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I. INTRODUCTION:

In recent years, we have witnessed what can bL .. .
-~~~~~ ~

sluggish response of the private investors to 11ber~1

incentivesgiven in the New Industrial Policy o~ 1982 and

the Revised Industrial Policy of 1986.

Recently, HIID had undertaken two surveys to find out

'the impact of the industrial policies end the

industrialists· view as to whether private investment had

really been sluggish during the current five year plan and,

if so, the reasons why private investors have not responded

to the incentives. While the results of the first study has

been published by HIID, the survey for the second study i.s

still in progress.

In the meanwhile, HIID wanted the reaction and comments

of at least one industrial entrepreneur to the findings of

the first study concluded by HIID and invited the writer of

this paper to give his reactions and comments on the same.

II. THE PRIVATE INVESTMENl SCENARIO:

A major emphasis w~s laid on the expanded role of the

private sector 1n ~rl~ Thlru F1ve Year Plan. Investment

outlay in private sector during this period was envisaged at

Taka 136 billion at constant real term prices of 1984-85.

Actual private sector investments over the first four

years of the Third Plan are estimated by the Planning

Commission at about Taka 80 billion and tha~ too, at current

prices. When adjusted for inflation, the extent of real

=
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private investmen~ at 1984-85 prices will not be over Taka

70 billion indicating realization of less than SOi. of the

Third Plan investment target for the private sector.

Actual private investments in relation to plan targets have

so far been the worst one under the current mid term plan as

compared to the previous plans. About 87Y. of the investment
-------.-••-- --•• _- ' __C._

target for the private sector w~s achf~ved during the first-------------- • • a_, ',", ~ .... " ....

The achievement wc.s equival~nt toplan period---TaJ~a 4.36

<1973-78) •-----
bi 11 ion at lc;72-73 prices against. planned

allocation of Taka 5.03 billion. The planned target for the
(.,,;'".

• t •

I, ..
\J

. ,

,. .o"l
" .

was ~ubstantially over fulfilled when( 1978-80)PlanYear

private sector of Taka 6.00 billion under the subsequent Two t i ,". ,
,--------_..- .... .._-------

actual private sector i nv·"tment i. n real terms of the order

of Taka 9.57 billion was achieved. During the Second Five
'.

Year Plan period (1980-85), about 821. of the investment-----------"':-.-.. '. -_. ..

target of the private sector was realized when a ~eal term

investment of Taka ~9.69 ~illion was achieved aga~n5t

planned target of Taka 61.00 billion.

One in~ere5ting feature of the private sector

investment actiVIties during the first three years of the

current Third Five Year Plan as revealed in the interim

report of the Plannlng Commission was th~ clear preference

of the private investors in trading and other service sector

operations. While achl evement,s in the agriculture,

manufacturing .:and physical planni.ng and housing sectors were

merely 31.411., 21.84~., and 30.24'>:, respectively, the prlvate



investment in trade and other services i~gist~r&d an

overwhelming 148.10% achiev~men~. Clearly, ...,,~ ;:.= :vate

investors' were reluctant to tie up their car-itc,l in long

term investments in industries specially when they had

alternate and more lucrative avenues of investment in

trading where capital tie up period was lo~, return was

quick and high, quick- assets could be liquidated at short

notices and worries about consequences arising out of labour

problems, law and order situation or hartals and other usual

hassles relating to operations of industrial enterpr-ises

were practically non-existent. The grounds for being

attracted to trading further proliferated with free flow of

aids, loans and grants and inclusion of essential

commodities ~ike sugar, salt, milk powders and edible oils

in the private sector imports list which turned the trading

environment into a paradise for the quick profit seekers.

III. PROBLEMS:

A. F I NANC I AL F'ROBLEMS :

1. F'rocedural complexities and delays in

obt~lnln~ creCl~ "as.remained as a major problem.--_.---.---,,_ ...

However, the proble~s faced in this area by the

established companies/entrepreneurs is nothing

compared to the ordeal a new entrepreneur has to

face in front of the lending institutions. The

Banks are unusually reluctant to finance a new

entrepreneur unless he has someone influential
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enough .to put in a wor, I ~ •. ,_.; ..H.endati on for hi m.

Even then, their sen~r !. . i ng t.hei r finance

is overwhelming and beyo~j n~~rnal banking norms.

The story is the sarr.Eo ""'~IE-~I ':omeone including a;)

established businessman aop~oaches the ban~s to

finance a new product h~ving good marketing

potential. The banks norm~lly are not interested

in financing a product which is not tested in th~

Bangladesh marKet.

Board of Investment has been set up to------------
streamline sanctioning proc~dures. The policy

decision in this regard created a lot of optimism

in the private sector. I had the occasion of going

through the application farm lntroduced by BOI for

obtaining their sanction. The form is exactly t.he

same as was used by the then Department of

Industries and require: the same supporting

documents which an entrepreneur found difficult to

produce. No attempts have been made to exa~i"e and

classic case of old wine 1n a new bottle.

High rate of interest for the industrIal
......--.....,....'""-_.. ---- - ~ -.....-..... ,.. '-'.-

sector c.an be identified C.S another major

Theindustries.growt.h cf(impediment towards

difference in the rate =f interest meant for

l/finanCing trading and indus~ries is not bIg enough
'-



considering, on the one hand, quick return and

high rat~ of profit in the trading sector and on

the other, the burden of accumulated interest in

the long gestation period an industry has to

undergo for its project implementation and before

it can establish its products in the mar~et. The

interest rates for industrial financing has to be

made much mo~e lucrative to attract the traders to

consider investment in industrial 5ector. (., big

incentive is required here for them to divert

their capital in this sector where return is slow

and there are many more additional hassles and

headaches to ta~e care of.

B. LABOUR PROBLEM

Political influence among workers coupled
-~. '-.--

with low productivity and lack of skilled manpower- ----- ......------...-
are dOffilnant problems in this area. Manhandling to:-:----....----.
the extent of even killing of company officials by

~- """--------;
the wor~rs under political patronage is a clear
"'---. '--

and =ignificant deterrpnt to private investment

cl i Illat.e. The wor~~ers by themselves are not

militant. Political instigators make them so. Thus

we flnd militant workers mostly in organized

industrial areas where labour politics flourish.

Political instig~~ors can work there better. There

are howeve~ in~tances that if one can keep their



workers beyond the political inf I ue~·•• :

...".
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mostly fronl outside, the factories wi!}.';:;,=-;-. -::~.:-ir

wheels running ~ven during the freque~tly c~l~ed

Hartal days. Dangers arise in such cir~Uffistc~ce=

also when picketers from outside come tc raid the

factory and fo~cef~11y take the workers ~way fro~

their work place.

Lock of sUlled R'.a.npowc:r a.nd low productivity

of worKers are ~lso problems of moderate magnitude

specific to certain types of industries.

Another aspect which deters investors to come

forward in the industrial field is the frequent

government interference in determining the wa2~

A.......__......... - . ---~--------_.--.----------

packet of the industrial workers. Wages is an

important factor of cost of production and until

the private industries are allowed to o?erate

within thelr own wage pIons, investment in this

sector ~." , .
~ ....... not. be fcrth coming. n".i s factor

specially ~=ares the fc:.·-eign investors for which

forei gn :~., E'str.,!:<-,". ~ rl \.he past years had been very

megre.

C. UNCERTAINTIES IN

INCENTIVES:

AND LACK OF PROPER FINANCIAL

1. Financial incentives given by the government

for industrIal Investment are mostly not adequate

and they are also frequently changed. In certain

~ ----
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cases, after announcement of the incentive plan,

measures are taken by executing agencies which

negate the incentives previously announced. To

cite an example, to facilitate the garments

manufacturers to save losses incurred in the

process of reconverting Taka into dollers for

payment of their. back to back 1iabilities, the-
government allowed them to keep their export

proceeds in dollar accounts. This financial

incentive given by the government was instantly

negated by Bangladesh Bank's dec~·~j.on to enhance

/'( the LC opening commission. In mid 1980s, the XPL- -
scheme 'was replaced by the XPB scheme whereby the

Bangladesh Bank took control over fixing of WES

premium which previously used to be controlled by

~ the mar~et demand and supply mechanism. Though the

financial in~entive of e>:port performance

entitlement still remains at 70%, the net benefit
----

derived by an exporter h?~ now b~~~ ~educed to

Tal:a 0.58 per dollar in place cd l~.':'=' 4,00 per

dollar which an exporter used to earn when the XPL

price used~ to be determined by market conditions.

On the face of it, the incentive is still there at

70% but 1n effect the benefit has now been

reduced to practically nothing. These duplicities

of the pol i cy makers deter f;,he flo... of pr 1 vate
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•. • ..·E,S.. I..~; ,,- as investors apprehend that frequent

.£ i. the incentive plans or in their

oper~tiQ~al procedures will seriously jeopardize

the profitability of their investments.

D. MANAGEMENT PROBLEMS :

I would also rate this as a major problem

area where a lot can be done by ·the government.

F:~D institutions and other institutions to train

and turn out good managers is practically non-

existent. Organizations like Management

Development Centre should be e~panded and broad

based. Quality of training ~~parted should also be

revi~wedand improved so that larger outputs of

well trained managers of various levels can be

turned out at the shortest possible time.

Institute of Business Management must increase

their capabilities in taklng more students at the

masters level. IBA as well as other colleges

should also introduce BBA courses - \,'" . the

graduation level.

E. MAR~ETING PROBLEMS :

I consider lack of expertise in marketing as

a major problem for the small and medIum

industries. Industries located in and around Dhal. ...

and Chittagong do not face any lnfra-s~ructur~l

constraints. Middlemen in the mar~etlng chain tpnti
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to takP-. away a bi 9 chunk of sal es proceeds I". i pea

e~fective control is exercised on them for ••:• ..: _I... . ,. ~ .. ,

again, the indu5tr-ies t::ust have adequate marl.~='t.i:a;

expertise. Lo~al competition is a common ecc,omic

phenomenon and only the fittest will survive-. The

against: adeouate subsidie~ to fight

~com~etition against smuggling.

ir
/

;
: government however~ should come forward with

uniair

F. RAW MATERIAL PROBLEM:

The problems relating to raw materials really

lies in. the anomaly in the tariff rates applicable

to the goods imported in their finished forms and

those applicable to the raw materials required to

produce them. There are instances where difference

in unit cost of production due to this factor

alone is more than the conversion cost of the

product. This p~oblem becomes all the more

dominant when these finished products are smuggled

into our econ=~·.. Sm~;:::~~ can not be stopped

entirely by Q~~endlnq ~~Qn the law enforcing

agencies. If "2 can identify these industr-ial

products that are smuggled into the country and

take effective measures to reduce-import duties on
-------- . '-----------,' '""'-

raw materials to produce them, then these goods-, -~."",-._ .. """""-'

will no longer remaln attractive for smuggling and

the smuggling of these products will automatically



in this area

duty should be

to minimum to

G.
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stop. Unless these anomalies are identified and

removed, it will not be possible to set up

industries to produce a large number of products

of, this category. Tod~y, many of the industries

are "sick" due to this problem.

Other problem areas like lack of indigenous

raw materials, low quality of domestic raw

materials, high prices of raw materials etc c~e

reasonably predictable problems and can be tackled

by importing raw materials which in genuine cases

are allowed by the government.

PROBLEMS CONNECTED WITH MACHINERY :

. 'There is no major problem

excepting that the rate of import

eliminated or at least reduced

induce entrepreneurs to invest in industries. The

recent government decision to promote sub-

contracting through BSCIC is likely to prolife~ate

and improve "repair facilities in the country by a

considerable e>'tent. This decision will open up a

substantially big market to the small wayside

workshops and the flow of business in turn will

help develop manpower, technology and marketing

skills in this basic industry.



ln~ormatlcn about proper te=hnclo~\

.:.vailatle. ":0-

dJSSemln~t)On of information abou~ n~~ pro=eEses,

raw lToateriels and nEo.... produ=ts are .also ~ccl:::.nc;:.

Or ganl -= c~ J onE. 11 I~e 1ndustri .:=.1 AdY1SO~V Cen~r~ 04

consul'tan=y anti e>: 'tenSl or,

services. BCSrR should b~' revitalized and should

be converted into a uTechnology Centre h where an

entrepr~neur can get all necessary information ana

updates on Narious technology of production of a

particular product.

1 • PROBLEMS OF POWER :

Rates of electricity is high in our country.

This, however, can not be identified· as a" major

problem as in most labour intensive industries,

'the cost of e~ectricity is a nominal part of the

total cost of production.--------- ---
Disruptions in power

supply- is a problem as ]OS5 of production on this-------
account is considerable. The industries, however,

are now allowed to generate their own power and

cost of such generation is almost half of PDB

selling rates. The i Ciiport duties on these

generators are also nominal. There are instances

of textile mills generating their own electricity
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GEN~RAL PROB~EMS

1. QUi ci~ ane easy prof J t. J n 'trildl nQ : Bangl aoesr, :::a~·

be termej as a trader's paradise. 1nofl u): 0.& c.1 DE-.-------_._-----_. -- - ....

loans a~d 9~ants help traclng 9ro~. Impo-t. PO~lC\

i 5 qui te liberal
--------

and sma~t t.raoer~ hsving. 9000

connectlon5 wi th the reI evant author: t.i E5 't ...u'

advantage of both comm~dity and project aids in

either importing essential commodities which

ensure very high and sure return and also act as

indentors in supplying project equipment agalnst

project aids, loans and grants. As mentioned

earlier, attractions in tradin~ are many. Quick

profit and rent seekers wilt not turn towards

industrial investment unless the i ndustri al

scenar.io is made to offer more attractions to them

in the form of assured and handsome return on

investment, stable industrial environment, non-

interfering labour policy, stoppage of political

interference in the industrial labour-management

relations, soc:i al recognition for their

contribution:n the national economy and towards

employment creation etc.
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_~ cnothe- clas=. C'. 't~aoers who mostly

C·' - '-r~ r ~ -='1: pI a~es. 1 ikE- f"loul a .... :. Baz aar in Dhaki\

C' :;:an_~ In Chi"t~al;Jon;. Members of tt'ii!O.

DeE'il in trade for

Qeneratlons an~ posseS5 larqe investible surplu~

WhlCh they normally lnvest in prope~ties and real

est.at.es. Investment. in inoustrles is scary t.o therr.

as industries to theffi ffiEan labour trouble and

blo=ked capital. A forum may be created by the

governme"~ to invite t.hese traders, educate t.hem

in the art of setting up of industries, offer them

package proposals of small but profitable

indust.rial investment.s and arr~ng~ training

programmes for them in indu5;trial f'llanagement.

~eans of tapping these funds may be devised by

organizations like Investment. Corporation of

3.

Bangladesh t.o make this money availa~le to the
•

industrial sector and in the money ~arket.

Lack of i~!~~nd knowledge about how to set.
""- . . ._. .... -. '.--

up indust.ries is quite a problem. People tend to

jump int.o the same indust.ry pioneer~d by~ smart-ent.repreneur until the invest.ment. in the sector is

over sat.urated. This had been happenin~ for over

two decades now star~ing with the cold storage

sector in 1967-68, deep sea fishing,---._-_. small powe~

loom .. te>ctile mills, Jute carpeting mills and
___a ._..:.._



1 astl y in thE.' garments manuf ~C~ ••• ...,. - ......-.-;' ~r • As a
A

-

result of the cre~tion of over - - ,,; , "the le~s... ' '0'-' _' ~ - •

. ("

effic:ient i ndus'tr' i es in these ~-- .~: - ___::.omE: sick
~

-f and turn into liabilities o-f th£' inves't.o:""s. These
-

sick indus:tries then become bad E'~:amples to other

prospective industrial investors' and kill their

desire to invest in the industricl sector. To

overcome this problem, a number oT,organizations

both in the pUblic and private sector should come

up who can offer 90und conslJltanc:yand advice in
------------~---~,.---.._---

setting up industries. It is true that BSCIC in a

way is suppo~ed to provide such services but

unfcr-tunately, the quality of the services offered

by them is not quite professional,

4. It is generally felt ,that the world bank credit

squeeze on ass and BSRS in the past years slowed

down their operations as a result of which

investment in the private sector became sluggish.

5. The present law and order situation y recurrent

h~rt~ls ~nd frequent changes in the power and

telecom tariff are some of the other constraints

which restrained investment in the private

• n' j
.r, C:;.-4 , "'. t!. .

.. " r , ..... ~

r! i 't"~{~,~, 'r"~' .
. ) ~

~ , ·,r..' \. ~

sectors. Total absence of entertainment facilities------_._......._---------------
for the foreigners residing here was cited by .some

as one o~ the reasons for slow foreign investment

in this country.
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THE NEW TECHNOLOGY IN APPAREL INDUSTRV.·

I. INTRGOUCTION

Till about the end of the seventies, the technology used
in making apparels in Bangladesh used to be,tailor-shop

, oriented. Organized mass production facilities were
practica11y non-existent. Ther~ were only small and medium. . . .
sized tailor-shops geared to do job orders of the customers.
Consumers were so used to customized tai loring that the
'conceot 'cf we~ring ...eady mad~ garmen'ts of standard size
'specifica:ions were beyond their co'mprehe~sion. The initial

efforts cf popu;arizing ready made garments to the local
co~sumers.fhus, did no~ see the lig~t of much success.

The first thought of mass producing apparels in
Sanglades~ emerged from the prospect of export potentials
.1nspired::>y the success storie's of countries like China,
Hongkong. South Korea, Malaysia, Philippines and Taiwan.

I I • HOW TECH~,OLOGY WAS TRANSFERRED :

In 'rone mi d seventies, a handfu 1 of entrepreneurs took up
:he chal-enge to develop export oriented apparel industries
in 8~n91adesh. They had to toil hard to remove bottlenecks of
Know-how :ransfer. streamline orocedures for imports of raw
~ate~,a;$ ~nd a~trac~ customers to this new and unknown source
~f suop i. of acoare is. Factor; es were set up in joi nt venture.
Jesh Gar-~nts _td. 3 company establ i shed in joi nt venture wi th
Oae\lo\Jo :;f Korea sent a largt::!number of workers. supervisors
ana ~,a '~vel ~anager,~l staff to South.Korea to master high
~roc~c~-. ·ty 30parei manufac~urin9 sk,lls. When the eup~oria

;,f~'\~-:'~g UP aopare 1 i ndustr; es spread in the subsequent
Jea?·s. :--:ese ::--30 i neo oersonne 1 gradua 11 y mi grated and became
.: 3r'" ers ~-f ::cchnc' :;gy co t.:"!e new manufacturl n9 un1 'ts. They
~c::~·..: :':$ ~eeas :mc . ., turn ~"o11feratad their newly ~cquired

:.

I
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kno~-how down to the ooerationa1 level through devel~pment of

suce~visors. line ch·i~fs andavali~y con~rol inspectors.

Grounds were ~hus mace for the foreirn buyers to come and

pla~e orders here. The rest of the technology transfer took

place ~hrough the techn~cal staff of the foreign buyers who

st..arted be i ng posted here to ensu re aua1i ty contro1. The

buye~s pro~ided designs, patterns ~nd markers and taught local

tec~n1cians in the use of folcers etc to achieve high degree

of ::roductivity.

III. THE TECHNOLOGY:

The technology involved 1n apparel manufacturing is

hi gr 1y 1abour i r:ltens i ve. The techno logy takes advantage of

hums.!1 nature of achlev~~g hi·;h product1vity in repe~it.ive

Jots. Unllke in a· taller shoe where all the opera'tions

lnv:lved 1n making an accarel lS oerformed by one tailor, here

a set of ~orkers are cu~ 1n a line and each operator lS

rec~lred t.o perform only one operation. A comclete acpar-e:

c:Jrr.es out at the ena of the 11 ne. TI'le techno logy also

lnc:rporat.es use of some SOph1s:icatedhigh perfor~ance labour

sa~'ng machines for making butt~n holes. attaching buttons anc
als: for making ShH·t ":~onts. In the clain sewing macnlne

coe .. :t1ons, use of fo'::ers ~ra temolates greatly ennarce

0"': ;uc t 1 V • ":.\ .

[t lS S31d that an 3==3r~ ~anuf~c~urer makes~1s =ro":':3

'n :rle c:.J':.tlng room. "e~~. ~ ':1rge :egree of -:c::nomv 'S

·::'~~·~'1ed::/ maxlmlz···.:: .:., ':3:')n .:'1' ~"'1cr'c '0'41::-1 :!"'e rei:: ....

=r';-JSS 1grec marker:, '.'.:!:-- ... ':?rs .~,..~ :;::1\'1n ,'r1 ::apers .:.r'J 20t· ;'1L.~

._::, •.. ~(" ':: ';0:' ~, -\::3 . .;:= .•

- .. ~::,...

l _,

.,; ..... .... : ,.

......; ,: ~,-, ~ ....
~ I __ _
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of pSramount importance. Sewing of all parts o¥ an a~par~l

°fr:om thf" same rolforfabric is ensured by bundling the parts

roll-wise and using separate bundle numbers for eac~ of "them.

One very important job of the supervisors is the ensure that
, the bundles don't get mixed up. If this happens, shadings in

the apparel will occur. The size mix ups are also contr011ed
by the same bundle card system.

IV. WHAT TECHNOLOGY THEY REPLACED:

The 1 i ne production system of appare1 manufacturi ng

,replaced the age 07d tai lor shop technology. Use of high
performance ·electrlc machines replaced old manual

machines.

•

'.

V. ROUGHLY BY HOW MUCH THE UNIT COST HAS BEEN REDUCED :

The unit cost of production of an apparel out of a

factory using line production method is substantially low. To

give an example, tal10ring shops now-a-days charge abou't

Taka 100.00 to Taka 150.00 for making a shirt, excluding the

cost of fabric. Assuming that the enterprise charges 100% on
account of overhead and profit. the actual cost of product10n
wi 11 be about Taka 50.00 to Taka 75.00. Compared to thi s

figure-, the cos't of making a similar shirt out of a meaium

sized factory w.,11 =e in the region of Taka 15.00 :0 Taka

20.00. Moreover. tne savir.~s In· fabrlc consumption wl11

,~urther resu.l tin cos't say; ngs t.o the extent of Taka 10.00 :0
Taka. 12.00 (assunr,ng 'fabric to be- solid coloured· Tel. ~h&

tocal cos"c of oroduc=lorr of a· Shlr1: us,;ng. solid coloured iC

-F'-abrl c out:' of a mechafl'l zed. factory...,.., 11 range, frOnt Taka 63.00

to T.?ka 013.00 comoar=d t'o:Taka I ~ 0.00 Co Taka 135.00 from a. .'

ta 1 i ,:Jr, ng .3nop \ ?,... • .;=s .Jre" ~xc I Udl ng 1 mcor't 'our., es anc t.axes

lev~aold ~n Imoor~ec~abrlC).

~ ~ c ~. '.....\~- .,' I .... I !


