerlooms with
18724 looms in the reglstered factory sector, ahbout 425000 handlooms
and éiose to 16000 powerlooms in the unorganized sector. There are
also 318 hosiery units with 3032 body machines, 169 semi-mechanised
dyeing and finishing units end 58 mechanised dyeing and fin’shing units.
These figures, whon compared to the corresponding figures of spidles
and looms constituting the industry in the previous years indicate
considerable growth and axpansion(analyaed in relation to the individual
subsectors) taking place in the industry, commensurating government's
pPlan to achieve self-gufficiency in the production of cloth and provid-
ing for supply of a specified quantum of cloth per capita fer the

2
entire population.” We now turn to provide a brief overview of the

structural change and growth Performance of the important subsectors
of the textile industry.

1Ministry of Industries, Textile Strategic Management Unit{ TSMU ’
Basic Data On the Textile Sector, 1990 and Chowdhury, N. (1989),

2The pattern of growth achieved by the textile industry o Bangladesh
under government patronage ever since Pakistani days has heen
analysed by several studies, of which the following are important,
Cf. Chowdhury, N.(1977) and Bangladesh Pro ject Management Institute
(BPMI), 1987,

!

¢
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1.2.1, Taxtile SpinningaWeaving Mills

The average installed capacity of spindles under the spinning
sector increased from 0.977 million in 1977[78 to 1.137 million in
1987/88, the percentage of increase being nearly 17 percent during
tlie period under consideration. Out of the total average installed
capacity of 1.137 million spindles: in 1987/88, 0.722 million spindles
were in the public sector and remaining 0.415 million spindles were
in the private aectq—r.1 Based on 92% officiéncy and 95% capacity utili-
zation(estimated or. the basis of rotation per minute(RPH) of ring spindle:s
of individual mills, average working day per year and shifts of opera-
tion per day) the achievement of actual production as proportion of
effective produc tion capacity by the enterprises under both public and

private sectors was found to range between 62-79 percent during 1975/76
through 1985—86.2

The operationéi perfbrmance of the spinning sector, as indicated -
by the situation pertaining to the public sector mills, does not seem
to have improved overtime. For example, out of the average installed
capacity of 721956 spindles, 527449 spindles were in operation in thq
public sector mills during 1987/88, registering utilization o spindle-
age capacity at a rate of 7}5.3 Though somewhat higher than utilizstion
of installed spindlesge capacity, production performance of the spinning

mills also fell woll below the target. The enterprises under the BTMC
mills produced 34.54 million kgs. of yarn as againet the target of

43.47 million kgs. during 1987/88, recording an achievewment of 79% of

However, as noted oearlier, the relative share of the private sector

has of late exceeded that of the public sector within the mills sector
in terms of both number of mills and their installed spindleage capacity.
This has been an outcome of the increased emphasis put on the private .
sector in tho overall industrial development strategies and also in the
development of the textile sector in order to allow it to assume a
greator role in investment and .output programmes of the sector.

BPMI(1987) Ibid, P.34

3According to a BTMC estimate(made available to theo author on raonal
request) based on provisional figures, the rate of utilization,€apacity
was 786 for the spindles and 77% for the looms during 1989. Out of the
Provisionally estimated 73039 installed spindles and 3262 looms 5760936
spindles and 252% looms were operational, indicating existence o

significant idlo capacity in the spinning as well as the weaving mills
within ‘e public sector. r

2
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the production target. The reasons for idle épindleage capacity and
consequent low level of achievemrnt of production target are ascribed
to power failures, absenteeism, inci'cnce of machinery breakdown,
shortage of spares nqd ~ncessoris s.g:d high wastage of rawmaterials,
Whatever the reason, th- shortfail in the achievement of production
target hns adverse implicntions for domestic caps&bility in meeting

tho increasing requirement of yarn for apparels textiles in the

country.1

Despite steady increase in the domestic yemn produc tion from
41,81 million Kg. in 1975/76 to 85 million Kg. in 1989-90( Table 1.1),
the total yarn output produced by both public and private sector mills
fell short of the requirement (109 million Kg.) by 227 (or 24 million
Kg.), n demand gap which had to be met by imports. Thus, if the mills
sector has to meet the Fourth Five Year Flan (FFYP) production target
of 145 million Kgs in 1995, the subsector must raise its productivity
through better utilization of idle capacity through BMRE. Among various
development programmes envisaged to be under taken during the FFYP to
enhanco production, BMHRE of the existing mills in order to raise
productivity and reduce wastage, supply of skilled manpower and effi-
cient management, increased production of blended fabrics and addition
of new capacity through making fresh investments along modern lincs
figure most importantly. Needless to reiterate, in view of the govern-
ment policy of not to encourage further expansion in the public sector,
a modest BMRE programme for the 36 BTMC or public sector mills at a
tote) cost of Tk.3328 million has been drawn up. In contrast, the BMRE
programme for th¢ 39 private sector mills has been drawn up at a cost
of Tk.7720 million during the FFYP. |

In so far as the product-mix of the spinning mills is cohcernr\dJ
yarn of different counts(varying between 245 - 1008) are produced by
the subsector. Available estimates suggest major concentration(nearly
50 percent) to be in the production of med 1um count(258- 399) yarn with

1The earlier quoted BIDS s tudy (Chowdhury N, May 1989)hes estimated tha
demand for yarn to grow from 68.07 million Kgs in 1987 to 100,23 million
Kgs in the year 2000. Thus, if growth in yarn output cannot be raised
through increaseod produc tion performance, increased demand will hnve
to met throcugh increase in sp Wdleage capacity and imports.



Tablo 1.1.

Year-wise Production of Yarn in Bangladesh, From 1975/76 through 1989/90

{(Quantity in million Kg)

Year 1975/76 76/77 77/78 78/7Y 79/80 80/81 81/82 82/83 83/84 84/85 85/86 86/87 87/88 88/89 89/90
N . ]

Production H41.81 4h.23 50.35 52.14 59.37 55.59 50.22 55.77 58;17 59.94 55,64 35.95 68.79 77.00 85.00

Average
Annual 1975/76 - 1989/90 : Wy
Growth

Rate(¥.)

Source : 1PM1 (1987) op.cit.; BIMC(1987-88) op. cit. and TSMU, ap.cit, 1990.

Note : * Mlgures relanto to production by the pubhlic sector mills only.



notable -predominance being shown by 325 and 1408 in the group. However,
notable change is taking place in the product-mix in the sense that
while Production of course variety(upto 2148) has been declining steadily
since 1975/76, that of fine (40%-45%) and superfine counts(58°-82°%)

has been increasing since then.1

]
¥Weaving Subsector

As of June 1982 and prior to the beginning of government's
denationalization programme thereafter BTMC had 26 composite mills
with 7683 installed looms under its control. By June 1986, 11 composite
mills with 2863 looms were denationazlized and banded over to their
former Bangladeshi owners in addition to 3 other mills with 1712
installed looms being so0ld out to private entrepreneurs. Thé latest
informetion available from BTMC indicates the installed weaving
capacity under the corporation to constitute 3252 lcoms during 1987/88.2
Reportedly, there being no addition of new capacity in the organized
private mills sector, the installed weaving capacity (4575 looms)

within the fector is also assumed to have remained unchanged.,

As pointed nut already, in terms of utilizatiou of both loomage
capocity and achievement oflfabric production target, “lower utilization
of capacity has been a pereﬂnial problem alsoc in the weaving sector,

As of end of 1988/8Y, the orgenized mills in the public-sector is
reported to have returned a tétal cloth production of 44,56 million
metres .3 Besides underutilization of capacity, accumulation of unsold
stocks arising fyom high cost, poor quality and adverse market situa~
tion are idexitified as the important factors respoansible for overall

poor financial position of the BTMC milis.

lar, BPMI(1987) op.cit. P .37
%mmc (1987-88) op.cit.

.
“ad.



The product-mix of the weaving sector covers a diverse range
with grey markin, saree, poplin, dbuti, shirting, lungi and long
cloth together constituting nearly 95 percent of total production.
Lack of adequate information precludes any generalization on the
performance of the organized private sector mills. However, some
of the large-scale mills within the private sector, such as Saiham,
Phoemix and Quashem Textiles etc. are doing fairly well through
producing quality fabrics of diverse use. These textille units specia-
lize in the production of non-traditional items like smiting, fabrics
of draperies, housebold linens, nylon sari, polyester suiting etc.
from 100% syntﬁfgic yarn and cotton-synthetic blended yarn. Given
adequate supply/high quality ysrn, protection against competition
from illegal imports and other support services, these producers
may be able to meet considerable part of the domestic cloth require-—

ments and prove effective channels for substituting imports, *

1.2.2. Powerlooms and Svecialized Textiles

Both inadequacy and lack of precision of aveailable data preclude
any serious attempt at providihg a clear fix on the size, structure,
and operation of the powerlooms and specialized textiles units in

Banglad esh.

The subse: tor is divided into two parts: the organized sector,
mos tly comprising the specialiged powerlooms(registered as well as
unregistered) and the unorganized sector comprising the ordinafy
(nonregistered) small powerlooms. In 8o far as the organized sectcr
is concerned, the Department of Textiles estimates the total number
of units to stand at 906 as of April 1988 having 21977 installed
looms and an annual production capacity of 419.14 million meters of
cloth per yea;r.1 The earlier quoted TSMU source presents a somewhat
diffefent<scenario, reporting the existence of 897 weaving units in
the country with an estimated 36, %28 installed looms and an annuunl

production capacity of 686.73 million meters.2 Without going into

1Department of Textiles, Powerlooms in the Textiles Industrv,
May, 1988, P.3

2TSMU, Basic Data on_the Textiles Sector 1990.
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the debate regarding the validity of the two seti of figures, evidence
can be provided as to spectacular growth achieved particularly.by the
recognized specialized textiles weaving units in both cotton and
synthetic groups, As opposed to rather slow growth recorded by the
subsector during 1970s, the number of recognized specialized textile
units increased from mere 82 in 1982-83 to 491 in 1985/86, registering
an annual rate of growth of over 124 percent. Along with large increase
in the number of production units, there was corresponding increase

in the production capacity from 17.64 million metres to 26.36 million
metres in the cotton group and from 36.83 wmillion metres to 131.43
million metres in the synthetic group. As of 1985/86, total production
in the two groups together is reporfed to have reached 127.39 million
metres, recording an average capacity utilization of nearly 65 percent.1
The subsector as a whole (taking into account both the recognized

and the unorganized units) is reported to have returned a total fabric
production of 400 million metres during 1989/90.° indicating

a capacity utilization of over 60 pe't'cent.2

High rate of growth acLieved by the specialized textile weaving
units, especiaily during the 1980s, is ccnsidered an outcome of the
liberal policies adopted by the Government during the Third Five Year
Plan(TFYP) period ty wav of putting all subsectors under the textiles
industry in the free list as part of overall government policy toward
attaining self-suff;cxency in textiles.

Turning to the unorganized segment of the powerlooms subsector,
the headway made by the industry appears to be even stronger. Starting
with only 41 powerlooms during 1955/56, the number of powerloom in
"the unorganized sector is estimated to have reached a staggering
16000 units during 1986/87, of which 92.5% were based on synthetics
and 7.5k were based on cotton.> This phenominal growth of the subsector

'BPMI (1987) op.cit.
2TsMU, op.cit.
ILatir M.A.,(1989), P.4o
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is ascribed to: (i) availability of electricity in the handloom
concentration areas, (ii) liberal imports of synthetic fibres, and
unauthorised exports of aynthetic(Polyester) to India.1 Of the total
cloth output (78.68 million yards) estimated to be produced by the
subsector during 1986/87 89.7/% consisted of non-cotton cloth and

the remainder comprised cotton cloth2

Characteristically a small-scale industry using simple techno logy
and having relatively low capital intensity, the small powerlooms
also have the advantage of being dispersely located in the countrysides
While the vast as well as protected and unsaturated local market has
8o long been a favourable factor for rapid expansion of the industry
ample scope for its further expansion ¢an be exploited if quality
improvement of the fabrics products can be guaranted to feed the
expanding readymade garments industry. This, however, calls for
ensuring regular and adequate supply of better quality yarn to promote
production of good quality fabrics. The implicati~n is taat the local’
textile mills have to be modernized to be able to supply qualitv yarntO
feed the weaving sector. so ‘hdt the latter can feed the readymade
garment industry serving the export market. Additionally, the industry
also needs to be provided with improved dyeing and finishing facilit}es
whick are at praesent lacking in thé country.h

Marketing being one of the major constraints facing the specialized
textiles and powerloom industries, future expansion of the industry.
Vlll be subject to adoption of protective policies restricting 1mport
of second hand cloth and inflow of cut pieces. Such measures are also
esqentlal for changing the consumption habits of common People by

orienting them to use domestic fabrics.

VIbid, P.43.
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Finally, apart from the difficulties pﬁsed by imported fabrics
and high dependence on imports for supply of quality yarn, the .industry
also suffers from worl'ing capital shortage which compells the producers
to turm into price-takers in the hands of the wholesellers,who take
away part of their profit margins by dictating prices. All these
problems need to be solved in order to enable the industry to achieve
sustained growth and development in an environment where there is a

large pool of skilled and experienced weavers all over the country.

1.2+3. Handloom Industry

The unique pusition occupied by the handloom industry in the

economy of Bangladesh can be nssessed in the following context:

= it is a small-gscale labour-intensive industry having dispersed

locations in the rural areas of Bangladesh;

- it providas the largest part of cff-farm employment in the
rural areas and ranks second only after agriculture in this
regard:

— it is the largest supplier of clcth irn the domestic uwarket:

- it is the largest employer of women labour force in the rural

nor:-farm sector within the rural areas:1

- it has tremendous export potentials.

However, despite plaving a critically important role in the
Process of economic development of the courntry, data limitations pose
a major handicap in measuring, the industrv's present size as well
as in programming its future development. Different sources estimate
Present size of the handloom industry differently. The TSMU within
the Ministry of Textiles assumes the number of handloom industrv to
consist of an estimated O0.53 million handlooms, producing nearly 70%

of the domestic fabrics and employing about 1.5 million persons.2

-

e Since nearly 60 percent of the total labour force emploved by the

IndusIry. in tLe rurai areac are family workers,the latter generally
tena TO Ueé women wno periorm the auxXllary activities{including
weaving) associated with the industry.

2. TMU, Ministry of Textiles (1990), p.7
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The recently concluded BIDS study presents a different picture by
assuming the industry to comprise an estimated 0.43 million handlooms
in 1986/87.]

Over the recent years, the handloom industry has achieved consi=-
derable growth in terms of both loomage capacity and productivity
gains. During 1978-1987, for example, the loomage capacity grew at

an annual compound rate of 2.3%.

Of the total fabrics indigenously woven in Bangladesh(796.5
million metres) during 1986/87, over 80% (663 million metres)
originated from the handloom sector. Of the total fabrics consumed
in Bangladesh during the same peric< (116h million ya:ds), handloom
Production(678 million yards) accounted for 58%.2 Hence, the importance
of handlooms as a supply source of fabrics for Bangladesh is quite

substantial.

The handloom industiy has also recorded considerable growth
during 1972/73 through 1986/87 in yardage *erms, The bandloom yardage
achieved a trend ratz ¢f growth of 3.9% which was higher than the
growth rate recorded by total cloth supply during 1986/87. Contrary
to expectation;this impressive growth performance of the industry
is said to have occurred against a background of weak government
support. Instead of government assistance the process of growth and
structural ad justment taking place in the industry is said to have
been led by its own efforts in terms of technological upgradation,
capital widening and capital deepening, greater specialization and
product diversification and development.> An instance of technological
modernization of the indus try is substantiated by the fact that for

Bangladesh as a whale, the proportion of CR looms( the productivity of

which exceeds that of competing looms by about one-third) is reported

TNuimuddin Chowdhury (1989) op.cit. P.6

2_ . . . . . . .
Similar contribution by the industry to domestic production of
fabrics is also reported by the TSMU for the year 1989/90.

3
Nuismddin Chowdhury (1989) op.cit. P.11
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to have gone up from 35¢ in 1978 to the tune of 55 or so in 1986/87.
Further, a significantly higher rate of growth of yardage(i.e. 3.26)
than that for loomage (2.3%) during 1978-1987 clearly demonstrates
a technological change occuring through the use of more productive
looms during the period under consideration, Besides modernization,
another structural change occuring in the industry in the eighties

is the rise in the mean establishment size from 2.2 to 5.0 looms,

The growth and structural adjustments taking place in the industry
have resulted from an interaction of both market pressures and entre-=
pPreneurial dynamism. Market pressures(resulting from growth in popula-
tion, incomes and infrastructural investments) have elicited an
automatic response from the industry in the form of product diversi-
fication accompanied by greater specialization. As markets grew, the
industry expanciod its productive capacity and responded through a
process of capital decpening by installation of CR looms which helped
in raising productivity and profitability. Tke weaving industlry is
also reported to bave improved its own ayeing and sizing methods in

response to increased demand for finer variety of fabrics,

The comhined results of high growth and improved productive
efficiently! achieved by the industry are claimed to have enabled
it to beébme competitive with comparable Indian exports of fabrics,
While this may help make a start in the area of fabric experts, the
handloom industry would need competent pre- and post-weaving processing
facilities and a steadv supply of improved designs in order to maintain

guality standards and delivery shedules, especially on large orders.

In the draft FFYP, the government has attached considerable
priority to the growth of the handloom industry in view of the fact
that the success of the textile sector is, to a large extent,'contingent

upon the performance of the handloor industry. Thus, in addition to

1KICBpt for polyester suiting, the handloor industry has been found

to be economically more efficient than either powerlooms and mills
sector in the production of every fabric by way of having higher
internal rate of returms. Cf. Ibid, P.11.
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emphasizing the need for ensuring greater access of the weavers to
necessary inputs including good quality yarns, improved looms,working
capital, facilities for dyeing and finishing, workers' training and
design improvements, the planners have also clearly recognized the
importance of reorientation of the BHB and introduction of weaver-

based delivery of rawmaterials and marketing of finished products.

As part of the broad strategy towards strengthening of product;on
linkages among various components of the textile industry linking of
the export-oriented RMG sector to domestic textiles constitutes one
of the most significant elements of the overall FFYP strategy for
industrial development of the country. We now turn to analysing the

Present status and future expansion possibilities of the RMG industry.

’
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PART - IT

THE READYMADE GARMENTS'INDvSTRY OF BANGLADESH

2.1. Evolution and Growth of Export-Oriented Readymade
Garments Industry(RMG) in Bangladesh

The readymade garments industry of Bangladesh made its mark as a
separate entity within the textiles sector only recently. 1t is essen-
tially a product of the 1980s. Although readymade garments manufacturing
for the domestic market had its begining in the early 19608, tho oxport-
oriented WG industry came into prominence only since 1977.1 As a non-
traditional export industry it reached an enviable position very rapidly,
growing at a phenomenal rate. Entering the export markef with a small
consignment exported to West Germany by the Jewel Garments in 1977,
to-day garments bearing the "made in Bangladesh" label have become a

reality all over the world for their competitive price and attractive
qunlity,

Table 2.1 illustrates the pattern of growth of the RMG industry of
Banrlandesh for tho period 1977/78-1988/89. Judged by any standard, the
growth in the number of MG enterprises has been quite impressive. Tho
numbor of RMG onterprises increased from a paultry 9 units in 1977/7R
to a sizeable figure of 754 in 1988/89, recordineg a spectacular grow th
of nearly 60 percent per yenr.2 According to the BGMEA, there are 6
joint venture enterprises in Banglndesh with 4 from South Korea and 1
each from China and Singapore. In addition, there are four units in the

CiPZ with 3 being under 100% US ownership and 1 being under 100% South
Korean ownership. |

Unprecedented growth took place during the years 1982/83 and 1984/85.
While the number of MG enterprises increased from 90 to 308 and from
308 to 632 respectively, during these years, the greatest growth spurts

1Available evidence suggest that the Firs§ readymade garments factory of
Baggladesh was ostablished at Dhaka in 1 2 sa second was established in
1962; a third and a fourth in 1967 and 1968. While a total of five domes-
tic market-orionted RMG units are reported to bave been in operation at
the time of liberation of theo country, this number has recently gone up
appreciably and is believed to form an important segment of the domestic
textile industry.

There are,howover,controversies regarding the actunl number of export
garment facteries operating in the industry. Some estimates suggest that
only between four and five hundred of these units are nctive.Mnnglgg ﬁee
inactive ones are as~umed to have gone out of business at the on &
of quotas imposed + U.S.A.and Canada.Though the BGMEA lists around 40O

factories holdin~ .ota rights for the U.S.market in the Garments Directo-
ry,the 1list of qu..a holderi underrepresepts the zumbeg of total units in
oporation since many factorles work as subceontractors to the quota holders.

2



17

can be noticed to have occurred between 1982/83 and 1983/84, because in
1983/1984 alone the number of enterprises rose upon the preceeding year

by a staggering 242Y., Bven in the year 1985 when Aquotas were imposed. by
the UsA and Canada on the export of the eight most important catesgories

of readymade garments, tho number of establishments Frev by a stagrering
‘103\. While the rato of growth slowed down thereaftor due to imposition

of quota restrictions, Bangladesh Government also put &n embarso in 1986
on the expansion of garments manufacturing capacity in the country through
further addition in tho number of enterprises. However, capacity eipnn-

sion in the new production lines was exempted from this embargo .
Table 2,1

Growth in the Number of Readymade Garments Manufacturxnp.
Enterprises, during 1977/78 - 1988/89

Yonr ; Number of 1 Additions ! Rate of Growth
v Enterprises ! during the .
: __Year H
1977/76 9 9 -
1978779 22 13 thl 4
1979/80 47 . 25 117.64
1980/81 69 22 46 .81
1981/82 83 14 20.29
1982787 90 7 8.49
19873/84 308 218 242, 22
1984/85 632 324 105.19
1985/86 74y 112 17.72
1986/87 749 5 0.67
1987/88 751 2 0.27 (Average Annual Rnte
1988/89 751, 3 0.4o ©f Growth 58.734)

Source: Survey and Statistics Section, Department of lextile

The phenomenal growth recorded by the RMG industry of Bangladesh
has beoen an outcome of a complex of technical and markoting forces.
The unprecedented growth enjoyed by the industry, especlally during
the mid eighties, was largely due to excessive demand for readymade
garments from the US market, While the US importers of apparels were
always trying to explore cheap and dependable sources of supply,

,l. While growth in the wumber of units slowed down therea tor and remained
slable during the . ' $%rhti the povgrnment restr ct imp080§ on
setting up neéw un: a uotn impositign Qxethe

Go ernment
instrumentai in nlling off the growth in num

or 0 units.

was
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considersble appreciation of the U5 dollar vis-a-vis the currencies
of most of their trading partners accelerated US demand for apparels.
This being added to the quota restrictions facing mwost of their tradi-
tional source countries further encouraged the US traders to search
for new and alternative sources of supply. Bangladesh with her abundant
cheap labour and non-quota environment had all the right ingredients
to develop into the most appropriate source.
4

On the technical front, the production technique used in the RMG
industry being relatively simple and labour-intensive involves low:
capital cost per work place, estimated to be at the equivalent of US
SSOO.1 Also,the gestation gap being low and machinery being available
within normal lead time, there was no need for investment in land and
building, Further, the pracess of garments assembly needs access to
electricity and metalled roads but not to water or sewage. As a result,
moderate sized enterprises could have mushroomed in the rented premises
keeping thereby the overhead expenses lower. To this was added the
availability of one of cheapest source of labour in Bangladesh where
the wage cost per shirt is estimated to be only US 3 0.10, the lowest
in the world.2 Finally, because of low gestation gap, prospect of
quick returns and liberal trade policies constituting preferential
tariff structure of imported machinery, bonded warehouse facilities
for duty free imports etc. commercial bank financing was available
quite easily,all of which combined to make entry into the industry

easy and attractive.

Produc tion Capacityv in the RMG Industrv

In the absence of historical data on the number of éewing ﬁachines
installed in the industry since inception? capacity has to be measured
in terms of pieces of items. Though this involves making aﬁ implicit
assuﬁption about homogeneity ot! the items produced, the structure of
production in the RMG industry is highly diversified and dictated by
the demand structure of the export market. Thus, while measuring the

capacity of the industry in terms of number of pieces this limitation
has to be admitted.

"Nuimuddin Chowdhury(May 1989) op.cit, P .4k,
2Chowdhury Jalil, (1988), P.5.
2.The present number is reported to be 6500C irn the entire industry.
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Table 2.2 shows the produétion capacity of the RMG industry
in terms of capacity available and capacity used for the period of
1977/78 - 1987/88.

Table- 2.2

Production Capacity of the Readymade Garments Industry
* , (1977/78 - 1987/88)

Total avail- Growth in Total actual Growth in actual

[] 1 ! |
Year i able capacityi capacity E produc tion E production

i (million (%) ' (million ' (%)

! pieces) ! '  pieces) '
1977/78 8.01 - 3.15 -
1978/79 9.01 12,48 3.94 25.08
1979/80 27.91 209.77 13.40 240,10
1980/ 81 43.30 55..h 23.64 76 .42
1981/82 53.95 24,60 30.73 29.99
1982/83 60.02 11.25 34,62 12,66
1983/84 62.16 3.57 36. 25 b,74
1984/85 354.08 469.613 206, 85 470,62
1985/86 4L85.04 36.99 291.56 Lo.,%5
1986/87 L89.30 0.88 255,11 ~12.50
1987/88 489.90 0.0 295,50 15.83
1988/89 489 .86 0.0 296 . 46 0.34
(Average [ 68.69%) (75.3%)
Annual

Growth Rate)

Source : Department of Textiles, GoB.

As expected, the trend cf both potential production capacity and
ac tual production of garments diplays similar pattern of growtk as

that exhibited by the numbe. of enterprises in the industry. The
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greatest growth spurt in both potential and actual production
capaclty can be witnessed in the year *984/85, when production
capacity increased from 62,16 million to 354,08 million pieces
and actual production ¢ :pacity increased from 36.25 to 206.85
million pieces: the corresponding levels of groﬁth being L4694

and 470% respectivelyj,The fall in the production of readymade
garments by 12.5% in the year 1986/87 is ascribed to slashing of
US quota on 8 major items of export from Bangladesh.

In so far as the levels of utilization of capﬁcity is concerned
BGMEA estimates indicate that 53¢ of the capacity of the industry
remained unutilizeq during 1987/885.2 Unplanned expansion of capacity

in the past is held primarily responsible for underutilization of
capacity in the induatrf.

2.2. The Readymade Garments Industry and_the Bangladgsh Rconomy

The readymade garments industry of Bangladesh, though a reality
of the recent past, constitutes a significant component of the country's
national economy, The direct contribution of the industry to the
economy of Bangladgsh is noteworthy in many respects. As can be soen
from tablo 2.3, the industry represented 2.59 percent(assuming that
all output produced by the industry are exported) of Bangladesh's
GNP during 1988/89. While the industry's contributlon to total

industrial employment was 2,971 percent in the same year, the remark-
able point is that out of over three hundred and half thousand persons
employed by the industry roughly 90 percent are womon.3 In a situation
where women are still forbiden to take employment outside their homes
in rural Bangladesh, the absorption of largoe number of female workers
by the garments industry can be regarded as a concrete step towards
increasing social mobility and enhancing social welfare of the dis-
advantaged section, particularly in the lower income bracket.

1. Incidentally, 1984/85 also happens to be the year when over 500 of
the present total 754 export garment units came into existence in
only ono year, gilving a large boost to total exports. P roduction

stabilized thereafter because of imposition of restriction on the
noew capacity creation in the industry.

2. Quoted in BIDS(May 1989), 'p.197. -

3+ The HIID/Planning Commission estimates a higher ratio of 94 percent,
Cf. HIID/Planning Commission, op. cit. ‘ :
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Further, as the figures in Table 2.3 suggest, the RMG industry
of Bangladesh appears to be a particularly significant factor in
Bangladesh's foreign trade. The total value of the industry's exports
in 1988/89 represented over 36 percent of the national exports in the
same year and signiticantly counterbalanced its share(6.45%) in total
national imports.

Table- 2.3

Contribution of the Readymade Garments Industry to
Bangladesh Economy

Areas of Contribution , Readymade | Bangladesh |
1 Garments | Economy ' 2 as % of 3
4 Industrv ! 1
1 : 2 H 3 ; Y
output (million Tk.) 14943 576982+ 2.59
Euployment (000) 300.6 130,81+ 2.31
Exports (million Tk.) 149413 L1161 36 .30
Imports{million Tk.) 7000 108480 6.L5

Notes: * GNP at market price, 1987/88.
s# Total Industrial Bmployment, 1985/86.

Source: BBS (1989) ; TsMU (1989).

However, the industry's contribution to the national economy
becomes especially revealing when one looks at the resounding
success achieved by its export growth. Indeed. as sbown by the
data in Table 2.4, the growth trend recorded by the readyvmade
garments ihdustry over the last twelve vears hbas been unprecedented.
Given that eiports of readvmade garments were almost negligible
prior to 1980s, the ris: in the export figure to about US 8§ 465
million in 1988/8% is highly impressive. Thus, with an unheared of

average annual growth rate of moré than 200 percent over the last



Table- 2.k

Exports of Garments From Bangladesh, 1976/77-1988/89

Current Bangladesh Currency Current US 8('000"')

twelve years,

Year E (1000 ' Taka) g

' r Value ; ieihsggi 5 Value i teziange per
1976-77 98 - 6.35 -
1977-78 1019 939.80 67 .41 961,57
1978-79 1563 53.39 102.67 50.83
1979-80 10080 544,91 650,74 533.82
1980-81 52985 L25.64 3258.89 400.80
1981-82 140142 164,49 6984.33 114.32
1982-83 255218 82.11 10725.56 53.57
1983-84 774786 203.58 310617 .39 189.€0
1984-85 3003854 287.70 115695.71 272.47
1985-86 3902202 29.91 " 130569.82 12.87
1986-87 9076698 132.60 296339 .40 126,96
1987-88 13421262 47.86 420587,61 bk, 06
1988-89 14942823 11.34 L64232.04 8.22
Average _ 243.61 - 230. 83
grovwth
rate(%)
Source: Export Promotion Bureau (EP2). 1989/90.

Bangladesh Bank. Economic Trends. Jan. 1990.

the share of garments exports in Bangladesh's total

exports rose from me~e 0.46% in 1980-81 to nearly 37 percent in

1988/89. More significantly,

single largest source of foreign exchange earnings, surpassing Jjute

the RMG industry has turned into the_

. 1 .
and jute goods exports (by 44 percent) since 1987/88. While the

1. Thougkh the rrowth trend
in the mid 1980s as it has been ir

(Table 2.1)and in the actual
trend of intrease in the v=iue ¢l exports has
spectacular in the mid 1980s excer: for 1987 ’/R%&,

vears preceeding 1984785,

in the v=zluc c¢f exports has not bheen static
the case of number of urits
production capacity(Table 2.2V, the
surely been much less
compared to the
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contribution of the industrv to foreign exchansge earnings has cer-
tainly been tremendous, the net foreign exchange earnings ratio
(believed to vary between 25-30%) returned by the industry is still
relatively low because of its heavy dependence on imported fabrics

and other inputs for manufacturing exportable quality garments.

It is gratifying to note, however, that ancillary industries
are being set up to support the RMG sector through providing with
various garment accessories, popularly called trimming materials.
Recently established packaging units, gumm tape, pelybag, button and
thread manufacmfing wnits are supplying large quantities of the
trimming materials which used to be imported before. While gradual
development of the accescories sector of the country will help import
substitution)a lot more still remeins to be done in this regard.

Export Market for Lancladesh Garments

The United States has been the largest importer of Bangladesh
garments ever since the export garment sector got its start(Table 2.5).
Even in 1985/86, when guotas were imposed by *he US on imports of
apparels from Bangladesh, the US accounted for nearly 827 of. Langla-
desh's RMG exports. Since then. however, exports to markets other
than the US have been growing and US's share has been declining.

Next to USA, the EEL countries have been the other major buvers,
being followed by the Scandinavian countries. While the share of the
" rest of the world wecovered from less than 1 percent in 19%6/87 to
over B% in 1988789, the industrialized Western countries still
constitute the major export markets for Bangladesh garments. For
example, the US and the EEC countries together have been taking
roughly 90% of Bangladesh's RMG exports since 1982/83. Though USSR,
Japan and the Middle Eastern countries are also major exporters of
readyusade garments, Bangladesh's exports to such markets is still
negligible. 7!+ implication is that it is possible for Bangladesh

to increase ner exports to such countries if well co-ordinated efforts
are made by the government in collaboration with the existing and

Potential garments manufacturers.



Table- 2.5

Exports of Garments From Bangladesh By Dastination (1980/81 - 1988/89) (value in thousand Tk.)

1981/82 1982/83% 1983/84 ) 1984/8= 1986 /87

Countries | 1980/81 . l [ } 1985/86 4 { 1987/88 | 1988/89
U.S.A. Lohs 41795 109750 52277 2414833 3186442 7107280 84690134 8331153
7.63 29,82 43,00 58.37 80.139 81.66 78.30 53.10 55.75
Canada - - 76 19440 136565 219411 304867 477121 322911
0.03 2.51 h.55 5.62 3.36 3.55  2.16
EEC 30115 54729 120417 243738 338396 304104 1265044 3707738 5022476
56 .84 39.05 47.18 31.46 11.27 7.79 13.93 27.63 33.61

Scandinavian 3322 41598 18105 U547 50617 122889 316537 §2h802 -

Countries 6.27 29.68 7.09 .46 1.69 3.15 3.49 5.40 -
All other 15503 2020 6870 24784 63393 179356 830130 h2567 1266283
Countries 29,26 1.45 2.69 3.19 2.11 .59 0.91 0.92 8.48
To tal 52985 14o142 255218 774786 3001854 3902202 9076698 113421262 14942823
100,00 100,00 100,00 100.00 100.00 100,00 100.00 100.00 100.00

Source: Bangladesh Garments Manufacturers and
Bangladesh Shilpa Bank (B3B) 1989.

Exporters Aassociation (UGMEA),

1989 and

bz
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In fact, Bangladesh's export performance appears to be negligible
even in the industrialized western countries when her share is compared
to the total categories of garments imported by these countries. For
example, Bangladesh exports only 36 categories (16 quota and 20 non-
quota) of garments to USA out of a total of 84 categories imported
by that country. Similarly, out of 78 categories imported by the EEC
countries, Bangladesh exports only 26 categories. Moreovern, Bangladesh
even fails to fulfil exports of the quota categories fixed by U.S.A.
and Canada.1 It is thus imperative that ample scope exists for Bangla-
desh to increase the volume of garments exports to the world market.

2.3 Structural Characteristics of the Export—Oriented
Readymade Garments Industry of Bangladesh

2.3.1. Age of the Enterprises

As noted previously, the development of IMG industry of Bangladesh
is a fairly recent phenomgnon. Out of 754 enterprises constituting
the industry in 1988/89, only 47 were established before 1980. While
the rest came into existence after 1980, 86.7£ of the total enterprises
mushroomed in only three years between 1983/84 and 1985/86. On this
count, overwhelming majority of the total enterprises in the industry
had attained only six years of age by 1989. This youthfulness of the
industry should not however be considered any disqualification in
view of the fact that empirical evidence abound concerning close

association between high growth and company youthfulness.2

2.3.2. Sigze of Enterprise

The export-oriented segment of the RMG industry consists of
relatively large-sized production units. Data presented in 2.6
on the size distribution(based on annual production capacity) of

1In addition to USA and Canada, imposition of quota on Bangladesh
garments is also being contemplated by the EEC countries. However,
no definited action has yet been taken irn this regard.

2cr. Bosewell, J. (1972),P.57 and Ahmed, M.U.(1976), P.30.
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RMG enterprises show that more than half of the units had pProduction
capacity ranging between 600 thousand to 1200 thousand pieces. The
findings reported by Muzaffar Ahmed's1 study also provide roughly
similar indication in that over 54% of the units were found by him
to have annual production capacity ranging between 500 thousand to
100 thousand pieces. On the contrary, only 3.1% of the enterprises

fell in the smallest size category having an yearly production capacity
of less than 100 thousand pieces.

Table 2 0'6

Size Distribution of Enterprises of Garments Industry(1987)

Size in OO0 pieces 3 No. of production : 4

per year ! Units '

Less than 600 257 39.36

600 to 1200. - 359 54,98

1200 to 1800 26 3.98

1800 and more 11 1.68
Total 653 B 100,00

Employment data, the most commonly v.sed indicator of enterprise
size, 1is not available at the individual enterprise levels.

However, the crude estimation of enterprise size derived through
dividing the total number of employees by the total number of RMG
units gives an average enterprise size of 398 persons per enterprise.2
The comparable figure for the entire large and medium scale industries
sector being only 150 for the year 1986/87 reconfirms the assertion

1
Ahmad Muzaffer (1988), P.3

Almost identical average enterprise size (387 pPersons per enterprise)
is also reported by the above study,
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that the export-oriented RMG industry comprises relatively larger
sized enterprises. It is to be noted however that there are wide
variations in the unit sizes, some of which are small-scale operations

serving the specialized and widely diverse consumer needs.1

Ent rise Size and Efficienc

The issues that are discussed and studied in relation to firm
size and attract attention of the analysts and the policy makers
relate to the relationships between size and factor intensity and
size and factor productivity, all of which are used as alternative
measures of efficiency. the later beihg an umbrella concept and having
different shades of meaning.2 While the analysis of size-efficiency
relationships often leads to indeterminate results in case of most
industries, the findings bear important implications for policies in
such critical areas of devclinpment s investment allocations, emnloy-
ment promotion, technological progress and long-run development

strategies.

While analysis of factor intensity, factor productivity, economics
of scale etc. is of particular importance in iabour-surplus, capital-
pPoor country like Bangladesh, ony major study has not yet been done
for the RMG industry of Eangladesh. Two studies worth mentioning in
this respect are the earlier guoted Ahmad (1983/84) and BRR s tudy
(1987/88), both of which are based respectively on small samples of
12 and 40 enterprises only. Whatever their worth, the findings of
both the studies concerning the relationship between enterprise size
and efficiency have also been indeterminate. No sSystematic and conti-
nuous relationship has been found between firm size and efficiency
(measured in terms of capital/labour intensity, capital productivity
labour productivity and total factor productivity) in either of the

studies. Although different indicaters of efficiency have not been

! The sample(of 40 firms) studied by Dhaka University Research Team
had an average employment size of 41 persons per enterprise.

For a survey of literature dealing with the subject one may see,
Ahmed, M.U. (1976).



28

continuously related with size, there has been, generally speaking,

a positive associntion between firm size and capital intensity.1

In so far as the differences in the degree of success achinved by
different firms are concerned, both the insiders from the industry and
the BRMEA representatives tend to ascribe inter-firm differentinls in
relative Performance to a host of factors. The entreprencurs who rersard
themselves successful in terms of achiceving higher growth and opoerating
on a profitable basis Perceive the following factors to be largely

responsible for their better performance:

(n) Fuller utilizntion of capacity,
(L) Hoady access to markets,

(c) Use or technically qualified workers,

(d) Maintenance of continuous and close contacts with the
foreign buyers,

and (e) Good labour-management relationships.

Intorostinnly, none of the entreprencurs interviewed could Perceive
the critical importance of upgradation of product quality and design
and product and market diversification as the important determinants of

continrued long-term growth.

the analysis of factor substitution(bnsed on the use of Coenand
Hickman variation of the CES -production function of the form L= bowh1Yh2
where L is labour, W is the wage rate and Y = output and bo,by; and by
are constants) by the BER Study indicated that there is considerahle
scope for factor substitution between Inbour and capital emploved in the
RMG industry of Langladesh and output and wage rate are the major deter-
minants of employment in the industry. Thus if more output can be pro-
duced, more employment may be generated Particularly if better capacity
utilization can be onsured through adequate and regular supply of working

capital, rawmaterials and electric power.

As indicated already, in order to get a clear fix on the issue of
Productive efficiency, a more detailed and systematic study, based on
adequately large s.aples ¢f enterprises, of the factor intensities ahd
factor productivities of the MG industry of Bangladesh is neceded for

1Ahmed, M.U. et. al, BER, bLhaka University (1988), PP.108~116.



its strategic character and importance in the industrial and nationnal
development of Bangladesh.

2.3.3. Location

be overwhelmingly skewed in favour of the two largest urban centres of
Bangladesh . While this is reflective of further deepening of industrial

easier access to administrative, financial and infrastruc tural facilities,
The urban Package of services including transportation by air and Sea,
intemational tolccommunicntion links, banking facilities, rented Premises,
steady supply of trained workers and electric power etc. being readily
and easily available in the two c:ties become natural attractions for

the rational entreprenours of the MG unitsg,

Table 2,7

Locationnl Distribution of the MG Enterprises (1988/89)

. ]
Divisions i Number of Units ! % of total
Dhaka 627 83.16
Chittagong - 4 122 16.18
Rajshahi 4 0.53
Khulna 1 0.13

To tnl 754 100.00

Source Department of Textiles.

2.3.4. output Composition

The RMG industry of Bangladesh generally Produces standard apparels
like men' and boys shirts, jeans Pants, jeckets end trousers, women's
blouses and skirte and Plain dresses such 83 nurses uniforms. As of

1987/88, t.e industry's total output was found to comprise 57%
basic wears (mens, womens and childrens shirts) and 28% heavy wears
(pants andg Jackets) with fashion wears having a share of only 5.% .

instead of the high-raahion. Ereateor unit value regime" is also
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confirmed by other st:md:i.es.1

The BIDS study showes from example,
that out of 171 (or about 255 out of the total of 695 units)
enterprises producing only one main item, 120 enterprises manufacture
only shirts. The dominance of shirt making by the Bangladesh apparel
industry especially during 1984 and 1985 was explained by its easy
marketability in the US market and low labour cost as well as low

skill requirement.

Of the rest, 109 enterprises produce one main(shirt and another
item)item and a second item; 141 produce one main{shirt and two other
items) item and two other items and 274 or (39%) manufacture multiple
items, The implication is that the product-mix of the Bangladesh RMG
industry bas tended to revolve round a ralatively small number of
items, defeating the goals of an early and remunerative product
diversification opportunity.

Hoyever, since about 38% of the industry's machine capacity is
estimated to be equipped tc produce a wide variety of products, ‘this
offers the industry the required flexibility to respond to changing
market pressures. Thus, the RMG industry does not at present suffer
from the lack of capability to diversify, rather it is the lack of
appropriate marketing strategy which currently plagues the industry's
diversification.

2.3.5. Technologyv

The production process used in the readymade gaménts industry,
though divisible into several steps starting from processing of raw-
materials to marketing of the finished product, is quite simple., As
seen from the Chart below, making the format (pattern/design) is the

most critical phase of the entire process. This, however, is often

'BIDS (May 1989) Grabham, M. (1982) and Ahmed Muzaffer (1988).
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CHART- I : PROCESS OF GARMENTS MAKING
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supplied by the buyer concerned. A cloth cutting electric saw is used
to cut the pile of layers of fabric into various pieces as per format.
These are then stacked along the production line separately and sewn.

The sewing operation goes on simultaneously and completed as jper design.

As far as the technique of production is concerned,this is also
simple and labour-intensive in' character. Indeed, judged by capi_t"l
intensity (defined in terms of both capital-labour ratio and output-
capital ratio) the criteria often used as an indicator of type of
technology used in an industry, the readymade garments industry of
Bangladesh appears to be relatively more labour-intemsive(less
capital-intensive) compared to many other lines of manufacturing
ectivities in the country. Data Presented in Table2,8 suggest that
on the basis of bo'th capital-labour and output-capital ratios readymade
garments industry employes more labour and generates more output per

unit of capital compared tc many other industries.1 While capital

inves tment per woiker as well as prer unit of output appears to be one
of the lowest in the readvmade garments industry, the amount varies
for variour rezasons. One is the cost of machinery which depends on
the sources of supply and terms of Payment. Further, it is also seen
to be contingent upon whether the enterprises premise are built up or
rented. Again. some of the processing operations may be performed
manually (i.e. packing) rather than mechanically, alioving some degree
of techmological flexibility. Depending on the circumastances,
investment per worker in a typical readymade garments industry is
estimated to vary between US & 500 to 1000 only.

Finally, in addition to simple technology, low wages paid to the
vorkers also contribute to low capital requirement per worker. Wages
pPaid to the workers in the apparel industry are extremely low in
Bangiadesh. Impressionistic evidence is that wages in the industry
are low even by Bangladesh standards. Except the major export garment

factories, most units in the industry are believed to pay wvages that

1A different set of estimates of /O/K ratio(with K standing for both
fixed & working capital) made by the HIID also indicate the RMG
industry to have the highest .0/K ratio compared to 28 other industry
types except for handloom and jwellery industries.
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are lower than the national minimum wage paid to the industrial

wvorkers. This has become possible due to avoidance of unions through
employing women labour, who for cultural reasons are less union=-
Prone and more diciplined.

Table 2.8

Capital Intensity and Capital Productivity of Readymade
Garments and Selected other Industries

Capital Intensity Capital Productivity

Indus try Type

] ]

L}

' (Figures in Tk.) ! (Figures in Tk.)

] ' ]

t PA/L 1 TAO/L I V/FA ! V/Ta Y
Readvmade Garmznts C.02 0.13 34.33 2.00 3.8117
Food Processing 0.28 5.54 15.64 0.60 -
Encineering 0.09 '0.28 17.74 0.70 -
industries
Agrobased industries - - - - 3.9518
Bleztronics : - - - - 34,0062
Electrical appé.fatus - - - - 4,3176
Vooden Furmiture - - - - 2.9816
Tanning & Leather C - - - - 3.5544
Fish & sea food - - - - 1.9275
Light Mechanical - - - - 2.4100

Engineering

Notes: FA = Fixed Assets; TA = Total Assets(Fixed plus working Capital)
L = Total employees; V = Value Added: Q = Gross output and
K = Fixed capital.

Source: Ahmed, M.U. et. al. (1988): Statistical Estimates made by
HIID/Planning Commission, 1989,
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2.4, Orzanization and Management of the Readymade

Grarments Industry

Or:ganizational and managerial characteristics of an enterprise
exert s:ignificant influence on its operational efficiency. While it
is imosrtant to examine wvarious aspects pertaining to organization
and Mariagement of the RMG industry in order to'assess their influence
on the functional efficiency of the industry, lack of necessary informa-
tion pmreclude us to do so. Depending on the availability of limited
infortnation gathered Primarily through talking to a small sample of
resporaidents, we try to provide some rough ideas about selected opera-—
tiorail characteristics of the RMG industry of Bangladesh.

2.4,1 Ownership Status

C)verwvhelming majority or the RMG units are owned by the EBEangladeshi
enireidreneurs, Information on the number of Joint~-venture units is
inadecjuate as well as conflicting. The latest BGMEA information indi-—-
cates Jjoint-venture and completely foreign owned units to comprise 6
ad 4 resvectively, while other sources quote joint-venture ownership

vo cornistitute 15 units.

A.mong the domestically owned enterprises, individual ownership
is bel lieved to be most dominant (above 50%) with private limited
compar. ties and Partnerships comprising respectively the next importanz

owners :hip categories,

A..nother important dimension of ownership pattern which deserves
t0 be specially mentioned is the dyuamism of the entrepreneurs who
own thae export garments enterprises in Bangladesh. Not only that the
owners . of the export garment factories are new generation entrepreneurs
posses: sing relatively higher educational qualifications and training,
they a2: re, in esse:iCe, the pioneers and che initiators of the pProcess:
of deve elopment in an outward—oriented direc tion. Side by side with

libera. ] trade policies and incentives introduced and offered by the
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government, the entrepreneurs displayed a vision for the countfy's
developmont,actively collaborated with the foreign entrepreneurs,
mobilized domestic resources and helped transmit the entrepreneurial
drive effectively to other firms and industries.

2.4.2. Subcontracting Practices

L dominant feature of the industries characterized by divisibile
production operations (i.e. textiles, electronics, automobiles etc.)
is the practice of subcontrécting,1 based primarily on the principle
of specialization in skills and technology enjoyed by the firms
practising it.

Though Desh Garments, the first successful export garment manu-
fac*uring firm orf Bangladesh, started as a subcontractor for Daewou
Industries of Korea in 1979 it is difficult to ascertain thc degree
to which the practice has spread among other Bangladesh firms since
then. The BER study, the only source of information available on the
subject found nearly 30 percent of the sample firms to have maintained
subcontracting relationships with other firms.2 Further, the incidence
of subcontracting tended to increase with increase in the size of ‘
firms. This higher incidence of subcontracting among the relatively
large firms is explained by the fact that production in the export
garment industry of Bangladesi is depeﬁdent on nrders placed either

by the foreign merchants or by the domestic retailers and wbolesalers.

Broadly, three categories of subcontracting practices are identi-
fied in the export garment industry of Bangladesh. First and most
important, overwhelming proportion of the industry's production takes
rlace under international subcontracting arrangements where the foreign

buyers place orders with the Bangladeshi producers and also supply

1Subcontracting is generally defined as a contractual relationship
between two firms one of which(called the "parent firm")places an
order with the other firm(called the subcontractor") for the manu-
facture of parts and components to be incorporated into the product
which the parent firm sales. For further details on the definition of
subcontracting, one may see, UNIDO(1974).

2 Ahmed M.U. et. al. (1988), Chapter 2.
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them 'v:flth designs and packing instructions. While ownership, manage-
ment and technical supervision are in most cases claimed to be entirely

Banglacleshi with considerable foreign participation in the case of
the joilnt-venture units, the driving force behind the activity is the
foreigm buyers who play critically important role as suppliers of
producit design and marketing agents. A contrary view is that many of
export: garment manufacturing units in Bangladesh are still 'captive'
subcont:ractors of foreign firms where the Bangladesh unit is under
the eff'ective managerial control of the foreign firm, even though the
Bangladieshi unit would nominally be controlled by “<he Bangladeshi
man::LonaLls.1 The dominant view prevailing 'in the industry is that the
Bairladiesih producers are gradually coming out of this mold and some
of -bam. have even started selling directly to the foreign buyers.
These: liater category firms are, however, believed to constitute a
tiny mitnority, constituting at most 10% of the exporters who can
Procuce and market export quality garments with little or no assistance

from th e external agents.

Thce second category of subcontracting linkage takes place when
some of the large export garments manufacturers receive more orders
from the2ir foreigir customei=s or from the BGMEA through quota alloca-
tions tthan they car supply. They then enter into contract with other
domestic: manufacturers to undertake part of this production on their
behalf, In this case also the parent nomall)'r provides the supplier
vith ravvmaterials and product designs. While this allows many of the
domestic: subcontracting firms to manufacture indirectly for the
export sr aarket and utilize their production capacity better, the
Parent :f ’irms giving out contract to them often complain about unsatis-
factory: gqualify and irregular delivery. The subcontracting relation-

ship bex tween the parties cohcemed thus tends to be intermittent and
irregule 1r,

1
Quoted from Graham (1989), op. cit.
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The third type of subcontracting relationship takes place'
between some of the large (i.e. Pearsons) and small domestic
manufacturers, the latter working as subrontractors of the former.
In this case also the type of subcontractirng is "capacity oriented"
in view of the fact that the parent firms engage the subcontracting
firms orly when their intermal capaci_ty is inadequate to supply the
entire order which they receive from the retailers and/or the whole-

salers.

Since subcontracting is mutually beneficial to both the parties
concerned, organized efforts need to be made, particularly towards
raising productive efficiency of the supplying firms so tﬂat they
can obtain sufficient orders from the parent firms and develop lasting
relationships with them, based on their specialized technological
capabilities and not merely as off~takers of extra loads of the

parent firms,

2.4.3. Management Structvre

With respect to mansgement characteristics, impressionistic
evidence gathered through persoﬂal vicsits to selected eﬁi:erprisq.s—ié:
that most of .the units in the RMG industry are essentially "one-man-—
shows, "™ where one key person(usually -the "owner-manager") in each
unit makes most important management decisions, supported by a small

number of aides.

The cxistence of a2 personalized as opposed to participatory
management style is also substantiated by the BER studys of 40 firms,
Vhile greater specialization of management function, based on divieion
of management functions, and a depening of the levels of managerial
hierarchy are expected to occur with increase in the size of firms,
no such trend could be observed in the BER sample. Though the managers
in most of surveyed units were qualified hired employees as opposed
to the family members or relatives ln the case of the typical owner-

managed, family-based,K enterprises, and also were entrusted with
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various management functions, the common belief is that important
decisions might still be taken by the owners themselves. However,

the large units within the export garment industry generally appeared
to have been oriented towards adopting relatively modemrmn management
practices both by hiring qualified managers and also by delegating
managerial responsibilities.

Finally, in terms of account keeping and inventory management
(two vital indicators of good management) also most of the sample
units in the BRE study appeared to perform these management functions

well indicating practice of modern management methods.

2.5. Requirement of Fabrics and the Potentials for
Establishing Backward Linkagses With the Local
Textile Mills

At present, the apparel exporting firms in Bangladesh meet their
requirements for fubrics and other accessories (i:e. buttons, zippers,
interlinings etc.) through imports from abroad against back-to-back
letter of credit (L/C) as quality fabrics and other accessories are
not currently available in the count:v. In this process, while nearly
75% of the total export earnings is speni cn ZImports critics argue
that the RMG industry of Bangladesh besides being.at the mercyof the
foreign supplier to a large extent is also basically an exportef
of labour. While obviously, therefore, Bgngladesh can substan-
tially enhance bher foreign exchange earnings from RMG exports even at
the existing level of exports it fabrics and accessories could be
supplied from the domestic sources. With this end in view, the
Textile Policy, 1989, has envisaged that by 1995, the RMG industry
should meet 50% of its total fabric requirements from the domestic
market. |

The imported fabrics enter Bangladesh via the bomded warehouse
scheme under which the firm must obtain back-to-back L/C. That is,

the firm must have in band a confirmed order for exporting a given
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output: a bank(outside Bangladesh) representing the client to whom

the order is destined then issues a letter of credit, against which
the exporting firm can draw payment when the product is shipped.

The exporting firm then uses this letter of credit as collateral for
obtaining a letter of credit to be used ‘to finance the imports of
noeded fabrics. The imported 'inputs enter Béngladesh "under bond"

i.e. they enter duty free, tut a bond is executed which is forfeitable
if product containing the imported inputs is not shipped out of
Bangladesh within a specified Period of time.

It is to be noted in this connection that the Present practice
of back-to-back L/C involves various tyPes of import bottlenecks
(i.e. delays involved in obtaining the rawmaterials due to shipment
pProblems and consequent expiry of L/C validity and cancellation of
export nrders) which often affect the production schedules and result
in contract cancellation, making the manufacturers vulnerable to
incur heavy financial losses for reasons beyond their own control.
Thesec difficulties strengthen the rationzle for urgentlvy aétablishing
fabric-~-producing capacity in the country. This latter step reguires
estimation of the import requirement/or potential fabric prcductisn
capacity) of the WMG industry.

2¢.5.1. Import Reguirement of' the RMG Industrv

In order to estimate the total fabric requirement of- the country's
export garment manufac turing industry, the Bangladesh Shilpa Bank
(BSB) undertook a survey of 133 RMG units in 1988, out of which data
on 73 units could be collected and pProcessed. The study estimated the
Per dozem fabric requirement of the sample units to be roughly 18,23
meters in 1988 through dividing total imports by total production of
these units, all of which were found to meet 1005 of their fabric
Tequirements through imports during 1988. On this basis, the total
fabric requirement for 1988 was estimated to be roughly 278 million
meters. Assuming that all other export garment manufactury units of
Bangladesh would be dependent on imported fabrics to the similar
extent and also of the same composition as the 73 units surveyed and
that Bangladesh would be able to increase her garments exports by
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at least 10'1:1 per annum during the 1990s, the projected fabric
requirement of the RMG industry stands as followvs:

Table 2.9

Projected Fabric Requirement of the RMG Industry, 1989-1995

Type of Pabrics(in million metre)

Year B f To tal
E Cotton i Blended ; Synthetic '
1989 155 125 25 305
1990 171 1338 28 337
1991 188 152 31 . 371
1992 206 167 34 Loy
1993 - 256 248 96 600
1994 320 300 130 750

1995 4oo 367 183 - 950

Note : The composicion of the imported fabmcs by types was
- assumed to be the following: Csttom 51% Blended 41%
and Synthetic 8

According to the earlier quoted BIDS study, only about 5-6
million yards (i.e. less than 5%) of fabrics were supplied by the
indigenous veavers—mamly large-scale mills -~ to the country's RMG
1ndustz'y.2 Hence, significant scope exists for raising the local
content in the fabric supply to the RMG industry. In other words,

ed

1

The project/increase of exports at the rate of 10% per annum seems
to be rathér conservative in view of the fact at the units surveyed
by the BSB achieved an annual growth rate of 4 of their exports

between 1985/86 and 1987/88. To that extent, the pro jected requirement
for imported fabrics might be underestimated. An even more conserva-
tive estimate of the industry's fabric requirement is provided by

the BIDS study, working it out at 133 million yards for the yvear
1986/37. based on the analysis of a sample 109 RMG units,

2The BSB estimates put this capacity to vary betveen 2.5% to % of
the current requirement of the RMG industry.
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fostering efficient backward linkage with the domestic textiles mills,
involving indigenous sourcing of fabrics and other materials cnmes
out as as the most important suggestion for the country's textile
policy. We now turmn to briefly explore the existing facilities and
future expansions requirements to feed the growing needs of the RMG
industry.

2.5.2. Existing Facilities To Feed the RMG Industry

Evidence on the domestic capability of manufacturing quality
fabrics is conflicting. According to the Export Promotion Bureau,
there are at present a total 870 power looms, specialized cotton
weaving and specializec synthetic weaving units with 17,035 looms
which produce 189.05 million meters of fabrics annually,’ The BSB
study reports on the contrary, the existence of 971 textile weaving
units (in both pubiic & private sector) in thne country with & total
of 27,385 looms having an attainable production capacity of about
470 million metres of fabrics per am:mm.2 Out of these 971 textile
unitsanly 8 units with a production capacity of about 36 million metres
of fabrics are reported to be capabtle of producing fabrics of import-
substitute quality. There uar2 also scme textile finishing units
(12 pProcessing cotton fabrics and 7 pmcesai.:—ig.synthetic and blended
synthetic fabrics) which can process export quality fabrics by import-
ing grey fabrics. But none of these units have computerised system
of colour matchiﬂg and quality control to ensure proper celour shading
ahd gain international acceptability., And with respect to quality
control issue, the problem most commonly mentioned by the garment
nanﬁfacturere interviewed with respect to locally produced fabrics
vas one of shading of febrics. Shading occurs when the intensity
or shade of a colour varies alomg the length of the fabric. Another

Problem frequently mentioned by most garment manufacturers interviewed

11'PB, Batexpo 90

?psB, (1989) P.8
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was that of shrinkage of the fabric which occurs both in length and
width, Among other problems affecting production of quality fabrics
by the domestic manufacturers, shortage of quality cotton and blended
ya.rns,1 high price, failure to meet delivery schedules etc., are

important.,

From the garments exporters! point of view use of domesti’cally
pProduced fabric could be attractive only if their ure would reduce
%ead times between ordexr znd delivery of the fabric and if the fabric
would meet the international quality standards. As noted elready, the
quantum of apparel exports fmn; Bangladesh is dependent not only on
product quatlity but also on the exporters' ability to meet delivery
schiedules, and a major problem cenfronting the Bangladeshi exporters
is long lead times associated with sourcing of fabric. But the local
fabric manufacturers are considered by the garments exporters to be

unablz to mmet both delivery 3chedules and qualily stardards.

Not only that che nresent total capatity of the textile industry -
in Bangladesh is inadequate to meet the needs of the country, even the
textile mills producing low quality output have a backlog of orders,
It is thus little wonder +hat there a—~e problems in meeting short i
delivery times associated with the needs of the apparel industry,.
Given the "sellAers market" condition in Bangladesh for the highly
protected- textile industry, the textile mills tend to gear up for
long prbduci:ion runs of standard finished products. But the neéds of
the appaz;el industry often being for shorter runs of more specialized

fabrics cannot be met by the Bangladeshi producers.

Further, as noted by Monte Graham,2 manufacture of differentiated
finished textile products involving relatively shorter production runs

requires "flexible management" capabilities, implying existence of

TThe problem of nmon-availability of quality yarn is expected to reduce
significantly with the commissioning of the modern mills already
sanc tioned by the BSB and modernization of the existing spinning mills

through the on-going BMRE programmes under 2nd World Bank Textile
BMR Credit Programme.

“Monte Graham (1989), P.19


http:deliv.ry

43

cophisticated management information and control systems which-are
generally lacking in the Bangladesh textiles mills sector, While this
lack is partly one of not having the necessary hard technology(i.e.
computers and computer netvorks) it is also due to a lack of requisite
managerial and technical capabilities.

The impliéation is thus that even if the pPhysical capacity of
the Bangladesh textile industry can be increased in terms of adding
wore spindles, looms, and printing and dying machines, it cannot be
guaranted that the industry could satisfactorily meet the delivery
requirements and quality standards of the apparel exporters without
significant upgradation of technical skills and managerial capabilities.

Based on the projected fabric requirement of the RMG industry
(Table 2.6), the BSB study has suggested development of the following
sSub-sectorwise physical capacities in tex+tile industry in order to

meet the entire demand for fabrics in 1992 through local production:

Sectors where new Physical capacity 'Bxpected Production
capacity is to be to be created '
Created .

a) Spinning : 0.57 million spindles - b4 million Kgs.

b) Weaving 2,302 rapier and 550 397 million metres.

airjet looms

¢) Finishing - 297 million metres

The same study also suggested establishment of 22 composite
textile mills(based on 25000 spindles each) to meet the fabric

requirements of the apparel exporters of Bangladesh in 1992,
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2.5.7. Government Expansion Plans for the Textiles Sector

The Textile Policy announced by the Govermment in March 1989, had
emphatically stressed the importance of the textile sector as the
vehicle for industrial growth in view of its overriding place in the
economy as a source of industrial output, employment and foreign

exchange earnings. Commensurating this, the draft FFYP aims to achieve
two basic goals:

(a) attainment of self-sufficiency in textiles, and

(b) increase of value-addition to textile exports.

In so far as the development of the domestic market related segment
of the textile industry is concerned,the following major programmes of
action are envisaged to be taken during the FFYP :

(a) Expansion of the production capacity through setting up new
apinning and weaving facilities involving an investment
outlay of Tk. 1572.00 million.

(b) Enhancement of production in the existing spinning, weaving
and hosiery units kbrough'undertaking BMRE programmes worth
Tk. 11653.00 million. The modernizing efforts are also planned
to be matched by undertaking training and research programmes
for increasing supply of trained managerial and edministrative

personnel,

The major FFYP dgvelopment-prpgrammes relating to the export
market segment of the industry include the following:

(a) Keeping in view the establishment of close linkages between
the RMG industry and the domestic textiles industry, the
Government has adoptedytop priority towards enhancing domestic
fabric production capacity both through building new capacitie
and modernizing the existing facilities, '
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(b) The Government contemplates to set up 17 composite mills at
a total investment cost of Tk. 24000 million. Each of such
mills will comprise 25000 spindles and 240 looms, and balanced_
dyeing and finishing facilities, and proﬂuce on average 27.5'
million metres of fabrics per annum. This additional capacity’
build-up is designed to enhance current domestic fabric
supply capabiliéy from 10 million metres to 475 million metres

Per annum.

(¢) wnile deveiopment and improvement of the existing dying/
printing/finishing facilities will be pursueed under BMRE
programmes on a pPriority basis, the finishing industry will
be encouraged to work as a subcontractocr of the local fabric

industry for catering to the needs of the RMG industry.

Vhiie the expansion as well as the modernization plans of the
Govarnment seem to be bioadly in line with the requirements of a
growing export garment industry identified and sﬁggested by analysts,
and the exporters themselves, some of the experts believe that because
of lack of managerial and teclinical capsbilities, est2vlishment of
modern finishing mills as opposed to composite mills might be the
ideal places to start for Banéladesh. Priliminary investigations
sugrest, however, that building of modiern finishing facilities is
highly capital intensive. More serious research is thus needed to

find out the viable alternative for Banegladesh.
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2,6, PROBLEMS, PULICIES AND RECUMM kN DA TION S

Tho abundant supply of cheap labour force, readily available
technical know-how involved in the manufacture of readymade garments,
libernl governmont incentives, and above all, a non-quota environment
Provided Bangladesh with all the right ingredients to emerge as na
successful garment exporting country. While the industry's growth
Potential still looks Promising with bright Prospects of product
diversification, new market penetration and upgrading to high-value
fashion items, Perforning these tasks appear be difficult due to
obstacles posed by various constraints to future growth.

As noted already, the quo tas imposed on exports of gamments from
Banprladesh to theo U.S.A. ‘and Canada along with the possibility of
quotas on exports to the EEC countries limit tho ability of the export
garment industry to incrense further its output in terms of Physical
volume, Mnny Apparel exporting countries hnveo bheoon able to cnpitnlize
on quotas by mecans of unit value of their exports. The NICs, for example,
have enhanced their collective averapge unit value from 100 in 198% to
an asfonishing 339 in 1987, 1In Contrast, Bangladesh has not done muc h
in this regard oxcept spearheading an export drive through volume
expansion in simple garments and slight product diversification into
non-quota apparels and territorial diversification towards the EEC and

the Scandinavian countries.

However, in order to move up market from the current "low end" of
the apparel market and hence capture higher unit value per item exported
and to forge an efficient diversified export base, the industry will
have to adopt a number of Corrective measures. In addition to raising
investment in the production of high-value-fashion content apparels,
product quality has to be improved and production has to be performed
under tight delivery schedules. These in turn will require the follow-
ing; upgradation or garments -mnkinm skills in technical nnd manngerinl
terms, better transportation to and from the major markets for output
and for locations whare fabric is sourced, faster customs clearance
times, establishment of close workineg relations with the foreign buyers

and development of n minimum capacity to source finished fabric from
within the domestic market,

The problems associntad with the system of back-to-back L/C opera-
ted under the bonded warehouse scheme (n3 opposed to Duty-Drawback
scheme) needs to be solved through str- 1lining the administration of
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the scheme with a view to making the structure of export incentives
more neutral in favour of exports. As no ted already, tha system in
frequently delny prone. Immediate steps, apart from faster customs
cloarance of exports and imports mnde by the garments exporter: on A
priority basis, should be taken to investigate into the causes of un-
necessary delay in order to reduce the existing time-gap 1nvolved in
the receipt of imported fabrics and shipment of the finished goods.
More importantly, the bonded warehouse programme has to be expanded to
nllow for duty frec importation of grey fabrics and the terms of impor-
tation have to be relaxed significantiy.

The bonded warehouse scheme while deemed necessary to prevent
imported fabric from enterings into the local mnrket for textile products,
there is always a danger of "leakage" of fabrics out of the bhonded ware-
house and into the local market. Given the quantity(as well as of high
quﬂlity) of fabric that is imported under the bond, the prevalence of
side payments and the imbalance between domestic demand and supply of
taxtile products(nnd keeping in mind that most domestic production of
‘ such products %s of low quality) it seems impossible to prevent n]leakage".
The sale of the imported fabric in the domes tic market is .10t the only
reason for leakage, the fabric also commands price premiums in neigh-
bouring lIndia and it 1is claimed by informed circles that a substantial
amount of amuggling of fabric from Bangladesh to India occurs. In fact,
some ol the textile mill owners contend that bulk of the profits enrned
by the apparel sector arising through such "leakage" m makes the garment
producers reluctant to use locallyjproduCed fabrics. The implication is
thus that if locally produced/jsﬁgug: be substituted for imported fabric,
opportunities for profitable smuggling have to be reduced or stopped.
Among other things, the present systém of inspection and accounting
procedure for imported fabrics under the bonded warehouse scheme has to

be simplified and mnde more eoffective to control "leakages."

As emphasized already, establishment of domestic capacity for
export-quality production of fabric and dying, printing and finishing of
grey cloth has to be given priority with a view to roducing dependence
on imported fabrics. However, the ability to substitute locally produced
fabric for imported fabfic though a nccessary condition for increasing
the proportion of value added of local origin, it is not an altogether
oasy Jjob. Besides having to become cost competitive with the imported

fabrics, many other criteria(i.e. meeting lead time delivery schedule
and quality standards) have to he met as well.
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Indeed, fostering backward linkage involvins indifenous sourcing
of fabrics as well as accessories is a difficult task and its success
contingent upon formulation of an efficient long-run strategy. However,
several actions may be guickly taken on this score. First, given the
elaborate technological and marketing reguirements of effective back-
ward integration via domestic production and processing of fabrics,
joint-venture with suitable multinational companies may be one potential
solution. As noted earlier, this may help obviate the present shortage
of technical and managerial skills and help mobilize huge capital
resources that are required for establishing domestic fabtric produc-
tion and finishines facilities. Second, to help and encourarse the exist-
ing powerloom units to get into action, ndeauate measures heed to be
taken to upgrade their worker skills, production technolosy and manage-—
ment capabilities in order to enable these units to cope with the

exactine reauirements of tecnnolosyv and manarcement as indicated above.

Finally, at ench stare in the Process nf fosterinc the bhackward
linkage. particularly throursh settine Uun the pronosed composize miils,
whether in larre mills or in the f»ctory sector. it would he necessary
to Aallow acess to imported materinls (i o hirFh-performance looms
aud Aaccessoriecs cts.’ either duty free or »t moderate rates of durty
to keep the produc tion cost sufficiently low and competitive in fhe
world market until such time when the _concerned units have achieved
technological efficiency of the international standards., icain, the
fabrics sold by these urits to the RMG industry mayv be treates ns
indirect exports makins the producers eligible for both XL and tax

reliefs.

Given high rrutection already being enjoved by the overall textile
industrv of Banrlades: provision for further fiscal incentives as
proposed above may no: sound desirable and may be countered DY the
arsgument that instead c¢f spoon-feding the industry further, it should
be made to operate in = f‘ree market condition and s:and on 1 own

feet. In the light of Lirher profits beins earned by the export carments

manufac urers at present, the producers mayv be encouraged to further
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improve their productive efficiency with a view to sustaining their
market share and profitability gradually in the more competitive
environment. Further, in an environment where investible resources
are critically scarce, payment of subsidies and incentives should also
be contingent upon estimation of relative,returns to be accrued from
such pavments being pade to different competina units of economic

activities.

Formidable problems affecting successful future expansion of the
indusirv are also identified with respect to quotavallocation,control
and monitoring systems. The BIDSbstudy1, based on a sample of 109
enterprises, finds the present quota allocation and monitoring methods
used by the EPB to be highly centralized and without adequate flexi-
bility in matters of transfer, exchange and surrender of quotas.
There was nlso no reward system in-built to provide incentives to
those allottees with 1009 performance or who moved to hisgher unit
value products or developed new products.

svithoursh some important chances were introduced suhsecuently
towards making it more officiert and dyramic. the policy in general
still seems to discourage efficient companies to 2evelor neow products
and ernter into new markets. because the performance ouota holders are
not assured of securing 100% quota for performance of the previous

vear.

Tne guota allocated to cach enterprise is found te be TOC small

I6 meet the minimum eXport order and hence falls below the size of
order reguired for economic production. Ubviously, the size of the
minimum export queta needs to be enhanced to enable the exporter o
produce on an economical scale.

Vnile zanrladesh must diversify her products ani markets into
non—-guo:a Categories and non-guota markets, achieving such diversifi-
cation will require formulation ol aprropriate policies an< adoption
of relevant strategies to implement such policies. To that end, the

followins steps seem highly desirable.
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Since market penetration for non-quota categories and into non-
quota countries (i.e. EEC, Japan, Australia and New Zealand) requires
innovative efforts and involves certain degree of risks, the govern-
ment may consider making provision for incentives that reduce private
costs of undertaking market visits and product upgradation. A higher

Proportion, than currently available, of FoP receipts may be paid in

foreign gurrency at official exchange rate to finance foreign travel
by the exporters. while frequent foreign travelling may still be
regarded an important instrument for penetrating into new markets by
the exporters, the pProposed travel subsidies should not constitute a
component of the regular cash benefits received by them in other forms.
Instead, the exporters may be encouraged to gererate such funds by
themselves on a cooperative basis for developing common service

facilities like market promotion, research. design improvement. etc.

Upgradation of the dyine and printing facilities estecially in
the areas where there are clusters of powerlooms, must receive top
Priority in nrder to augment domestic availability of fabrics with
distinctive styles, designs, colours and shades to masch the aexand
of the export parment menufacturers as far as possible. The establisl-
ment ¢ an industrial entarprise and design centre and that of fabric
tanks proposed in the BID3 study towards ensuring easv and speedy
availability of fabrics of intermational quality standards at compe-
titive price from the domestic suppliers merit serious consideration.
This will kelp reduce export-order turnarounc time, an essential
Precondition to be met towards boosting up exports in the non=-quota

EEC markets.

The Government and the BQ&IEA may also torether undertake a mid-
term plan to raise technological, managerial and rsarments-manufactur-
ing skills require2 for product diversificatior and product uprrada-
tion. Setting up trainines institutes to system=tically impart garments-
making skills te wecrkers seems to he a desira-le stey fcr moving

towarnds produccion of hirher- value carments productiorn.,
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It is believed by many quarters that Bangladesh has not yet
fully explored and exploited export potentials in the field of
knitted garments. Making rapid progress in this field may constitute
an integral component of future expansion plans of the textile
economy of the country. Thus, while changines the basis of the RMB
industry from lighter and low~fashion items towards heavier and more
stylish and expensive garments, the fabric ecénomy also needs to make
a transition towards knittine as distinct from weaving-garments in
order to ensure sustained long-term development of the sarments
industrv. To give a fillip to production of knitted fabrics, training

facilities for knittineg have to be stressed and organized.

Turning to the other policy issuces applicable to the MG industry,

the following remarks may be made.

The e¢xpert zarment manufactuirers as well as the BGIEA representa-
tives(looking after all legitimate intercsts of the export garment
sector through keeping liason with the cohcerned government establish-
mer.ts and monitoring problems of the sector) interviewed by this
author seemed happy with the overall framework of polici~s and incen-
tives applying to the industry except suggesting some changes in tge
system of financial incentives system made available to the exporters
through back-to-back L/C operations and the XPB scheme.

Broadly, three typeé of financi=al incentives are offerei to tTh

export sarmernt mAanufacturers:

(a) Expor: Ferfermance 3enefit at the rate of 709 of the PoE

value =t the Doll=z> tc Taka ratio of Tk. O.5F.

’
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(b) Cash incentives at the rate of 10% on value addition in
non-quota items in quota countries and all items in non-

quota countries.

(c¢) Export Performance Benefit at the rate of 100% for using
locally manufactured fabrics and 15 cash benefit.

Under the XPL scheme replaced by the XPB scheme after 1985, the
exporters used to get about Tk. 4.50 per dollar of export. Though the
XPB entitlement still prevails at 70%, the actual benefit to the
exporter is now reported to have reduced to 0.59 paisa in place of
Tk. 4.50 per dollar which an exporter used to receive before. The
exporte feel that this needs to be rationalized.

Under the back-to-back L/C operation system, the exporters feel
that they loose heavily while converting the Taka amounts kept by the
bank in their margin account into equivalent foreign exchange at the
timé of paying their import'bills as this conversion rate is higher
than the rate at which the export bills are negotiated. The suggestion
is that a system of keeping the export proceeds in a foreign exchange
account for payment of import bills might help minimise looses on
this account,

Sometimes, the export bills cannot be realized before maturity
of the import bills when the banks create a forced PAD loan at WES
rate to pay these bills. The exporters feel that Bangladesh Bank should
create a special fund to assist the exporters in paying their import
bills at official rates in such circumastances on the condition that
tge banks.officials are satisfied that the relevant export proceeds

will be realized.

A final complain voiced by the representatives of the BGMEA on
behalf of the exporters relates to difficult procedures involved in

implementation of the various policies which are bureaucratic and
time—consuming. Policies formulated at the top echeleons of administra-
tion are not at times carried and communicated to the lower echeleons
of administration,
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Further, lack of proper coordinatior between various policy

making bodies also prohibits smooth implementation of policies.
Lack 0of coordination between the Ministry of Commerte and the
Ministry of FTinance is mentioned as the claring example of bureau-
cratic red-tapism and lack of cooperation between the two agencics.
Another example of coordination problems is provided by the fact
that tho Bansladesh Bank has unilaterally raised the L/C holding
charge from 25 to 50 paisa per dollar ignorin< the renuest of the

Ministry of Commerce for not doins so.

Finally, the offer of 10% cash incentive made admissible to all
export items in the non-quota countries by the Ministry of Commerce,
thourh envisazmed to be effective since July 1989, Ban=ladesh Rank
was reported to have opposed its implementation (till late Harch)'on

grounds of complicated procedures involved in its administration.

411 the complaints voiced by fhe mronzfacturers and t..gLr Topre-
sentatives in the export garment industry are of administrative origin
and can be solved guite expeditiously simply throusn streaxiining
administrative procedures in terms of promoting inter-agency coopera-=
tion an. coordination. And this deserves immediate attention in the
incerest of kelping an industry which has been the most "bright spot"

in the economy of a poor countwy like Eangladesh.

Tast “ut not of least importance is the fact that since all the
studies carried so far on the RKG industry have been tased on rela-
tively small snﬁplcs; many ouestions mertinent to fcrmulating aprro-
rriate policiss Tor festerins future rrowth ol the industry still
remain unanswered. for examrle, no onc knows what exattly is the
total size of thre 2T industrv? What is the size of an opiimam unit
¥hat is the rate of matirition of the 712
Tirms in thc‘inﬁus:rr are ensared in suhcortractinr nrranrserents in
what directior and at whz: henefits an< costs tc each other™ Thus a
comprehensive studv of the entire inductrye is needend Tt answer these
gquestions witn a view Tc examinine 1ts prrorlems == exriorinr its

full potentials for rmrowth,
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