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Introduction

This study of privatization in Bangladesh has been undertaken for
two reasons. First, privatization is increasingly recognized as a legiti-
mate and effective tool for economic transformation and develop-
ment. In fact, some observers believe that privatization may be one of
the most important trends in economic development in the coming
decade.

Second, Bangladesh has been chosen for this study both because it
is a country with monumental social and economic development prob-
lems, and because it has divested more state-owned enterprises (SOEs)
than any other less developed country (LDC). The convergence of
these factors makes a study of privatization in Bangladesh appropri-
ate and, hopefully, valuable to observers and practitioners concerned
with economic development, social change, and modernization in the
Third World.

Country after country has come to the conclusion, albeit some
reluctantly and belatedly, that the private sector functions more effec-
tively than the public sector. At the minimum, privatization is a way
to tap the energy and resourcefulness of the private sector, while
reducing government losses and budget drains.

As a consequence, there has been a gradual, but widespread move-
ment to transfer government assets and functions to the private sec-
tor, thereby dismantling some of the state enterprises and state con-
trol systems so painstakingly constructed during the 1950s, ‘60s, and
early ‘70s.

Privatization transactions have covered a wide spectrum of geo-
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2 Introduction

graphic and economic sectors in a variety of countries at vastly differ-
ent stages of development. A representative sampling could include:

telecommunications in the United Kingdom and Italy
airlines in Singaporve, Niger, and Malaysia

banks in Chile, Bangladesh, and the Philippines
fisheries in Kenya and Somalia

mining in Taiwan and Togo

aluminum in Costa Rica

hotels in Mexico, Sierra Leone, and Jamaica

oil and petrochemicals in South Korea and the United Kingdom
fertilizer and seed distribution in Senegal

paper manufacturing in Thailand and Taiwan

tool manufacturing in the Ivory Coast

rice and flour milling in Pakistan

cement in Turkey and Taiwan

jute and textile mills in Bangladesh

port authority and container terminal in Malaysia
sugar in Uganda and Jamaica

bus systems in Sri Lanka and Argentina

holding companies in Brazil

auto manufacture/assembly in Spain, Mozambique, and Mexico
road supervision and construction in India and Bolivia
prisons in the United States

food processing in Mali, Zaire, and Turkey

bicycle and scooter manufacturing in India

* forestry in Ecuador

This listing is illustrative, but nct all-inclusive; it has been included
to provide some sense of the diversity of privatization activities. The
procedural approaches and privatization techniques employed in these
transactions have been equally varied.

One of the more encouraging aspects of the privatization picture in
the Third World is that the impetus for much of the activity has
originated from the LDCs themselves, rather than from aid-donor
countries attempting to shove western free-enterprise down their
throats.

Of course, there has been some doror pressure to which aid-de-
pendent countries have prudently respended. But in many instances,
beleaguered LDC governments have come to officials of developed
countries and said in effect, “We’ve got a problem. Our state enter-
prises are floundering; but we don’t know what to do about it. Please
give us some guidance on how to extricate ourselves from this di-
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lemma.” While such a scenario indicates the presence of problems, it
demonstrates a healthier attitude and greater commitment than men-
dicancy.

Considering the great amount of privatization activity that has
taken place, it is surprising that no in-depth study of one country’s
privatization effort has been carried out. There have been a number
of worldwide surveys of privatization transactions and several proce-
dural “how to” manuals. However, most existing studies (with a few
outstanding exceptions) have been concerned with technical rather
than policy issues.

Additionally, most studies have been transaction-oriented, aimed
at the enterprises being privatized. Less attention has been given to
analyzing the overall national scene and the underlying forces and
factors—social, historical, political, and cultural, as well as economic—
that influence development, government decisions and privatization
programs. Some observers believe that useful lessons can be gleaned
from a comprehensive study of one country’s overall experience with
privatization and the conditions and issues surrounding it. What is
needed is one country’s privatization story, as completely as it is
possible to tell it, and this is the prime motivation behind the present
study.

Why Bangladesh? Partly because more public enterprises have
been divest 1 there than in any other country-—a total of 1,076. The
609 of these that were in the industrial sector will be the focal point of
our investigations. This stupendous statistical record prompted such
a recognized authority as Elliot Berg to rhapsodically refer to Bangla-
desh as one of two “champion performers in the world of privatiza-
tion or divestiture.”? One of the main thrusts of this study will be to
determine if this accolade is deserved.

But it is not only the sheer number of Bangladesh’s privatization
transactions that provides useful insights into the complexitics of
privatization there or anywhere else. I shall leave to the concluding
chapter an evaluation of whether quantity squates with quality. Other
statistics and featurcs are equally compelling for drawing the thought-
ful observer to Bangladesh.

For one thing, Bangladesh is somewhat atypical in that the majority
of its many privatization transactions have been divestitures. In con-
trast to the popular conception, divestiture is not the most often used
method of privatization. It is, on the contrary, one of the least otten
used, mainly because of the financial and political complexities and
pitfalls involved in implementing it. On the other hand, analysis of
these very difficulties in the Banzladesh context can provide mean-
ingful insights.
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Most readers who pick up this study are probably already familiar
with Bangladesh’s situation. But for those who are appioaching this
study because of their interest in privatizatiun, rather than any par-
ticular knowledge of Bangladesh, a few notes might be in order.?

Bangladaesh covers an area of 55,598 square miles. This is slightly
smaller than Iowa, which ranks 25th among American states. Bu!
instead of lowa’s comfortable population c¢f about 3 million, Bangla-
desh is jammed with 107 miliion souls, most ¢f whom live in abject
poverty and squalor.

The average per capita income is $150 per year, and perhaps 80
percent of the population live below that. Even the lowest cost of
living framework cannot make that into a living wage. Annual popu-
lation increase 1s averaging 2.5 percent. Life expectancy is improving,
but is still only around age 50. Health and nutrition figures are
sobering. Literacy is estimated at 24 percent, but only 10 percent for
women,

Although blessed with a rich cultural heritage that has produced
some of South Asia’s greatest poets anc writers, the area we now call
Bangladesh has had a checkered history. It has suffered in debititac-
ing succession from British colonialism and exploitation; an unequal
partnership with Vakistan resulting in a bloody fratricidal war of
liberation, foilowed by two coups complete with presidential assassi-
nations; an unsuccessful experiment with socialism which featured
nationalization of the industrial sector; and political and economic
instability that has continued to the present dav.

In addition. the Bengalis have been plagued with the disruption
and factionalism normally associated with an impoverished, conser-
vative socicty in the throes of travmatic change. Traditional ways
appear inadequate for the challenges of late twentieth century soci-
ety, but no new system of values and practices has arisen to replace
them. Islam is the only cultural shield and solace against an other-
wise hostile environment.

Economically, East Bengal cum East Pakistan cum Bangladesh has
always been a backwatcr arca, dominated, alternately, by Calcutta,
London, or Karachi. Bangladesh has been called an “international
basket case” for more than a decade. It is the poorest large country in
the world. The economy is heavily agricultural, and the population is
rural and conservative. Agricultural output and productivity are in-
creasing, but relatively inclastic. Natural gas is the cnly plentiful
natural resource.

Infrastructure is iradequate. Topography dictates transportation.
More produce and people are transported on the many rivers than on
roads ard railroads combined. The extensive river system and the



Introduciion 5

agricultural economy as a whole are vulnerable to wnnual flooding
during the monsoon season. Rampant deforestation has increased
erosion and the danger of flooding. A few years ago, a tidal wave and
consequent flooding wiped out 300,000 people at a single stroke.

Industry, while currently only about 15 percunt of gross domestic
product (GDP), is increasing. It offers the best hope for economic
progress, employment expansion and better income distribution. One
of the many tragedies of Bangladesh’s situation is that its leading
industry and foreign exchange earner, jute, is an industry that is
slowly dying due to competition from synthetic fibers.

The work force is unskilled and unmotivated except for survival.
The fledgling management group, while expanding and improving
professionally, is still more attuned to trade and commerce than in-
dustry and to the demands of fanilial rather than corporate enter-
prise.

In view of all of the adverse factors present in Bangladesh, it is
amazing that any progress has been made, but it has. Almost all of the
gains have been registered in the private sector. The pervasive but
inertial state enterprise system continues to lese money. A mixed,
broader-based, more diverse and balanced economy is emerging, but
the process is agonizingly slow and painful.

Privatization has been at the center of the process and the accompa-
nying controversy. The recent economic history of Bangladesh can-
not be analyzed properly without an understanding of the issues
surrounding privatization. Conversely, Bangladesh has had to con-
front, at one time or another, and in one form or another, almost every
problem faced by LDCs trying to get out of the bog of economic
stagnation. The fact that Bangladesh’s circumstances have been espe-
cially stark only makes it a more suitable case study. If privatization
can assist in generating positive and substantial benefits to Bangladesh’s
troubled economy, the lessons can be adapted and applied elsewherc.

With this in mind. the approach throughout this study has been to
consider several basic questions related to the process of privatiza-
tion.

These basic questions fall into two categories: six questions de-
signed to analyze the Bangladesh experience; and six which stress
self-analysis for those concerned with development problems of other
lands.

Questions to Ponder About the Bangladesh Case

* What did they do?
* What were the conditions that prompted them to do it?
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What were their short-rarige objectives and strategies?
What were their long-range objectives and strategies?
What did they accomplish, and how?

Where did they fail, and why?

Questions for Other Countries to Ponder
About Their Own Situations

What do we want to accomplish in the long run?

What do we want to accomplish in the short run?

What is our plan of action?

What factors will most affect our efforts, both positively and
negatively?

What can we adapt from the Bangladesh experience?

* What must we do differently, and why?

s ¢ o o

This approach may seem simplistic to some, but it strikes to the
core of our purpose. Each factor, each step in the process of privatiza-
tior, should be scrutinized through the prism cf these and similar
questions. Such application, done with thoughtfuiness, candor, and
consisiency can transform this study from a document to be read into
a tool to be used.

We shall come back to these questions at the end of the study as a
reflective exercise during our final evaluation.

Notes

1. This listing has been compiled from a variety of periodical, scholarly
and official sources. In a number of the economic categories listed here, there
has been activity in other countries besides the ones mentioned.

2. Stated in a speech presented at a Conference on Privatization, held in
Washington, D.C., in February 1986 under the sponsorship of the U.S. Agency
for Irternational Development (USA1D). The other country is Chile. Berg
further stated that they “are far and away the leaders of the divestiture parade
in the less developed world.” ibid.

3. The figures that follow came from a number of sources, but mainly irom
Statistical Pocket Book of Bangladesh—1986 (Dhaka, Bangladesh Bureau of
Statistics, 12/2/86), and from sevaral publications of the World Bank.
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Privatization—An Overview

The principal purpose of this study is to document and anaiyze
Bangladesh’s extraordinary experiment with privatization of the in-
dustrial sector of its “modern” economy and, to a lesser extent, of
commercial, financial, and agri-business institutions and activities as
well. The preoccupation of the study will, therefore, be with what has
actually been taking place in Bangladesh. But if this exercise is to be
useful to those both inside and outside of Bangladesh who are grap-
pling with the complexities, potentialities, and pitfalls of privatiza-
tion, we should first devote some attention to certain salient features
of and basic questions related to the privatization process. Chapter 1
offered a few descriptive notes on the scope of privatization around
the world. This chapter attempts to provide some understanding of
the nature of the phenomenon.

This chapter will present a brief overview of some distinctive as-
pects of privatization, which, while a relatively new phenomenon on
the development scene, has attracted worldwide attention and occa-
sioned heated debate in recent years. This overview is not intended
to be an in-depth theoretical or technical discourse on privatization,
but rather a brief exposition of a few important, practical issues that
one should bear in mind when approaching the study of any country’s
privatization situation. This overview can serve as a logical frame-
work for my analysis of Bangladesh’s privatization policies and pro-
grams.

The reader will not be burdened with the usual pedantic, meticu-
lous “definition of privatization.” We will assume that the audience

7



8 Privatization—An Overview

to which this study is addressed already has a relatively well-devel-
oped perception of what privatization amounts to and what it in-
volves. Therefore, it will suffice to say that the term “privatization”
will be used in this study in its widest possible sense, i.e., the replace-
ment of government institutions or activities with those of the private
sector.

How to Approach Privatization: Ten Propositions and Caveats

The following is a set of general thoughts to keep in mind while
reading this study. These thoughts do not constitute « comprehensive
conceptual framework for the subject, but they have influenced how
this study was ap} sached and structured. They do represent the
author’s viewpoint or bias, but should be taken as a point of depar-
ture rather than a subjective, ideclogical argument. They will be
analyzed, clarified, and elaporated upon in various ways in subse-
quent sections of this chapter and throughout the rest of the study.

1. Privatization is often more influenced by political issues than
by strictly economic considerations.

2. Privatization and divestiture are not synonymous. Divesti-
ture is only one type of privatization, and is perhaps one of the
least attructive and least < ilized methods. There are “many roads
to privatization,” just as there are to its counterpart, socialism.

3. Privatization is too often associated primarily with ques-
tiens of equity, particularly in developed countries; but privatiza-
tion of a function or service can, at times, be just as important. A
good illustration of this has been the privatization of fertilizer
distribution in Bangladesh.

4. One should approach this subject from the standpoint of pri-
vatization of an economy, not merely the unloading of inefficient,
money-losing state enterprises. Privatization should be undertaken
to develop viable enterprises and a more vibrant economy, not
simply to cut state-owned enterprise (SOE) losses or reduce gov-
ernment deficits.

5. A government’s privatization policy will be ineffective un-
less it is preceded by a well thought-out plan with clearly defined
long-range objectives, backed up with will and commitment, and
implemented through an effort that is comprehensive, coordinated,
and consistent.

6. Privatization of state enterprises will accomplish little with-
out parallel government-sponsored policies and programs to en-
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courage, assist, and cooperate with the private sector. The private
sector must be viewed by the government as an economic partner,
not a competitor. Establishing conditions that generally promote
the benefits of competitive market forces is crucial o the success of
privatization.

7. Privatization should be approached as a policy-oriented
subject, not a bookkeeping problem. Zeroing in initially on the
individual state enterprise often obscures this basic fact. It also
places the cart before the horse. Analyzing the policy framework
and regulatory environmert within which privatization and the
private sector must operate is infinitely more productive than
“calling in the investment bankers” or “looking into the books” of
public enterprises that are likely candidates for unloading.

8. The approach to privatization should be pragmatic, rather
than ideological, with thc emphasis on “what will work in this
society, this Lure..acracy, inis situation.” Fortunately, pragmatism
has been more displayed by LDC governments than by some of
their privatization mentors from developed nations.

9. There is no standard formula for privatization. Conditions,
problems, strategies and solutions will vary trom country to coun-
try, although many of the more basic privatization issues appear
almost everywhere, transcending cultural barriers. Innovators
should empathetically tailor privatization efforts to local situations,
while guarding against the tendency of traditional societies under-
going painful transition to use distinctive circumstances and socio-
cultural patterns s a shield to avoid taking action on needed change.

10. Privatization is a means, not an end; and it is not a panacea
for solving all the ills of a sick economy. Privatization is fraught
with political, social, and economic problems and risks; its imple-
mentation is characterized by nagging uncertainties and few short-
term victories; it is an untidy business.

If all this is true, why would any government leader in his right
mind opt to follow a course of privatization? They are doing so in
increasing numbers for the same reason that people choose democ-
racy or surgical cperations—while not completely reassuring or satis-
fying, they (and nrivatization) are preferable to the alternative.

Why Privatize?

Very few governments have embarked on a program of privatiza-
tion because they wanted to. Most have done so because they felt
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they had to. It has largely been a "iegative, reluctant act undertaken
because the existing method of building the economy and doing busi-
ness through state-operated enterprises and state control systems was
not working well. Because privatizing is usually tried because some-
thing else has failed, it is seldom approached with the same positive
attitude or amount of planning accorded the preceding system.
Emphasis is placed on getting rid of something rather than building
up something else. As a consequence, LDC governments frequently
have not thought out the subject thoroughly, have not anticipated the
implications of their actions, prepared solutions or countermeasures,
or even coped with situations that arose out of privatization policy
moves.

Not infrequently, privatization has been viewed as the lesser of
two evils. At times, it has actually been regarded as the greater evil,
but one that at least held out the hope (often a forlorn one) of greater
“efficiency” and “profitability.” But deep down in their hearts, most
LDC governments still feel more coinfortable with the economy largely
concentrated in the public sector (the so-called “controlling the com-
manding heights” syndrome), rather than in the hands of what some
in the government view as the unpredictable, hard to control, unscru-
pulous, and selfish private sector.

This is still the belief in many LDCs, despite the growing body of
evidence that the countries with the most rapid and balanced eco-
nomic development are those that have opted for a mixed economy
led by a strong, vibrant private sector. Perhaps the fear of foraging
into the unknown and the distrust with which the business commu-
nity has been held in most traditional societies partially explain why
the mythology of privatization has spread more widely than its actual
application. Nevertheless, it does appear that “the era of wholesale
expansion of public sector enterprises . . . is drawing to a close,
replaced by encouragement for private development and, in many
cases, a drive to privatize existing parastatals.”?

One might ask what prompted the establishment and expansion of
statc enterprise systems that so characterized Third World economic
development in the nineteen fifties, sixties, and even into the mid-
seventies. A representative sampling of reasons includes:

* Most LDCs were ill-prepared to operate in the modern, competi-
tive economic scene that emerged after World War Il. At inde-
pendence, most LDCs inherited economic systems that had been
controlled by the interests of the former colonial prwer There-
fore, there was a tradition of direct government participation in
and control of the economy.
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LDC economies were generally quite elementary and fragile,
heavily agricultural, and oriented toward production of raw, or
at best, processed materials. The economy and such supporting
infrastructure as existed had been designed to serve the interests
of the former colonial system rather than the more comprehen-
sive needs of an independent nation.

The few indigenous persons with a modicum of management ex-
perience were established in the burcaucracy, not the business
community. The civil service contained the educated elite.

The business sector was essentially commercial in nature, not in-
dustrial. The business community was largely composed of
traders, retailers, and a few service people, with ethnic mirori-
ties or foreigners often controlling whatever distribution and
financial systems existed.

Political and economic instability and consequent feelings of in-
security inhibited private investment, both foreign and domes-
tic.

In almost all traditional societies, the business sector was re-
garded with distrust, even disdain, and placed at the lower end
of the social ladder. In many countries there was a rich tradition
of exploitation by self-serving, clannish monopoly capital.

Under these and other circumstances, it is small wonder that LDC
governments decided that the interests of the people as a whole would
best be served if the economy were placed firmly in the hands of the
government, not just for planning and oversight, but operationally as
well. Government enterprises and companion control systems were
seen as the most effective way to:

generate revenue for the treasury;

implement policy—economic, political, and social;

protect national security through direct intervention in strategic
areas;

expand the economy and control the directions it takes and the
way it functions;

encourage foreign investment in cooperation with large, stable
government institutions;

ensure equitable distribution of products, services, and benefits
to all segments of society.

These various motives are often found mixed together, insepara-
bly, in an ill-defined policy mish-mash.2 They are often blunted or
cancelled out by contradictory economic and social aims. “Unrecog-
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nized or unresolved cnnflicts within these aims and between them
and prevailing market conditions have been an important underlying
factor when parastatals have failed to discharge their (assigned) du-
ties efficiently.”?

The ability of state enterprises to perform productively is affected
when they are manipulated for political reasons to weaken political
opposition or pay off political cronies (for instance, after independ-
ence or after a coup) or for purposes of personal gain. A state enter-
prise offers enormous possibilities for in-house corruption, another
reason some “public servants” resist moves toward privatization. Many
observers have come to wonder if the government sector is, after all,
the champion of the general welfare.

In many LDCs during the first euphoric years after independence,
overly ambitious plans were launched, impossiole tasks undertaken,
and extravagant promises made. Given the nature and magnitude of
the challenges, and the thin human and financial resources available
to meet them, it was inevitable that underachievement would result
in most LDCs, with consequent disillusionment and cynicism.

It soon became obvious that state enterprise systems were ineffi-
cient, unimaginative, inertial, overblown bureaucracies, unable to
understand and respond to the economic forces of national and inter-
national marketplaces. They were obviously incapable of providing
the dynamic leadership and operational performance required for the
growth and progress the nation wanted. Though some government
enterprises were well managed and operated at a profit, most lost
money (some heavily); and the entire state-controlled system created
a tremendous and ever-increasing drain on an already tight national
budget and strained resources.

By the mid-seventies, the economic situation in many LDCs was
not only not improving, it was deteriorating, due to both internal
shortcomings and ~dverse conditions in the world economy over
which struggling LDCs had little or no control.

In the search for solutions, the role of the private sector in develop-
ing a more varied, dynamic economy was given increased attention,
at least in policy circles. The impetus for this stemmed from four
sources.

First was the striking example of how some formerly less-devel-
oped countries had achieved remarkable economic growth, essen-
tially through the medium of private sector development. Countries
such as Korea, Taiwan, Malaysia, and Singapore were seen as models.

Second, private sectors in many LDCs had, over the years, gradu-
ally developed greater capacities for handling a wider range of more
sophisticated economic activities. Financial and human resources,
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while still in short supply, were at least more plentiful and profes-
sional than before.

Third, dissatisfaction with the performance of enterprises directlv
operated by the state prompted officials to look at the advantages of a
changed role for government, that of a planner, pump primer and
watchdog, but no longer a factory manager.

Fourth, bilateral and multilateral donor agencies, who had for-
merly been just as eager as recipient governments (o entrust new
ventures to government operations (it was easier for both sides),
began exerting subtle and not 50 subtle pressures to encourage pri-
vate sector initiatives and to limit or reduce public enterprise activi-
ties. Although the accusation of foreign donor pressure is often over-
stressed by critics of privatization, there is no doubt that donors must
bear appropriate responsibility for both the problem and the solution.
Additionally, donor representations on the issue have at times been
more ideological than the inclinations of LDC recipients, who have
tended to wrestle with economic problems on more pragmatic terms.

Of course, there have been other motivaticns for privatization be-
yond the four just listed. They have been as varied as the conditions
that created the particular country’s situation. The issues, problems,
and possible solutions vary with each country. As stated previously,
there are no “formula” solutions or universal models; there are only
broad principles and unifying threads for guidance. Conversely,
while each country is in many ways unique, many have similar devel-
opmental problems.

Privatization in Traditional Societies

One aspect of the process of social change and modernization that
is all too frequently (and conveniently) overlooked is that much of the
problem is deeply imbedded in the nature and contemporary prob-
lems of traditional societies undergoing rapid, traumatic transition
with which they cannot comfortably cope. Most LDC societies are
faction-ridden and basically inequitous, with strong antagonisins
between rural and urban popuiations, between military and civilian
factions, educated and illiterate, rich and poor, and family and “out-
siders.” Such societies are also burdened with tribal rivalries, linguis-
tic and religious barriers with political overtones, and ethnic animosi-
ties and discrimination. Traditional values and institutions are being
seriously questioned, but new, satisfying value systems that would
enable people to cope better with the challenges of late 20th century
life F.ve not been developed to replace them.

Viewed in this context, the public vers' , private sector debate
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takes on a different coloration, one that owes less to any foreign
political or economic ideology, but is more illuminated by indigenous
behavioral and organizational patterns. These are especially perti-
nent features to analyze when one bears in mind that in most tradi-
tional societies there has usually been a special relationship between
the rulers and the commercial sector. Despite the social distance that
was rigidly maintained between the two groups, the merchants de-
pended on the rulers for patronage and the elite needed the traders’
money. One is led to wonder whether the corrupt official and the
avaricicus businessman are aberrations or typical representatives of
troubled, transitional societies and their value systems?

Critics of privatization abound. Intellectuals and academics are
among the most vocal, usually along ideological lines related to dis-
tribution of income, protection of the poor, and service to socicty as a
whole. The bureaucracy resists it as a threat to cherished and deeply
entrenched prerogatives to job security, power, and carefully culti-
vated patterns of graft. Workers and unions fight privatization out of
fear that increased efficiency will be achieved by laying off workers.
Even some well-placed members of the economic oligarchy use their
influence to curtail privatization and any breoadening of the base of
private scctor activity for fear of losing their dominance over the
economy.

All of these groups are able to influence the general public through
their own constituencies and control over the media. About the only
constituencies on the side of privatization are the rest of the business
community (including the Chamber of Commerce and Industry and
other trade associations) and a few economic planners and political
leaders (who also wield influence over the media in most LDCs). The
battle lines are drawn; and only a consistent, long-term effort with
measurable, visible results will tip the scales one way or the other.

Many of the motives underlying the drive for privatization are,
ironically but predictably, similar to the reasons that prompted na-
tionalization in the first place. The two phenomena merely reflect
vastly different approaches to accomplishing the same goals, such as
reduction of fiscal drain, replenishment of the exchequer, attraction of
private investment, response to donor pressure, ideological commit-
ment, efficiency, and economic expansion.

It is essential that governments contemplating a shift in the public-
private mix develop a privatization strategy with clearly defined ob-
jectives and goals. Such a strategy will keep them aware of where
they should be heading. Otherwise, they are just trying to reduce
deficits by unloading unsuccessful public enterprises on a private
sector that doesn’t want them.
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Types of SOEs Suitable for Privatization

After the goals and objectives of privatization are planned out, one
of the primary tasks is to select which SOEs are suitable for privatiza-
tion. There are four types to consider. They are SOEs that are:

1. sound and profitable

2. basically sound, but not presently profitable
3. profitable, but basically unsound

4. neither profitable - or sound

Only the first two are s :.d candidates for privatization. The first
choice of most governments is usually number four. Unloading of
such “dogs” is a mistake. The basic purpose of privatization should
be to strengthen an economy, not just relieve the government budget.
The third is not a good choice. Such SOEs have probably avoided
losses mainly because of subsidies or preferential treatment that would
not be provided to a private company.

Even the second type is a marginal choice, to be implemented only
if it 2ppears that through more efficient management, trimmed staff,
improved marketing and the like, the firm can perform better in a
competitive market. Most countries have not learned from Malaysia
or Taiwan that greater long-range benefits for all concerned will re-
sult from transferring profitable properties that will contribute to the
economy and breed confidence in the business community that the
government is serious about promoting economic growth through
privatization and private sector activity.

Proper handling of the privatization transaction is another key step
in this complex process. The negotiations must be conducted with
scrupulous attention to fairness, impartiality, and honesty. The valu-
ation of assets and setting of a sales price that is mutually advanta-
geous are most important. The tendency of government auditors is to
set the price too high in order to avoid accusations that the govern-
ment is giving away the country’s patrimony to rich cronies and
power brokers. The treasury deserves a fair return, bu: the buyer
must not be burdened with obligations that put survival of the enter-
prise in doubt from the outset.

Types of Privatization

As we have pointed out, divestiture by selling the eniire enterprise
by open tender or to selected buyers is not the ouly way to transfer
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government assets or functions to the private sector. Some of the
other methods are:

1. Partial divestiture. Partial divestiture can involve sale of a par-
ticular unit of a particular SOE, but is usually concerned with sale of
a percentage of the SOE’s shares. Sale of minority shares is sometimes
criticized as not really being privatization, but merely a way to raise
money from the private sector. But if it is used to help build a capital
market where none previously existed and is aimed at eventual ma-
jority private ownership, this method can be productive, up to a
point.

2. Break-up. Break-up usually involves selling or spinning off
sections of large SOEs, i.e., units that can be viable on their own.
Marketing arms are frequently good candidates, because sales and
marketing are areas where governments arc usually fairiy inept. Split-
ting of commercial and policy or promotional functions is increas-
ingly favored. Additionally, SOEs are often umbrella organizations
for a variety of disparate vnits that have little relation to one another.

3. Liquidation or close-down. To liquidate is a difficult decision for a
government, because it involves admitting a failure. Sometimes, this
tactic involves the establishment of a new private counterpart. It also
necessitates unloading government assets at fire sale prices, with
inevitable public criticism. Liquidation does, however, have the one
saving grace of putting an end to contiruing losses, while putting
some cash in the till.

4. Marginalization. This is sometimes called “quiet liquidation.” It
involves freezing or gradual reduction of an SOE’s budget or opera-
tions, while slowly building up a replacement in the private sector.
This method is proving useful in many cases. It is politically less
volatile than outright divestiture. The long-term returns are greater,
though short-range costs can be higher, since two entitics must be
supported during the early stages of the process.

The proper method of privatization will vary from case to case and
country to country. Much will depend on the sophistication and
condition of the local economy in general, and of the private sector in
particular. The goal is to build up a broader, more varied, and more
dynamic economic base, which will do a better job of reaping the
benefits of a more competitive market economy. The goal is defi-
nitely not to replace a public monopoly with a private monopoly.

The government should make every effort to make clear to the
public that it is trying to create new jobs and generate wider owner-
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ship and more equitable income distribution, not wittingly or unwit-
tingly concentrating wealth under the guise of “privatization.”

It is inevitable that interests opposed to privatization will recom-
mend that the public sector and its SOEs should be given the “three
Rs treatment,” that is Reorganization, Reform, and Rehabilitation.
This is an attractive alternative for insecure governments. It is an
approach with which they are familiar and comfortable. It is usually
an unproductive approach as well, perpetuating, even enhancing,
inherent weaknesses and vested interests.

This approach is sometimes combined with recommendations for
contract management, franchising, or leasing arrangements for SOE
operations. Such mechanisms can improve SOE efficiency and prof-
itability to a certain extent, depending on the degree of autonomy
given to the management contractor. But the results will usually be
limited, because the basic bureaucratic environment within which
public sector enterprises must exist will still be the prevailing, even
pervasive influence. Also, such methods do not address the question
of the link between efficiency and survival in a competitive market.*

Leasing or franchising shift the focus of the enterprise a bit more
toward a market-driven mode, because the lessee or franchisc opera-
tor is usually given a freer hand in running the enterprise on a busi-
nesslike basis, even though the government maintains a modicum of
influence and certain residual rights.

Governments frequently justify management contracts as a “step-
ping stone” to eventual privatization. The stated rationale is that if
the troubled SOE is first reorganized and then run more efficiently by
private sector personnel and methods, its value will increase and it
can eventually be sold at a better price. While this has happened in
some instances, the management contract has more often been used as
a ploy to keep the SOE within the government. Additionally, if
contract management does whip the SOE into shape and it starts
making money, the likelihood is greater that the government will
then decide to keep it, despite having been shown evidence that
private operation may be the way to go.

Drives to improve the performance of the public sector mesh with
legitimate desires to further the social goals and programs of the
government. Public enterprises, by their very nature are better suited
to address such questions than are private companies. In a develop-
ing country with a subsistence economy, this is a matter which must
be studied carefully and sympathetically. There are other fields in
which national security is directly involved. Some SOE operations
and functions should remain in government hands.
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A variety of financial methods and arrangements are employed to
carry out privatization transactions. While it is not the purpose of
this overview section to investigate such mechanisms thoroughly, a
list of a few of the more important ones might prove useful. Such
methods include obtaining loans from official banks or development
finance institutions (DFIs), establishing loan guarantee programs in
cooperation with private commercial banks, floating shares or con-
vertible bonds, creating debt-equity swaps, forgiving liabilities or
allowing flexibility in valuation of SOEs being unioaded, making
changes in the regulatory environment, establishing trusts for em-
ployee stock option programs (ESOP), encouraging private invest-
ment, setting up joint ventures involving international or domestic
partners, and obtaining multilateral or binational donor financing.
These and several other mechanisms will be discussed in some detail
at appropriate points throughout the study.

The issues mentioned in this brief overview, along with many other
complex pressures and problems, bedevil beleaguered governments
as they try to promote economic progress and well-being for their
people. The following chapters investigate how the government of
Bangladesh has addressed these issues while carrying out the Third
World’s most extensive program of privatization.’

Notes

1. Bremer, Jennifer: Options for Privatizing Agricultural Parastatals in
Developing Countries (abstract of unpublished paper, Washington, D.C., Robert
R. Nathan Associates, 1986), p. 2. For much of the content of this chapter, I am
indebted to Ms. Bremer through her excellent paper and numerous
conversations with her. | have also been influenced in mo e general terms by
the fine pioneering work in privatization of Elliot Berg and L. Gray Cowan,
several of whose works are listed in the Bibliography.

2. ibid, p. 7.

3. ibid, pp. 7-8.

4. ibid, p 5.

5. This introductory "overview” was written independently from the body
of the study and the field research conducted in Bangladesh. Naturally, |
hope the reader will detect a correlation between the content of this overview
and the rest of the study. However, | want to make it clear that one was not
written to either pre-ordain or document the other.
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The Prelude—Colonialism, Partition,
Liberation, and Nationalization

Useful insights for unravelling the complexities of Bangladesh’s
extensive privatization effort, and for gaining some understanding of
how and why events evolved in the ways they have, can be gleaned
from studying the three periods that preceded the emergence of a
comprehensive privatization policy in 1975 under the regime of Presi-
dent Ziaur Rahman. Those three periods cover British colonial rule
(1757-1947), union with Pakistan (1947-1971), and the first post-libera-
tion government of independent Bangladesh under Sheikh Mujibur
Rahman (1971-1975).

Conditions, patterns, and attitudes shaped during those epochs
have directly and profoundly affected not only policies and practices
of subsequent Bangladesh governments, but also the way Bengali
society itself functions. Some of this is, of course, predictable in the
evolution of any country or society; but the way the process has
manifested itself in Bangladesh is often surprising.

The persistence of problems related to both the design and implem-
entation of economic development and privatizatior policies makes
one wonder whether the question is less one of public versus private
sector dominance than it is a matter of the traits of Bengali society
itself, its values, standards, and behavioral patterns, and its capacity
to accept change and orderly modernization.

The continvity of problems and approaches to them is striking,
even when conditions and successive regimes have been of different
colorations. It reminds one of the French expression, “The more
things change, the more they stay the same.”

19
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A look, albeit briefly, into the British, Pakistan, and Mujib periods
sets the stage for our anaiysis of subsequent privatization by provid-
ing historical setting and economic precedent. It also helps to eluci-
date the genesis, the roots, and the distinctive character of privatiza-
tion in Bangladesh.

The British Pericd (1757-1947)

What is now Bangladesh was knov/n as East Bengal under the days
of British colonial rule over the Indian subcontinent, in contrast to
West Bengal, which centered around Calcutta. The British treated
Bangladesh as a backwater arca whose main value was two-fold:
(a) to provide raw materials for British and Scottish factories, particu-
larly in textiles and jute, and (b) as a market into which to dump
cheap Britih manufactured goods.

In the 18th century, muslin made in Dhaka (formerly spelled Dacca)
was popular in Europe until cheaper, machine-made British cloth
drove it off the market. Handwoven jute goods began to take up the
slack, but the British built jute mills in Scotland in the early 19th
century; and once again, Bengali goods lost their market.

Within a few decades, the prosperous weaving industry developed
in the Bangladesh arca under the moghuls was destroyed; and the
large artisan class (eztimated at one-third of the work force) lost its
livelihood. East Bengal’s native industry and commerce collapsed.!
After the opening of the Suez Canal in 1869, a flood of British goods
finished the job. The Ea2<t Bengal economy effectively became a colo-
nial agricultural arm of British industry.?

A parallel, but in some ways even more disastrous British policy
was the Permanent Settlement Act of 1793, which destroyed the tradi-
tional landholding sys.em and created a new landlord class, called
“zamindars.” Most of these zamindars were Hindus, while most of
the dispossessed tenants were Muslims, a circumstance that ham-
pered the material progress of the Bengali Muslims and added more
tension to ancient Hindu-Muslim rivalry.

Therefore, as a consequence of British economic and mercantile
policies, “agriculture became the only occupation available to an
overwhelming majority of the population, and for many has meant a
life of poverty as a tenant or landless laborer.”?

The Hindus became an economic power in Bangladesh. The Hin-
dus apparently adapted more quickly to changing socioeconomic
conditions. The Muslims remained more aloof from the modern sec-
tor, disdaining, for example, the western-oriented education system.
While they zealously maintained their intellectual prominence in the
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subcontinent’s cultural, literary, and philosophical circles, this aloof-
ness cut the Bengali Muslims off from the new avenues opening up
for the subcontinent’s gradually emerging middle class.

Bangladesh’s remoteness from the center of government, coupled
with poor lines of communication, intensified this isolation. Addi-
tionally, the British tended to prefer recruiting Hindus for the civil
service and the army. All of this combined to gradually create a
minority status for the Bengalis and, perhaps most importantly, an
acute awareness of their minority status.*

East Bengal did not share equitably in the economic infrastructure
and market systems constructed by the British. Even though those
systems and tariff policies were designed to favor British interests
and economic institutiors, a fairly solid framev-~rk was gradually
built up that eventually paid di“idends in terms of development of
indigenous industry in much of India. But this did not happen in
Bangladesh, where local participation in the economy was essentially
limited to real estate speculation and petty trading. The climate was
not favorable for the emergence of a Bengali capital market in indus-
trial sectors.

Itis appropriate for this study of privatization to pecint out that the
public sector in Bangladesh under British rule was essentially limited
to administrative and regulatory functions and to providing services
such as communications, health, and education.> The celoniai ad-
ministration also operated a few arsenals. Activity in the market-
place, however, was left in the hands of the private sector. It must be
kept firmly in mind, however, that economic activity and governmen-
‘al systems were dedicated only to serving the interests of the colonial

power.

The Pakistan Period (1947-1971)

After the British left and Pakistan was formed, East Bengai became
East Pakistan. Unfortunately, many of the same attitudes and policies
that had held Easi Bengal’s economic development in check persisted
under the flag of Pakistan. The Bengalis gradually came to the con-
clusion that their fate was stiit being governed from afar. Karachi
replaced London as the seat of political and economic pawer, even
though East Pakistan contained by far the greatest percentage of the
new country’s population. The factories of England and Scotland
were superseded by the interests of the Western Wing’s burgeoning
industrial complex.

Calcutta and its environs in India maintained their immense influ-
ence over the economic life of East Pakistan (as they have continued
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to do to the present day Bangladesh). Even this economic fact of life
had about it one of those ironic twists « f fate that scem to perpetually
plague Bangladesh as it struggles to arise from the economic mire.
Trade across the border between Bangladesh and India continued,
much of it via the black market, most of which was composed of
cheap Indian manufactured goods. But partition meant that the agri-
cultural hirterland (Bangladesh) was in various ways cut off from its
traditional industrial and banking center (Calcutta). It was necessary
to develop new markets ard mechanisms, and West Pakistan was not
an ideal partner,® particularly in regard to jute, the crop and troubled
industry that dominated and, unfortunately, still dominates
Bangladesh’s economy.

The record of how badly East Pakistan fared ecoromically and
politically under union with West Pakistan is so well documented
that we need only touch on a few points that bear directly on the
primary investigations of this study.

The two salient features of the period frcm the standpoint of my
investigations were: (1) Pakistan, like Britain, pursued a policy em-
phasizing the preeminent role of the private sector in industrial de-
velopment, with government playing a catalytic, supportive, and
regulatory role; and (2) priority was given to West Pakistan’s devel-
opment, with East Pakistan providing raw materials and a captive
market for West Pakistan’s industrial products, a similar role to that it
had played in the days of the British Raj. During most of its 24 years
under the flag of Pakistan, the indigenous economy of the Eastern
Wing languished.

Successive five-year plans were clearly oriented toward private
enterprise. By the Third Five-Year Plan (1965-1970), government pol-
icy was quite explicit, essentially limiting the public sector to provid-
ing infrastructure and performing service and regulatory functions,
leaving “productive” investment to the private sector. It was not
until the Fourth Five-Year Plan (1970-1975), promulgated shortly be-
fore the dissolution of Pakistan and the “liberation” of Bangladesh in
1971, that the government appeared to be backing off somewhat from
this stance by advocating a more prominent role for the public sector
in major industries involving large sums and high technology.”

The principal instrument for providing economic growth was the
Pakistan Industrial Development Corporation (PIDC), created in 1952.
PIDC used many methods for achieving its purposes. It pioneered
development of industries lacking at the time but needed by the new
country, often by putting up the initial capital and then floating shares
for private sector participation. Frequently, PIDC covered the foreign
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exchange component of the venture start-up. Capital markets were
not highly developed in Pakistan at the time, especially in the East
Wing, and foreign exchange was severely controlled. PIDC’s inten-
tion was to eventually divest itself of these enterprises it had launched;
but its record in this respect was spotty at best, for reasons we will see
below.

The government also encouraged indigenous entreprencurs through
liberalization of controls and imports, exchange rate manipulation,
tariff and tax breaks, use of a drove of foreign advisers and techni-
cians, price controls, and a very successful subsidy/bonus scheme to
encourage exports.

In z:dition to PIDC, the Karachi government established such public
and quasi-public bodies as the State Bank of Pakistan (the Central
Bank), Industrial Finance Corporation, National Bank of Pakistan,
Agricultural Development Bank, Small Industries Corporation, Port
Trust, and other institutions with the priority objective to promote or
facilitate private sector development.?

At the time of partition in 1947, the industrial sector throughout
Pakistan was smal!. and negligible in the East Wing. In 1945, only 252
of the 13,163 industrial establishments of undivided India were lo-
cated in East Bengal. That is just under 2 percent, whereas what
became West Pakistan had 1,154 (9 percent).’ Through the institu-
tions and measures mentioned above, Pakistan developed a duite
respectable industrial sector. But progress was not equal in the East
and the West, essentially because the assistance given them was un-
equal.

From 1950 to 1970, West Pakistan received more than double the
expenditure made on East Pakistan. It is also interesting to note that
roughly 70 percent of the money spent over that period in the East
was earmarked for the public sector, whereas in the West the ratio
was almost 50 percent. Thus, in total assistance West Pakistan’s
private sector received more than three times the assistance accorded
the East’s private sector.!®

The disparity becomes even more striking when one realizes that
by far the greatest portion of funds that did go into industrial devel-
opment in East Pakistan went into the enterprise activity of West
Pakistanis, Marwaris, and Biharis doing business there, not Bengalis.
Exact percentages are almost impossible to determine because cf the
tangled partnerskip relationships among the various groups and be-
cause of the general inadequacies of Bangladesh’s statistical gathering
methods and institutions.

One source states, however, that “available data relating to the
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manufacturing section indicates that at liberation (1971), non-Bengali
business houses controlled 47 percent of fixed assets and 72 percent of
private industrial assets if we exclude the public sector assets.”!!

The PIDC was reconstituted in 1962, with the EPIDC taking care of
the industrial sector of the East Wing, and the WPIDC responsible for
the West. This was done in recognition of past disparities, current
neceds, and political pressures. The reform proved beneficial to the
East. “The EPIDC became the major instrument of government policy
to create a class of entrepreneurs from amongst the Bengali small
trading class.”!?

In following the pattern of the PIDC, the EPIDC encountered diffi-
culty because of the lack of Bengalis with cither industrial manage-
ment experience or sufficient capital for large-scale joint ventures.
Adequate financial assistance was provided by other government
funding institutions, who even relaxed the normal debt/equity re-
quirement of 70:30 to as low as 7.5 percent equity. In some cases, they
even permitted the entrepreneur to go to local commercial banks to
obtain a guarantee to cover his part of the equity. The banks did not
hesitate when the investor was going to manage a 250-loom jute mill
worth about rupees (Rs} 20 million."?

The EPIDC, during the decade of its existence, helped establish 74
manufacturing units in East Pakistan in such industrial fields as jute
(39 enterprises), textiles (1}, paper products (4), cement (3), fertilizer
(2), chemicals (5), pharmaceuticals (2), shipbuilding (2), sugar (11),
steel (1), electrical machinery and equipment (2), machine tools (1),
and diesel engines (1)."* This was a sustantial step forward for East
Pakistan but EPIDC's programs were designed and implemented in
such a way that they did not encourage productivity as much as they
did investment.'®

EPIDC also assisted a very large number of small-and medium-
scale businesses, both commercial and industrial. It is estimated that
85-90 percent of those investments were controlled by East Paki-
stanis.'® It is also reported that the repayment record on these smaller
loans (i.e., below Rs150,000) was very poor."”

Repayment of larger loans for industrial enterprises did not appear
to have been a major probiem until 1970, when war increased feelings
of insccurity, particularly among West Pakistanis operating in the
East. Repayment is, however, one of Bangladesh’s gravest problems
in the eighties. Government Development Finance Institutions (DFls)
have been brought to the brink of insolvency because of this problem.
It is interesting to note that even in the Pakistan days, there wds a
drastic fall-off between DFI approvals and projects actually imple-
mented.'® During the Third Five-Year Plan (1965-1970), implementa-
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tion was only slightly over 50 rercent of sanctions in all three of the
leading financial institutions. This roadblock persists to the present.

EPIDC’s major investment in East Pakistan’s industrial develop-
ment was in jute. Even then, the regiuvn we now know as Bangladesh
produced 50 percent of the world’s jute; and its export accounted for
80 percent of Pakistan’s foreign exchange earnings.

Even though the country’s Eastern Wing produced 80 percent of
the jute sold on the international market, Pakistan did not possess a
single jute mill in 1947. Between 1952 and 1958, PIDC assisted the
private sector in establishing 12 jute mill companies, the first being
the world’s largest, Adamjee Jute Mills. The 12 were built in East
Pakistan, but the PIDC’s private sector partners were, in all cases,
West Pakistanis. Eventually, all 12 were divested before liberation at
prices favorable to the private investors.

EPIDC engaged in the promotion of another 27 jute processing
miiis,'” many 1n conjunction with East Pakistanis. Disinvestment of
these units up to 1970 was unsuccessful. The EPIDC had a difficult
time finding Bengalis with the requisite finances, industrial experi-
ence, and long-term entrepreneurial interests. Rehman Sobhan, the
leading exponent of nationalization and foe of privatization in Bang-
ladesh, implies, prubably with some justice, that public opinion in
Dhaka did not favor further divestitures if the mills would fall into
the hands of West Pakistani capitalists.?

On the export side, by 1969-70, 32.7 percent of the jute was being
exported by 91 Bengali firms, 30.0 percent by 3 public enterprises,
12.5 percent by 2 foreign firms, and 24.8 percent by 10 non-Bengali
companies.?!

Aside from the 12 jute mills, EPIDC was only able to carry through
on its privatization plans by 1969-1970 on one cotton mill, one sugar
mill, and two large paper mills. In addition to the lack of Bengali
entrepreneurs and local capital, and the fears of West Pakistani take-
overs, an important reason behind the reticence to buy big industrial
enterprises in the late sixties was growing unrest and political insta-
bility leading up to open civil war by the end of the decade.

A USAID-sponsored study published in carly 1970 commented on
the area’s other important industry, textiles. It said,

Cotton textiles, which are the next largest group of loans in East
Pakistan, account for more than 10 percent of total investment impact.
Seventy-five percent of the total value of all cotton textile projects sanc-
tioned in East Pakistan from 1958 through 1968 are reportedly East
Pakistan-controlled. Since 1964, only one West Pakistani-originatcd
cotton textile project was mounted in East Pakistan. Eighty-five percent
of the total investment value of all East Pakistan cotton textile mill
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projects financed by the institution were sanctioned from 1966-67 through
the first half of FY 1968-69. Of these, 90 percent (by value) were report-
edly controlled by East Pakistani interests.?

In large-scale industrial production, Bengali entreprencurs were
mainly confined to jute and cotton textiles. At liberation, Bengalis
owned about one-third of the fixed assets in the jute industry, and just
over half in cotton textiles. However, outside these two industrics,
there were only six Bengali-owned enterprises with assets of more
than taka (Tk)Z.5 million (US$318,000 at an exchange rate then of 7.6
to 1). Beagalis were more interested in small and medium industries,
where they owned approximately 20 percent of fixed assets by the
time of independence from Pakistan.?

As we approach the time Bangladesh had to face its economic
problems as an independent nation, let us take a look at a few figures
and questions to see just where she stood at the end of the Pakistan
period.

Through the direct effort of the EPIDC and other government agen-
cies, the following groups of Bengali-owned enterprises were launched
in key economic fields:

Field No. of Enterprises
Jute Mills 36
Major jute exporting 16
Textiles 25
Sugar 1
Inland water transport 12
Bank 1

Beyond this, a number of Bengali firms became prominent, if not
dominating, in import-export and trade generally; and a significant
number did well in the contracting business or as commission agents
of various types.2

According to Rehman Sobhan, Bengalis in sizable numbers “gradu-
ated to the ranks of the upper bourgeoisie” through thz professions,
academia, and especially, the civil service. In the provincial secretari-
ats, almost all the top ranks were manned by Bengalis. In the central
government, four Bengalis were Secretaries by 1970; and fourteen
were Joint Secretaries. Further, be states,

Bengali professionals suddenly found themselves on the boards of
foreign and nun-Bengali companies operating in East Pakistan and in
positions of responsibility in management. Lawyers, engineers, an.
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accountants were much in demand by non-Bengali and government
clients. Contractors flourished; indentors found their tenders being more
readily accepted, even at Islamabad. This last phase was something of a
golden age for the Bengali upper bourgeoisic, and reflects the political
compulsions of the Pakistan rulers to influence the course of the im-
pending elections and to moderate the character of Bengali nationalism.
This phase, in turn, colored the hopes and fears of the Bengali bourgeoi-
sie for their future in an independent Bangladesh.”

In 1947, there had been only a handful of large-scale industrial
units—a few cotton mills with 99,000 spindles and 2,583 looms, a few
sugar mills with a capacity of 39,000 tons, one cement factory with a
capacity of 100,000 tons, and some jute baling presses. The bulk of
activity was in a variety of small cottage industrics. In 1949-50, the
entire manufacturing sector accounted for only 3 percent of GDP,
large-scale industry for jusi uver 0.5 percent, and small-scale manu-
facturing for 2.4 percent.

By the end of the 1960s, the percentages attained somewhat more
substantial levels. In 1969-70, the manufacturing sector was up to 7.8
percent of GDP; and the contribution of large-scale industries was 3.7
percent and small-scale manufacturing 4.1 percent. While this was
mildly encouraging, it was not much to show for twenty years of hope
and expectation, especially when West Pakistan had progressed much
more rapidly.?

The nuinber of registered “factories” in 1968-69 was 3,130, of which
791 units worked in textiles, 576 in chemicals, and 406 in food manu-
facturing.

Since the present study is preoccupied with questions of public-
private balance, we will conclude this bricf survey of Bengali fortunes
under the Pakistan flag with some general data showing the public-
private mix at the end of the Pakistan period.”

Value Percent Share
Number Fixed Assets Fixed
Type Ownership of Units  (in Tk millions) Assets
Under EPIDC ownership 53 2,097.0 34
Under private,
non-Bengali ownership 725 2,885.7 47
Under private,
Bengali ownership 2,253 1,118.8 18
Under private,
foreign ownership 20 36.0 1

—————

Total 3,051 6,137.5 100
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While these figures are useful for indicating how the major players
shared or, perhaps more correctly, “controlled” the industrial sector,
th: - are somewhat misleading in that they imply 100 percent owner-
ship of each unit, whereas there was a great deal of partial ownership
and co-venturing.

Most of the economic activity of Bangladesh in 1969-70 was to be
found in agriculture and in the 330,000 “industrial” enterprises in
rural areas, most of which were really cottage ind ustries located within
the homestead. Only 3,500 of these enterprises employed more than
10 persons and, therefore, were placed under the Factories Act.?
Unfortunately, no similar statistics exist for small and micro-enter-
prises in urban areas; but there is no doubt that the domestic economy
was dominated by such small-scale activity, both in rural and urban
locales, as independence came to Bangladesh.

Liberation and Nationalization—the Mujib Period (1971-1975)

Bangladesh became an independent nation on December 16, 1971,7
after a brutal civil war with Pakistan that left the population ex-
hausted, the countryside devastated, and the ecoriomy shattered. The
new country’s leaders, few of whom possessed high-level govern-
mental experience, were overwhelmed with problems of monumental
dimensions. Only the exhilaration of independence or, as the Ban-
gladeshis prefer to say, “liberation” sustained the beleaguered leader-
ship and the general population.

Of immediate concern was the absolute necessity of getting the
economy functioning again. Economic activity on a national scale
had come to a virtual standstill, due to the dislccations and ravages of
war and the traumatic flight of the Pakistanis who had dominated
much of the econory.

During the first few months after liberation, the government en-
gaged in a flurry of r urganizing activity on a number of fronts. They
were preoccupied with reconstituting and restaffing the various for-
mer Pakistan government agencies and autonomous bodies. Even
though, as we have seen, Bengalis had been gradually creeping into
the upper echelons of the burcaucracy, too few had experience at
senior administrative and policy levels.

One of the most pressing problems was how to restart the many
former West Pakistani-owned or managed industrial enterprises that
were standing idle and vulnerable to vandalism and scavenging.

On January 2, 1972, the government passed the Abandoned Proper-
ties Ordinance,* and took possession of not only factorics and com-
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mercial establishments, but also houses and income property, and
even vehicles of all types.

The government frantically searched the country for managers for
these enterprises and properties. Experienced managers were in shert
supply in Bangladesh, especially among Bengali Muslims. To run the
enterprises, the government recruited from the ranks of civil servants,
merchants, union leaders, supervisory employees of the firms them-
selves, and even outsiders.

Some of the appointments were temporary and most were ad hoc.
As might be expected, the search campaign was also used to reward
supporters of the recently-established ruling party, the Awami League.
Equally predictable, the performance of many appointees was poor.
Most were inexperienced and inept. Not a few were unscrupulous,
using the opportunity for personal financial gain by systematically
stripping the resources of the industrial enterprises entrusted to them.
In some cases, this was done for the iegitimate purpose of paying staff
and workers’ salaries; but more often, it was to line the pockets of
board members and managers. Credit, however, should be given to
managements in those companies that “took great pains to keep the
enterprises running as efficiently as resource and manpower con-
straints permitted.”3

Outright plundering was even more rampant in the case of several
thousand abandoned commercial firms, the majoritv of which were
small, structurally uncomplicated companies. Many were nothing
more than small family-run operations. Large numbers were so
plundered by appointed managers, other employees, or even the
general public that they for all practical purposes ceased to exist as
functioning businesses. In the case of smaller commercial firms, these
depredations often took place very quickly. In more sophisticated
enterprises, the process proceeded over a period of years, as we will
see in later sections.

On March 26, 1972, the landmark President’s Order (P.O.) No. 27
was issued. It effectively nationalized the industrial sector, fulfilling
an Awami League promise made in a highly successful election cam-
paign in mid-1970. The party’s “Manifesto” had received widespread
support from the public, who had seen nationalization of financial
and industrial sectors as a way to forestall concentration of wealth in
a few hands. This had been the general public sentiment even before
the break with Pakistan. At that time, the concern had been domina-
tion by the notorious 22 leading families of West Pakistan. In 1972, it
was directed at Bangladesh’s own fledgling industrial capitalist com-
munity. P.O. No. 27 had a good measure of public support and was
heartily endorsed in academic and inteliectual circles.®?
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As a consequence of P.O. Nos. 16, 26 and 27, the proportion of the
fixed assets of the industrial sector under government control shot up
overnight from the 34 percent it had been in EPIDC days to 92 per-
cent. Of the 725 units that were taken over, 392 were brought into the
public sector as state-owned enterprises. The remaining 462, while
brought into the public sector, were tentatively earmar’-ed for early or
eventual disinvestment. About 160 of these were, according to some
sources, released to former owners rather quickly. The remaining
300, mostly small units, were turned over to government-appointed
management boards. Many of them actually remained on the govern-
ment rolls, but some were gradually returned or sold to the private
sector. Although these firms are listed as “industrial enterprises” or
“factories,” most were little more than irdustrial shops, employing
few people. We will take ancther look at this group of firms later in
the study.

For the rnoment, let us keep our attention on major enterprises. In
addition to the 263 large abandoned enterprises, major enterprises
included 53 enterprises operated under EPIDC, one foreign firm, and
75 Bengali-owned industrial enterprises, bringing the total of substan-
tial entities to 392. %3

While the number of SOEs was small in relation to the total number
of businesses in Bangladesh (there were an estimated 2,700 small
Bengali “industrial” firms), they dominated the major industries,
represented 7.3 percent of GDP (but 20 percent of the non-agricultural
GDP), 58 percent of the value added, 92 percent of the fixed assets,
and 80 percent of the country’s exports.* The expanded public sector
was szid to account for 85 percent of government revenues,® which
says quite a bit about the tax structure.

Besides the industrial sector, the banking and insurance fields were
completely nationalized under P.O. No. 26, also of March 26, 1972.
Following that, several thousand commercial and trading establish-
ments were taken over, although under no particular order.

Several of the specifics and technical provisions of the Nationaliza-
tion Act warrant attention in order to comprehend the Act’s scope
and ramifications. Some more gencral questions dealing with the
intent and socio-political philosophy of the framers, will then be
addressed, with particular scrutiny of ideas regarding the relative
roles for the public and private sectors. This chapter will end with an
evaluation of the Mujib government’s policies and the performance of
the nationalized enterprises. By this exercise, we will attempt to
show how policies and actions in the immediate post-liberation pe-
riod not only influenced future developments, but made them inevi-
table, for better or worse.
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President’s Order No. 27, in addition to nationalizing certain in-
dustries and enterprises, established a number of sectoral corpora-
tions to ensure coordination of government control and to supervise
management of the various nationalized enterprises placed under
each of them. The following table provides an idea of the scope,
industry by industry, of the Corporation network, as of December
1972.3¢

Sectoral Corporation Number of Enterprises
Bangladesh Jute Industries Corporation 77
Bangladesh Textile Industries Corporation 72
Bangladesh Sugar Mills Corporation 16

Bangladesh Food and Allied Products Corporation 54
Bangladesh Fertilizer Chemical and Pharmaceutical

Corporation 13
Bangladesh Paper and Board Corporation 9
Bangladesh Tanneries Corporation 30
Bangladesh Steel Mills Corporation 20
Bangladesh Engineering and Shipbuilding

Corporation 34
Bangladesh Minerals, Oil, and Gas Corporation 7
Bangladesh Forest Products Corporation 20

Total 352

The intent of the Planning Commission (where the nationalization
was hatched) was that the Corporations would be the predominant
authority over the operations of the individual enterprises rather than
the regular governmental ministries, under which the Corporations
themselves were grouped according to industrial sector. The thought
was that the Corporations would run the individual enterprises more
along business lines than would the more bureaucratically-oriented
line ministries.

The validity of that assumption can be challenged. While the
Corporations were ostensibly designed to dispense guidance along
more businesslike lines, many observers regarded the Corporations
and the ministries as so similar as to be indistinguishable. The de-
signers were, after all, academics and bureaucrats, not businessmen.

This bureaucratic struggle has never been resolved. The ministries
and the Corporations are still fighting over control, and the enter-
priscs continue to suffer for it. The ministries, in traditional bureau-
cratic fashion, still interfere unduly in the day to day operations of



32 The Prelude

SOEs. The Corporations continua to issue policy statements and
conduct their affairs (and the affairs of the enterprises under their
jurisdiction) in ways that have little relevance to market forces that
govern the business world.

In the early days, this problem was supposed to be resolved by
issuance of a set of Rules of Business, which would clearly stipulate
“the limits of powers and responsibilities” of the government (i.e., of
the ministries), the Corporation, and the enterprises under the Corpo-
ration. The Rules, which were intended to favor the role of the
Corporations over the ministries and to give a semblance of auton-
omy to the enterpnses, were never issued during the Mujib period.
Long-time advocates of the pro-Corporation position maintain t'iat
the bureaucracy scuttled the draft copies of the Rules, thereby main-
taining its domination over SOEs and the industrial scene.?’

As stated in Chisnty’s landmark paper on privatization in Bangla-
desh, “The nationalization policy of 1972 did not clearly define the
role of the private sector, except by implication. It specifically ex-
cluded private sector enterprises from the jute, textile, and sugar
industries, raw jute export trade, insurance, and banking.”*

We do know, however, that there was considerable, heated debate
within the government on this question. Initially, the debate centered
around the management and disposition of abandoned properties.
Among other things, it had become “clear that the ad hoc arrange-
ments made for running the abandoned enterprises were not proving
adequate.”?

As carly as February 1972 (that is, even before P.O. No. 27), the
Ministry of industries had prepared a working paper proposing that
large units be run by the state, medium-sized units be considered for
joint ownership with the private sector, and small units be sold to the
highest bidder. Even the idea of joint ventures with the private sector
was proposed.¥

These and similar proposals led to the full blossoming of a widei
debate: should the new country follow the socialist pattern of devel-
opment which would involve inhibiting the growth of a Bengali capi-
talist class, or should it opt for the “mixed economy” approach being
pursued by a nuinber of Asian countries.

As we have noted ca'iier, there was widespread support for gov-
ernment control of the economy among workers and academics. Within
the government, however, sentiment was more evenly divided. As a
matter of fact, the bureaucracy appears to have been largely in favor
of a mixed economy, or at least an active private sector along the
general lines pursued by the EPIDC. The political leadership was
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split. The principal advocates of the socialist approach were four key
advisors in the Planning Commission.*

The issuance of P.O. Nos. 26 and 27 demonstrated rather clearly
that the Planning Commission had won the day. They evidently
convinced Sheikh Mujib (who was a populist rather than a socialist)
and others in the core of the political leadership, that the socialist path
was the one to follow and, most importantly, a course that would
receive general public support. Any pians for a mixed economy or
joint public-private enterprises were rejected.

The fact that 462 of the abandoned enterprises were tentatively
earmarked for divestiture of one type or another would make it ap-
pear, at least on the surface, that the decision was not categoric. In
fact, it was categoric. As Rehman Sobhan, one of the principal archi-
tects of the nationalization policy, has written,

We have seen that the ideological premise of the nationalization
policies was to prevent the growth of the upper bourgeoisie and to treat
the private sector zs merely a temporary phase whilst the public sector
and socialist cadres developed their managerial resources and ideologi-
cal commitment.42

He has written that they planned for a “phased transition to social-
ism,”® adding:

At that original stage, it was realized tt..* a r2*ionalization policy which
did not spell out the role of the private svcior ¢ruld in the future lead to
contradictions in the conduct of state policy. The issue was, however,
not pressed, largely for tactical reasons. It was felt that the nationaliza-
tion package was itself sufficiently drastic for the upper bourgeoisie and
their backers. If they realized that this was, itself, part of a policy to
completely preempt the development of their class, their resistance may
have become sufficiently implacable to prejudice the nationalization
policy itself.4

In other words, the private sector was to be tolerated only until the
public sector was strong enough to take over. What about the 462
abandoned enterprises? Almost all of those selected for release were
small, losing money, and not considered potentially viable. Most
stayed on the government rolls. Only 52 were eventually sold to
private investors, and 30 were turned over to former owners.

Total private investment in these transactions did not exceed Tk50
million (approximately US$4 million), which indicates that these
“industrial enterprises” were actually little more than shops and cot-
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tage industries.*> Reasons for the reticence of the private sector to
invest in such enterprises included (a) the units were too small, (b) the
condition of equipment was uncertain, (c) the evaluation process of
the Disinvestment Board v-as t00 slow, (d) title v.as unclear in many
cases, and (e) workers were in firm control of a number of enterprises,
and potential investors feared they would not be able to take over. A
proposed scheme to enable workers’ cooperatives to buy and operate
some enterprises was never clarified or carried out.

The limits on private sector investment and growth were officially
clarified in January 1973. Private investment was limited to Tk1.5
million (US$197,000) with growth allowed up to assets of Tk2.5 mil-
lion (US$330,000), or ultimately to Tk3.5 million (US$460,000) thicugh
reinvestment of profits.4

The government did promise a moratorium on further nationaliza-
tion for 10 years on firms of that size; but reserved the right to take
over any private firm consistently losing money or running below
capacity “due to mismanagement.” Paradoxically, the nationaliza-
tion plan placed no obligation on public enterprises to generate prof-
its.¥

Severe restrictions were placed on foreign investment, and collabo-
ration with the private sector was confined to licenses and patents
without equity participation. Foreign venture investment was al-
lowed only in joint ventures with the government, with the govern-
ment holding at ieast 51 percent of the shares.*

When taken together, these and other limitations amounted to vir-
tual strangulation of the private sector. Already prohibited from
participation in the key jute, textile, and sugar industries (and 15
more industries were to be added to the prohibited list), the private
sector was not even permitted to grow ir the few areas left to them.
The black market was, in reality, the major business activity left to the
private sector.

As Sobhan mentioned above, there were contradictions in the pro-
gram; however, they turned out to be somewhat different from the
ones he posited. First, the Awami League, while mouthing socialist
slogans, was essentially quite middle class in makeup and inclination.
As one senior official recently put it, “The expansion of state owner-
ship took place under a political leadership which had traditionally
followed a middle-of-the-road policy, and neither had an ideological
conviction and training, nor a cadre and an organization to politically
oversee implementation.”+

Second, the socialist program of the Mujib regime did not serve all
equally. The system created an atmosphere in which wealth became
increasingly concentrated in the hands of a few greedy leaders. Ob-
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servers have called it “State Capitalism” or “Capitalist Nationaliza-
tion.”*® After liberation, the political elites jockeyed to consolidate
their power base and employed the resources of the nationalized
enterprises toward that end."

Some analysts have regarded the left of center Awami League
actions “as nothing more than a sudden spurt of enthusiasm of niddle
class vague ideas of social justice.”®

Third, even though large-scale industrial production was in gov-
ernment hands, the marketing and distribution systems were firmly
in the hands of the private sector. Each frustrated the other.®

It would have been difficult to achieve growth in a subsistence
economy like Bangladesh’s under the best of circumstances, none of
which existed to help this troubled country. Externally, 1973 was a
year of great instability and rising energy prices. Bangladesh, like
many agriculture-based economies, was particularly vulnerable to
such fluctuations. Sugar prices were plummeting. Also, increasing
competition from synthetic fibers was reducing demand for
Bangladesh’s major export commodity, jute. Finally, in 1947 East
Pakistan had been forced to realign its economy by virtue of having
lost its principal trading partner (which, by no random circumstance,
had also been the seat of economic policy making)—Calcutta and
West Bengal. Newly independent Bangladesh faced a similar situ-
ation with the cutting of ties with Karachi and West Pakistan.

But as adverse as international factors were, internal forces were
damaging the country even more. The war had shattered and devas-
tated the country’s infrastructure. To top it off, a confused, impover-
ished, and fractured society turned upon itself once the euphoria over
liberation subsided and the new nation had to face stark reality and
the possibility of unfulfilled dreams. Faction fought faction, and the
problems multiplied. It was about this time that Bangladesh was
labeled “the international basket case.”

The hope of the Planning Commission zealots was that nationaliza-
tion would be the mechanism for leading Bangladesh out of the wil-
derness. It was a false hope, a crurl delusion for a number of reasons.

For one thing, there weren’t enough qualified people to run the
government, much less take on management of all facets of the econ-
omy, including even the segment already run by Bengali industrial-
ists. The leadership did not see, or would not see that “entrepre-
neurial talent, extremely scarce after independence, was concentrated
in the private sector, not in the government.”%

Anyone studying Bangladesh affairs of the period is constantly
told that a muin reason for nationalization was that half of the mana-
gerial talent fled to West Pakistan. There was no recourse, so the
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argument goes, but to have the government take over. There is a
certain logic to a heavy public presence in a subsistence economy,’
and there was certainly some justification for a high profiic in Bangla-
desh. But the government overreached itself by assuming responsi-
bility for 92 percent of the economy and deliberately adopting politi-
cally-oriented policies which ensured that the private sector would
stagnate and could not play a supportive, collaborative role. I have
come to the conclusion, through considerable reading and conversa-
tion with a great number of people in all rectors, that there were more
Bengalis available for running mediuin-sized businesses than is often
recognized .’

One cannot escape the thought that the principal advocates of the
socialist solution were more motivated by ideology than economics.
They constantly spoke and wrote about the danger to socialism posed
by the bourgeoisie rather than centering on pragmatic considerations
related to ~conomic development.”” The academic economists did not
understand reality; they misled the Mujib government, and few saw
the private sector as the only rcal hope for growth.®® The obsession
with idecological triumph is the only reason one can discover for
taking over the Bengali-owned industrial enterprises, along with the
abandoned properties. This rash and economically unsound act was
eventually instrumental in solidifying the opposition.

Nationalization was a hasty act launched without any discernible
long-term strategy or well-conceived plan. Everything was swallowed
in one big gulp. There was no coherent policy to determine proper
roles and functions allowing the public and the private sectors to
work in unison.”® The planners, while demonstrating great interest in
grandiose policy, showed a parallel tendency to ignore more mun-
dane aspects (i.e., implementation), a trait that, unfortunately, has
persisted to the present. A leader of the business community later put
it rather succinctly when he reminisced, “Nobody knew how to run a
country.”®

It soon became evident to even the most casual observer that the
economy was not moving. The public sector was not performing up
to expectations. Most of the '1mbrella Corporations were losing money,
some (such as jute, paper, and chemicals) quite heavily. Only textiles,
steel, and engineering were earning consistent profits;*' and suspi-
cions were raised that gevernment accountants were engaged in
“creative bockkeeping,” making the situation look rosier that it actu-
ally was.®

The level »f public subsidy was staggering, yet apparently ineffec-
tive. Savings indicators were actuailv negative. Inflation was rising,
as were prices. The government resorte to deficit financing. Produc-
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tion declined, while smuggling increased. High rates of unemploy-
ment, chronic underemployment, and abysmally low per capita in-
come pushed most of the population below the subsistence level and
kept them there.®

The brave but unrealistic First Five-Year Plan (1973-1978) was little
more than a rhetorical exercise. Manufacturing was 7.3 percent of the
GDP in 1972, but only 7.4 percent by 1975.4 Output in 1975 was only
75 percent of 1969 levels.©

It was obvious that some new approaches had to be tried. By July
1974, it was decided that the economy might be stimulated by giving
a samewhat expanded role to the private sector. The previous ceiling
on investment was raised from Tk3.5 million (US$452,000) to Tk30
million (US$3,873,630). This was partly due to a hope for infusion of
capital, and also reflected the increase in the cost of land and machin-
ery needed to set up any sizable industrial establishment.% Emphasis
was given to labor-intensive industries.

Presidential Order No. 27 had, as we mentioned earlier, lacked
specificity regarding private sector participation, except to exclude it
from jute, textiles, and sugar. An early 1973 law, however, had re-
served 18 industries for the public sector.

They were:¥

arms, and ammunition, ard allied defense equipment

jute industry (sacking, hessian, and carpet backing)

textiles (excluding handlooms and specialized textiles)

sugar

paper and newsprint

iron and steel (excluding re-rolling mills)

ship-building and heavy engineering (including machine tools
and assembly/manufacture of cars, buses, trucks, tractors, and
power tillers)

heavy electrical industry

minerals, oil, and gas

cement

petro-chemicals (fertilizers, PVC ethylene, and synthetic fibres)
heavy and basic chemicals and basic pharmaceuticals

air transport

shipping (including coastal ships and tankers above 2000 DWT)
telephone, telephone cables, telegraph, and wireless apparatus
(excluding radio receiving sets)

generation and distribution of electricity

* forest extraction (mechanized)
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This did not leave much for the private sector. The 1974 law did
not change those restrictions, but it did at least recognize that the
private sector had a more definite role to play in the economy. Lim-
ited interplay between foreign investors and the private sector was
permitted, mainly because of pressure from foreign business.® The
moratorium on nationalization was extended from 10 to 15 ycars. The
rights and interests of foreign equity investors were reconstituted.
The 19 foreign fir ms in Bangiadesh (mainly British) received preferen-
tial treatment.

Despite its shortcomings, the 1974 action was the first breach in the
nationalization wall. Even though the President regarded the policy
revision as just a “sop to the capitalists” that would not yield signifi-
cant results, the 1974 act was, in reality, the first of several actions that
led to the gradual dismantling of the state enterprise system. A scnior
official noted late in 1987 that the government’s halting, initial effort
“to woo the private sector ... lacked credibility when most of the
modern sector remained under state control—even those interests
which were once owned by Bangladeshis.” Therefore, “steps to en-
courage the private sector to participate in industrial development
did not bear much fruit.”*

It comes as a surprise to most that there were approximately 120 di-
vestitures consummated during the Mujib period.™® Most of the units
were “disinvested”” because they were small and unprofitable, and a
certain number represented corrections of mistakes made during the
chacs following liberation.

Of the 120 divestitures, 10 were former Indian properties taken
over in 1965 during the Indo-Pakistan War. Most were rice mills. The
others were small Pakistani-owned enterprises in a variety of fields
including printing and paper (8), flour and rice mills (10), engineering
(12), textiles (11), :netal works (7), vegetable oils (5), chemicals (4),
wood products (3), and a scattering of other activities.”? Most of these
were apparently little more than shops.

A few significant transactions were put through in recognition of
the fact that the public sector was not performing adequately and
private initiative was needec!. For example, Bangladesh Re-Rolling
Mills, Ltd., one of the steel companies of a Chittagong-based Paki-
stani family, which was taken over as abandoned property, was re-
turned to the owners as carly as August 1972 at the government’s
request. There were several reasons for this remarkable transfer. First,
two government-appointed managers had not only proved incpt, but
had engaged in such outrageous corruption that a very profitable en-
terprise was in jeopardy. Second, the Akberali family, though West
Pakistani, were respected for their integrity, business acumen, and
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genuine interest in the development of East Pakistan cum Bangla-
desh. Third, the family had been close to Sheikh Mujib himself.”

While the Akberali case is not typical, there were other instances of
discreet moves by practical politicians and bureaucrats to back away
from total dependence on the socialist model. A carefully-orches-
trated campaign to discredit the performance of the public enterprises
was led by dispossessed Rengali jute and textile groups. The clamor
grew as SOE failures and more general inadequacies became increas-
ingly apparent, and as political instability and dissatisfaction increased
during the months before Sheikh Mujib’s assassination in August
1975. One cannot fully explain the emotionalism of the campaign in
purely business terms. As Klaus Lorche pointed out in his study of
divestiture in the textile industry, “For many, to repossess ‘their’ mill
was less important as an investment deal than as an exercise of a
moral righi; justice was done, not business.””*

In many ways, the Mujib period is the most fascinating in the
turbulent recent history of the Bengalis. The policies, issues, and
patterns that surfaced during this short period have had a profound
influence on the shape of events that followed.
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The First Phase (1975-1981)

The Zia Government

The overthrow of Sheikh Muijib ended the doctrinaire approach to
management of the Bangladesh economy. The regime of General
Ziaur Rahman that followed showed a more pragmatic appreciation
of economic and social reality. The early post-liberation constitution
had sanctified socizlism as both the goal and the vehicle of national
reconstruction. In 1977 the constitution was amended and, in a politi-
cally sensitive bit of tightrope walking, the word “socialism” was
qualified to mean “ccot omic and social justice.”?

The altering of the constitution’s language represented more than
semantic legerdemain. While divestiture of abandoned properties
could be accomplished merely by administrative decision, divestiture
of enterprises (including banks and also firms formerly owned by
Bengalis) nationalized under various ordir ances required a two-thirds
vote of the parliament. A Martial Law Proclamation of 1977 amended
Article 47 of the constitution ir the manner noted above. By this
subtle diluting of the language (and concept) of socialism, it was now
possible to undertake denationalization within the framework of
ordinary law. This change made transition to a mixed economy much
easier, and paved the way for the major privatization moves of 1982,
which we will analyze in considerab:e detail in the next two chapters.

Bangladesh launched its economic development program with an
overextended public sector. The original belief had becn that by
“controlling the commanding heights” of the economy, the govern-

46
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ment and its socialistic program could mitigate “the evils of capital-
ism,”? and could direct the country’s resources in ways that would
serve the common good. Ironically, a policy that ideologically was
“anti-bourgeoisie” had the effect of being “pro-bourgeoisie.” Even its
most ardent supporters have reluctantly admitted that.?

The Planning Commission ideologues had tried to force a Euro-
pean Fabian socialist model of the forties and fifties onto a primitive,
subsistence economy that was in chaos. The inept and corrupt state
control system they installed only exacerbated the basic problems,
which were still not being addressed. In their fervor, the planners not
only did not come up with a coherent plan that was relevant to
conditions existing in Rangladesh; they showed they did not really
understand their owx society, with all its foibles, its peculiar traits,
and the highly individualistic motivations that drove it.

President Zia decided to steer a different course. Relying heavily
on the advice of his able and dedicated Minister of Industry and
Commerce, Shafiul Azam,* he announced in December 1975 that:

The government is ready to extend all possible support to the private
sector for utilizing the full potential of the private entreprencurs in
stepping uo of the productive economic activities in the country.’

Zia's approach tc the pelicy reorientation was, however, cautious. He
was open-minded about gradual privatization, but only after he had
consolidated his own political power.® He did not feel strong enough
to take the full plunge right away, but he had the courage and wis-
dom to take the first necessary steps.’

When | asked well-informed officials, who had been in responsible
positions at the time, what was in Zia’s mind when he opted for
privatization of the economy, the consensus was that he basically
believed that private enterprise was more efficient and dynamic. Zia
assumed that the best chances for growth would come from the pri-
vate sector, not the public sector. He was generally aware that the
Asian countries that had emphasized private sector development had
progressed faster than socialist countries, but his knowledge of such
matters was not deep.®

Revised Investment Policy of 1973

The Revised Investment Policy of December 1975 ° represented a
watershed in reorienting the economy toward more dependence on
private sector activity. As periodically amended, it remained the
basic policy statement and guideline until the major shifts of 1982.
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Technically, the new policy maintained the 18 reserved categories,

but it opened 10 of them to joint ventures between the public corpora-

tions and private investors indigenous or foreign. The government

would, in all cases, hold at least 51 percent of the equity. The limit on

private investment was raised to Tk100 million (US$8.3 million)."
The eight categories still reserved to the public sector were:

arms, ammunition, and allied defense equipment

atomic energy

jute (sacking, hessian and carpet backing)

textiles (excluding handlooms and specialized textiles)

sugar

air transport

telephone, telephone cables, telegraph, and wireless apparatus
generation and distribution of electricity

In other words, the fields that were now open, at least partially, to the
private sector included paper, iron and steel, shipping and ship build-
ing, heavy engineering, minerals, oil and gas, cement, forest extrac-
tion, and chemicals. In actuality, the doors had been opened only a
crack. The government was giving ground slowly. As Shafiul Azam
told me, “Once anything is in the clutches of the government, it is
difficult to dislodge.”"

The Revised Investment Policy of 1975 stated that, “In view of the
misgiving that has been created in the minds of investors by the
reference in the New Investment Policy (of July 1974) to the morato-
rium on nationalization for a period of fifteen years, this provision
has been deleted.”!?

Tax holidays and other incentives were increased. It should be
kept in mind that tax breaks are only useful as incentives if the tax
collection system operates efficiently, which it does not in Bangla-
desh. If taxes are inconsistently and inequitably collected in the first
place, there is no added advante e to a tax break.

A special provision was incluaed in the act to state that the official
Bangladesh Shilpa Bank (BSB) had been “directed to provide equity
support in deserving cases to small industries, particularly agro-based,
agro-supporting and export-oriented industries.” This was intended
as a re;ponse to complaints that government bariks (a) gave preferen-
tial treatment to state enterprises and (b) tended to favor assistance to
large, urban-based industries.

An Investment Corporation of Bangladesh (ICB) was authorized
(actually established in 1976); and the Dhaka Stock Exchange, which
had been shut down during the nationalization fever of 1972, was
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reactivated. It reopened to little fanfare and less interest in July 1976
with two listings on the board.

The final substantive paragraph of the act put the government on
record for the first time as having an official privatization program, It
read:

With a view to allowing the sector corporation ' improve the effi-
ciency of management, some industrial units under their control which
were decia,.’ abandoned and handed over to them for management
will be disinvested to Bangalee (sic) entrepreneurs on cash payment.
Persons receiving compensation under President’s Order No. 27 will be
allowed to adjust their compensation money against the sale price of
such disinvested units."?

While what the Zia Government put forward was definitely better
than what the Mujib regime had offered, it turned out that most of the
enterprises initially identified for divestiture were small units that
were losing money under Corporation management and which were
outside the 18 categories on the reserved list. Quite a few were located
in remote areas of the country.

One source'* has reported that by late 1977, 21 uaits under the
jurisdiction of the Corporations had already been divested and pos-
session turned over to the new owners. Another 15 were divested but
not handed over. A total of 33 were in process, and 17 more were
under consideration for divestiture. Altogether, these 36 would rep-
resent almost 40 percent of the 224 originally confided to the Corpora-
tions. A total of 110 of these enterprises were privatized during the
Zia period; so this sequence appears on schedule and reasonably
accurate.

That same source was on less firm ground when reporting that of
the 462 enterprises placed under Boards of Management, 159 had
been released in favor of owners, 144 sold and possession transferred
to the o” rmers, and 56 sold but not yet handed over. According to this
source, the remainder were under consideration for eventual divesti-
ture. This second group of figures is undoubtedly high, and must
include some commercial enterprises in addition to industrial compa-
nies.

A Disinvestment Board was established to facilitate the process set
in motion by the policy announcement of December 1975. A decision
was made to return several specialized textile units and jute twine
miils to their former owners. This was significant because jute and
textiles belonged to the core of major industry taken over. The spe-
cialized textile and jute twine units were evidently selected because
they were operatitnally better suited to small-scale management.'s
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For some time, therc had been a strong lobby of shareholders of
private firms that had been nationalized without compensation. The
government set in motion a compensation plan that involved repay-
ment of 20 percent in 1975-76, 30 percent in 1976-77, and the remain-
ing 50 percent in 1977-78. The schedule was more or less adhered to.
Over 15,000 claims were received through 1977, amounting to about
Tk320 million (US$21 million).!¢

“Privatization” of the Commercial Sector

The lobbying effort also led to a decision by the Disinvestment
Board to put up for sale a large number of commercial and trading
firms that had been taken over as “abandoned” Pakistani property or
Indian firms taken over as “enemy property” during the 1965 Indo-
Pakistan War (and renamed “vested property” after the War of Lib-
eration, in which India was an ally).

Twenty-three of the “vested” industrial enterprises had been re-
turned by the Mujib regime. Another 31 were returned by the Zia
Government between late 1975 and 1981.7

The commercial and trading entities presented a vastly different
problem. There is no aspect of the study of privatization in Bangla-
desh more shrouded in mystery, obfuscation, and general lack of
information. It has been almost impossible to find out even such basic
information as how many commercial firms were nationalized and
how many were privatized. Estimates of privatized commercial enter-
prises have varied from 2,000 to 8,000. Comprehensive official figures
are nonexistent, or at least not available. Even in scholarly studies,
the question of what happened to the commercial enterprises is only
vaguely alluded to, often in a footnote.'

It is as if people either don’t know much about this matter or, more
probably, don’t want to talk about it (particularly with a foreign
researcher).’” The situation related to the commercial enterprises is
an embarrassment.

The reason for this apparent reticence is not difficult to deduce.
From what information one can piece together, it becomes obvious
that a great deal of corruption, malfeasance, and outright pillage was
involved. Some of this started «ven before the war with Pakistan
ended. Many Pakistanis, realizing that the West was losing, fled in
the Fall of 1971. They pulled out what funds and belongings they
could, but had to leave behind most of their business holdings. Scav-
engers descended on the thousands of enterprises thus left unguarded.
Looting was widespread, and participation was not confined to the
abject poor. Frierds, neighbors, competitors, former employees, and
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stray passersby all expropriated furniture, equipment, inventory
(sometimes in substantial amounts), family possessions, etc., or sim-
ply took over the premises.

The situation did not improve markedly after the government na-
tionalized these entities. The pillage merely became institutionalized.
Officials systematically stripped ti.e firms of what was left, or used
their stewardship role to operate the businesses for their own per-
sonal gain. A company’s name and reputation or its customer lists
were often the most valuable assets of commercial/trading firms.

In the chaotic socioeconomic situation that existed in Bangladesh,
such firms disappeared in the maze. With several changes of name,
they became untraceable. Many ceased to exist once they had been
completely drained of resources. Others became the basis upon which
substantial, respectable businesses were built. More than a few for-
tunes in both official and business circles were launched from such
beginnings. Abandoned houses were parcelled cut to political cro-
nies and supporters, including quite a few former Freedom Fighters.

It is no wonder, then, that useful information, much less hard data,
is difficult to come by. The Ministry of Commerce was not at all
cooperative in supplying data for this study. Higher officials were
willing to discuss the general subject, often quite frankly. But every-
thing bogged down in the middle bureaucracy when statistical infor-
mation was requested.

The Ministry of Commerce finally came up with a hastily con-
cocted, handwritten note stating that 745 commercial units had been
nationalized.” This figure was patently ridiculous. When pressed on
the point that thousands had been taken over, the Ministry haltingly
responded that the 745 represented the “larger” abandoned compa-
nies that had been nationalized. No clarification was given as to how
the dividing line between large and small was determined. The note
stated that up to late 1986, 417 units had been sold, 214 were “await-
ing sale,” 66 were under litigation, and 48 had been returned to
“Bangladeshi owners” (of whatever dubious documentatior). No
names of firms, sale prices, or dates of transactions were provided.
The impression given was that only this number had been national-
ized, and that all of them had already been privatized or were in
process.

The Ministry of Industries has admitted that monitoring of di-
vested industrial enterprises has been intermittent and selective at
best. In the case of commercial firms it has been nonexistent. To be
fair, keeping track of divested firms in the labyrinth of commercial
trading houses in the bazaars of Dhaka, Chittagong, Khulna, and
other Bangladesh towns would be a most difficult task.
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One reason for this lack of information is that many of the so-called
divestiture transactions probably never took place, because the enter-
prises had for all practical purposes ceased to exist as functioning
businesses. They remained on the registers only as legal entities. 1t is
probable that they were finally written off by a simple entry as “disin-
vested.”

When one considers that commerce and trading have traditionally
constituted the major participation of the Bengali business commu-
nity, this is a sorry tale that is, however, unfortunately symbolic of
economic activity in Bangladesh.

One should keep this in perspective, however. Despite these murky
intrigues, the percentage of the private part of the commercial/trad-
ing sector increased from only 30 percent in the heyday of state
control to 65 percent by 1977,2 due to heightened confidence and
improved access to credit.

The Industrial Sector and the Public/Private Mix

Industrial output finally reached 1969 levels by 1977,2 although
the mainstays, j=te and textiles, were still only at 85 percent of pre-lib-
eration output.?

The improved investment climate resulted in increased and broader
activity by the private sector, especially in 1976-77. Approved invest-
ment projects included ventures in deep sea fishing, synthetic and
specialized textiles, garment manufacturing, footwear, weaving, can-
ning, pharmaceuticals, plastics and rubber, ship repair, building of
river barges, engineer:ng works, etc. It should be noted that all of
these were areas in which the public sector was not active, or had
recently reduced its presence through divestiture.?

The government also sold 10 of 29 tea “gardens” (estates) in 1977 at
a time when the industry was booming.® Predictably, this prompted
some criticism from entrenched circles who seemed incapable of real-
izing that the econoiry as a whole profits (not just a few grasping
capitalists) if the government unloads “going concerns,” and not just
the losers that no one wants.

[t was also about this time that a notable trend started in earnest.
Bengali businessmen in commerce and trade began to show more
interest in longer-term industrial investments. Their dependence on
public support and patronage was still strong (perhaps even stronger
than in EPIDC days because of less favorable economic conditions in
the mid-seventies),” but they were beginning to venture into larger,
more sophisticated, longer-term activities. This has been a common
pattern in many LDC economies. In Bangladesh, there were quite a
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few people with a lot of money in their hands who hadn’t quite
decided what to do with it.

Although the diversification of economic activity was encouraging,
the public sector still dominated the modern industrial sector. As
Q.K. Ahmad wrote in 1978, “The most fundamental implication of the
nationalization of industries for private capitalism in Bangladesh is
its virtual elimination from large-scale industrial ownership.”?

The major industrial concerns were housed in the sectoral Corpora-
tions. In 1976, the scope and size of the holdings was as represented
in the following table:®

No. of Fixed  Annual No. of
Corporation Enterprises Assets* Sales* Employees

Bangladesh Jute Mills

Corporation (BJMC) 78 1,700 2,938 199,600
Bangladesh Textile Mills

Corporation (BTMC) 75 611 1,813 65,500
Bangladesh Sugar and Food

Industries Corporation 58 407 1,401 31,600

(BSFIC)

Bangladesh Chemical

Industries Corporation

(BCIC) 65 2,017 1,849 25,300
Bangladesh Steel &

Engineering Corporation

(BSEQC) 54 804 1,424 14,500
Petrobangla 4 177 220 2,800
Bangladesh Petroleum

Corporation 7 148 560 2,800

Bangladesh Minerals

Exploration Development

Corporation (BMEDC) 10 — 211 1,100
Bangladesh Forest Industries

Development Corporation

(BFIDC) 20 338 78 4,000

Totals 71 6,202 10,494 347,200
(US $404 (US $684
million)** million)**

*In Tk million.
**The official exchange rate in 1976 was Tk15.35 to US$1.
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When the new privatization policy went into effect, the enterprises
under the Corporations still accounted for almost 90 percent of the
fixed assets in major industrial arcas and 78 percent of government
revenues.” Raw jute and jute manufacturers amounted to 75 percent
of the foreign exchange carned through exports.®

Meanwhile, the Corporations and the ministries continued their
tug-of-war over control of thu SOEs. In the later stages of the Mujib
regime, a move was made by the government to give the Corpora-
tions the status of Divisions within their respective ministries, which
would have increased both their power and operational freedom.
Four were in fact given such status and their chairmen awarded
Secretary status.> The process, however, was halted when the Zia
Government came to power. Power reverted to the regular ministe-
rial Secretaries.

Consequently, while policy was being liberalized under Zia, opera-
tion of the SOE system was not. An insecure government was tighten-
ing the reins. Renewed ministry control insured that SOEs would be
run on bureaucratic rather than commercial principles. Ministerial
interference increased and managerial autonomy at the enterprise
level decreased, with a parallel loss in both initiative and accountabil-
ity’? (to say nothing of profitability).

This situation continued until May 1976, when the government felt
secure enough to issue the Rules of Business that had been such a
bone of contention for years. Under the new Rules, the functions of
the ministry were to be confined to policymaking, appointment of
Corporation chairmen, budget approval, review of audits, and evalu-
ation of SOE performance. An accompanying intention was to in-
crease both the autonomy and the accountability of the individual
enterprises under the general supervision of the Corporations.

Despite such well-meaning phrases as “the Ministry/Division shall
scrupulously refrain from interfering in day-to-day management . . .
and shall scrupulously respect the operational freedom of the Corpo-
rations/autonomous/semi-autonomous bodies,” the Rules, in prac-
tice, did not much improve the situation.® Like many other public
pronouncements in Bangladesh, rhetoric was not matched by per-
formance.

Industrial finance has always been a critical factor in the develop-
ment of the modern sector of Bangladesh’s economy. One of the
major objectives of the nationalization of financial institutions was to
improve credit allocation among different sectors.

Imbalances existed throughout the economy. For example, the
rural agricultural sector produced 80 percent of the GDP in the mid-
seventies, but had only about 10 percent of bank deposits.* Bank na-
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tionalization had not adjusted that imbalance. It had only increased
the tendency of financial institutions to first meet the needs of the
public sector on a priority basis, thereby reducing the amount avail-
able to the rest of the economy.*

Banks gave little scrutiny to loan requests from BJMC and BTMC.
Bad repayment experiences with these and other public institutions
indiced greater caution in bankers; but most of their reticence was
directed, ironically, at private sector applicants. As Rahim points out,
the lending strategy of commercial banks was not based on develop-
ment, much less commercial, considerations. Politics had historically
dominated in both the official development finance institutions (DFIs)
and the nationalized commercial banks (NCBs).%

During the seventies, 43 percent of the financial resources provided
by the commercial banks went to the manufacturing sector; and the
bulk of these went to SOEs.” The situation, extreme during the Mujib
period, did change under Zia. For example, the Bangladesh Shilpa
Bank (BSB), the leading DFI, directed 20 percent of its loan assistance
to the private sector in 1973-74, 17 percent in 1975-76, but 90 percent
by 1976-77.%

In dealing with the private sector, however, commercial banks
have tended to go for quick returns in the trading spherc rather than
longer-range returns in industrial development.* Most of Bangladesh'’s
entrepreneurs had the same predilection.

This, when coupled with lack of equity capital and excruciatingly
long delays encountered during the DFI approval process, helped to
create an investment climate in which private industrial sector invest-
ment was slow to pick up steam. Obstacles like this (and there were
others) had more influence on private investment than pious policy
statements. Initial investor reaction to the reactivation of the Dhaka
Stock Exchange was almost nil.®

Despite limitations, the performance of the private sector, though
still behind the unrealistic goals of the Mujib government’s First Five-
Year Plan (1973-78), was superior to that of the public sector, mainly
because of the somewhat less constricting investment climate.* By
the end of the decade, the disparity in performance was becoming ob-
vious. Between 1973-74 and 1980-81, industrial production went up
45 percent. The private sector grew 64 percent, but the public sector
grew only 39 percent.2 Of course, the private sector had begun from
a smaller base. The private sector’s greatest gains were in chemicals
and electrical equipment manufacturing.®

The following table shows the comparative performance of both
sectors in terms of investment and output during this period:#
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Investment Industrial Output
(in Tk millions) (with 1973-74 as base)

Private Public Private Public

Year Sector Sector Sector Sector
1973-74 N/A N/A 100.0 100.0
1974-75 5,091 5,102 89.5 100.0
1975-76 6,102 5,056 103.4 105.4
1976-77 5,664 4,935 112.5 114.0
1977-78 7,454 9,049 122.5 125.2
1978-79 9,004 9,808 145.2 128.6
1979-80 11,424 17,786 1511 126.9
1980-81 13,941 19,784 164.3 136.9
1981-82 15,215 14,959 166.3 135.7

Note: Investment figures are economy-wide; output figures do not
include micro and cottage industries.

It is revealing that after a slow start in the mid-seventies, a number of
public policies and entrepreneurial initiatives began to pay off in the
form of more rapid private sector growth by the late seventies and
early eighties. Production in the public sector increased, but more
slowly. Public sector losses also increased, averaging about US$250
million annually in the early eighties. These recurrent public sector
deficits, with consequent drain on the strained budget in an impover-
ishcd economy were among the prime motivations behind the
government’s decision to turn up the privatization throttle another
notch in 1982.4

One side effect of increased private sector activity is that the public
sector began to feel the bite of competition. One economist critical of
private sector objectives and methids was forced to admit that pri-
vate jute traders were “devastatingly effective” in under-bidding the
BJMC on jute carpet backing in 1976-77 and 1977-78 through price
flexibility. Elliot Berg, in his worldwide survey of divestiture for the
World Bank, postulated that the introduction of competition from the
private sector was having a beneficial effect on the way SOEs were
being run. He said that, at a minimum, the government now had a
measuring stick for their performance.?

Summary of the Zia Period (1975-1981)

During the six years of the Zia regime, a total of 255 SOEs were
divested or privatized in one way or another. Thirty of these were
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the last of the “enemy” cum “vested” properties originally confis-
cated from Indians during the Pakistan period. Another 115 were
small firms divested through the Office of the Director General of In-
dustries (DGI), similar to the small units unloaded during the Mujib
period.

The remaining 110 were somewhat larger entities housed in the
Corporations, the first such enterprises let loose. Of these, 84 had
been classified as “fully abandoned” and 26 as “partially abandoned,”
meaning that there had been other origiral owners as well as Paki-
stanis. Most of these had been Bengali minority shareholders, al-
though there were also a few Indians and Europeans.

It is difficult to describe with precision the size and makeup of
these divested entities. I have previously commented on the perils of
trying to gauge their value (especially the smaller units dispensed by
the DGI). Nevertheless, the best available data suggests that among
the 30 enemy/vested properties were 18 rice mills, 5 vegetable oil
ccmpanies, 4 chemical/pharmaceutical firms, an ice company, a print-
ing operation, and a trading company.

Of the smaller firms divested through the DGI, the list includes:

metalworking 8
rubber products 11
paper and printing 7
vegetable oils 16
rice and/or flour mills 21
textiles and hosiery 10
soap and chemicals 4
films 3
jute rope 2
ice and cold storage 3
hotels 2
trading 3
engineering 5
wood products 4
glass and optical 3
salt 2
miscellaneous 11

Total 115
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Finally, in the 110 divested from the corporations were:

tanneries, hides, and bones 25

metal works 17
textiles 11
jute products 7
tobacco 6
rubber products 5
food products 5
wood products 5
vegetable oils 5
matches 4
ice and cold storage 4
engineering 3
chemicals and
pharmaceuticals 3
miscellaneous 10
Total 110

Altnuiigh generally larger than the entilies released by the DG, few
of these entzrprises were among the largest or most important corpo-
vation holdings.

In sum, privatization and private sector development were ad-
vanced significantly during the period of President Zia (1975-81). The
policies were basically liberal, but carried out with more caution than
conviction.’ Policy was emphasized more than implementation and,
as with the predecessor government, no well-thought-out plan with
coherent objectives was ever developed.®

Only a few, like Shafiul Azam and Shafiqur Rahman, had a weil-
developed idea of where they were going or should go in the future.
The concept of a mixed economy and what that entailed in defining
roles for a public-private partnership was not widely understood,
much less accepted and implemented.

Nevertholess, the ground was well-prepared for the next logical
step in the evolution of a privatization policy,* even though the tur-
moil and insecurity engendered by the assassination of President Zia
in May 1981 made the future uncertain for a time. This was not new
to Bangladesh.
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The Second Phase (1982-1988)

Despite uncertainty and instability brought about by the assassina-
tion of President Zia, 1981 was a relatively good year economically for
Bangladesh.

Some of the earlier policies and programs began to pay off, albeit
modestly. GDP increased 7 percent, which was significantly more
than earlier years. Industrial production increased 8 percent; and
improved domestic food production lowered prices somewhat, help-
ing to bring the inflation rate down to 10 percent.

However, in 1982 a drought dimmed prospects for continued agri-
cultural growth. It was aga'n made clear that agriculture’s marginal
capacity for growth was insufficient for the economic expansion the
country desperately needed. Because of the drought, food grain pro-
duction dropped and food imports increased. Consequent budgetary
strain meant cutting back on public sector expenditures at a time
when state enterprises were performing poorly. This in turn resulted
in shortfalls in profits and high debt service payments on many large
public enterprise loans.!

Given the limitations on employment creation in the agricultural
sector and persistent balance of payments problems, the country’s
planners believed that greater emphasis should be placed on indus-
trial growth and export earnings.

A review of public sector enterprises convinced government lead-
ers that SOEs were not capable of leading a rapid industrial expan-
sion. SOEs were viewed as too bureaucratic and inefficient, lacking
accountability, ambivalent ab~ut social and commercial goals, and

63
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most were consistently losing money—hardly a formula for dynamic
leadership of a troubled economy.

The government decided to make a major break with the past and
embark on an economic development effort in which the private sec-
tor would play a much more prominent role. This would nccessitate
a change in the relative roles of the private and public sectors, along
with an improvement in the investment and regulatory environments
that would permit the private sector to operate effectively.

After several years of inconsistent planning and cautious opening
of the economy to the private sector, the Bangladesh government,
now led by General H. M. Ershad, took a bold step to dramatically
force tine issue.?

Shafiul Azam was again at the helm of the Ministry of Industry and
Commerce.? His presence undoubtedly provided the impetus for the
decision to take action. Azam had long held that “the role of the
public sector is to supplement the private sector, not supplant it.” He
viewed conditions in 1982 as ideal for more aggressive pursuit of his
economic philosophy. He said, “I got my life’s chance!”*

Azam says he told Ershad in the Spring of 1982 that the govern-
ment “must denationalize in a big way,” further stating that, “Your
name will be written in gold letters; it will be electrifying!”> Azam
recounted further, perhaps diplomatically, that it had been a “truc
meeting of the minds—the President was already thinking along the
same lines.”

Ershad was more familiar than Zia with private sector successes in
Korea, Taiwan, Japan, and Hong Kong, but he used no models as such
and little ideology. According to Azam, Ershad’s approach was “pure
pragmatism.”¢

After the presidential go-ahead, Azam gave two trusted deputies,
Shamsul Haque Chishty and Shafiqur Rahman, until November 1982
to get the privatization program started. In his methodical way Azam
set deadlines, required progress reports and background studies, and
periodically checked up on the progress of the project.”

The core group promoting privatization knew that their best hope
for pushing through significant changes would be to act quickly,
“while the iron was hot,” as they said. They felt action mus( be taken
quickly before the opposition solidified and, especially, before the
military (up to then uncommitted and even unconcerned), took a firm
position.t

Also, the government held a series of discussions with representa-
tives of various chambers of commerce, trade associations, and indus-
trial enterprises. Not only was it unusual for the government to
consult with the private sector before a major action was taken, it was
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doubly surprising that those discussions had considerable influence
in the formulation of the policy that followed.’

New Industrial Policy of 1982

The result was the New Industrial Policy (NIP) announced on June
1, 1982. Its stated general purpose was “to provide a new dimension
and greater thrust to industrialization of the country.”"

The NIP, like most Bangladeshi policy statements, contained a long
list of objectives covering all caaceivable bases, but the most impor-
tant were:

© to expand the manufacturing sector with increased participation
of the private sector

* to limit the role of the public sector to the establishment of basic
heavy and strategic industries

* to improve the efficiency and profitability of public sector enter-
prises

* to protect and promote local industries by reasonable tariff
measures and/or by banning imports where there was adequate
domestic capacity

* to promote export-criented industries

* to encourage efficient and economic import substitutions, and

* to create additional productive employment opportunities in the
rural areas through promotion of rural and cottage industries

The list of industries reserved for the public sector was trimmed to
six: arms and ammunitioi, atomic energy, air transport, telecommu-
nications, electricity generation and distribution, and mechanized forest
extraction.

The other 12 industries formerly on the Reserved List were placed
in a new category called the Concurrent List, which permitted both
public and private investment, and even encouraged public-private
joint ventures. The door had been opened a bit for this in the Revised
Investment Policy of December 1975. What was implicit in 1975 was
made explicit in 1982. The concurrent list included:

* jute industry (sacking, hessian, and carpet backing)

* cotton textiles (excluding handlooms, power looms, and special-
ized textiles)

* sugar

* paper and newsprint

* iron and steel (excluding re-rolling mills)
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shipbuilding and heavy engineering

heavy electrical industry

minerals, oil, and gas

cement

petrochemicals

heavy and basic chemicals and basic pharmaceuticals
shipping

appliances and equipment for telecommunications service !

In other words, all but six industries were opened to the private
sector, and joint venturing with foreign investors was permitted with
few restrictions.

The NIP even suggested that, in some “deserving cases” where
there was public-private collaboration, management could be awarded
to the private investors even though the major shares were still held
by the public sector Corporation.

Corporations were to divest “abandoned” enterprises or units es-
tablished by the Corporation when such enterprises continually lost
money or could not compete effectively with the private sector. The
NIP took another bold step by stating:

In order to stimulate the share market and raise additional funds,
shares up to 49% of some enterprises managed by the sector Corpora-
tions will be unloaded for public subscriptions or operation by the
Investment Corporation of Bangladesh.'?

This provision caused a furor that prompted the government to slow
its pace in this area for a while. The government put the stock selling
idea on the back burner. It was returned to the front burner again in
late 1986, as we will see later.

The blockbuster in the NIP was the decision to return the jute and
textile mills nationalized a decade earlier to their original Banglade-
shi owners. The jute and textile lobby had been pushing hard for this
for several years. There is no doubt that this issue had been the
central point of political, as well as economic, discussions between
the government and business leaders prior to promulgation of the
NIP. The move to privatize these two major industries was made, “in
order to create a favorable investment climate and confidence in the
minds of prospective entrepreneurs.”!?

The move represented the first privatization on a major scale of
large industrial enterprises in strategically important areas of the
economy. The denationaiization of 27 textile mills and 33 jute mills
was accomplished within a year.
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The government turned over to the private sector 38 percent of the
jute capacity, and 45 percent of the spinning and 57 percent of the
weaving capacity in the textile industry. The government subse-
quently sold another 4 textile mills through sealed tender.* Later
sections of this report will deal with privatization of the jute and
textile industries in more detail.

Other NIFP provisions warrant at least passing attention. Banglade-
shi policy statements seem to have an inherent predilection for “cov-
ering the waterfront,” and the NIP was no exception. Like its prede-
cessors and successors, the NIP’s provisions were so voluminous that
the improbability of their being implemented increased in direct pro-
portion to the number of propositions. Inclusion of these proposi-
tions, however, at least indicated awareness of the manifold problems
facing the modern sector of Bangladesh’s industrial economy. The
basic thrust of the document was the government's position that the
greatest potential for eccnomic growth and progress rested with pri-
vate enterprise, not the public sector.

The NIP stressed rehabilitation and reform of existing industrial
establishments and use of local resources, whenever possible, in order
to better balance development and distribution of industry around
the country. A recommendation to increase subcontracting by large
enterprises to small companies was prominently mentioned. The NIP
also expressed a desire, considered by most observers as premature,
for Bangladesh to move away from assembly-type operations to ac-
tual manufacturing.'®

Various incentives for investment, both domestic and foreign, were
included in the NIP. An encyclopedic total of 84 industries were
identified where technology was desired, mostly from foreign inves-
tors. The system of Investment Schedules was supposed to be stream-
lined. These Schedules had compiled a remarkably consistent record
of earmarking the wrong industries for investment and expansion.

The list of “free sectors,” where no formal governmental permis-
sion was required prior to investing private funds, was greatly ex-
panded. These were mainly in industrial areas where the public
sector was not active, and also where relatively small private units
were doing quite well. In those cases where governmental sanctions
were still necessary, the NIP made a gesture at streamlining and
shortening the process. Deadlines for approval were set, but rarely
met.

A Foreign Investment Cell and a “One Stop” Service were set up to
facilitate investment applications from foreign companies. The inef-
fectual performance of the latter unit prompted frustrated applicants
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and local wags to suggest its name be changed from “One Stop” to
“Dead Stop.”

The performance and profitability of SOEs were to be improved by
installing and monitoring a management information system (MIS),
permitting more flexibility in pricing, encouraging greater efficiency
and more autonomy in operations.

Reaction to the New Industrial Policy was mixed. Everyone ac-
knowledged that something dramatic, even drastic, had to be done to
turn around the faltering economy. All but the diehards realized that
such hopes could not possibly rest with the lumbering, graft-ridden
state enterprise system.

But privatization, as such, had few passionate advocates. The left-
ist-leaning academics and intellectuals were almost universally op-
posed, as is so often the case in former colonial societies. Like their
counterparts elsewhere, the Bangladesh academics decried the influ-
ence of foreign ways, but loathed even more the traits and backward-
ness of their own traditional society. In some ways, they have been
more foreign than the foreigners. They speak in grand humanitarian
terms, while building elaborate state control systems within which
they can play olympian guru roles.

There arec competent and dedicated scholars in Bangladesh, but
generally the scholarship is slanted and polemic. This is particularly
so on the subjects of privatization and private enterprise. Few have
business experience, except in hawking their scholarly wares.

The Awami League, now the opposition party, was a dedicated foe
of privatization of the mills, holding to the tenets of its socialistic
manifesto. There was a certain irony in this, in that quite a few of the
mill owners, who had originally been set up in the business by the
EPIDC, were early and important supporters of the Awami League.
They had obviously split from the party on this issue.

The workers were loosely aligned with the Awami League, al-
though their opposition to privatization was based on practical is-
sues, not ideology. They feared that divestiture of the vastly overstaf-
fed public enterprises would result in loss of jobs in the name of
efficiency and profitability. Unemployment in a subsistence economy
of an overpopulated country like Bangladesh is a very serious matter.
The labor force has the traditionai fear of the powerless at times of
dramatic change. As bad as their current lot is, the turmoil and
doubts associated with the unknown is worse.

Unempioyment in Bangladesh has consistently hovered around 37-
38 percent, and underemployment is even higher. The workers had
been given false hopes by the nationalization of 1972. In 1975, they
had been worried, but went along with the government’s tentative
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moves toward privatization in the hope of better times. Their atti-
tudes had hardened by 1978-79. By 1982, they viewed privatization as
a threat, particularly since the principal denationalization was to take
place in jute and textiles, the two industries employing the most
people.'¢

Cynical after centuries of exploitation, the workers saw a dynamic
private enterprise economy as a way for the rich to get richer, rather
than as a way to create more jobs or generate increased income. Self-
serving leaders of the violent labor union movement, fearful of losing
power, made certain that those fears and forebodings were constantly
reinforced.

Meanwhile, the rural and agricultural population, which comprised
more than 80 percent of Bangladesh’s people, played their usual pas-
sive role, unconsulted and apparently unconcerned about privatiza-
tion of the “modern” industrial sector. The farmers, the country’s
most influential private sector, felt little kinship with urban business-
men. Whatever contact they had experienced had been characterized
by exploitation.

Many in the burcaucracy viewed privatization as a threat to their
jobs, their power, and their access to graft. More than a few, particu-
larly at higher, policy levels, did realize the weaknesses of the current
system, and had come to the conclusion that the government was a
poor businessman anyway. They would be relieved to unload the
burden of the stumbling state enterprise system.

The biggest support of privatization came, of course, from the
business community and the traditional elite who had influence with
the political leadership. But even in the business community, there
were some who looked upon privatization with uncase. A few shared
the view of the academics and bureaucrats that Bangladesh’s private
sector was not sophisticated or public spirited enough to take the
primary leadership role.

A few of the business elite saw the rise of the private sector, the
broadening of its base, and increased competition as a potential threat
to their own business empires; and they quietly colluded with sympa-
thetic circles in the burcaucracy to keep privatization policies and
programs within palatable limits that served, not endangered, their
interests.

One cannot help but wonder what prompted the political leader-
ship to undertake such a bold step in the face of almost universal
antagonism in a society so factionalized and riddled with self-inter-
est.

The primary reason for pushing privatization in 1982 was the same
as in 1975. The previous experiment—nationalization and public
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sector domination—had failed miserably. The situation had deterio-
rated even further by 1982. One senior official in the Ministry of
Finance said, “We had wasted 35 years [1947-1982]. We had to do
soriething different and definite!”"

As noted earlier, most governments don’t opt for privatization for
positive reasons, but usually because something else has failed. That
is why the first moves toward privatization in Bangladesh and, in-
deed, in most LDCs, were cautious and lacking in confidence. Such a
move is inherently unfamiliar to governments, who only vaguely
sense that privatization is the way to go.

As Shafiul Azam said, “Few saw the only hope as private sector
grov.th.” ' Ershad and Azam struck quickly and decisively before
the antagonistic but scattered factions could coalesce into a more for-
midable opposition.

Many of the Bangladesh government’s actions over the years have
been ad hoc, poorly planned, and even more poorly carried out.
Some, however, have been handled thoughtfully and planned meticu-
lously. As always, the personalities involved have been the decisive
factor.

In key instances, for example, the government was fortunate in
having the _crvices of Shamsul Haque Chishty and Shafiqur Rahman,
the two senior aides of Shafiul Azam mentioned earlier. Azam gave
them the following guidance regarding the disposition of statc enter-
prises, “Dispose of each file (1) objectively, (2) quickly. and (3) apply-
ing high standards of quality. Then follow it up - keep at it. Also,
build a good library for reference.”*®

One of the problems of Bangladeshi burcaucracy is that carcful,
step-by-step planning by such people as Chishty and Rahman is not
followed up by consistent implementation. All too often, the ten-
dency has been to turn out a meticulously crafted policy statement
and then proclaim, “Well, that’s done, ” as if that was all there was to
it.

Chishty was in charge of important phases of the negotiations for
the sale of abandoned mills and the return of other mills to former
owners. He was well informed on the subject and knew all the
principals, havirg been Chairman of the Board of BJMC a few years
earlier. Because he handled return of the jute mills so efficiently, he
was subsequently appointed to oversee the process for the textile
mills as well.?

Four basic forums handled the claims:

1. Tender Committee—to open and examine the validity of
tenders
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2. Scrutiny Committee—to verify the title and nationality of
the former shareholders/owners (a terribly complicated process,
given the great variety of tangled relationships that existed)

3. Working Group—to evaluate the assets ard shares of the en-
terprises and principles, and to make recommendations for dispo-
sition, and

4. Disinvestment Board—to make the final decisions.

A floor price (the National Reserve Price or NRP) was marked out
and used as a basis for negotiating with former owners over their
bids. The final selling price was the NRP or the winning bidder’s
(there were several bidders in some cases), whichever was highest,
other things remaining the same.

The successful bidder was to make a down payment of 25 percent
before the final transfer if the mill was located in a developed area
(such as Dhaka, Khulna, Chittagong, and the like), or 20 percent if it
was in a less-developed area. The balance was to be paid off in 3
equal annual installments for mills in developed areas or 4 install-
ments in less-developed areas. The payment was to begin 24 months
after execution of the Deed of Agreement for sale. The major details
of the complex agreements are included as an appendix® at the end of
the study.

One of the immediate problems facing Chishty and his colleagues
was to sort out which mills were fully “abandoned” property and
which ones had been fully or partly owned by Bangladeshis. Even the
determination of citizenship was not uncomplicated. There were
cases in which Bengalic had owned the majority of the stock, and
cthers in which they ¢wned less than 50 percent, but could be consid-
ered in the majority when their shares were combined with the hold-
ings of financial institutions.

There were other cases in which Bangladeshis owned less than 50
percent but were to buy enough shares to reach majority status. There
were still other instances in which they had been in minority status,
but had managed the mills. They were allowed to buy enough shares
to take control, provided their original holdings were not less than 30
percent (this requirement was apparently relaxed in some cases). As
one can easily see, this situation could be very complicated, but also
very important.

Eventually, previously owned shares could be bought at par or face
value or at the compensation price determined in 1972. Due to appre-
ciation, this was to the advantage of the former owners. If they had
owned less than 51 percent, they had to pay a revalued price for the
shares to bring them up to 51 percent. In some instances, they were
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required to purchase such additional shares if they were to recover
even their origiral investment.

All shares above 51 percent not previously owned were to be pur-
chased at market value, which was much higher than par. Most
purchasers opted not to buy at inflated prices. Therefore, the govern-
ment retained considerable portions of stock (and control) in the
“privatized” firms, a fact not generally realized outside of Bangla-
desh. As a matter of fact, only one or two mills are 100 percent
private. The degree of government participation or interference in
the operation of individual privatized businesses v-~ries markedly
from case to case. There does not appear to be any set pattern.

Another principal bone of contention was the liabilities of the SOEs
being divested. The first position of most buyers was that they should
not bave to accept any liabilities, even the ones existing at the time of
nationalization. Their argument was that if they had kept their firms
(i.e., no nationalization), they cculd have liquidated those liabilities.

Since it was obvious that the government would not agree to that,
the buyers fell back to another position: while they would accept the
liabilities existing in 1972, they should not be heid responsible for the
liabilities built up during 1972-82, when the firms were operated by
the government.

Ultimately, after prolonged and frequently bitter debate, the buy-
ers had to accept all liabilities. Several sources (both public and
private) told me that the President personally intervened and, in
essence, told the buyers, “Take it or leave it!” Mill owners said, “We
had no real choice. We had to accept or we’d never get our businesses
back.”Z

Thus, the buyers had to accept a price that they felt was unreasona-
bly high. Inflation worked two ways. Valuation of fixed assets, based
on earlier market values, favored the buyers because of appreciation
(although most equipment and facilities were old and in bad shape).
On the other hand, inflation had made debt service intolerable.

The result was that the buyers came to the conclusion that they
could not or should not pay back the loans out of the proceeds of the
business. They accepted the government’s deal with no intention of
paying back the loans. Some mill owners state that after the President
laid down his ultimatum, officials in the Ministries of Finance and
Industries told them to accept, intimating that the government would
compromise later.

Nonpayment of these loans remains a major unresolved problem to
the present. It must be faced and concessions from both sides must be
made. The two principal government development finance institu-
tions, BSB and BSRS,”? have repayment rates of approximately 10-12
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percent. The loans related to the divestiture of the jute and textile
mills are certainly not the only ones past due—nonrepaymerit is gen-
eral throughout the society—but the loans in jute and textiles are
large and prominent enough to draw attention.

Another key stipulation, which highlighted yet another recurring
issue, concerned personnel. The buyers were obligated to take over
all officers, staff, and workers, as well as their public service benefits.
They also had to agree to take on board a negotiated number of BJMC
officers and staff made superfluous by the transfer of the mills out of
the Corporations. No terminations were to be made for one year. As
it turned out, termination of workers even after that time was politi-
cally difficult, in fact, near impossible.

Negotiations over the privatization of the jute and textile mills
lasted six months and involved innumerable lengthy sessions.* It is
worth noting that the government accepted the Bangladesh Jute Mills
Association as the spokesman and broker for the private jute owners,
a break in precedent. Shafiqur Rahman reported that between June
1982 and June 1984, he supervised the divestiture of 87 public enter-
prises, in addition to the 33 jute mills and 31 textile mills.?

He also reported that another 92 small and medium enterprises
were in the process of being divested. In most of these cases, the
formalities were completed and agreements signed; down payments
had even been made; ail that was left was to turn over the enterprises
to the buyers. The government was legally bound to the transactions.

At this point, Shafiqur Rahman gave the President a full report,
including the matter of legal obligations. The President gave him the
go ahead.*

Everything was, however, put on hold after President Ershad made
a speech in August 1984 to the Bangladesh Steel and Engincering
Corporation Employees and Workers Forum, in which he announced
that no more public enterprises would be “disinvested or returned to
private entrepreneurs.” A news story at the time reported? that this
announcement was greeted with “applause and welcome slogans.”
The President implied that the government‘s New Industrial Policy
had really been designed to protect local industries, a policy which he
promised to continue.

One cannot be certain whether the President’s speech signalled a
major policy shift or was merely another instance of an insecure
politician catering to the strong feelings of a major pressure group.
Subsequent events and pronouncements have not shown a consistent
pattern, either for or against privatization. That very lack of consis-
tency, however, has indicated a lack of firm commitment to privatiza-
tion, or at least to its implementation.
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The fact remains that no significant divestitures nave taken place
since mid-1984. Shafiqur Rahman has stated that 70 to 75 of the 92
small enterprises in process were eventually handed over quietly, but
it has been difficult to obtain any kind of satisfactory verification.
The same is true of reports of another 20 “disinvestments” in 1985-86.

What probably took more out of the drive for a privatized economy
than the President’s speech was the departure of Shafiul Azam from
his position as Minister of Industries. Informed sources have said
that “95 percent of the accomplishments of the privatization move-
ment were made while Azam was in office.” After he left in mid-1984,
“the opposition in the bureaucracy got the upper hand.”?

Reorganization and Revitalization of the Public Enterprise System

One of the more heralded thrusts of the NIP was reorganization
and revitalization of the public sector. An NIP-generated special task
force, called the Committee for Reorganization of Public Statutory
Corporations (CRPSC), submitted its report in 1983. Among other
things, the CRPSC recommended that 13 SOEs should be abolished,
30 others amalgamated into 12 units, and 21 restructured. The re-
maining SOEs were to remain in the government stable, but under
continuing scrutiny.”

Other recommendations included the perennial ones of increasing
the operational autonomy of individual enterprises, giving them greater
flexibility in pricing, and running them along more commercial lines,
particularly in such areas as marketing and sales. Better monitoring
was recommended both by CRPSC and an excellent study carried out
under United Nations Development Program (UNDP) auspices.

The government has also experimented with management con-
tracts. For example, Fabrique National of Belgium was contracted in
1984-85 to run the ailing Bangladesh Machine Tool Factory. Similar
arrangements were discussed in regard to GEM Co., Ltd.; Chittagong
Dry Dock; Pragoti Industries; and North Bengal Paper Mills.* Out-
side management contracts may marginally increase the efficiency of
some SOEs, but the practice does not solve basic issues and, above all,
fails to face the issue of commercial survival.

As the World Bank has noted:

The recommendations of CRPSC, while accepted by the Government
of Bangladesh, have only been partially implemented . . . and those
dealing with the respective roles of Government, Corporation and en-
terprise; as well as issues of autonomy and accountability have not been
implemented 3!
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The major CRPSC recommendation that was carried out was con-
verting enormous SOE debt to equity. By early 1784, 24 SOEs had
been financially restructured by converting Tké.1 billion (US$244
million) from debt to equity, plus extending another Tk900 million
(US$36 million) in equity. Grants of Tk1.3 billion (US$52 million)
were given, and the remaining debt service repayments were sched-
uled.” This made the books look good and eased some pressure on
the budget, but did not snlve the basic problems.

Debt-equity swapping has, however, become popular in financial
circles. It is being tried in a number of countries, most notably in
Latin America. The keys are the use of local currency and the pres-
ence of an active secondary market. The swap is made at perhaps 70
percent of value. Supporters of the concept say it is good for all
parties, particularly in transactions involving sale of SOE debt tc
foreign investors. Foreign banks like it because it makes the books
look better. LDCs like it because it serves to reduce international debt
and gets corporations involved in improving industrial SOEs. Of
course, the middle man gets a cut.

USAID has shown some interest in the concept, but is proceeding
cautiously because of the built-in possibility that speculators can get
wiad of the sale, buy in advance, and quite possibly destabilize the
market. Debt-equity conversion is an extremely complex process, the
full potential and pitfalls of which are yet only dimly understood in
most LDCs.

Something had to be done in Bangladesh, however, when the debt-
equity ratio had reached 90:10 on the average. According to the
World Bank, public enterprises hav * survived only because of cash
subsidies from the government and loans from the nationalized com-
mercial banks.?

In 1971, it had been hoped that the SOEs would generate protits,
but they actually became a serious drain on the budget. It is difficult
to determine just how much public enterprises lose or make money,
mainly because of the way they structure their accounting. Subsidies
are often disguised, as are interest liabilities or huge loans. Profits arc
usually shown before interest, which gives a warped picture. For
example, in FY 1984-85, the net profit of the public enterprise system
was 5.1 percent (of sales) before interest, but 4.2 percent after inter-
est.* The net profit of the five main Corporaticns progressed from a
profit of Tk900 million (US$36 million) or 4.9 percent of sales in FY
1982-83 to -Tk2.2 billion (-US$70 million) or -9.2 percent of sales in FY
1985-86.3

In most years, the losses in the industrial enterprises more than
offset profits made by public financial institutions, with BTMC and
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especially BIMC the big losers. The World Bank states that the cur-
rent financial pesition of many SOEs “would be untenable under
normally applicable commercial criteria.”

Even though the number of SOEs has decreased over the last dec-
ade, their influence on the modern sector of the economy is still
profound, cspecially in large-scale industry producing intermediate
and capital goods with high forward linkages. This being the case,
the efficiency of SOEs also affects all downstrcam uscrs.

The following table shows the number of enterprises in all six
major public Corporations, the ministries under which they operate,
and a rough estimate of the share they have of certain industries:
From even this sketchy picture, one can easily sce that the public
sector is still a dominant factor in Bangladesh’s industrial economy ¥

No. of Share of

Corporation Ministry Units Selected Markets
BJMC Jute 35 jute products—63%
BTMC Textiles 48 textile—25%
BFIDC Agricu'ture 14 mechanized
forestry-—100%
BCIC Industries 23 cement—100%"

fertilizer—100%

pharmaceuticals—8%

rubber footwear--20%
BSEC Industries 25 basic steel

{not including

rerolling)—100%"

water vehicles—36%

bicycles—47%

pumps—50%

radios and TV —20%
BSFIC Industries 18 refined sugar—100%

‘Total units 163
*These are probably high estimates. Sce footnote 36.
Just how much have the divestitures of state enterprises carried out

by the varicus Bangladeshi governments contributed to the private
sector component of the industries listed in  the table to the economy
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as a whole? Also, how much of this contribution is due to general
private sector activity and growth, accomplished with or without
government encouragement or support? The answer to these ques-
tions is only clear in the case of jute and textiles, where the linkage is
direct and unambiguous.

Privatization and Private Sector Development Since NIP-'82

There is no question that the NIP-82 contributed significantly to
improving the environment for private sector activity. Investors’
confidence increased. A new breed of industrial entreprencur began
to emerge from the commercial trader ranks.

Economic activity became more varied. Industrial growth reached
9 percent in 1984 and 1985, after having beex almost nil in FY 1982
and 3.7 percent in 1983* as the result of political instability. Growth
came from labor-intensive private sector industries such as ready-
made garments, food processing (especially shrimp), light engineer-
ing, and pharmaceuticals, areas where the public sector was not di-
rectly involved.

The putlic sector grew less rapidly and stressed investment in
capital-intensive industries. Patterns began to shift. The combination
of jute, cotton, textiles, paper, and tobacco, which had represented 60
percent of production in FY 1974 shrunk to 40 percent by FY 1985.%

But this was still a troubled economy. Unemployment and under-
employment were still high, and productivity remained abysmally
low. Private sector performance, while mildly encouraging, was spotty;
and public sector performance was sluggish. Foreign exchange earn-
ings were tied to a declining industry (jute), and the country was
using 80 percent of the scarce foreign exchange for purchase of petro-
leum.*® And always lurking in the background was the disturbing
fact that the “unofficial economy” (i.e., black market and smuggling)
was almost as large as the official economy and, as a consequence,
influenced the application of resources.#!

By 1986, two-thirds of domestic savings were in the private sector.
Allocation of credit between the public and private sectors, which in
1982 had slightly favored the SOEs, had by 1986 shifted to the private
sector by a factor of 2 to 1. Unfortunately, the repayment problem
continued, and even increased. It became more profitable to borrow
than to produce.“

The rate of inflation slowed slightly to 2 percent in FY 1985 and 11
percent in FY 1986. Manufacturing was still only 12 percent of GIP
and 8 percent of total employment. The large-scale modern sector
employed 18 percent of the manulacturing labor force, but generated
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58 percent of valuc added. Small and cottage industries employed 82
percent of the work force, but only 42 percent of value added.®

The industrial sector grew to 14 percent of GDP in FY 1987. Growth
was greatest in labor-intensive export and import-substitution activi-
tics. Manufacturing declined slightly in the first six months of FY
1988 (after a rise cf 6.4 percent in F¥' 1987), mainly because of drops in
jute, textiles, tobacco, and t2sic metals industries. Food and chemi-
cals shecwed modest increascs. Leading indicators projected only a
1.8 percent increase in GDP in FY 1988.

Private investment slacked off due to political instability, the threat
of strikes in late 1987, and uncasiness over government treatment of
major loan defaulters. As the World Bank noted,”The uneven per-
formance of the manufacturing sector in recent years—high growth
rates followed by virtual stagnation—points to the r.eed for continued
and coordinated political reforms, as well as the need for further
diversification of the sector.”#

Given the inelasticity of the agricultural sector, it was recognized
that rapid economic development in general, and job creation in par-
ticular, would have to depend heavily on promotion of industry.
Further, it was also recognized that the potential for the growth the
nation so desperately needed did not rest with the ponderous public
sector, but with private enterprise.

The Third Five-Year Plan (1985-1990) was surprisingly frank about
the problems of the economy and the persistent gap between the
rhetoric of policy and the actuality of implementation.* The Plan
traced the increased role of the private sector in the development
process. Allocation for the private sector was 11 percent under the
First Five-Year Plan (1973-78), 16 percent under the Two-Year Plan
(1978-80), 35.5 percent under the Second Five-Year Plan (1980-85),
and 35.2 percent under the Third Five-Year Plan {1985-90).%

The Plan also spoke of the NIP as a “momentous step compared
with any carlier measures,” noting that denationalization of the jute
and textile mills had “significantly improved capacity utilization.”¥

The importance of :ncreased private investment was stressed. The
Plan posited that the improvement in the performance of the private
sector and, hence, its contribution to national development would
depend on improvement of the environment within which it must
operate. While noting the need of the private sector to “carn the
confidence of the society,” the Plan saw the government playing more
of a “catalytic role,” reducing “direct interference with the economy
to a minimum” as the country moved “towards the market economy.”
It continued,
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The Third Plan will strengthen the process by increasing the private
sector, on one hand, and increasing substitution of direct vontrol by
indirect control through macro-economic policies reforms on the other.
The Plan thus emphasizes a greater reliance on policy planning than
before to ensure a harmony between social and private goals.*

These eloquent words authored by the Planning Commission for
the Third Five-Year Plan in December 1985 are worlds apart from the
socialistic ideology espoused by the Planning Commission in 1972
when it launched the nationalization program. Yet they share a com-
mon trait—detachment from reality—although it is manifested in vastly
different ways. While the 1972 pronouncement forcefully led the
government alcng a certain path (nationalization), it was, as we have
seen, divorced from the realities of the socio-economic conditions of
the time. The 1985 statement, while reflecting economic reality, was
not in sync with the direction, or lack of direction, the government
was demonstrating.

In the last several years, Bangladesh has pursued an on-again, off-
again, affair with privatization. The government has plunged boldly
forth at times, veered or backed off at others, and generally vacillated.
It is fascinating, if depressing. to observe the tortuous, ambivalent
pursuit of major national policy—policy by whim, if you will. To
demonstrate this, a sampling of headlines and clips from newspaper
articles during the period follows, starting with President Ershad’s
speech of August 25, 1984.

“No more disinvestments”
The New Nation, 8/26/1984

“Industries Minister Defends Privatization Policy”
“NIP a progressive measure”
The Tide, Fall 1984

“Some disinvested units may be taken back”
Bangladesh Observer, 10/18/1384

“A fast diminishing public pressure in Bangladesh”
“government may sell up to 49% equity stakes to private investors in
government-owned banks, shipping lines, the national airline, and
the telephone industry via the stock exchange”

Far Eastern Economic Review, 7/25/1985
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“556 industrial units divested so far”
“Minister of Industries says process of disinvestment will continue to
encourage the private sector”

The New Nation, 8/5/1985

“Another dose of privatization: Ershad announces disinvestment of
existing NCBs” (nationalized commercial banks)
Holiday, 10/11/1985

“DISINVESTMENT”
“Recognizing (he importance and impact of PRIVATIZATION, the
Government will continue to pursue the following policies:

(i) abandoned, vested and taken-over industrial enterprises and
shares and other proprietary interests will continue to be disinvested;

(ii) industries established with Corporation’s own resources or
ADP (ed: national budget) may also ‘“ie disinvested;

(iii) Corporations may develop industries . . . and then disinvest
them or unload their shares;

iv) shares (of state enterprises) will be unloaded mainly through
public subscription or through the Investment Corporation of Bang-
ladesh”

Industrial Policy—1986
Ministry of Industries, July 1986%

“More enterprises likely to be disinvested”
Holiday, 9/19/86

“New Industrial Policy realistic says Moudud” (Deputy Prime Minis-
ter and Minister of Industries)
Bangladesh Observer, 10/9/86

“No more special protection for public sector says Moudud”
The New Nation, 10/26/86

“Public sector units to be turned into companies”
“must survive in open market competition”
Bangladesh Observer, 12/26/86

“Disinvestment of NCB soon likely” (Rupali Bank)
Bangladesh Observer, 12/20/86
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“Shares ready for public offer”
Holiday, 1/9/87

“No more subsidy to public sector”
Bangladesh Okbserver, 1/14/87

“Rupali B..nk to remain in public sector”
The New Nation, 1/22/87

“Jute mills disinvested for corruption: Zafar (Minister of Jute)
Bangladesh Observer, 2/4/87

“Private scctor to be made dynamic: Ershad”
“government-owned industries and banks will remain in public
sector”

Daily News, 2/6/87

“Private, public sectors must co-exist: Ershad at CU; {OPE*”
Bangladesh Times, 2/6/87
* Consulting Zummittee of Public Enterpriscs

“Ershad rules out bank disinvestment—public sector units won’t be
privatized”
Bangladesh Observzy, 2/6/87

“132 disinvested unite failed to pay”
“Moudud said that there were provisions to scrap the agreements
with the lawyers and take over the disinvested units by the govern-
ment again”

Bangladesh Times, 2/24 /87

Ershad: “I believe in a mixed economy in a country like ours”
“Certain industries—we have reserved—no private enterprise com-
ing in—but, by and large, small and medium industries must go for
privatization.”
“the stock exchange is activated—so this is also in a way privatiza-
tion.”

The Tide, Special Issue, Feb-March 1987

Industry: “After privatization . . . poor performance . . . led t»
national consensus to visualize the whole thing once again”
“Recognizing the importance and impact of privatization, the gcyern-
ment will continue to pursue disinvestment.”

The Tide, Feb-March 1987
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Moudud: “The process of privatization accelerated and it achieved
the desired goal.”

“This is now a policy of consolidation of the privatization of our in-
dustries.”

“There will te balasced growth between public and private sectors.”
“We would }k: to make the public sector competent and profit-
making.”

The Tide, Feb-March 1987

Finance: “The introduction of the 1982 industrial policy with a new
look toward withdrawal of government discretion from public sector
an-1 encouraging private sectar is now experiencing a transitione!
hazard regarding efficient management, procedural discrepancies and
political commitment.”

The Tide, Feb-March 1987

“Abandoned industries to be made public limited companies”
“51% to be retained by corporations.”
“15% reserved for workers”
“34% subscribed by public through stock exchange”
The New Nation, 4/27/87

“Call for strike at industries tomorr . w*”
“protest against the disinvestment policy of the Government”
The New Nation, 4/27/87

While all this flip-flopping and platitudinous posturing was going
on, senior officials of the government were saying privately to me in
late 1986 and early 1987 that privatization policy would and should
continue. For example, on October 23, 1986, Moudud Ahmed (then
Deputy Prime Minister, later Prime Minister, and now Vice President)
responded to my query about future divestiture of state enterprises
by saying, “In my personal view, we should give up all of them.”
Other senior people in key ministries said such things as:%

“The government should get out of manufacturing and do what gov-
ernment should do.”

“Sick or not sick—sell the public enterprises.”
“We should start selling the viable ones.”

“Bangladesh should denationalize in a big way.”
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By early 1987, however, it was becoming clear that despite confi-
dential endorsement, privatization would not be aggressively pur-
sued as public policy. In backing off, the emphasis shifted to promot-
ing a “mixed” economy®' and to making still another try at improving
the performance and profitability of the public enterprises, while still
declaring a continued strong commitment to developing the private
sector.

Over the years, opposition to privatization, if vocal and persistent,
has beer effective. The Awami League has been the most strident in
its criticism of the government’s privatization policy, even recom-
mending renationalization in some industries.

However, the noisiest and most effective public opposition has
come from organized labor. Strikes are almost automatically called
whenever a public enterprise is even rumored as a potential candi-
date of privatization. Several union-sponsored Disinvestment Resis-
tance Committees sprang up cover the proposed privatization of the
Rupali Bank in early 1987. Small demonstrations are almost a daily
occurrence in the central commercial district of Dhaka.®? Citywide
and countywide strikes are in vogue. Not infrequently, striking work-
ers actually kidnap factory managers and their principals, holding
them hostage until labor demands are met.

Mobs in South Asia are volatile and unpredictable. Deaths are r.ot
uncommon during these demonstrations. Such demonstrations have
become even more prevalent and dangerous since organized labor
has found out that violence pays off when dealing with an indecisive,
insecure government.

One of the more striking revelations for a person studying Bangla-
desh affairs is that the Martial Law Authority (MLA) has not lived up
to the usual image of such regimes, on2 of exercising no-nonsense,
iron-fisted control. Instead, the Banglacesh version of MLA govern-
ment has been characterized by impotence. (It should be noted that
martial law wa¢ officially cancelled in 1988, although most of the
trappings are still in evidence just beneath the surface.)

While loss of jobs and making the rich richer are the principal
charges leveled against privatization, the accusation of pressure from
foreign donor agencies is another frequent and effective criticism.
Accusations of excessive foreign pressure is an effective political device
in a former colony; but in this case, it seems to have been exaggerated.
The role of donor agencies will be discussed in so:ne detail in a later
chapter, but for the present, I will only say that I found that outside
pressure has been exerted in Bangladesh less than expected.

There is no doubt that the World Bank and the U.S. Agency for
International Development (USAID) both favor emphasizing the pri-
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vate sector approach to economic development. They have both ex-
pressed such beliefs frankly to various Bangladesh regimes. But I
found little evidence of undue pressure or ultimatums of “privatiza-
tion or else.”

There has been donor pressure for instituting various reforms,
particularly in financial management; but the relationship to privati-
zation appears to have been more indirect than direct. Until very
recently, what pressure there was was apparently neither forcefully
exerted nor terribly cfiective.

The World Bank has generally advocated private sector develop-
ment; but has shown more interest in backing reform and revitalizing
of SOEs than in privatizing them. Structural adjustment and financial
discipline, with particular regard to repayment of privatization loans,
have been hallmarks of World Bank/International Monetary Fund
(IMF) policy.

USAID in Bangladesh has generally encouraged private sector de-
velopment over the years; but the effort has, by AID’s own admission,
been scattered and intermittent. Although it sponsored this study,
USAID/Dhaka has only carried out one major project directly related
to privatization; however, that one project was a most substantial and
significant one.

For eight years, USAID has beer the prime mover in privatizing the
distribution and sale of fertilizer, an extremely important commodity
in an agriculture-based economy such as Bangladesh’s. Irterestingly,
in this case privatization did not result from the divestiture of a
government entity, as was usual in Bangladesh. Rather, USAID helped
in the establishment and development of a private sector sales net-
work that gradually replaced the government distribution system.

In effect, the government apparatus was rnarginalized or frozen;
and the private alternative network was gradually built up, first at the
retail level, then at the wholesale level, and most recently at storage
points. Liberalization of regulations governing the importing of fer-
tilizer and related materials by private eatrepreneurs is under discus-
sion. However, direct importation and, especially, actual manufac-
ture of fertilizer will probably remain in government hands for the
foreseeable future.

This experiment in fertilizer distribution is a form of the “quiet
liquidation” that other LDCs, such as Taiwan, have used so effec-
tiveiy; but it is, to date, unique in Bangladesh. The project has not
been without its problems or critics, and is still politically sensitive.
Nonetheless, it involves an approach to “privatization of the econ-
omy” that warrants close scrutiny for application in other fields in
Bangladesh and elsewhere.>*
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Industrial Policy of 1986 and the “51-49 Plan”

In the midst of the headlines and media clips listed earlier, one
official government policy document was also quoted. That was the
important “Chapter VI—Disinvestment” statement of the government’s
Industrial Policy—1986 (IP-'86).%

The IP-'86 is basically a refinement of the NIP of 1982. Like its
predecessor, the IP-'86 includes an encyclopedic list of objectives and
strategies (15 of each). Most are similar to the 1982 proposals, though
in 1986 some additional attention was paid to incentives for both
foreign and domestic investment and to promotion of small and
medium agro-based industries.* Generally, IP-'86 broadens the scope
of NIP-'82 in regard to private sector development. Bangladeshi
officials are prone to say it has now “opened the window fully” for
the private sector.”

The industrial categories reserved for the public sector were raised
from 6 to 7 to include security printing (currency notes) and mining.
The “Concurrent List” was dropped, replaced by a statement that,
“All industries not reserved for the public sector will be meant for the
private sector.”*® The very successful “free zone” concept (initiated in
1980) 1hat allowed investment without prior approval in many fields
was connued.

A new feature was the appearance of lists of “priority” and “dis-
couraged” industries. There were 6 categories of “priority” indus-
tries: (a) agro-based industries (with 5 sub-fields); (b) Textiles (with
€); (c) tannery, leather, and rubber products (with 5); (d) chemicals,
pharmaceuticals, and allied products (with 12); (e) engineering (with
11); and (f) electric industries (with 5). Certain industries were listed
as “discouraged” because of over-capacity or under-utilization of
capacity. They included automatic rice mills, cigarettes, cold storage,
deep sea trawling, distilleries, edible oils, sugar mills, specialized jute
products, wooden tea chests, tanneries (for wet blue), and safety
matches.*

The 1986 policy mentioned more prominently than before the pos-
sibility of joint public-private ventures in industrial fields where the
private sector lacked sufficient funds; the government would gradu-
ally bow out of these ventures once they were functioning.¥ Also,
ancther attempt was made to streamline sanctioning and licensing
procedures.®

Here, however, we are interested in only two aspects of IP-"8¢: (1)
the restatement and elaboration oi a program introduced (but never
implemented; in NIP-"82 —of converting the public Corporations into
“public limited holding companies” and the consequent offering of
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shares to the private sector of up to 49 percent of enterprises under
the sector Corporations; and (2) the emphatic endorsement of privati-
zation and continued “disinvestment” at a time when the government’s
resolve was wavering.

At this point in this study, it is only necessary to mention the
highlights of the stock selling plan, describing (with some commen-
tary) what has taken place to date. More thorough analysis and
alternate scenarios will be reserved for concluding sections. (Sce espe-
cially Chapter 7.)

In the summer and fall of 1986, considerable fanfare was given to
the government’s intention to sell shares of public enterprises through
the reactivated Dhaka Stock Exchange or the Investment Corporation
of Bangladesh. Statements varied as to whether the government
would offer shares of all or only some enterprises.

It was obvious to most observers that many of the enterprises
would not be attractive investments. Who would want to buy shares
of an enterprise that had been consistently losing money for years?
Further, the potential for reform or revitalization might be limited
because of the government’s published intention of retaining 51 per-
cent of the shares and, hence, control of the enterprise’s fortunes.

Privately, officials have stated frankly that the government would
be willing, eventually, to sell 100 percent of the shares of most public
enterprises, but it would be politically impossible to admit this just
before elections. Given the undeveloped state of capital markets in
Bangladesh, the government only expected to be able to sell about 20
percent of the stock of most enterprises initially.

The stated purposes of the program were to increase opportunities
for private sector participation in the larger and more important phases
of the economy, to broaden the base of the public-private partnership,
and to add badly reeded cash to the exchequer.

Critics in the private sector said the plan was a way for the govern-
ment to save its floundering industrial empire with private capital,
but without giving up control, which would severely limit chances for
reform and improvement. In response, the government has intimated
that it would be willing to consider making concessions to substantial
buyers in regard to management of the enterprises.

For example, if a buyer or consortium of buyers were purchasing,
say, 33 percent of the shares of a given enterprise, they would nor-
mally expect to get 3 of the 9 positions on the board of directors.
Instead, the government intimated that it would be willing to offer
such a purchaser 4 slots, which is only one less than a majority and,
additionally, to turn over management of the enterprise to the private
sector.
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The buying of minority shares in a company is not a well devel-
oped concept in Bangladesh’s business world. Investors traditionally
want complete control. Also, the private sector lacks confidence in
the gevernment’s willingness to actually surrender control. They fear
continued bureaucratic interference.

In a public relations sense, the program is vulnerable to the criti-
cism that the shares will be bought by the already wealthy, dealt out
to cronies, or both. The government seems to feel, however, that the
51-49 Plan is more palatable to the general public, and especiaily, to
the labor force than outright divestiture.

One stratagem the governiment has offered to allay fears is to show
interest in offering 10-15 percent of the shares to employees, individu-
ally or to their retirement trusts. Shares would be priced at 100 to 200
taka to enable poor workers to participate.

This is a new idca for the government, and one that deserves priority
attention. The Employee Stock Option Program (ESOP) has been a
successful ploy in other LDCs. In Bangladesh, it could be an effective
method of lessening labor unrest and disruptive activities. Itis amazing
how attitudes change once a worker becomes an owner.

Perhaps it is for this reason that union Ieaders, feeling possible loss
of their own power, are showing less enthusiasm for the plan than
one might expect. Incidentally, several government officials expressed
strong feclings against permitting unions to buy shares. They tend to
believe that would be like letting the fox into the chicken coop.

The stock-sclling plan has obvious weaknesses and has not been
carried out effectively; butin an cconomy like Bangladesh’s, the 51-49
Plan should not be dismissed out of hand. It can be a way to gradually
build up a capital market. Extrerne care must be taken, however, to
avuid over-concentration of shares, money, and power. Restraint
along these lines has not been one of the cardinal virtues of Banglade-
shi political leadership to date.

More thoughtful planning will also be required than the govern-
ment has shown so far. For example, the initial entitics proposed for
the share-selling scheme were four enterprises under Bangladesh
Chemical Industries Corporation (BCIC), the two large development
finance institutions (BSB and BSRS), and onc of the nationalized
commercial banks (NCBs). It is not at all clear what criteria were used
to select BCIC as the trial case, although it is at least encouraging that
the four medium-sized enterprises selected are all profit-making.*
The assumption is that the choice of BCIC was an ad hoc decision. It
may turn out to be a fortuitous decision, but one would not normally
select the chemical industry for such a program because of costs,
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required levei of technology, and dependence on expensive imports
(and consequent onerous red tape).

It is difficult to figure out what prompted the government to be-
lieve that investors would seriously be interested in buying shares of
BSB and BSRS. The sums involved are vast, and the two are virtually
insolvent. It would take a real plunger to speculate on these stocks.

Rupali Bank was proposed as the NCB to be put on the block. Since
Rupali is the most profitable of the four NCBs, it is again encouraging
that the government is aware of the need to offer attractive enter-
prises at first. But the government handled the situation so badly that
it has endangered the entire deal.

The Managing Director of the Rupali Bank walked into the bank
one morning to find three senior government officials in his waiting
room. When he ushered them into his office, they promptly informed
him that his bank was to be privatized in two weeks. This lack of
thorough preparation, consultation, and consideration of al. relevant
factors is typical of the compulsive way the Bangladesh government
handles its affairs. It frequently operates from en haut or as if it were
in a vacuum.

The result in this case was that when the bombshell was unloaded
on the staff, they walked off en masse. Rupali was pulled off the
market, then later put on again. It has bean offered three times, but
interest has been minimal. This is doukiy unfortunate because, on
purely economic grounds, this is an attractive offering.

A similar situation transpired in regard to the Dhaka Stock Ex-
change, the private instrumentality that would be required to handle
a large percen*age of the stock sale and transfer transactions. Even
though there had been countless public pronouncements and newspa-
per reports about the 51-49 Plan for several months, no one from the
government discussed the situation with the Dhaka Stock Exchange
(DSE) as late as October 8, 1986, when I called on them to determine
what preparations were being made to handle the tremendous in-
crease in their business that would inevitably result from the pro-
posed stock sale program.

As a matter of fact, no one from the government came to the DSE
until February 23, 1987, when the Deputy Prime Minister appeared to
give what amounted to a “pep talk,” but not to engage in substantive,
technical discussions.

The Stock Exchange in Dhaka has gradually increased in activity
and sophistication since its reactivation in 1976. Nevertheless, it is
still a relatively primitive institution, manifestly incapable of respond-
ing effectively to the demands of the enormous program the govern-
ment is launching.
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Finally, the government has ..ot adequately rescarched the com-
plex legal and constitutioral issues involved in converting the Corpo-
rations into public limited holding companies and sorting out ques-
tions of transferring shares and control of assets. The government
may be in conflict with its own laws. These matters must be handled
before anything el: > can proceed.

Nevertheless, irc a conversation on October 23, 1986, the Deputy
Prime Minister stated thai he expected the program to get rolling
soon, noting that he was counting on 30-40 crore taka in revenue from
the program in the current budget. He also mentioned that while he
personally favors a broad base of investors, the Ministry of Finance
would prefer to 1estrict the number of sharcholders.

The government has not resolved the delicate financial-political
question of how you allow the certain amount of ccacentration of
wealth necessary to build a viable capital market without creating
over-concentration as has happened in many countries. The govern-
ment should be very conscious of the adverse political and financial
ramifications of the domination of the Pakistan economy by the fa-
mous (or infamous) “22 families.” Fortunately, the fledgling capital-
ist class ir. Bangladesh does not appear to have the potential for that
degree of over-concentration oi wealth and power.

Despite the ambitious language of the IP-'86, no major divestitures
followed. Few observers felt that anything significant would happen
prior to the elections in November 1986. There was speculation that
the government might feel secure enough after the elections to move
forward again on major economic problems. For one thing, mary felt
that the government would clamp down on rampant labor movement
violence. This nad not happened by mid-1988.

Second, it was thought that the administration might move again
toward divestiture of selected public enterprises. That, also, has not
transpired. In fact, the government seems ‘o be moving further away
from that option. The saie of shares is the substitute privatization
measure.

Third, it was hoped that the government would move aggressively
against loan defaulters or act in some other manner to solve the
serious nonrepayment dilemma. Action was not taken here cither.
Previously, the government had not staunchly backed the DFls, but
did in December. BSB had set a December collection target of Tk175
million (US$5.8 million).® By virtue of aggressiveness they actually
pulled in Tk250 millio~ ‘115$8.2 million). The total collected for July-
December was Tk3.6 buno.. (US$119 million), which for the first time
in history exceeded its target, which was Tk4 billion (US$112 mil-
lion).%
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All of the excess came from the private sector. Because the Decem-
ber target for collection from the public scctor was not met, Tk20
million (US$667,000) was collected against a target of Tk34 million
(US$1.1 million).

BSB had targeted 16 of the larger defaulters (all jute mills) and got
12 of them to bring payments more up to date. When th2 other 4
found out that they could not get credit anywhere else, 2 of them
settled.

A list of 132 firms in default was published in local newspapers.
Four debtors were summarily throwu in priscn, which caused a furor
in the business community. The lesson was not lost on other defaul-
ters. Repayment picked up. But investment rates dropped. Some
observers, both in and out of government, felt that the “legal system is
being completely upset and distorted” by the jailing of the 4, in that
criminal law was being applied in a civil law situation.®

There is no question that something had to be done about the
desperate default problem; and it is hoped by the World Ban} and
others that the pressure will be kept on. The government certainly
made its point, but its impetuousress may have spawned a whoie set
of new problems. One partially redeeming feature is that stricter
collection activity may help in some measure to improve the ghastly
financial situation of the DFls, but probably not enough to mak.e their
shares more attractive on the stock market.

Outright opposition ‘o privatization has lessened by mid-1988.
Highly ballyhooed national strikes in the fall of 1987 were not as
disruptive as feared. There were a number of reasons for this, but
there is no doubt that the offer of 15 percent of the stock of any SOEs
to the employees had a quicting effect on labor.

Aiso, by mid-1988 opposition parties are padly splintered. They are
somewhat discredited because they have not been able to come up
with any coherent alternative to the government’s basically pro-pri-
vate sector program. The Awami League has talked a great deal
about renationalizing industry; but few have believed the rhetoric. In
the final analysis, people have come to believe that drastic reversal of
the privatization program is neither possible nor desirable. Ornly a
handful of the most ardent Awami Leaguers still believe that the
SOEs can be turned into profit-making entities.

SOE performance has remained unsatisfactory. The Public Enter-
prise (Management and Coordination} Ordinance of 1986 granted
substantial autonomy for SOEs and established measures for monitor-
ing and accountabiliiy, but they have been inconsistently implemented.
Of the 16 SOEs listed for selling of shares, only three were marketed
successfully in FY 1987.%
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Economic performance in 1987 was a mixed bag. Heavy monsoon
rains in July-September caused the most serious flooding in 30 years.
Agriculture and agricultural investment were adversely affected.
Private industrial investment and production, both of which had
dropped off sharply in FY 1986, picked up somewhat in FY 1987.
Manufacturing was up 6.4 percent in FY 1987, mainly due to in-
creased production of jute products for export and greater domesiic
demand as stronger measures curbed smuggling. Manufacturing
showed a slight decline ir the first six months of FY 1988, mainly
because jute, textiles, and basic metals fell off again

Conversely, what economic progress there was during the period
continued to come almost entirely from the private industrial sector,
especially from the 125 “free sectors.” Regulatory liberalization also
began paying off. In short, while privatization of state enterprises
was not touted publicly, privatization of the overall economy pro-
ceeded quictly but steadily. &

Privatization in Bangladesh—A Recap

This brings the Bangladesh privatization story up to the present
(mid-1988). Before we proceed to in-depth analysis and evaluation of
various aspects of the subject, it might be useful to recap what has
transpired.

Successive governments in Bangladesh have divested or denation-
alized 609 industrial enterprises, 2 banks and an estimated 465 com-
mercial businesses, for a grand total of 1,076.

One can add in another 3,000-4,000 if one wishes to cover the small
commercial trading firms that sank out of sight, as described carlier.
ror the record, of the 609 industrial firms, 12 were hangovers from
EPIDC, 120 were unloaded quietly during the Mujib period (1971-75),
255 under the official privatization policy of the Zia Government
(1975-81), and 222 (including most of the larger ones) under the NIP-
'82 and [P-'86 of the Ershad regime.

The numbers are impressive. As we noted in the introductory
chapter, even a recognized authority such as Elliot Berg was prompted
by such figures to call Bangladesh “a charnpion performer in the
world of privatization or divestiture.”® The preceding pages should
convince any thoughtful reader that while Bangladesh’s experience
with privatization has indeed been remarkable, the performance has
not been of championship caliber. The numbers are impressive, but
they are also misleading.

Bangladesh’s privatization cffort has been carried out without a
coherent and consistent plan. After one gets past the sloganeering, it
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is difficult to determine just what specifi objectives the v/ rious Ban-
gladeshi governments had in mind when they issued privatization
poficy statements.

‘There has also been an enormous gap between policy statements
and implementation. It is as if once the policy is issued, that is the
end of it, that’s all that needs to be dorie. The Bengalis’ renowned
love of words that has carried them to the heights of South Asian
poetry and literature may have hetrayed them in the tangled world of
politics and economics.

The several Bangladesh governments have not sufficiently under-
stood that the formula for success in privatization involves more than
the unloading of large numbers of unprofitable state enterprises. Real,
lasting success also requires a well integrated set of concrete pro-
grams that ensure that the private sector can flourish. What is in-
volved is not just divestiture, but privatization of the economy. To
accomplist this, the roles of the public and p-ivate sectors must be
clearly defined and consistently acted out.

Given these shortcomings, it is remarkable that privatization in
Bangladesh hi. proceeded as far as it has, and accomplished as much
as it has. In the following chapters, we shall investigate some of those
weaknesses and strengths and, in the process, come up with some
conclusions and recommendations for future policy and courses of
action,

Notes

1. World Bank: Bangladesh: Recent Economic Developments and Selected
Development Issues—Summary and Conclusions (Washington, D.C., South Asia
Progirams Department, March 18, 1982), Report No. 3768-BD, pp. 1-4.

2. U.S. Embassy/Dhaka, cable #0 148658Z Jan. 1987; Chishty, op.cit., p. 10;
WB/Dhaka—Indus. Sec.,, p. 1.

3. Technically, Azam’s position was Advisor in Charge of the Ministry of
Industry and Commerce, a title occasionally assumed by senior officials be-
fore they actualiy take on the mantle of a cabinet minister (which he did a
short time later).

4. Conversation—Azam, 10/3/86.

5. ibid. For the reader’s informaticn, the term “golden” has a special
significance in Bangladesh, which used to be called “Golden Bengal.” Jute,
the leading crop, is knowr as the “Golden Fiber.”

6. ibid.

7. Conversation—3. Rahman, 12/2/86. As already mentioned, Chishty is
Secretary of the Ministry of Establistment, in which capacity he passes on all
of the senior appcintments to the public service. Shafiqur Rahman retired in
August 1936 as Joint Secretary of the Ministry of Industries and Chief of the
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Disinvestment Wing. Rahnian assisted Chishty with the latter's outstanding
paper on privatization. Rahman is generally recognized as Bangladesh’s lead-
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The Private Sector’s Performance

The first question asked when privatization in a country is being
evaluated is almost always, “How have the privatized enterprises
performed?” This question is invariably fired in unison with the even
more pointed query, “IHave they made money or lost money since
being privatized?”

These are legitimate questions. In most countricz, they would be
appropriate questions. In Bargladesh, however, they are not the right
questions.

Attention should focus on the economy, on the policy and regula-
tory environment within which the enterprise must function, and not
on the entergrise itself. This is not an attempt to avoid taking a hard,
close look at the weaknesses or failures (or successes) of ind:.vidual
privatized industrial enterprises. Rather, it is an approach that recog-
nizes that in Bangladesh’s struggling, backward economy, there are
powerful adverse forces and factors that have more influence on
determining an enterprise’s fate than its own “performance.”

As previously stated, privatization cannot, in and of itsclf, solve
Bangladesh’s enormous economic problems. In tura, the success of
privatization depends on creating and suztaining an overall economic
environment that fosters dynamic growth through increased private
sector activity.

The possihility of a denationalized industrial enterprise prospering
is governed more by a variety of external factors, such as conditions
prevailing in the enterprise’s particular industry, government poli-
cies and procedures, general economic forces, and the like, than by

98
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the internalized criteria usually applied that focus on maragerial
skills, marketing acumen, technical know-how, or profit and loss (P&L).
The latter group unfortunately, have often been the “measuring sticks”
used and manipulated by critics to “substantiate” predetermined
opinions.

The above is true of any private enterprise, but divested firms ¢fien
possess special inherited burdens that threaten viability. These might
include bloated and unmotivated staff; inefficient production and
marketing systems; old, poorly-maintained equipment; and substan-
tial debts.! Some, but certainly not all, divested enterprises start out
with two strikes against them. In fact, these additional burdens make
focusing primarily on the individual privatized enterprise even more
misdirected and unproductive.

The suggested broader approach is consistent witn our position
that what is important to consider about privatization is not just the
unloading of state enterprises, but the privatization of the economy.

There is a school of thought that proposes that the most efficient
way to evaluate privatization is to “go to the books” of the individual
divested enterprises. Thatapproach is rejected as a primary approach
in this study. Of course, it would be folly to disregard the accounting
and financial records of privatized firms; they can provide the thought-
ful investigator with useful information. But analyzing the books is
only one of many tools and, in Bangladesh, not one of the most
productive.

A principal drawback is that accounting information is extremely
difficult to obtain and is likely to be unreliable. Sharing of corfiden-
tial financial information is not a local tradition. The Chinese practice
of keeping three sets of books (one for the government, one for your
partner, and . ae for yourself) has its highly-developed Bangladeshi
counterpart. Lack of trust of outsiders and fear of the tax man is
erdemic.

Also, in interpreting accounting data there is often a tendency to
apply western criteria to Bangladeshi practices and procedures. Fur-
ther, the accounting systems of most Bangladeshi firms are simply not
sophisticated enough to develop the infoi mation and insights one is
able to glean from company accounts in more sophisticated business
communities. In order to evaluate the performance of a denational-
ized enterprise or understand what has contributed to the success or
failure of privatization in Bangladesh, one needs much more than
accounting analysis.

In pursuing this research project, a conscientious attempt was made
through interviewing and a carefully constructed questionnaire? to
gather accounting data, financial information, production and sales
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figures, and the like. While considerable data was collected, its value
and limitations had to be regarded realistically. We were constantly
reminded of the local juke, genially offered in business circles, that a
Bangladeshi entrepreneur will tell you that, “Our production is up,
produciion costs are down, sales are up—but, by the way. we’re
losing money.”

Therefore, other information was considered more important in the
preparation of this study. This other material included such items as
prevailing conditions in the particular industry, labor problems, fu-
ture plans for expansion, government policies and practices that help
or hinder the firm’s business activity, and the like.

The present report was guided by the dual premise that privatize-
tion in Bangladesh is a policy-oriented study and that privatization is
only one aspect of a loosely integrated economic mosaic.

The problem in pursuing this subject is to keep everything focused
on privatization without neglecting the broader issues that signifi-
cantly affect it. This is particularly difficult when addressing the
matter of “performance” by the privatized sector.

Notes on the Bangladesh Business Community

The nature and make-up of Bangladesh’s busiress community has
changed dramatically in recent years. Much of this has been due to
privatization and other government policies that have increased in-
centives for private investment and liberalized regulations affecting
the business community. There has also been a gradual maturing
process as more budding industrialists took advantage of opportuni-
ties opened up for private enterprise after denationalization started
around 1975.

East Bengal cum East Pakistan was dominated by non-Banglade-
shis, i.e., British, Bawanis from Burma, Pakistanis, or Marwaris, Biharis,
and West Bengali Hindus from India. The presence of prominent
non-Bengali elements in Bangladesh’s economy is still strong today,
and becomes stronger the deeper one digs under the surface. Never-
theless, Bengali Muslims are increasing their presence and influence
in all facets of their country’s business life, not just the commercial
trading paths they traditionally followed.

Nationalization put a crimp in that development for a while, per-
petuating the small shopkeeper stereotype. Just prior to liberation, it
was estimated that 47 percent of fixed assets were in the hards of non-
Bengalis. One of the justifications for nationalization was that there
weren’t enough Bengali managers to run the abandoned Pakistani
enterprises. [ have never been completely sa:isfied by that argument;
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and there is also a substantial body of local opinion that there were
more locals around at the time with managerial experience, though
perhaps few at the top decision-making levels. For example, in the
two principal industries, jute and textiles, there was considerable
experience, even ownership, as the NIP showed in 1982 when so
many mills vere returned to former owners and managers.

The fact remains that in 1972 someone had to run the abandoned
busiresses. One cannot but note that the public service, which took
over, had to search frantically outside its own ranks to find managers.
Many of these were found in the private sector. The fact that many
were unfortunate choices speaks as much to the politics of the affair
as anything else. The nationalization program, in the final analysis,
did provide a managerial training ground of sorts, although a lot of
time was lost and some inappropriate methods practiced.

The concept of corporate management, iraportant in the modern
industrial sector, is still not well understood in Bangladesh business
circles. Many Bangladeshi enterprises, even most of the larger ones,
are still run along family business lines. Sons, rather than profes-
sional managers, arz trained or at least destined to take over from
aging patriarchs to preserve the family holdings.

There are progressive industrialists, however, who see the limiting
aspects of the traditional system. For example, Affsaruddin Ahmed, a
Chittagong industrialist with a wide range of hold 1gs in construc-
tion, shipbreaking (dismantling), engincering, textiles, and rubber
products, is dedicated to the proposition of hiring, training, and de-
veloping professional management. In 1986, he purchased Bengal
Belting, a venerable rubber products company that had been dena-
tionalized in 1983, but had failed under the first buyer.

Ahmed bought it and promptly recruited a professional manage-
ment team. While Ahmed is active in policy decisions, he deliberately
leaves the day-to-day running of the company to his managers. Heis
proud that he “hires the best” and that “it is not a one-man show.”
Bengal Belting is recovering nicely. Production is up, production
costs are down, sales are up, and they’re no longer losing money.?

Unfortunately, there are still not enough enlightened industrialists
like this man in Bangladesh; but, then, there weren’t many in Taiwan
or Korea 25 years ago either. Management training of a practical and
professional (in contrast to academic) sort is badly needed in Bangla-
desh.

The most interesting group to emerge recently is the new breed of
owner/managers who are now entering the industrial scene. They
come from a variety of backgrounds, but most are from the commer-
cial/trading world. Others have made their money in the manpower
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business, connected with service in the Middle East. Many have
profited in real estate. Some come from rural or small town agribusi-
ness or farming, and more than a few have graduated from the ranks
of small industrial shops. The majority are not well educated, and
few have experience in industrial manage.nent.

Their motives are as varied as their backgrounds. A common thread
among these former commercial trading types is their desire to put
their money into longer-range industrial investment rather than risk-
ing all on large-scale, one-shot commercial deals every so often. The
appearance of stability ana permanence is attractive even if the pit-
falls are only vagucly understood.

The same is true of the general attitude about quick profits. Most
will say they are willing to bank on longer-term profitability, but
don’t scem to comprehend what that implies in an industrial setting.
To them, long term is understood as two-to-three months, not three-
to-five years.

Parallel to this is the conception of profit. A long-time professional
colleague of mine recounted the following story. When he explaired
the operations and profitability of a certain Arnerican company cited
in an article, his Bengali discussants were particulariy interested in
the 20 percent net profit of the firm. My friend thinking they were
impressed by that high return, was surprised that their reaction was
exactly the opposite. They said they would not undertake such a
venture unless they were able to anticipate a net profit cf 200 percent,
which was what they were used to in trading.* Such attitudes and
perceptions change slowly. The main thing to keep in mind, how-
ever, is that there are quite a few people in Bangladesh who have a lot
of money and don’t know quite what to do with it.

Industry is more prestigious than commaerce, a factor that attracts
many in a society where the ordinary businessman is not held in high
regard. Many of the transition types speak of thinking of their children’s
future.

Several who spoke to me expressed a patriotic motivation, saying
that industrial development would be more important to Bangladesh’s
future than commerce and trading. This was usually stated aimost
shyly or hesitantly, as if they felt they wouldn’t be believed. Yet they
appeared quite sincere.

The widely-held image of business people in Bangladesh is that
they are aggressive slickers out to make a fast buck in any way
possible, usually at the expense of others. They are regarded as
exploiters rather than builders. There is certainly a rich tradition in
South Asian society to support such an impression. One does not
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have to look far in Dhaka or Chittagong to identity types that roughly
fit that descript'or in one way or anocher.

However, 1 was mildly surprised at the high quality of owner/
managers [ met. Most did not fit that unsavory popuiar image. There
were people who were sincerely proud of turning out a guality prod-
uct, treating their employees relatively well, being fair with their
customers, and fulfilling their obligations. They gave the impression
of being aggressive and accustomed to sharp dealing, but not utterly
ruthless. They were, for the most part, representative of their society
and culture. Most would be considered quality people in almost any
setting.

It may be interesting to note for the reader that these “model”
businessmen came from such disparate ficlds as steel, vegatable oil,
tanning and leather products, private banking, rubber products, food
processing, investments, advertising, shrimp raising, jute, textiles,
shipbreaking, and road construction. Snippets of their stories and
frustrations will be interspersed (though largely unattributed) through-
out this and later sections of the study.

Purchase of a divested enterprise can be a goodi deal, despite the
acknowledged burdens stated above. For an entrepreneur making an
initial entry into an industrial field or for an established industrialist
diversifying or adding 10 his holdings, there is a definite advantage to
obtaining an existing physical plant and equipment, developed land
and utilities, a relatively experienced staff, and an established cus-
tomes list. For the neophyte, especially, this situation is better than
starting from scratch, despite problems one might inherit.

This holds true only if the business has not been run completely
into the ground under state management, or if the price has not been
set so high that the firm is probably not viable. As a matter of fact,
several former owners, who were originally interested in getting their
property back, were so disenchanted by the inflated price that they
decided against it. The case of a major bicycle manufacturer who
made such a decision was mentioned by the Deputy Prime Minister
and a respected foreign observer. Regular buyers secking new busi-
ness ventures have become similarly discouraged.

Inilated pricing is a common occurrence in LDCs where govern-
inent auditors, fearful of being accused of “giving away the country’s
patrimony” to the wealthy, overvalue the assets and set the sale price
too high. In Bangladesh, the business community frequently states
that the bureaucracy has sel the selling prices high to discourage
divestiture or to financially burden the buyers te such an extent that
they will default or fail, or both.
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These and other practices have led to a number of bad effects froin
some divestiture transactions. High selling prices and inflation have
meant that some buyers purchased state enterprises with no intention
of paying off the loans. Essentially, they oblained the enterprise for
the 20-25 percent down payment and profited by reinvesting the loan
moncy.

In certain instances the money has changed hands so often or the
enterprise been resold so many times that it is virtually impossible to
trace the funds and obligations. It is easy to launder the money, since
the government makes no more than a token effort to monitor firms
after divestiture, other than for direct collection on the original loan.

Some speculators bought enterprises because of the value of the
land. Cthers stripped the companies of their assets. This has beer
particularly true in the jute industry. While it is an ailing industry,
there is still a lot of money to be made in jute. Huge sums of cash flow
in and out. Some owners pocketed the cash while letting the husiness
itself descend into ruin. Seven jute mills have failed for this and other
reasons, and several others are on the verge ot collapse. bBecause jute
is, for better or worse, the country’s leading earner of foreign ex-
change and employer of the largest number of workers, the govern-
ment will bail out ailing firms up to a point, and may be forced to take
soine back eventually.

Usally, the blame for such practices is attributed to unscrupulous
privace profileers; but the governrent is also culpable in several
ways, particularly in managing the divestiture system in such a way
that it made such practices and results inevitable. Collusion tetween
public servants and buyers in such cases is widely known, and will be
touched upon in the next chapter, which deals with the performance
of the public sector.

Nonrcpayment of debts is a national malaise that threatens eco-
nomic progress. The World Bank places it as the number one obstacle
to industrial development. It undermines more than just the jute mill
purchases. It undermines confidence in the financial sector and ad-
versely afiects possibilities fur further investment.

Generally speaking, the several major chambers of commerce and
trade associaticns have not done the job they should have in setting
and policing ethical and professional standards for their members.
Such organizations have mainly been concerned with playing an
advocacy role for business in its relations with the government, and
have tended to represent powerful business interests who aic alzeady
well connected with the political elite.

There is no chamber of commerce that actively represents the inter-
ests of the small and medium-sized enterprises that represent the
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greatest number of firms and the greatest potential for growth. Such
a void needs to be filled, though the idea for such a federation of
small and medium enterprises will not be well received by govern-
ment or established business elites.

The main thrust of these remarks about the business community is
to point out the new blood and new vitality that has come into the
industrial sector in recent years. There is much more varied economic
activity now, and almost all of it is emanating from the private sector.
There is no question that much of this vigor and diversity is due to the
privatization policy of the government. This is true in two major
respects.

First, over 1,000 privatized firms, 600 of them in the indusirial
sector, have reappeared in the private sector. In an economy like
Bangladesh’s, this is a significant percentage of the modern sector .

Second, the divestitures and related incentives to the private sector
incorporated in NIP-'82 and IP-'86 have stimulated private invest-
ment. The first contributed to the confidence that engendered posi-
tive results from the second. They are inseparably linked, and repre-
sent “privatization of the economy” in the most meaningful sense of
the term.

One final and general point should be made about the business
community before passing on to more specific topics. Because of the
preoccupation in this study with the industrial/manufacturing sec-
tor, it may not have been made clear that outside of industry, which
makes up approximately 12 percent of GDP and 8 percent of the labor
force, large segments of the Bangladesh economy are almost com-
pletely dominated by the private sector. These areas include agricul-
ture (90 percent of the labor force of 14 million), construction (100
percent of 600,000 to 800,000 workers), transportation (25 percent of
500,000 employces, but 85 percent in road and water transport), trade
(almost 100 percent of one million workers), finance (75 percent of
400,000 people), and professional services (virtually 100 percent of 1.5
to 2 million people).’ From these figures, one shculd not, howcver,
get the impression that the industrial sector is insignificant, because it
is not. The industrial sector possesses the greatest potential for cco-
nomic growth, employment creation, and income generation; but it
should be recognized that that capacity has definite limitations under
the existing conditions in Bangladesh.

Included in the sectors of the economy to which we cannot give
more than passing notice is the so-called “unofficial economy,” the
“black market” that some observers believe involves more than 50
percent of the economic life of Bangladesh. The largest portion of this
market is involved with smuggling across the Indian border. Al-
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though it operates outside the normal official economic channels, it
affects them mightily. It is, in a sense, the ultimate privatization
sphere. The government has virtually no control over it as an institu-
tion, although individual bureaucrats are intimately involved in its
affairs.

It is difficult to see how the Bangladesh economy can achieve
rational progress until the government adjusts its policies and prac-
tices in ways that will make the official econoiny more attractive than
the unofficial one. It is obvious that the black market will remain a
powerful force in the Bangladesh economy for the foreseeable future.
Enormous activity and resources are involved that are not being chan-
nelled into the more inflexible “official” economy. 1t is widely ru-
mored that the government is ready to grant amnesty ‘or “black
money” that is used for investment in priority industrial areas of the
regular economy.

Interaction With the Government and the Public Enterprises

Much has already been said in this study about the interaction
between the public and private sectors. More will be covered in the
next chapter, which is concerned with the performance of the public
sector. At this time we will concern ourselves with only a few major
aspects of the relationchip.

The private sector is generally pleased with the basic thrust of gov-
emment economic policy in recent years. What had been an anti-
private-sector stance during the Mujib period has gradually evolved
into a policy framework that, on paper at least, encourages private
sector development. Most of the discriminatory policies have been
rescinded or revised. Incentives for private sector investment have
increased, and barriers to participation in all but a few fields have
been removed. There has even been a start at liberalization of the
regulatory environment, although there are still impediments that
frustrate businessmen, particularly in the area of import restrictions
and regulations.

The private sector’s concerns and problems have shifted from pol-
icy to implementadon. What looks great on paper has a way of
turning out to be substantially less than that in practice. The gap
between policy and implementation, between rhetoric and action, is
enormous.

The degree of bureaucratic lethargy, ineptness, obstructionism, red
tape, and downright venality that exists in Bangladesh must be seen
to be believed. I, personally, have not seen its equal in thirty years of
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dealings in Asian affairs. Bangladeshi businessmen must deal with it
on a daily basis. Indeed, they are part of it.

Sorae of the public service obstructionism stems from distrust of or
disdain for the private sector. Other bureaucrats resent loss of power
and opportunities for illicit money making as the public sector has
shrunk and private sector activity increased.

Some very large and lucrative bureaucratic empires were broken
up by divestiture and related liberalization programs. For example,
numerous businessmen have commented on how difficult it is to deal
on even minor items with the Office of the Director General of Indus-
tries since that bureau lost its powerful sanctioning power and con-
trol over more than 400 small state enterprises. When a visiting
Overscase Private Investment Corporation (OPIC) delegation from
the United States asked in early 1987 about possible fields for foreign
investment, the DGI suggested only industries in which the govern-
ment was directly involved, not the more active (and pre‘itable) pii-
vate sector industries. Other reports, however, indicate that the DGI
has adapted reasonably well to its reduced role and power.

There is a generai feeling among foreign and lccal businessmen
that the situation in regard to official corruption and required bribes
is getting worse, not better.® A story current in Dhaka relates that a
businessman wanted to start a small venture in a field that no longer
required a sanction or license. Just to be on the safe side, however, he
checked with the office with which he had always dealt. They agreed
that a license was technically no longer required. But unsure of his
position in the more liberalized atmosphere, the businessman filled
out the old form anyway, and paid the usual “expediting fee.”

Nevertheless, while increased private sector activity may lead to
more bribes for obtaining licenses, this corruption is petty in compari-
son to the enormous graft that takes place when the government runs
an enterprise and the bureaucracy is, as they used to say, “controlling
the commanding heights.”

What follows is a series of vignettes drawn from the case studies of
privatized companies gathered for this study. For lack of a better
term, they are labeled “incidents.” The particular incidents selected
here demonstrate the types of problems divested firins encounter in
their necessary dealings with the government. They are typical, not
exceptional. In some cases, they are directly relatea to the special
circumstances of divested units. Most incidents, however, could have
happened to any private enterprise operating in the Bangladesh envi-
ronment.
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Incident #1. In many instances, the problem faced by businesses is not
deliberate obstructionism or venality, but ignorance. For example, a
Chittagong garment company imported some materials related to the
manufacture of shirts. Since the company was in the Export Process-
ing Zone anc under the Bonded Warehouse Scheme, the materials
were eligible for importation without duty. The local customs officer,
apparently unaware of these regulations, seized the shipment and
held it for payment of duty. He did not accept the arguments of the
manufacturer. At first, the supposition was that the customs official
was really jockeying for a payoff; but it became apparent that he
sincerely believed that duty was due. He simply wasn’t current on
the regulations. Finally, after four months of fruitless argument, the
manufacturer got the Minister of Industries to personally intervene
with the customs officer’s superiors. Import duty was waived, as it
should have been in the first instance. In the meantime, the munufac-
turer had literally lost his shirt. But he wasn’t through yet. When he
finally received his approval, he also received a bill for four months’
demurrage.

Incident #2. The manager of a privatized steel rerolling mill informed
the marketing manager of the enormous government-owned Chittag-
ong Steel Mill that he had happened to run onto a potential buyer for
a large inventory of metal ingots that had been sitting unsold in the
government mill’s yard for a very long time. The private mill owner
proposed to the marketing manager a joint sales contract wherein he
(the mill owner) would take only a reasonable commission for mov-
ing the merchandise. Although the government mill could have moved
unsold inventory and come out ahead in the transaction, the market-
ing manager turned down the offer twith only the explanation that, “I
can’t do business with you because you are private.” Not only does
this demonstrate why SOEs lose money, it was done at a time when
IP-"86 was specifically recommending public-private sector joint ac-
tivity. As in incident #1, the left hand did not know what the right
hand was doing. Additionally, the public mill reflected the com-
monly held feeling that the private sector is a competitor.

Incident #3. The Minister of Industries, who was concurvently Deputy
Prime Minister, recounted an incident he had encountered recently in
which the import duties on raw materials for the manufacture of
small motors were greater than the cost of importing the finished
product. As a result, the proposed venture to start a company to
manufacture the motors was scrapped. The machines were imported
from India, mainly through the black market. Local industry was the
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loser, and so was the government (because it didn‘t even collect duty).
The Minister said that this was not an isolated case wherein import
regulations were directly in conflict with national development goals.

Incident #4. After purchasing a nationalized soap manufacturing
company, the new owner discovered that the government, just before
the final tra-.sfer took place, dumped the firm’s huge unsold inven-
tory of scap at fire-sale prices at auction. This made it virtually
impossible for the new owner to sell his product for six months
because of the precipitous flooding of the market by the auction sale.
Second, some of the chemicals he was supposed to receive as part of
the sale transaction were transferred at the last minute to another
state-o*'ned soap factory. Other promised materials and technical
manuas disappeared.

The government tendency to favor state-owned enterprises is fairly
common. The practice is devastating to recently privatized firms
which have not had the opportunity to arrange alternate sources of
supply or service, something which long-time private firms had learned
by bitter experience that they must develop. Incidentally, in the case
of this particular entrepreneur, he never really recovered from the
cash-flow crisis created by government unfair practices and irregu-
larities at the critical point of launching the privatized venture. His
business is expected to go under.

Incident #5. During negotiations between USAID and the Ministry of
Labor and Manpower over a multi-million dollar management train-
ing program, the Ministry noted that 60 percent of the funds for
training were destined for the public sector and 40 percent for the
private sector. The Ministry said they could not be responsible for the
portion provided to the private sector, despite having been shown
precedents. The issue was eventually resolved, but the fact remains
that the government bureau responsible for the nation’s manpower
development failed to understand the role of government in promot-
ing development through the private sector. The government refused
to see the partnership aspect. They were only interested in their own
bailiwick, the public sector.

Incident #6. The government sold one of the chemical plants under
BCIC, telling the buyer he would have virtual monopoly in that par-
ticular area of the chemical business. The supposition was that un-
profitability and inefficiency could be turned around under more
dynamic private management. Almost immediately after the transfer,
the government began construction on a similar plant with new, up-
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to-date equipment. Evidently, the government wanted to get rid of a
failure. Also, considerable side money could be made out of the
construction and purchase contracts on the new plant, which was not
expected to be profitable anyway. Because of this overcrowding of a
limited market, neither enterprise has any reasonable potential for
profit.

Incident #7. An entrepreneur bought a cold storage plant from the
government, but didn’t get title right away. In the meantime, the
government allowed unlimited investment in the cold storage field.
Plants mushroomed everywhere (the so-called herd instinct in ac-
tion).” As a consequence, wnen the original purchaser finally got title,
the field was overcrowded, few were making money, and cold stor-
age was put on the “d.scouraged” list of industries.

Incident #8. This is actually a composite of several incidents. A uni-
versal complaint is that it takes an inordinate amount of time to get
any kind of approval out of the government. This is particularly true
of time consumed by the loan approval process. The new owner of a
privatized food processing company related a horror story of how he
waited two years to get a crucial plant improvement loan only to be
told by BSRS that even though the loan was approved, the bank had
no money, and he must wait an estimated two more years before he
could expect funding. Businesses and business opportunities cannot
wait four years. The owner went to a foreign commercial bank and
received the loan within three wecks, based on his excellent credit
record (however, he did have to pay a higher rate of interest).

A trade association reports that its members wait 2-3 years for
approvals, while faltering SOEs with abysmal repayment records get
quick loan service. A study conducted by scholars favorable to the
state enterprise system still had to concede that less than 50 percent of
the sanctioned projects were funded within three years.® The World
Bank estimates that 50 months elapse between application and pro-
duction, including 12 months for the banking decision, 23 months for
imported equipment to arrive, and 15 months for other start-up pro-
cedures.’

Incident #9. Almost without exception, privatized firms inherit old
equipment that has been poorly maintained, requiring major rehabili-
tation or replacement. In few instances did the government purchase
new equipment during the period of nationalized operation. In cases
in which equipment was updated, the government had a far greater
tendency to keep the plants.
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In one case, a privatized rubber products company found in going
through records that just before beirg nationalized in 1971, the origi-
nal owners had purchased an expensive mixing machine. It was still
in the dock warehouse 15 years later! 1t had rested there during the
entire nationalized period. Amazingly, it was put into operating or-
der with minimal problems (beyond taking possession).

Incident #10. Vegetable oil processing and distribution is a major
industry in Bangladesh. Most SOEs of this type have been privatized.
One of the most respected private owners commented on government
importing in the vegetable oil business that has directly affected his
privatized (formerly “abandoned”) firm. The table below was written
out to demonstrate his point that the government policy was “not
very intelligent”:

Bangladesh’s total requirement for
edible oil is 250,000 metric tons
Locally available - 15,000

Leaving 235,000

Produced out of rapeseed, sunflowers
and mustard from Canada - 125,000

Leaving 110,000

Crude degummed from PL480 - 80,000
Leaving 30,000 metric tons

This 30,000 metric tons is the amount that should have been imported
to meet requirements. Instead, the government imported indiscrimi-
nately a total of 180,000 tons of palm oil in 1985. The flooding of the
market forced several mills to close down. This also came at a time
when the price of palm oil (actually best for industry, but used as
edible oil after purification) plummeted from $550 per metric tons in
1985 to $315 in September 1986. Informed sources verified the accu-
ray of these figures and this analysis, only adding that some burcau-
crats had made personal gains by this importation policy.

Incident #11. A similar instance in which government import policy
directly affected the private sector in @in adverse way is in the textile
industry. For political reasons, the governinent imports low quality
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raw materials from the People’s Republic of China under the terms of
a barter treaty. In 1984 a particular shipment was of such poor quality
that it was unsuitable for spinning. While BTMC was forced to take
most of the large shipment, great pressure was put on the private
mills to accept 10-15 percent of it. Evidently, most of it is still in stock,
unused and unsold.

Incident #12. Shortly after divestiture in 1982, a number of privatized
mills received past-due electrical bills amounting to millions of taka.
The unpaid charges related to the period when the mills had been
government operated. The public utilities company said presentation
of the bills was delayed because of “faulty meter reading.” Similar
bills were subsequently presented to mills still publicly run. After
prolonged negotiations, the utilities board agreed to substantial re-
ductions. Inconsistent and generally inadequate power supply is still
a major problem, however.!®

Stories similar to the 12 cited above are endless. These represent a
sampling of cases discovered through the normal interview process
and were not specifically sought out as “worst case” examples.

In brief, the business community is ambivalent about the govern-
ment. On the one hand, it distrusts government and is constantly
frustrated by bureaucracy. On the other hand, the private sector
constantly looks to the public sector for guidance and support.

For generations, businessmen in South Asian society (and for that
matter in most other parts of the Third World) have depended on
royal or governmental patronage. Even today, the Bangladesh busi-
ness community is strangely uneasy and unsure of itself under the
more liberal regulatory environment. The weaning process can be
painful and prolonged. Bangladesh’s business community is not unique
in this respect. Sustained growth and success will increase confi-
dence, particularly if political stability and consistent policies con-
tinue.

Some say that the mendicant attitude is due to a propensity of the
private sector to use government funds for financing expansion, while
risking as little as possible of their own capital. Some say also that
there is a tendency on the part of the business community to view
“profits as theirs and losses as the banks’ or the government’s.”"!

There is more than a little truth in that sentiment. Experience else-
where has demonstrated that such an ambivalent attitude can be
ameliorated once both parties consistently act in ways that foster
greater mutual trust and cooperation.
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The Volatile Labor Question—
The Dilemma of Unempioyment in a Poor Country

Organized labor in Bangladesh has declared war on privatization.
Every time privatization raises its head above the trench, labor starts
sniping and, if the threat of priva.ization persists, calls out the troops
for a direct frontal attack. For example, a general strike was called for
April 28, 1987, in protest against the government’s privatization pol-
icy."?

The issue is, of course, fear of loss of jobs if a divested ente - rise
believes that to increase efficiency and profitability it must re. . ce
personnel. That specter is constantly raised by unions to their p1 *’.c
service members at the rirst hint of privatization of a particular state
enterprise. Partly, this is recognition of the fact that SOEs are over-
staffed, with an inordinately high percentage of unproductive em-
ployees.

Any worker will fight when he thinks his job is threatened. In a
country like Bangladesh, the resistance is understandably stronger,
because unemployment can mean abject poverty, even starvation for
a family. Unemployment also means loss of 1:nion inembers and loss
of power for the leaders of the rough and tumble labor movement.
Privatization is a perfect target.

Reliable statistics are difficult to come by in Bangladesh. In the
field of labor, they are impossible to come by. Reports are fragmen-
tary, frequently conflicting, and usually self-serving. For example,
the most widely used figure on unemployment is 37.5 percent. The
Bangladesh Bureau of Statistics (BBS), however, says that the unem-
ployment rate is only 2.76 percent. BBS also disputes the extremely
high figure quoted for underemployment. Part of the difference lies
in definition of terms. But even if one accepts the equation that
enables the BBS to cite a figure of 2.76 percent, one has to ask what
that realistically means. If a worker is putting in enough hours to
gualify as employed, even fully employed, but cannot earn enough to
feed his family, then the employment figure doesn’t really mean very
much.

Despite the uproar over the supposed relationship of privatization
and termination of employees, there is very little published material
on actually how many people have been either laid off or employed as
the direct result of privatization. One early discussion (published in
mid-1984) by Rehman Sob}-an is somewhat useful, but flawed by bias
and questionable data.”

An example of the confusion appeared in two press reports appear-
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ing in Dhaka papers on February 18, 1987. The accounts both quoted
the Minister of Jute as saying that employment in the jute industry
has declined from 176,972 to 143,349, or a loss of 33,623 jobs; but they
differed in major respects. The Bangladesh Times said those figures
reflected employment reduction in privatized mills from “before
denationalization” (1981) to the present. The Bangladesh Observer,
however, used the same figures to reflect employment reduction in
the “nationalized” jute mills from after liberation (1972) to the pres-
ent. Both papers quoted the Minister as saying that the jute industry
had lost Tk621.44 crore (U.5.$205 million) from 1971 to 1987, which is
very low. One can guess that the employment figures were for the
overall industry, reflecting reductions in both public and private scc-
tors.

In a late 1986 conversation, the Minister of Industries stated that
27,000 jobs had been lost across the board because of privatization;
but he did not elaborate on either the source or breakdown of that
figure. This seems very high for the modern industrial sector, which
only totals around 500,000 in employment'* out of approximately
980,000 in the entire industrial labor force.

The 1act is, no one really knows (or is willing to report) the actual
situation. It would not serve the interests of the various interest
groups to report factually what has actually taken place.

There is no doubt that there have been some staff reductions in
privatized jute and textile mills. Responsible officials with whom the
author discussed the situation estimated total reductions as around 10
percent or slightly higher, but they could not or would not document
that.

The private sector argues that reductions in the mills have been less
than 10 percent and that increases in industrial growth have more
than offset them. This is doubtful. The private sector is on firmer
ground when they point out that the greatest growth in recent years
has been in labor-intensive industries such as garment manufacture,
where 140,000 jobs have been created in the last three years.'S Never-
theless, creation of jobs in another industry or another company means
little to the man laid off in Bangladesh’s labor surplus economy.

Mill owners support their argument that reductions have been
modest by pointing out that the government stil! sets the rules of
hiring, firing and pay scales. Divestiture agreements, for example,
contained a provision that there would be no terminations for one
year, and that subsequent reductions must adhere to certain restric-
tions (which vary considerably). Some employers forced the issue by
paying one year’s severance pay. Owners are emphatic in stating that
it has been practically impossible to terminate more than a few cven
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after the passage of the year because of extreme political and union
pressure, and threats of strikes and violence. It should also be noted
that there was constant labor trouble in the years preceding denation-
alization.'¢

Mill owners further state that most of the reductions that have
taken place have been at the officer and staff levels, replacing unnec-
essary or incompetent burcaucrats.  The previously cited survey by
the Canadian International Development Agency (CIDA) indicated a
reduction of only 1.4 percent among workers.

Private mills were forced to follow when the government gave two
30 percent pay hikes in recent years in the ailing jute industry. They
cven had to pay workers when the mills were idle, although they did
not offer the 75 percent of normal wages awarded by SOEs. Nor did
they pursue the commercially disastrous course followed by the pub-
lic mills of producing at capacity to keep workers on the pavroll, even
though inventories were building up to extreme levels because of
lessening demand.

A 10 percent total reduction would scem reasonable in view of the
fact that several jute and textile mills have gone broke and closed
dgown. In some of those instances, however, the government hired
some of the employees. Some of those enterprises were on the verge
of bankruptcy anyway.

Further, there has evidently been some shifting of regular employ-
ces to casual labor status in private mills. The extent of this practice is
not known precisely. It is an important matter, because casnal labor-
ers do not receive as many benefits. Private sector companies do not
offer employces the fringe benefits accorded by state enterprise.

This aspect is one of the most intenscely debated in cornection with
the 5149 Plan. The parties have not worked out how the status and
benefits of employces will be handled. The employees may, however,
be permitted to purchase up to 15 percent of the stock and to fill one
of nine board members seats.

The Employee Stock Option Program (ESOP) is being resisted in
some quarters (in the Ministry of Finance and among business lead-
ers), but it is politically attractive. The parallel hope is that workers
will begin to think more about the welfare of the company once they
have a stake in it, however small.

Because most workers are too poor to buy regular shares, their
pension funds, mutual funds, or similar instruments may buy them.
The workers can then purchase in increments of Tk100 or 200 (US$3 to
$6). The stock buying option is not the ultimate solution, but it is a
sound and progressive step forward. ESOP does seem to have had a
soothing effect on public employee opposition to privatization.
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Incidentally, there is almost universal agreement among govern-
ment and business leaders that unions should not be allowed to buy
shares. Political realities dictate that ultimately unions will partici-
pate in the stock-buying scheme. Unions in Bangladesh are hard to
classify. While in principal they protect workers, who certainly need
someone to look out after their interests, many union leaders make
small fortunes through payoffs. Rumors are prevalent about ties to
the underworld.

To return to the question of employment, the enterprises involved
in case studies gathered for this study generally indicate increases in
employment after privatization. For the record, a sincere attempt was
made to balance the admittedly small sample between successful and
unsuccessful enterprises.

In three textile mills studied, employment has held even in one,
and increased 20 percent in the other two. In the former, the owners
say this actually represents an increase. When they took over, the
new owners discovered the presence on the books of a large number
of bogus or “ghost” employees, that is, names of people who never
existed. The senior civil service managers pocketed such salaries. In
addition, the auditors found listed as enterprise employees two cooks,
two bearers, and a gardener, all working at the Managing Director’s
residence.

Employment increased 14 percent in one jute mill investigated and
decreased 5 percent in another. The reduction in the latter was almost
all at the officer and staff level.

A food processing company had 150 employees at the time of na-
tionalization, grew to 192 under government operation (while share
of the market plummeted), and in three years of private ownership
grew to 257 because of increased business. (Also, use of outside part-
time vendor/salesmen increased threefold). Total employment was
expected to double by mid-1987, with the opening of a second manu-
facturing plant in a provincial capital.

A leading vegetable oil business found that the number of employ-
ees doubled during nationalization. Because of re,avenated business,
the returning management kept almost all of the workers (though
there was some shifting of duties);'” but higher level staff was re-
duced markedly. The owner/manager said that relations with union
leadership were strained, but manageable. The union had fought pri-
vatization.

Two metal products firms were analyzed for this study. One showed
108 employees when taken over. This increased to 154 under govern-
ment management, and was back to 140 in late 1986. The staff was
expected to increase significantly in 1987 as electricity becomes more
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dependable, enabling the company to instal! new equipment to handle
increased demand and productive capacity.

The other firm, which operates in a more traditional, “one-man
show” fashion, has experienced consistent labor problems and !essen-
ing of profits. During three days of intense labor negotiations in mid-
1986, labor leaders kidnapped two company officers from the govern-
ment labor office, took them to the factory and held them (and report-
odly beat them) for two days until they got what they wanted. No
legal action was initiated against the union by either the government
or the company.

Other case studies demonstrated a similar pattern of reducing man-
agement and staff, but few workers. At one chemical company, the
government terminated the entire staff just before transfer to the new
owner. The owner hired 80 percent of them back because of their
experience, although the government tried to divert them to another
government enterprise in the same field.

Low productivity is a pressing problem. The work force is largely
unskilled. Cheap labor is what the government tries to sell to foreign
investors, but that is a two-edged sword. A contract team of Chinese
from a Southeast Asian country, imbued with their accustomed work
ethic, was appalled and frustrated that the employees of the govern-
ment maintenance facility they were advising balked at working more
than three hours a day. The Internaticnal Labor Organization (ILO)
believes that privatization will fail in Bangladesh unless productivity
is increased substantially.

A Swedish electronics expert made the observation that while it
was difficult but possible to train electronics assembly line workers,
the real problem was locating, training, and motivating supervisory
personnel. The Bangladesh system simply does not develop foremen
who are technically competent and who know how to train and super-
vise workers.

Vocational training is limited and of low quality. The government
is financing few training or retraining programs. Bangladesh will be
severely hindered in any attempt to improve industrial productivity
until this situation is vastly improved.

The top ievels of the government reportedly turned down applica-
tions from the Singer and Phillips Corporations for electronic facto-
ries, mainly because the companies were contemplating assembly
plants rather than manufacturing operations. Bangladesh is not ready
for the latter on a large scale. Their unrealistic expectations should be
tempered by a closer look at the experience of countries such as
Taiwan, Korea, Singapore, and Thailand, ail of which were quite
willing to build their industrial capacities gradually, relying on labor-
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intensive assembly operations for a number of years to create jobs,
gain experience, and increase local capabilities.

In fairness, it should be mentioned that the government paints a
somewhat different picture of the Singer turndown. While acknowl-
edging disenchantment with the assembly line aspert, spokesmen
point out that Singer’s lack of experience in the clectronics industry
was also a determining factor.

The areas where the greatest number of new jobs have been created
are garment manufacture, food processing, light engineering, and
pharmaceuticals. The private sector has provided the motivating
force, with little or no direct participation from the public sector.

With the enormous influx of landless workers from rural arcas into
tbe urban economic maelstrom, it has also been the private sector that
has absorbed by far the greatest number of people, mainly through
the “informal sector” of vendors, repair sheps and miscellaneous
“industrial” subcontractors and micro-enterprises. While many of
these workers are still on the edge of disaster economically, half of
Bangladesh'’s so-called “industrial work force” is working full-or part-
time in endeavors at this level. This type of economic activity occurs
completely within the private sector.

The Traditional Tests—Management and the Bottom Line

We are now back at the point at which we started this chapter—the
question of how the privatized enterprises have “performed” ii: terms
of the traditional measuring stick, i.e., profit or loss. As previously
stated, trying to determine a compary’s profit or loss is a legitimate
exercise, but it is not the place to start, nor does it provide the ulti-
mate answer. This chapter has attempted to show the many factors
that must be considered in order to put consideration of the P&L
aspect in proper perspective. We are then better prepared to address
the ultimate question: Has privatization been good or bad for
Bangladesh’s economic development?

The availability and reliability of profit and loss figures for the
private sector parallels the situation for employment figures. The
government does only a barely adequate job of reporting on its own
entities and does little or nothing to monitor and provide information
on private enterprise. The tax department is incapable of collecting
revenue, much less reporting on private enterprise earnings. The
banks are only slightly better.

Therefore, one must rely on Bangladesh’s private sector itself, an
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interested party that has not earned a reputation for openness, or the
academic cornmunity, which has not been noted for its neutrality.

The main indicator that money is being made by Bangladesh busi-
ness is that the industrial sector continues to grow at 6-8% per year.
Further, the growth rate in the private sector is twice that of the
public sector. Also, private investment continues to show dynamism,
if one looks beyond the dismal showing of the development banks
and the discouraging recerd of entrepreneurs in repaying thcm.

Evidence is clear that there is plenty of money out there (both in the
legal and black markets), and it is being invested ir an ever-widening
pattern of undertakings. Non'raditional export industries are show-
ing the greatest growth, although the private sector’s inexperience
and shortsighted pursuit of quick profits continue to result in siam-
pedes for limited markets and a cycle of boom and bust.

The profit picture is a mixed bag. Some firms profit more than
others because they are bett~r run; but for the most part, companies
tend to win or lose according to the fortunes of the particular industry
within which they operate. Ready-macde ga.ments, stcel, shrimp-
raising, hide exports, and chemicals point in one direction, while jute,
textiles, and shipbreaking point in the other. Unfortunately, big in-
dustries in Bangladesh are troubled industries.

In this atmosphere, whether a company is denationalized or pri-
vate from the start appears to make only marginal difference after the
first few years. It is at this point that the managerial skills of individ-
ual firms begin to make a significant difference within the overall
limitations of a particular industry. Bangladesh’s fledgling industrial
sector is only now beginning to emerge from this shake-down stage.

At this stage of Bangladesh’s economic development, good man-
agement is not the norm. There is a sophisticated old guard, but it is
a relatively small group. As the economy grows, the need is for a
larger, more professional entreprencurial/managerial class. This group
is oniy beginning to emerge. It will be a decade before their voices
dominate in the chambers cf commerce in Dhaka, Khulna, and Chit-
tagong. The new class of managers will be more purely Bangladeshi
in their outlook and experience than those of earlier eras.

Except in jute, textiles and banking, onc finds very little attention
given to the performance of divested enterprises, and even there, the
analysis :s quite general, usually centering rather superficially on a
comparison with counterpart entities in the public sector. As one of
the best-informed observers of Bangladesh’s economy has remarked,
“There is no usable performance record on privatized firms.”'

One early study by Rehman Sobhan and Ahmad Ahsan made an
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attempt to evaluute the production, marketing, and profitability of a
cross section of privatired firms. Like most of Sobhan’s work on
nationalization and privatization, it is commendable as a pioneering
effort, but is flawed by the author’s bias and selective use of data.!

Rehman Sobhan was one of the four principal Planning Commis-
sion framers of the nationalization policy in 1971-72, and he has been
preaching the gospel sincerely ever since. Anyone who studies
Bangladesh’s economic development is in debt to Sobhan. It may be
that ke suffers the curse of the first scholar to study any complex
subject. Others, probing more deeply and widely, will later detect
flaws in his earlier work.

In kehman Sobhan’s case, there is something more to consider. The
composite opinion of several analysts and government officials is that
while a reader should be aware of Sobhan’s bias and must question
his data and analysis, his writings give more insight into what was
going on and being said in policy circles in the seventies than any
other scholar’s work.

Sobhan’; paper on private sector performance is less admirable
than his major opus, but still useful. He tried to evaluate the process
too soon after the event, telegraphed his position, accepted question-
able government data without questioning, neglected the experience
of other counfries, and, after saying he did not have sufficient data on
which to base conclusions, went right ahead and drew conclusions
anyway. He had already concluded that there was nothing to support
the concept that the private sector was more efficient and profitable
than the public sector other than the faith of the true believers.

Sobhan’s sample was made up of approximately 40-45 firms, de-
pending on the particular question being asked. We tvill only touch
on the highlights of his findings for illustrative purposes. His data
were drawn almost completely from government sources.

With regard to production, Sobhan found 19 companies with in-
creased production after privatization, 11 that showed a drop cff, and
5 that closed down. The data also suggested that a number of firms
discontinued some product lines and concentrated on a narrower
range of products. Former BSFIC units seem to have fared the best,
but those out of BCIC and BSEC did less well. This is interesting
because other private metal and chemicals have done relatively well.

Twenty-nine firms increased their sales after privatization and 9
showed a decrease. Former BCIC units apparently did well.

The situation was more complicated with regard to P&L. The
sample was smaller (24 units). Four cnterprises turned losses to
profits, 2 increased profits, and 2 decreased losses. According to
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Sobhan’s figures, nowever, 4 turned profits into losses, 7 raised the
level of losses, and 5 went out of business. Former BCIC fared better
than BSFIC and BSEC firms.

Three things should be noted about these figures. First, Sobhan
accepted, apparently without question, the government’s estimates of
profit and loss whnen the units were in the public sector and after-
wards. As we have seen earlier, government methods for determin-
ing and reporting “profit” are highly questionable. Second, all of the
P&L estimates were drawn from units divested only 18-24 months
prior to the publishing of Sobhan’s paper. They were in transition,
short of cash, rehabilitating worn-out equipment, and burdened with
debts. Third, private sector representatives with whom Sobhan’s paper
was discussed in late 1986, felt that not only was the research done too
soon after divestiture, but the years chosen were particularly turbu-
lent and severe electrical shortages profoundly affected industrial
production and profitability.

Bearing all this in mind, one can come away from Sobhan’s paper
with a far different evaluation than its author intended. Considering
the circumstances, the record is not bad at all. In fact, it presents a
mildiy encouraging picture at that early stage. A very wise “old
hand” in the country once said, “Be content with small gains in Bang-
ladesh.”20

Rehman Sobhan says his findings show clearly that “private own-
ership does not automatically lead to improved financial perform-
arce.” Of course it doesn’t. Few claiin that it does. Privatization is
untidy business with few short-term victories. Failures (such as the 5
cited in Sobhan’s paper) are expectad, and certainly predictable in a
troubled economy like Bangladesh’s. They are, in the long run, health-
ier than failing state enterprises kept from complete collapse by con-
stant subsidy and bailing out by an already-strained public treasury.

A more recent and more objective study of divested enterprise per-
formance was parformed by the Canadian International Development
Agency (CIDA) office in Dhaka.” Carried out in late 1986 and early
1987, the CIDA survey is based on information provided in question-
naires completed by 28 divested enterprises, supplemented by data
from the Dhaka Stock Exchange, eleven annual reports, and data from
state Corporations (particularly on pre-divestment periods).

The CIDA survey attempied to compare performance for 2-3 years
before and after divestment in such areas as sales, profiiability, tax
payments, and employment; in addition, it provided a brief outline of
problems faced by divested enterprises. CIDA encountered the usual
difficulties in gathering comprehensive, reliable data, particularly from
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the private sector. Of the 28 questionnaires returned (57 were sent
out), no more than 21 were usable for investigating any one of the
points noted above.

CIDA’s sample included 8 jute mills, 4 textile mills, 7 enterprises in
tanning, leather, and rubber proclucts, 4 in engineering; 1 each in
chemicals, food, and ceramics; and 2 listed as miscellaneous.?2

With regard to sales for 21 divested firms, CIDA came to the con-
clusion that while total sales in absolute monetary terms increased
substantially in most cases after divestiture, inflation and other fac-
tors made CIDA doubt that therc was much increase in real terms.?
CIDA was prompted to make the following comment:

We think that it will not be appropriate to draw any conclusions
about the performance of the divested enterprises in general terms from
the above [cited] increase or decrease in sales in absolute or percentage
terms, since the sample is very small,and there is no certainty that the
figures provided to our survey team are accurate.*

The CIDA report noted also that:

In the case of some divested enterprises catering [to the] domestic
market, the sales pattern has significantly changed after divestment.
For instance, in the case of scme engineering industries surveyed, we
noted that during the pre-divestment periods most of their sales were to
the public sector, whereas after divestment most of their sales have
switched to the private sector. This is because of the procurement
policy of the government which encourages the public sector enter-
prises if supplies are available from them in preference to making pur-
chase from the private sector.?

tn terms of profitability, CIDA’s sample indicated a net aggregate
loss in the post-divestment period in comparison with pre-divest-
ment. They further stated that net loss increased or net profit turned
into net loss “in most sectors other than cotton textile and tannery,
leather, and rubber products.”

A few causes for this situation were suggested. The rising cost of
inputs was prominently mentioned, as was the tendency of business-
men to show decreased profits or large losses for tax purposes. Over-
sanctioning was another factor cited in regard to certain industries.?

CIDA’s employment survey covered 18 divested enterprises. Over-
all, employment dropped from 25,352 to 24,415, or 3.7 percent, from
the time of divestment to the time of the survey (late 1986 or early
1987). CIDA'’s figures further showed that the fall at the officer level
was 13.3 percent (from 737 to 639), 17.4 percent at the staff level (from
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3,089 to 2,551) but only 1.4 percent at the worker level (from 21,526 to
21,225).* This approximates the present study’s findings.

CIDA concluded its survey with a list of problems faced by di-
vested enterprises. Principal among them was the inability of many
divested firms to raise working capital because they could not pledge
assets as mortgages against loans until the entire divestiture sale price
was paid off. Other problems included poor management practices
and inadequate, misleading accounting systems (both inherited from
the time when firms were state-run); bloated payrolls and continual
absenteeism; the effects of smuggling (especially in the textile indus-
try); old, poorly-maintained equipment; the high cost of imports;
government procurement policies that favor SOEs; and poor govern-
ment divestiture procedures that led to unrealistic negotiated sales
prices and inadequate screening of purchasers.

Using a sample smaller than either Sobhan’s or CIDA’s, but drawn
completely from sources in the private sector, this study came up
with similar resul’s, although they differed in some significant ways.
P&l figures were hard to come by and were at times estimated in
percentage of increase or decrease rather than absolute figures. As
previously noted, asking for information in percentages rather than
monetary amounts increased chances for obtaining useful figures.

The cotton mills were divided. Production was up in all threc,
varying from 15 to 30 to 50 percent. Production costs increased, but
averaged only 20 percent. Sales were up 10-15 percent, but in one mill
they fell sharply. The mill closed down for three months. One large
mill inade only Tk500,000 profit; the others made a net profit of Tk5
million cach. All three commented on how the black market trade in
textiles severely hurts their business.

One jute mill showed an increase of 8.4 percent in production, a
drop of 6.5 percent in production costs, a sales increase of 44 percent,
but still reported a loss (yet this still represented an improvement
over the previous year). The other mill did poorly in almost all
respects as a company, but it appeared that money was being made
out of the business by someone.

One food processing company saw a big increase in production in a
growing industry, and a drop in production costs due to new equip-
ment. Sales were up 12 percent. There was no major change in profit,
primarily because of a substantial hike in tax payments.

The vegetable oil industry is hard to gauge because of extreme
fluctuations in price. The case study showed a 10 percent increase in
production and profit.

A tannery indicated increases across the board between 1983 and
1984, but a sharp drop-off in 1985. Net profit was 16 percent of sales



124 The Private Sector’s Performance

in 1983, 16.5 percent in 1984, and 13 percent in 1984 on a much
reduced volume.

A metal products company reported a 25 percent increase in pro-
duction, a 40 percent increase in line production costs, a 20 percent
boost in sales and a doubling of profit. A second metals firm reported
losses, citing labor costs and one large loss on a shipbreaking deal.
Nevertheless, it is doubtful that this complex of companies ended up
losing money for the owner. This finding cannot be documented.

A chemical company continued its downward trend. It is doubtful
that the principal arm of the company can survive much longer.
Other companies in this field are profitable. The reason here appears
to be poor management (even though the owner has an American
MBA), plus a rocky start because of misunderstandings with the gov-
ernment. The company was never able to recover.

A rubber products firm is under new management. It is too soon to
quote figures, but the outlook is quite bright for product line diversi-
fication, efficient management, and aggressive marketing.

Other firms in the sample did not provide sufficiently precise fi-
nancial data on which to base profit estimates, though discussions
with them were very useful in gaining insights into operating prob-
lems, relations with the government, and the like.

Profit and Loss in Jute and Textiles

The biggest controversy and largest sums of money have been
connected with the privatization of the 33 jute mills and 27 textile
mills, the principal act of the New Industrial Policy of June 1982. The
pros and cons of that transition are still at the center of the debate
over privatization. The arguments and supporting figures are parti-
san. This is not surprising when one considers that the stakes were
the highest of any of the privatization activities. Return of the jute
and textile mills had always been the top priority.

One of the leading participants in the debate, the Metropolitan
Chamber of Commerce, stated in 1986,

Denationalisation of jute Mills has not failed. On the contrary, it
yielded substantial bencfit to the jute industry. Productivity per loom
has increased, cost of production per ton has declined and communica-
tion with overseas buyers has improved. The average annual produc-
tion of denationalised jute mills went up from 148,000 MT during the
nationalisation period to 177,000 MT in the denationalisation period
indicating an increase of over 19%. During the last three years (1983-
86), the output per loom in operation in denationalised jute mills was
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22.84 MT whereas in nationalised juta mills it was 20.32 MT. It indicates
that loom productivity in denationalised mills was 12.40% higher com-
pared to nationalised mills. During the first nine months of 1985-86,
denationalised jute mills incurred a loss of Tk.3,369 per MT of produc-
tion compared to Tk.5527 loss per MT of production incurred by the
nationalised mills. That is, in nationalised mills the loss per MT of
production was 64% higher compared to denationalised mills.?

The Metropolitan Chamber further advanced the pro-privatization
case by pointing out certain historical and operational aspects of the
question.

The record shows that 34 denationalised mills incurred a loss of
Tk156 crore during nationalised period 1972-82 and government made a
total cash infusion of over Tk204 crore to these mills during the period,
out of which BJMC repaid to BSB and BSRS just over Tk85 crore. After
derationalisation, the private mills worry about liquidity, but the public
sector mills still get cash infusion from the Government; as recently as in
May 26, 1986, Bangladesh Bank directed commercial banks to advance a
sum of up to Tké0 crore to the public sector mills to meet all their
expenses during May and June irrespective of whether the mills have
drawing power, but such facilities were refused te private mills.

While appreciating the better performance of the denationalised mills
it should, however, be kept in mind that operational freedom of these
private sector mills was controlled, firstly by the provision of Jute Goods
Trading Order 1982 and then again w/age hikes were imposed ignoring
the legal provisions. What is more important to note is the fact that
these mills although performing better than the public mills are still
making huge losses because of international market factors. Because of
stiff competition from substitutes and ever rising domestic cost of pro-
duction, the future of this industry also seems to be rather bleak. It is in
the above perspective, that the private sector mills’ escalated loan lia-
bilities have to be seen. Unlike the public sector mills, private sector
mills do not have assured financial backing of the public exchequer.®

The remainder of the argument centers around controversy over vari-
ous aspects of the indebtedness question.

The Bangladesh Jute Mill Association claims that the 33 public
sector mills lost Tk315 crore (US$10.4 million) from 1982 to March
1986, while 36 privatized mills lost only Tk135 crore (US$3.3 million),
even though the SOEs enjoyed a monopoly in barter and counter
trade sales and financial support from the government.*

Few deny that the private mills are sustaining smaller losses than
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the government mills, but anti-privatization, pro-government forces
say that this has happened because of price cutting and other unscru-
pulous practices, and that the government r s have exercised greater
restraint while serving the whole society. The government argument
seems to be that price flexibility is unfair. It has been observed that
jute mills only made “profits” in Pakistan days because of subsidies
and export bonus schemes. The jute industry will always require
massive subsidies to break even consistently.

Chishty, in his excellent paper on privatization, noted that the 27
denationalized mills demonstrated a 10 percent improvement in pro-
duction during their first year as private companies again.>> Those
mills earned a net profit of Tk55.23 million (US$2.24 million) in 1983,
whereas they had lost Tk114.185 (US$5.16 million) in 1982 under state
operation, for a total turnaround of Tk169,395 (US$6.88 million). He
added, that in fairness to the government, 1983 was one of the few
good years for jute internationzlly.® Nevertheless, it was an encour-
aging performance, especially considering the transition problems
mentioned above. The mills that remained in the public sector aiso
improved. In 1984 the U.S. Embassy Commercial Section mentioned
that BJMC mills were working on a 4-6 month backlog, while private
mills were keeping up to date on orders.®

CIDA’s survey of six jute mills indicated an overall absolute annual
increase in sales at 13.6 percent at historical prices, but after adjust-
ments for inflation and other factors, it came out to only 2.9 percent at
constant prices.® The same six mills experienced an enormous in-
crease in losses after divestiture, but no annual average was calcu-
lated by CIDA.%

For better or worse, jute will significantly influence Bangladesh’s
rate of economic growth for the foreseeable future. It is unfortunate,
almost tragic, that the fate of such a poor, struggling country must
rest on the fortunes of a dying industry. One is tempted to suggest
that the failing jute mills should be closed down, and the country’s
meager resources redirected into more productive and prc.stable
pursuits; but that is a political, social, and economic impossibility.

Instead, the government can only try to ensure that the industry—
which is still the largest employer and carner of foreign exchange—is
moderately well run during the painful transition period before it
fades from the scene as the most important player.

The U.S. Embassy reported in 1984-85 that denationalized textile
mills “scem to have performed even better than the private jute mills.”
Cotton textile production was up 20 percent in the privatized mills.
The same mills showed a net profit of Tk400 million (US$16.25 mil-
lion) in the first year of private operation, after having lost Tk130
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million (US$5.9 million) in public hands the year before, an overall
turnaround of US$22.15 million.” The Ministry of Industries an-
nounced similar figures.®

That pace was not sustained. The textile industry experienced
difficulties over the last few years. CIDA’s sample of six mills showed
an annual growth in sales of 10.03 percent at historical prices, but
only 0.36 percent at constant prices.* Profitability showed a favorable
trend (though still in the red) but CIDA did not attempt to calculate
annual average figures.®

Some textile mills have prospered, but several have gone out of
business. Three heavily-indebted mills were closed dowr in carly
1988. The owners recommended that the government take them over
again, hut the government declined.*

The private mills have tended to perform better than the public
mills, even though the latter are generally larger, with more modern
equipment; but the difference in performance has not been remark-
able. Lorche reports that the performance of the public mills,

got a boost from the privatization program, in 1982-83 and 1983-84. But
as soon as the new sense of competition, the public attention, the Gov-
ernment scrutiny, and the fear of further privatization faded away, the
technical and financial performance of public mills sank back to poorer
levels. In 1985-86, they reported a negative 19% return on sales.*?

Competition from black market Indian mills (goods smuggled in
through the pervasive “unofficial economy”) seriously threatens this
industry, which imports materials and is aimed at the impoverished
domestic market, in contrast to the booming ready-made garment
industry, which is export-oriented. Additionally, Bangladesh’s tex-
tile mills, private as well as public, have not been uniformly blessed
with good management.

Privatization of Fertilizer Distribution

Bargladesh’s privatization effort has been overwhelmingly involved
with divestiture of industrial SOEs. One of the more successful priva-
tization programs, however, has been in retail and wholesale distri-
bution connected with agriculture. Also, it has not involved any
divestiture transactions. Rather, it has been involved in gradually
building up a private sector sales and marketing network for fertilizer
to replace a government operation that has been marginalized or, one
could say, “quietly liquidated.”#

Besides privatizing distribution, USAID’s project has improved
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extension services to farmers through the new private dealer net-
work, and has had beneficial effects on deregulating prices, decreas-
ing subsidies, and generally creating a more vibrant and efficient
competitive market milieu. The fertilizer project has been very suc-
cessful and is being copied in other LDCs. Fertilizer sales increased at
an annual average of 7.1 percent during the FY 1981-FY 1987 period.®

USAID’s fertilizer distribution project represents privatization in
one of its most effective forms. The project has replaced a govern-
ment operation with a solidly private sector activity. This was not
accomplished overnight like the denationalization of 33 jute mills and
27 textile mills. It has evolved over 8 years of careful planning ard
gradual step-by-step implementation. The politically sensitive as-
pects of the program have been met quietly but effectively.

Much has been written about this project, so there is no need to ex-
haustively document its progress and accomplishraents here. In or-
der to analyze performance a few of the highlights of the program
follow:

more fertilizer is being sold;

fertilizer use by farmers has increased;

distribution is speedier and more efficient;

the price of fertilizer has gone up, but tolerably so, mainly be-

cause of competition;

* nationwide distribution is more even, although there are still
problems in remote areas;

e extension services and technical assistance superior to that pro-
vided by the government are now available through the private
dealer network;

* the government agency (BADC) is beginning to assume the role
of monitoring, quality control, training and general marketing
advice, besides still controlling production; and

* more people are employed in the fertilizer industry than previ-

ously.

There are, of course, many more facets to this immense and complex
project. It is included here to indicate that there are many roads to
privatization, and most of them do not involve divestiture.

If, as the Third Five-Year Plan (1985-90) indicates, “more emphasis
will be given for promotion of agro-based rural industries and con-
sumer industries,”* the approach of the fertilizer distribution project
could be a useful model. It is positive in that it involves building a
private sector capability, not merely unloading a public sector failure.
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Few phases of the business of privatization can be labelled “win-
win” situations, but this project is about as close as one can get in
Bangladesh. Policy levels of the government have accepted its basic
purposes, and the bureaucracy is gradually accepting the inevitable.
USAID is quick to report that Phase I, which dealt with retail sales,
has been more successful than Phase Il, which is aimed at reforming
the wholesale network. Phase 11 is still in process.

Summary

In sum, the performance of the divested firms has been a mixed
bag. As we have seen from the several surveys cited here, attempts to
use the bottom line approach are at best inconclusive and frequently
misleading. The “evidence” is often contradictory.

The record, even if incomplete, does, however, permit observers to
raise legitimate questions about the efficacy of divestiture as a means
for promoting economic progress or even private sector growth in
Bangladesh. But when this point is raised, special care should be
made to maintain a clear distinction between evaluating divestiture
and privatization. As was stated at the beginning of this report, the
two are not synonymous. As was also noted, divestiture is one of the
least attractive and, except in Chile and Bangladesh, least used ve-
hicles for privatization.

In the case of Bangladesh, one might ask whether the SOEs to be
unloaded were selected for the right reasons or, conversely, were they
purchased for the right reasons. The advantages of buying an exist-
ing enterprise have been cited; but one can also wonder whether
many divested enterprises started out with two strikes against them.
Some observers tend to believe that the burdens more than balanced
out the advantages.

Also, when one places the focus on divestiture or on performance
of divested enterprises, one is evaluating special cases. Divestiture is
only one of several privatization methods. In Bangladesh, it has been,
for better or worse, the primary method used. Given the historical
and economic circumstances, perhaps this was a logical path to pur-
sue in Bangladesh. But there is little evidence that alternative paths
were seriously considered, and not much thought seems to have been
given to how best to pursue even the divestiture route. One cannot
change the past, but shculd certainly consider very carefully different
options in determining what might be the most productive way to
privatize in the future.
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The true test of whether privatization will benefit Bangladesh lies
more in evaluating the accomplishments and potential of the private
sector in general than the performance of a set of stumbling enter-
prises unloaded because they were losing money.

Even if a package of “performance” figures is put together, one can
ask, “What have you got when you’ve got it?,” in terms of the real
economic story in Bangladesh. There are far more important and
illuminating issues to investigate.

One must go further and ask whether the public sector or the
private sector should be the leading actor in driving the economy.
Here, the record is much more clear. What progress has been made in
Bangladesh’s economy in recent times has been made by the private
sector. The public sector has failed as an engine of growth. The
government can and should serve as stimulator, policy maker, and
regulator, but not as the primary participant in the market place. So,
what is required is a program capable not just of unloading, but of
building. It is also a matter of sorting out proper roles and then
performing them thoughtfully and consistently.

Given the overall economic morass in Bangladesh, and the way the
“disinvestment” program was launched and subsequently imple-
mented, it was probably inevitable that many of the divested enter-
prises would not fare very well. Critics have leapt upon this predict-
able lackluster performance to claim that privatization won’t work in
Bangladesh and that it was foisted on this impoverished country as an
improved act of faith by advocates of free enterprise. That argument
is flawed for several reasons.

First, the “verdict” on privatization should not be based on the in-
conclusive performance of the troubled enterprises that were divested.
Second, concentration on the divested enterprises avoids considering
the more important question of privatization of the economy in gen-
eral and the establishment of a policy and regulatory environment
within which the private sector in general can flourish. The debate on
public-private primacy belongs here. Third, without exception the
countries in Asia that have achieved the greatest degree of economic
progress and prosperity for their peoples have been those that have
opted for emphasizing private sector development. The govern: xent
has in all those cases provided essential guidance and suppor:, but
the drive has come from the private sector and market forces. The
burden of proof is on the critics of privatization in Bangladesh to
prove that conditions are so unique in their country that they should
not try a path that has been so successful in Japan, Korea, Taiwan,
Malaysia, Singapore, Hong Kong, Thailand, and elsewhere.
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Notes

1. A useful list of financial and other problems faced by divested firms can
be tound in Ameen, H. H. Mansurul: A Study of Divestment of Industries in
BanglaJlesh (Dhaka, Canadian International Development Agency, March 1987),
in two vclumes, Vol. [—Main Report, pp. 143-148. This source will hereinaf-
ter be citea as “CIDA Report ” Mansurul Ameen is a Canadian citizen of
Bengali descent. ri>is a CPA./Chartered Accountant. On page 143, Ameen
makes the interesting poiat that,”Until the entire sale price is paid, the di-
vested enterprises cannot pledge their assets as mortgages against loans.” As
a consequence, they often have a difficult time arranging working capital and
loan financing. Additionally, they do not get full title until the loan is com-
pletely paid off. They are caught in a “"atch 22" scenario.

2. A copy of the survey questionnaire is attached as Appendix C. A great
deal of care was taken by Nizam Ahmed and me in designing the question-
naire, in consultation with businessmen and government officials. It was not
designed to be encyclopedic like some we saw, which, in our estimation,
would never be answered. We requested only that information which we
considered essential and obtainable. Second, while we wanted actual figures,
we figured that we might have a better chance of obtaining useful and reliable
data if, in certain cases, we asked only for percentage increases or decreases
(in production, sales, profits, etc.), rather than trying to get absolute figures.
Therefore, we gave the interviewees a choice, an approach which made them
more comfortable. The questions on the written questionnaire were usually
asked verbally during the conversation, without much direct mention of a
questionnaire. Strict confidentiality was promised. Therefore, the reader will
rarely find direct attribution in the use of case study figures. See footnote 3
immediately below.

3. Conversation—S.A M. Amanullah, General Manager, Bangladesh Che:mi-
cal Complex (Pvt.) Ltd. and Bengal Belting Corporation, Ltd., 11/9/86. Also
in attendance were the Purchasing Manager, Marketing Manager and Finance
Manager.

4. Conversation with John A. Bannigan in Washington, D.C. 4/28/87. Mr.
Bannigan, a former officer of The Asia Foundation, has been involved in
South Asian affairs since the mid-fifties. He has lived and worked in Bangla-
desh over extended periods of time.

5. Lyell Ritchie, Demos Menegakis and K.M. Sakhawatullah: Report on
Private Sector Development in Bangladesh, a report from Arthur D. Little, Inc. to
USAID, 5/13/87, pp. 3-4. This is an excellent survey of private sector activity
in Bangladesh. I met with the ADL team at their AID debriefing in Washing-
ton, D.C. on 5/13/87. Their survey was carried out under the Private Enter-
prise Development Study (PEDS) program of AID and will be referenced
hereinafter as PEDS.

6. ibid, p. 40. A foreign businessman in Bangladesh told me that while
officials used to apologize or rationalize for under the counter “expediting
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fees,” they now just demand it up front. I also ran into blatant examples of
bribe taking. The practice is pervasive, and the effect on the speed and
efficiency of government operatiors is daplorable.

7. See Wasow, Bernard: Privgte Investment in Bangladesh—An Optimistic
Appraisal, a publication of the Trade and Industrial Policy (TIP’) Reform Pro-
gram, TIP-IISU-F.5, (Dhaka, Government of Bangladesh, June 1985), p. 5.

8. Sobhan, Rehman and Ahsan, Ahmad: Implementation cf Projects in the
Private Sector in Bangladesh, A Study of DFI-Sponsored Projects. A paper pre-
sented at the 7th Biennial Confer«nce of the Bangladesh Economic Assucia-
tion, held at Jahangirnagar University, Dhaka, Dec. 17-20, 1985, p. 1L

9. W3-Bangladesh ‘86-1, p. 121; see also Overview of Industrial Investment
Incentive, TIP series, Management Unit, TIP-MU-F (Dhaka, Government of
Bangladesh, March 1986), p. 22.

10. Chishty, op. cit., p. 18.

11. PEDS, op. cit., p. 40.

12. “Call for strike at industries tomorrow,” The New Nation, 4/27/87.
Two days earlier the Deputy Prime Minister had announced the possibility of
including additional abandoned enterprises still in the public sector in the
proposed 51-49 Plan. That was the spark for the strike.

13. Sobhan, Rehman and Ahsan, Atimad: Disinvestment and Denationaliza-
tion: Profile and Performance, Research Report, New Series, No. 38 (Dhaka,
Barngladesh Institute of Development Studies, July 1984).

14. WB-Bangladesh 86-1, p. 149.

15. WB/Dhaka—Indus. Sec., op. cit.,, p. 7. The Metropolitan Chamber of
Commerce and Industry estimates total job creation as 250,000 (including
200,000 women) or 10% of the manufacturing work force. Metropolitan
Chamber: l7inate Sector in Bangladesh: Its Perspectives and Performance (Dhaka,
1986), p. 7.

16. Chishty, op. cit., p. 15.

17. The Gulishan Theater, a downtown movie house, which had 20 em-
ployees befure it was nationalized, reportedly found 120 on the payroll when
it was priv.“ized. The new owners faced a particularly sensitive political
situation, because many of the employees added by the government were
former Freedom Fighters, who had served the Bangladesh cause during the
war of liberation with Pakistan. It took a long time for the new owners to
solve the problem by shifting and consolidating positions, locating alternate
employment, etc.

18. Conversation—Surrinder Malik, Chief Economist, World Bank/Dhaka,
3/1/87.

19. Sobhan and Ahsan: Disinvestment and Denationalization, op. cit., pas-
sim. Tawfique Chowdhury gives a similar evaluation of Sobhan'’s paper in T.
Chowdhury, op. cit., pp. 39-40, pointing to “serious deficiencies in data and
methodology to lead to any meaningful findings.”

20. Conversation—"Pete” Peterson, Chief, Agriculture and Rural Develop-
ment Division, USAID/Dhaka, 9/25/86. The Economist expressed a similar
thought in an article in its issue for the week of July 20-26, 1985,
stating,”Progress in Bangladesh means not going backwards.”
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21. CIDA Report, op. cit. See especially Chapter 6,”Survey of Divested
Industrial Enterprises,” pp.119-155. The study also provides a useful service
by including lists of divestment procedures, taken from various government
documents. CIDA stresses that its study was an overview of divestiture
methods, not an analysis of the divestiture program. See p. viii.

22. ibid, p. 122 (table).

23. ibid, p. 125. The survey was more concerned with industries than
specific enterpiises, although some figures were provided for individual en-
terprises. See pp. 123-129.

24. ibid, p. 124.

25. ibid, pp. 128-129.

26, ibid, p. 131.

27. ibid, pp. 133-135. See also pages 137-138 regarding CIDA’s inconclu-
sive results in connection with tax liability and payment.

28. ibid, p. 139.

29. Analysis of the Causes of Inflated Loan Liabilities of Denationalized Jute
Mills (Dhaka, Metropolitan Chamber of Commerce and Industry, 1986), p- 1.

30. ibid, p. 2, 4.

31. “Jute sector plagued by chronic loss,” Jute Review (Dhaka, Bangladesh
Jute Mills Association, July 1986). In a separate set of figures, the BJMA
calculated (on 7/21/86) the comparison in the following way (numbers are
expressed in crore Tk.):

Period BJMC BJMA
1982-83 +23.90 n/a
1983-84 -28.60 +0.79
1984-85 ~-146.00 -85.00
1985-86 -114.00 —47.00
Totals: -264.70 -131.21

32. Chishty, op. cit., p. 15.

33. ibid. The exchange rate for 1982 was Tk22,12/US$1 and 24.62/1 in
1983. The reader will note discrepancies in the various sets of figures, which
is typical of a researcher’s problems in Bangladesh. It is curious that Rehman
Sobhan did not use jute as one of the industries for comparison in his 1984
paper, because direct comparisons are available.

34. US. Embassy/Dhaka undated draft cable, sometime in 1984. Useful
updating on the status of the jute industry was found in WB-'87, pp. 68-76,
and WB-'88-1, pp. 13-14, 22. For analysis of the jute industry, | depended
heavily on two related studies done by John Kelly and a Price Waterhouse
team. They are Bangladesh Jute Goods Industry: Policies and Actions for Over-
coming Existing Problems (Dhaka, Price Waterhouse Asia Pacific, 9/25/86) and
Review of the Operations of the Bangladesh Jute Mills Corportion (Dhaka, Price
Waterhouse Asia Pacific, July 1985).
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35. CIDA Report, pp. 125-126. Figures on individual mills showed one
averaging 30.3%, another at 22.8%, and third at 17.5%, and three others at
about 8.3%.

36. ibid, p. 131.

37. U.S Embassy/Dhaka, undated draft cable (sometime in 1984). Excellent
analyses of the textile industry were found in Lorche, op. cit., passim; Kelly,
John: Review of the Operations of the Bangladesh Textile Mills Corporation (Dhaka,
Price Waterhouse Asia Pacific, March 1986), Vol. I (draft), passim; Norbye,
O.D.K.: The Cotton Spinning Industry in Bangladesh (Dhaka, Planning and Proj-
ect Identification Unit, TIP, Government of Bangladesh, January 1984), Doc.
TIP-PPIU, B-8, passim; and Ahmed, Nizam Uddin, “A Visit to the Bangladesh
Textile Mills Association” (Dhaka, USAID, 7/18/84), a report to the USAID
Mission in Dhaka. An anti-private sector analysis can be found in Chow-
dhury, Nuimuddin: Towards an Understanding of Entrepreneurship in Early De-
velopment: The Case of Cotton Textiles in Bangladesh (Dhaka, BIDS, January
1985), New Series #37, passim.

38. “176 industrial units disinvested so far” The Bangladesh Observer, 6/3/
84. Seealso Chishty, op. cit., pp. 15-16. This turnaround also was not figured
into Rehman Sobhan’s equation.

39. CIDA Report, p. 126. Three mills had annual increases of 17.6%, one of
them at 35%, and two at 1.5%.

40. ibid, p. 131.

41. Lorche, op. cit., p. 38. Lorche notes that in 1979-80 the government had
taken back one textile mill (Royal Textile Mill) at the owners’ request. The
mill had been divested in 1976 through tenders. By early 1988, the Ministry of
Textiles was planning “to dispose of it again, probably through liquidation
and subsequent tender of the assets.” ibid, ft. 47, pp. 53-54.

42. ibid, p. 41.

43. ibid, pp. 15-16. When the mills were denationalized,” A committee
verified the legal title and, according to liberal guidelines, the nationality of
the applicarts. However, there was no assessment of the applicants’ financial
and managerial strengths.” ibid, p. 15. Many were not qualified managers.
Six of the mills were taken over by families who had never actually run mills,
because the mills had not yet been operational when they were nationalized in
1972. ibid, p. 16. In some cases, it was the heirs or less than qualified relatives
who assumed positions of authority after privatization in 1982. ibid, p. 41.
Finally, Lorche points out that “... private owners tended to be transaction-
oriented, rather than production-oriented, reflecting their own commercizl
background and the dominant role of the ‘informal’ aspects in the industry.”
ibid, p. 40.

44. Quiet liquidation of inefficient, unprofitable SOEs h=3 been used fre-
quently in recent years by Taiwan authorities in prefeience to expensive,
complex, highly visible and politically sensitive divestitures. Taiwan’s suc
cess is also the result of coordinating the phasing out 0. the SOEs’ functions
with sound programs that encourage and support replacement by private
sector players and activities. Officials in Bangladesh are beginning to ac-
knowledge that “quiet liquidation” might be a good technique to employ.
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Conversation—Dr. Tawfique Chowdhury, Joint Secretary, Ministry of Finance,
11/14/86; Conversation—Director General of Industries, Ministry of Indus-
tries, 11/13/86.
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‘87, p. 58.

46. Third Five Year Plan, p. 134.
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The Public Sector’s Performance

One cannot help but approach evaluation of the Bangladesh
government’s privatization effort with ambivalence. On the one hand,
the sheer number of privatized enterprises involved is impressive,
even remarkable. No other country has divested more than a thou-
sand state-owned enterprises. Further, it is possible that the privati-
zation policy and related regulatory liberalization have cumulatively
had a beneficial effect on industrial growth and have encouraged
private investment.

At the same time, however, the thoughtful observer, once having
penetrated beyond the glitter of the statistics and the clarion call of
the rhetoric, is at first disappointed and ultimately dismayed. There
has been more sound and fury than substance to the policy state-
ments; they were frequently hastily, almost compulsively arrived at;
and they were then foisted upon the struggling economy without
sufficient planning or attention to practical implications of the devel-
oprent strategies they embodied.

The ultimate frustration comes with full realization of the extent of
the gap between policy and implementavion. Shafiul Azam and
Shamsul Haque Chishty have called the privatization policy “a bold
stroke”'—and it was. But its effectiveness has been blunted, even
thwarted, by inconsistency and lack of commitment at political levels,
a suffocati~g regulatory environment, and obstructionism, incompe-
tence, and aownright venality in the bureaucracy.

Wher ail of these official failings, plus the machinations of a mili-
tant opposition, are added to Bangladesh’s horrendous economic

136
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problems, it 1s amazing that privatization has continued at all. The
fact that privatization has alrcady made modest contributions to
Bangladesh’s economic development, and still retains the potential
for even greater benefits, is testimony to the soundness of the concept
in the Bangladesh context.

Considerable attention has been given throughout this study to
various aspects of the government’s promulgation and handling of
privatization. The purpose in this chapter is to focus on government
policy and operation in an integrated fashion; with a special emphasis
on attitudes.

Politics and the Decision-making Process

The battle over privatization is usually fought more on political
than economic grounds. That has certainly been the case in Bangla-
desh. Only a few diehards would recommend returning to a full-scale
nationalization similar to 1971-1975. Even the professional opposi-
tionists of the Awami League do not propose doing that, although
they would renationalize some industries. It was, after all, the unful-
filled expectations of the disastrous experiment with a state-run econ-
omy that contributed to the Awami League’s downfall. Rehman
Sobhan continues to fly the socialist flag, but his highly ideological
arguments seem to hinge more on what is good or bad for the institu-
tion of socialism, as such, rather than what is good or bad for the
economy, the people, and the country.2  For the most part, however,
governmental shifts to privatization have been based on pragmatism
not ideology in Bangladesh, as has been the case in other LDCs.

There were practical reasons for bringing the abandoned proper-
ties under the government umbrella in 1972, but it has been difficuli
for even nationalization’s most ardent supporters to justify the extra
step of assuming control of Bangladeshi-owned mills and businesses
as well. It didn’t make economic sensc to take on this extra responsi-
bility, and it was an administrative nightmare for an already overbur-
dened bureaucracy. The step was, however, ideologically satisfying
to the inner core of the Planning Commission.

In 1975 a different set of practical reasons for making the break and
starting the privatization process prevailed. The main reason was
that the enormous public enterprise system was floundering and los-
ing money in large amounts.

Also, the political leadership came to believe that the best chance of
reducing the growing public debt and promoting growth would be to
assign a larger role in economic development to the private sector.
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Tne leadership was generally aware that other Asian lands that had
opted for the private sector approach were doing remarkably well.

Moudud Ahmed provided the following “overview” of the country’s
industrial policy since indepen-ience. An unedited version of his
1987 statement (made when he was still Deputy Prime Minister and,
concurrently, Minister of Industries) read as follows:

. . . let us divide the period into 4 periods from 1972-75 when in the
name of socialist transformation, we actually had a system by which we
had nationalised 85% of our industries, banks and insurance companies,
and without any planning, without having a socialist party in power,
without having socialist cadres, without having a socialist bureaucracy
they wanted to have a socialist transformation which was self-contradic-
tory in its exercise. And that’s why that had failed and we have secn
what mismanagement, waste and corruption had taken place during
that period. It was the people, not the politicians who were sincere to
see that the country have a people-oriented economic system but they
did not have the planning nor had they the correct conviction, nor they
had the party or leadership to really implement that kind of economy.
So, in the process what really happened was a shame. In the process,
our economy reaily collapsed during those years.

Then from 1976-1982 there was a period where some liberal attitude
was taken. The process was the reverse but not with a total conviction—
they also suffered from indecision about what to do and what not to do.
But it was better; it started thinking about revitalising the economy.

Then in 1982, we had the new industrial policy after the present gov-
ernment took over and then this policy was a bold policy in order to
reverse the earlier policy which was adopted in 1972. So, a massive
denationalisation took place, industrial entrepreneurship was given due
recognition. Bangladeshis, who owned industries and whose industries
were nationalised, were given back to them. The process of privatisa-
tion was accelerated and it had achieved the desired goal, reversing the
policy.

Now we have a new policy after 4 years of this phase and the whole
industrial policy which has come into effect from July this year was a
one-step-forward. This is now a policy of consolidation of the privatisa-
tion of our industries, of our capital, of our growth, and accelerating the
industrialization of the country. ... This policy period will be a policy
of acceleration and consolidation—of the policy that was adopted in
1982. ... Some of the main features of this policy are: there will be a
balanced growth between public and private sectors; . . . we want to see
a rapid growth of [the] private sector in this country. So, the people
who benefitted by way of denationalisation, by way of purchasing,
acquiring new industries or shares in industries in [the] last 4 1/2 years
would be now expected to come forward and go for further investment.?
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Moudud’s remarks are intriguing, both for his candor regarding
preceding regimes and for his lack of introspection; for much of what
he has leveled against the Mujib and Zia regimes—mismanagement,
corruption, no planning, lack of conviction, uncertainty—could be
said of the Ershad government as well.

As evidenced by newspaper clips presented in Chapter 5, and from
other material included throughout this study, consistency has not
been a hallmark of the Bangladesh government’s privatization policy.
The Ershad government more than the others has shifted course,
vacillated, plunged forward, and pulled back in the face of opposition
(particularly from organized labor) on innumerable occasions.

The government’s performance gives the impression that its lead-
ers have never really figured out what they want from the policy,
other than a pious wish for a “strong private sector” or a “mixed
economy.” It is doubtful that the government has pondered what is
entailed in developing a vibrant, market-driven economy. It is also
questionable that public administrators, who have presided over a
failing public sector, can make sounder decisions in a free market
than private entr. preneurs. Bureaucrats are usually more concerned
with maintaining a spotless public image than striking out in new di-
rections.

One sees little evidence of specific goals and targets to be met in
carefully planned stages. It was as if once the policy was on paper
and promulgated, the government thought that was all there was to
it, especially since the enacting document had been assembled iike a
shopping list to include every conceivable possibility.

Little attention seems to have been devoted to planning and little
thought given to the implications of the policy, the obstacles it would
certainly face, the new problems it would inevitably create, and the
follow-up and countermeasures that would be required. In addition,
the interrelatedness of policies and problem areas does not appear to
have been taken into account. As a consequence, sound ideas and
good policies have been put in jeopardy more than was necessary.

For example, the major step in the entire privatization effort was
the return of 33 jute mills to former owners. This was an enormously
complex and sensitive venture. Prior to NIP-’82, one of the problems
in the jute industry was the inflexibility of the government pricing
system. Its only redeeming feature was that the industry was able to
speak to the international market with a single voice through the
BJMC. After privatization, foreign buyers could seek the best price
from 34 sellers (the BJMC and the 33 now independent mills). What
had been overly rigid became chaos. Bangladeshi was fighting Ban-
gladeshi, and all domestic groups suffered.
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If it had merely been a case of free market forces determining price,
the situation would have been tolerable, even desirable. But when the
mills were privatized, the settlements forced upon the buyers (if they
wanted their mills back) led to all kinds of unfortunate fallout. Most
buyers felt they could never get out from under the obligations im-
posed upon them. Some, therefore, were willing to sell jute at any
price, just to generate cash, even if it meant that the mill was going
down the drain. Others decided not to repay their loans. The public
mills, still beholden to the price structure, could not compete in a
price war and lost even more money.

What the government should have dene was negotiate more rea-
sonable terms in the first instance. Also, some kind of a public-
private instrumentality should have been set up to coordinate pricing
and present a unified front for selling to foreign buyers. These needs
should have been foreseen. Everyone in Bangladesh would have
benefited. An opportunity for public and private cooperation was
missed in the country’s most important industry.

The decision to turn over the mills to the private sector was not by
itself erroneous; but relinquishing any semblance of monitoring or
coordinating coritrol over this vital area of thc economy was disas-
trous. Even if all the mills had been privatized, some kind of coordi-
nating mechanism would still have been essential. The government
also neglected its responsibility to promote research and develop-
ment in jute to stimulate new product ideas in this troubied but
crucial industry.

Decision making in Bangladesh is too diffuse. A staggering num-
ber of councils, commissions, and committees for making economic
policy exist, for example, the National Committee for Industrial De-
velopment (NCID), the Consultative Committee for Public Enterprises
(CONOPE), the Executive Committee of the National Economic Coun-
cil (ECNEC), the High-Powered Facilities Board (HPFB), and the
Committee for Reorganization of Public Statutory Corporations
(CRPSC). These are in addition to normal policy making units in the
secretariat and line ministries. While these autonomous bodies are
chaired by a fow top people, the system is a hodge-podge. It makes
one wonder whetiicr the system was deliberately designed to avoid
individual responsibility for planning and decision making. The vari-
ous committees operate in their cwn particular vacuums, and some
are even chaired by cfficials unfrierdly to privatization and the pri-
vate sector.

Meanwhile, the Planning Commission is not used as a central coor-
dinating body for planning. It is more of a monitoring and evaluation
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unit, passing judgment on what has been done rather than suggesting
what should be done. Its authorship of the five-year plans and par-
ticipation in the budget approval process might indicate otherwise,
but these are rhetorical and perfunctory services. What the govern-
ment needs is a planner, overseer, and coordinator for economic pol-
icy, such as has been so successful in such countries as Taiwan, Korea,
Malaysia, Thailand and Singapore. It is possible that, in considera-
tion of the Planning Commission’s enormous (and destructive) influ-
ence during the Mujib period, subsequent regimes may have decided
never to allow it as much power again.

Bangladesh’s dire economic circumstances have given the Ministry
of Finance inordinate influence over industrial development policy,
influence that should more properly reside in the Ministry of Indus-
tries. The breakup of the Ministry of Commerce and Industry into
four ministries (Industries, Commerce, Jute and Textiles) contributed
to this shift in influence. Certainly, the Ministry of Finance must have
considerable say in both the collection and expenditure of funds; but
experience elsewhere teaches that Ministry of Finance-dictated devel-
opment policy will most probably not be dynamic, nation-building
policy. It has not been encouraging to hear several high-ranking Ban-
gladeshi officials say, in almost identical wording, that “finance is
calling the shots” with regard to privatization.

Comparison With Taiwan’s Privatization Program

Regarding policy planning and implementation, a cursory com-
parison will now be made between the experiences of Bangladesh and
Taiwan.! This is presented at the specific request of a number of
Bangladeshi officials and businessmen, in addition to several scholars
and foreign observers. It may seem that the two situations are too
dissimilar for any useful comparison, because the two countries are
now at the opposite ends of the development spectrum. But contrary
to expectations, informed persons in Bangladesh were most inter-
ested in the Taiwan experience, perhaps because of the great achieve-
ments made there, but also because the two countries started out with
a surprising number of similarities. If that was so, logically the next
question was why one has prospered, while the other is obviously
struggling.’

This study, can present only a bare outline of some of the similari-
ties and divergences between the two situations; but even this may
illustrate some illuminating points. Both countries started out under
the following circumstances at independence:
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* an agriculture-based economy, featuring small holdings and a
high percentage of landless tillers;

* a conservative, traditional society;

* acclonial background, wherein the economy had been geared to
the needs of the colonial power (in Taiwan’s case, Japan from
1895-1945);

* a backwater arca dominated by nearby major commercial cen-
ters (Canton and, in Taiwan'’s case, Hong Kong);

* some infrastructure built by the former ruling power;

* adensely populated area, with the majority of the population in
rural areas (Taiwan’s concentration is greater, though the scale
is smaller);

¢ almost no natural resources;

* alarge pool of unskilled labor and widespread poverty;

* few indiger.ous entrepreneurs or managers with top-level expe-
rience;

* a business community oriented toward trade and commerce, not
industry, and a tradition of familial rather than corporate struc-
tures;

* an economy shattered by war (Taiwan’s industrial capacity was
85 percent destroyed by American bombing in World War I1);

* more than 80 percent of industrial capacity residing in the public
sector;

* almost no capital markets and limited domestic savings;

* encouraging prospects for considerable foreign aid; and

* anindustrialized sector heavily nationalized after departure of a
foreign power.

Most readers of this study will be familiar with the so-called “Mir-
acle of Taiwan,” so I will not dwell on the accomplishments that have
elevated that island country tc membership in the elite club of Newly
Industrialized Countries. Also, such readers will hnow that the two
countries did not start out in identical circnmstances. There were
differences from the start. One of the advantages was Taiwan’s core
of experienced administrators who came from mainland Chira (al-
though the business community is dominated by local Taiwanese).

Nevertheless, there were enough common conditions, initially, to
provide some valuabie lessons from the analysis of differing ways the
two nations subsequently performed. Although these lessons can be
applied quite easily to the subjects of economic development and
private sector development in general, we will deliberately restrict
ourselves to those aspects which most directly bear upon the nar-
rower subject of privatization. However, privatization and private
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sector development are inseparably linked. Privatization is not an
isolated phenomenon.

Taiwan authorities adopted most of the tactics that make privatiza-
tion work, including:

e a gradual, step-by-step, pragmatic approach to economic devel-
opment;

* careful planning with clearly identified short-and long-term ob-
jectives;

* scrupulous attention to organization and details;

* demonstrated political will through consistent support of poli-
cies;

* anintegrated set of practical programs promoting private sector
activity;

* cffective use of foreign aid;

* aprivatization policy coordinated with other economic and fiscal
policies;

* aplanned, structured approach to transition of enterprises from
the public sector to the private sector;

* privatization transactions and negctiations conducted with fair-
ness and honesty;

* promotion of coopcration between the bureaucracy and the busi-
ness community and efforts to decrease friction;

* simplifie Jrocedures, drastically reduced bureaucratic interfer-
ence, a. . curtailment of corrupt practices; and

* rationalization of the regulatory and administrative environment
for newly privatized enterprises and for the private sector in
general.

Taiwan launched its program to privatize the economy with di-
vestiture of four large SOEs, two of which were umbrella organiza-
tions containing dozens of sub-units (some of which became extremely
successful spinoffs). One of the original four enterprises privatized
(Taiwan Cement Corporation) became the seventh largest company in
Taiwan, and one of the best run. After the original four divestitures,
most subsequent moves involved (a) gradual privatization of large
enterprises by periodically selling off selected sections of SOEs, (b)
selling shares of SOEs, or (c) freezing an SOE budget and functions,
letting it gradually fade away, while supporting replacement of it by
appropriate private sector activity. By a combination of these poli-
cies, methods, and programs, the public/private ratio of 80/20 was
gradually shifted to 20/80, with every indication that the trend will
continue.
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Taiwan’s planned approach to growth has been gradual, starting
with agriculture, which has driven industry. Infrastructure was built
up thorough labor-intensive consumer products, with dependence on
small and medium enterprises. Import substitution was followed by
producing for export. Assembly operations gradually gave way to
major manufacturing. (Taiwan did not have an integrated steel mill
until the late seventies.) The influence of the government throughout
has been pervasive, but not intrusive. Taiwan has been a textbook
case on how to privatize an economy.

The Bangladesh government has not consistently followed similar
precepts and programs. As a result, its bold privatization effort has
not achieved its full potential for promoting economic growth and the
general welfare. In the following section, material is presented that
speaks to some of the more important lessons to be learned from the
Taiwan model.

Implementation of Privatization Policy

Most of the influential personalities consulted in the preparation of
this study agreed that “the biggest problem is implementation.”® The
government has made considerable strides in liberalizing some of the
regulations dealing with various phases of economic activity. Much
remains to be accomplished, however, particularly in the field of
imports. Progress has been made, but that progress is threatened by
the burcaucratic torpor that exists in Bangladesh. The beneficial ef-
fect of regulatory reform is blunted by adm nistrative inefficiency and
venality. Most of the interminable delays occur in the middle levels of
the bureaucracy.

There are many reasons for this procrastination and obstruction-
ism. Privatization threatens bureaucratic empires. Therefore, the bu-
reaucracy resists change. The Minister of Industries lamented that
after he had signed off on the 51-49 Plan, the paper took another 21/2
months to clear the ministry. He said he raised a storm over this. He
saw it as an attempt of the ministry’s burcaucrats to “study it to
death” as a traditional delaying tactic and as a demonstration of
unwillingness to surrender some of their power base in state-owned
enterprises to either the private sector or the state Corporations being
reconstituted as holding companies. The internal battle goes on.

Unwillingness to take responsibility is another problem. Burcau-
crats shirk responsibility by hiding behind red tape or requiring
numerous signatures on even routine matters. Also, in many cases,
middle-level civil servants are not kept current on regulatory changes.

The government must undertake a major briefing and training
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program for the bureaucracy. Such a program might make it possible
to avoid many, if not all, of the “incidents” listed in Chapter 6.

The President of the Dhaka Chamber of Commerce and Industry
(DCCI) strongly suggested that a system of deadlines be established
for bureaucratic actions. Regarding the 51-49 Plan, he said that (a)
there should be a deadline on implementation, (b) responsible civil
servants should be accountable for meeting deadlines on this and
other matters, and (c) someone should monitor their performance,
enforce the deadline, and require periodic progress reports. He was
not confident that his idea would be adopted. Others have broached
similar ideas. Such a procedure was common practice with Shafiul
Azam when he was Minister of Industries. It did not survivz long
after his departure.

There is a special urgency to public service reform, because a dis-
tressingly high percentage of the most capable senior civil servants
will retire within the next few years. The caliber of their replacements
emerging from the middle ranks is not nearly so high. This is a
recognized future problem for which the nervous government does
not yet have a solution. The public service is no Jonger attracting the
best young talent. In former days, a carcer in public service was
easily the most prestigious and most sought arter type of career.
Today, many of the most promising young men seek business carcers.
This shift has had both positive and negative consequences.

The Public/Private Mix

The President of the DCCI suggested the above idea about dead-
lines during a conversation in which he also lamented the deplorable
state of relations between the bureaucracy and the business cominu-
nity. He said, “Let us forget confrontation! Let us cooperate.” This is
a sentiment echoed by many in the business community and at the top
levels of government.

In 1987, there were some moves to facilitate dialogue through es-
tablishing liaison committees; but mistrust and animosity still rule,
seriously hindering private sector development and standing in the
way of general economic progress.

Privatization will be a dead letter without better cooperation be-
tween the public and private sectors. The matter goes far beyond
changing rules and regulations or speeding up procedures. It goes
deeply into the question of endemic corruption. Pavoffs are part of
even the most routine contact (one must pay “baksheesh” even to get
a form to fill out).

It must be remembered that corruption was far greater when the
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government controlled 92 percent of the economy’s resources, before
a substantial percentage of the units were privatized. Some say this
loss embittered the burcaucracy. Corruption is pervasive and deeply
entrenched. One can attack corruption from a moral point of view,
but beyond that, corruption absorbs scarce financial resources that
are desperately needed for nation building. It alsu slows up day-to-
day activities and poisons the atmosphere between business and
government.

There is fault in both of these warring camps, but by far the greatest
responsibility for the current state of affairs must rest with the gov-
ernment. The burcaucracy holds power and, therefore, the key to the
situation. The Bangladesh government has never really come to terms
with doing business with business. The interrelationship between
government and private business sectors is not well understcod, nor
is there understanding of the attributes of a true market-driven econ-
omy based on open and honest competition.

There is a tendency to look at Bangladesh’s economic situation in
all or nothing terms. For example, a respected economics scholar, a
former cabinet minister,” when asked about private sector develop-
ment, responded, “What private sector?” His meaning was that since
private enterprisc borrows money from the government or obtains
certain subsidies or concessions, the private sector cannot be consid-
ered truly private. He fails to see, or refuses to see, that there is no
such thing as an economy that is either 100 percent private or 100
percent public. The two sectors are interdependent. The economy de-
pends on the health and flexibility cf the relationship.

A very intelligent senior official, who shall remain anonymous,
declared, “i don’t care if these privatized businesses make a profit or
not. That’s not my affair.” He operates on the basis that once they are
privatized, tney’re on their own. He should care. The future of the
economy depends to a great extent on how the privatized and other
private businesses fare. They, in turn, are to a great extent dependent
on cooperative, businesslike cooperation and support from the finan-
cial institutions over which this particular man has considerable in-
fluence. Follow-up and continued cooperation after privatization are
essential for success.

Sentiments like the two just cited, or the attitudes of managers of
public steel and jute operations mentioned earlier that private compa-
nies are “the competition,” must change if economic progress is to
have a chance. The government must encourage, support, and coop-
erate with the private sector. Privatization is a key element in this
evolution.
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On the other side, there is much room for improvement from the
private sector. There must be a more honest approach to repaying
loans and meeting one’s obligations. But this is a nationwide social
problem, not just businessmen’s lack of integrity. Farmers are also
not repaying loans, and SOEs have been notorious in not paying off
their loans and obligations.

Nonrepayment by recently privatized firms is a national scandal
that profoundly affects the soundness of the financial community and
has rightly given the business community a bad name. Public reac-
tion has adversely affected chances for further privatization.

The government and the mill owners must come to a resolution of
the repayment problem, with concessions on both sides. The govern-
ment must decide if it really wants the private sector to be profitable.

The government lost money on these enterprises when they were
in the public sector. It should be pleased to be spared further drain. It
is often forgotten that the government coffers have benefited from the
20-25 percent down payments from privatization transactions. Also,
some firms are paying off, although they are certainly not in the
majority.

Taxes from profits of privatized firms have not been flowing in at
expected rates. There are many reasons for this. One of the more
important reasons is the need for drastic reform of an incredibly inept
and corrupt tax collection system. Privatization and tax reform must
go hand in hand.

Foreign Investment

Revenue is certainly needed by the government. One source could
be foreign invcstment. There has been a great deal of talk about this
in several iughly publicized conferences, but the consensus is that
Bangladesh encourages, but does not really weicome foreign invest-
ment.

Fortunately, it appears that the government hasn’t set its sights un-
realistically high in this area. Bangladesh has little to offer in com-
parison with other, more aggressive LDCs, and the regulatory envi-
ronment along with the cost and bother of pervasive corruption scares
off all but commodity traders. Substantial industrial firms find the
atmosphere unattractive.

Cheap labor is not an incentive when it is so unskilled and unmoti-
vated that productivity is abysmally low. Job creation can be a trap if
one forgets the need for creating a viable business, as weil. This is a
matter of concern for domestic as well as foreign businesses. Also,
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the government has not squarely faced up to dealing with the more
violent elements in the labor movement who have helped to create an
atmosphere that concerns potential investors.

Foreign investment could be important for the country’s industrial
development. It is unclear just how far the government will actually
permit the local private sector to joint venture with forcign firms,
although recent public statements indicate that the government, in
principle, favors such transactions. Many observers, however, be-
lieve that the government would prefer to keep such arrangements
within the public sector. Rumors have sprung up that this has both
personal and public motivations. It is obvious that foreign firms
would prefer non-public partners.

The government sponsored a major conference on foreign invest-
ment in March 1987, but the results were disappointing. The meeting’s
agenda was too broad and the goals too grandiose. Of over 100 letters
of intent, only 10 or 12 resulted in actual proposals, and the majority
of even those were not very firm. The government is planning an-
other, more modest meeting for 1989. The emphasis at that meeting
and in the future will reportedly be on a few concrete, workable
projects.

The 1987 decision to turn down the Singer Corporation’s applica-
tion is mystifying. The government says it wants to leapfrog assem-
bly operations and go directly to manufacture. The same thing has
been said about automobile production. Pride seems to have tri-
umphed over good sense. The lessons from Taiwan and elsewhere
evidently have been disregarded.

Donor Agencies and Private Sector Development

There is a natural tendency for a government to enter a new field
itself rather than support private sector intervention. Bangladesh is
certainly not unique in this respect. The EPIDC was commendable in
its avowed intention of providing scarce capital and technical assis-
tance to launch a venture and then gradually turn it over to the
private sector. EPIDC was not overly successful (at least in this
regard) for a number of reasons, one of which was the paucity of in-
vestors at the time. Domestic money and investors are more plentiful
now.

The government has exhibited a knee-jerk reaction concerning di-
rect entry into new arcas. When a preblem or an opportunity arises,
the government opts to intervene.

Over the years, donor agencies have contributed to this syndrome,
for two main reasons: (a) it is easier to provide support to a govern-
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ment agency; and (b) donor agencies, like the Bangladesh govern-
ment, have not quite come to terms with doing business with busi-
ness. Some professionals in the foreign aid field still regard direct as-
sistance to profit-seeking private businesses as unseemly.

Attitudes are changing in the international donor community in
this regard, however. In Bangladesh, the World Bank has encouraged
a number of private sector initiatives. USAID has designed a strategy
for general programming in privatization and private enterprise de-
velopment.® Other bilateral programs are doing the same thing, though
on a more modest scale. The United Nations has carried out a surpris-
ing number of private sector projects (some of them in cooperation
with the World Bank) through the UNDP, UNIDO, FAO and ILO.?
The Asian Development Bank (ADB) now cooperates with the private
sector in a wide range of activities.

Even the private Asia Foundation is contemplating programming
with the Dhaka Stock Exchange (DSE). The Asia Foundation, with
support from USAID/Dhaka, will provide multi-year technical assis-
tance to the DSE for reorganization and for upgrading its services to
meet the expected expansion in its activities. The Asia Foundation
also sponsored a 1985 conference on privatization by the Bangladesh
Young Economists Association.'

None of the international donor agencies have shown much desire
to program directly in privatization until very recently. They have
programmed around the subject, helping private sector development
in a variety of direct and indirect ways. USAID, the World Bank, and
the ADB have exhorted the Bangladesh government to privatize, but
this pressure has not been nearly as great as critics imply. USAID’s
fertilizer distribution project is the only long-term privatization pro-
gram carried out by a major donor agency. At present, the World
Bank energetically sponsors programs in several private sector areas,
with an emphasis on financial markets. But the World Bank still
tends to favor reform of SOEs over privatization, despite a continuing
record of heavy SOE losses. In Bangladesh, this is both a blind alley
and a bottomless pit.

Other projects are being considered by several agencies, but most
will be related to private sector development, not directly to privati-
zation as such. Privatization is still considered a pclitical briar patch.

More private investment money is available now than previously.
Nevertheless, industrial credit is still a major concern for the small
and medium-sized business sectors of the economy that the govern-
ment hopes to see expand.

When the idea for a special bank to meet these needs was first
broached, the immediate inclination in mid-1986 was that the govern-
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ment should establish it."! This flew in the face of what the govern-
ment was saying about privatization and private sector development.
There was no need for establishing a new government entity when
other resources, both public and private, were available.

It is somewhat encouraging to note that the government recently
revised earlier plans to sponsor a Small Industries Bank. The new
bank may now be financed 70 percent from private sources and only
30 percent by the government. The government states that despite its
minority equity participation, the bank will be run as a private insti-
tution, along strictly commercial lines, but with lower interest rates
(10 percent) than those usually offered by private banks (14-18 per-
cent)."?

Concern has been expresseu about the viability of the venture.
There is no question that small businesses need better access to credit,
but the new bank would need an extensive and expensive network o
serve those needs, something potential investors would be reticent to
underwrite. Some observers say existing public and private financial
institutions could handle this market if given direction by central
authorities.

The idca of better credit service to small business is good, but
faulty planning and inadequate attention to all aspects of the situ-
ation may result in the launching of a bank with few investors and
little chance to succeed. It is not clear to what extent the proposition
was discussed in advance with potential investors, existing banking
institutions, or business leaders. This may be another example of a
policy decided in a vacuum by one of the special committees that
abound in the Bangladesh government.

improvement of the Public Enterprise System

Much of the Bangladesh government’s attention these days is di-
rected at improving the efficiency and profitability of existing SOEs.
This approach appears to be the government’s way to distance itself
from a stronger but more politically sensitive privatization policy,
while building what they now call a “mixed economy.” Normally,
talk of a mixed economy would be taken as a positive indication. In
Bangladesh, it might be a euphemism to mask inaction and lack of
political will.

Privatization may be controversial, but no serious observer of the
Bangladesh economic scene can believe that the lumbering, lacklus-
ter, irefficient public sector can provide the motivating force for
dynamic economic growth. The government has tried time and time
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again to reorganize and revitalize the SOE system, but to no avail. It
is a waste of time and money, neither of which Bangladesh can afford.

The public sector has required a cash infusion of Tk386 crore (US$138
million) between 1981 and 1985."* The World Bank reports that
“There has been only one year of net financial surplus (Tk888 mil-
lion—or US$28.4 million—in FY83) during the FY82-FY87 period, while
losses ranged between Tk296 million (US$9.5 million) to Tk2,282 mil-
lion (US$73 million)."

Moudud Ahmed has said that the country can no longer afford to
subsidize the public sector to cover losses.’> Nor is the prospect of
replacing costly old equipment attractive. The mu h larger size of
SOEs has not led to economies of scale or improved labor productiv-
ity.1¢

The bureaucracy does not seem willing to give the SOEs the degree
of autonomy they need to operate aggressively.” Even if it did, the
enterprises don’t have the type of people needed to do the job. First
of all, SOEs do not get the cream of the civil service crop, which itself
is not as good as before. Second, the personnel the SOEs do have are
not trained for comipetitive marketing and sales promotion. Third,
the only type of promotion such people are interested in is moving up
through the ranks of the bureaucracy (which is not accomplished by
being aggressive but by avoiding mistakes). Fourth, an SOE manager
would move on in a couple of years to another post. He is motivated
more to “keep his nose clean” than to expand the business, especially
by taking risks.

There is some evidence that increasing competition from privat-
ized mills has had a beneficial effect on how SOEs are run,'® but this
effect has been marginal. This does not mean that all SOEs in Bangla-
desh are inefficient and lose money; depending on the type of opera-
tion, some SOEs operate relatively well and generate profits for the
treasury. But they usually fall far short whenever any sort of con-
sumer sales and marketplace competition are involved. Quality con-
trol is not a hallmark of most SOEs. Most implementing agencies
have very little planning capacity, and the work done in their “plan-
ning cells” is perhaps better defined as programming.!?

Many SOEs would not welcome greater autonomy and accounta-
bility. They would prefer to hide behind the system and the elaborate
government accounting systems. The government is a poor business-
man. A slow-moving bureaucracy can hardly be expected to move as
quickly and decisively as the competitive marketplace requires.

There are many SOEs in Bangladesh that would be good prospects
for privatization if the terms were right. It does not appear that in the
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short term the government will sell them off, except through the
mechanism of the 51-49 Plan. It appears that the government would
be willing to gradually sell 100 percent of the shares of many entities
this way, but it is unwilling to say so publicly. That very unwilling-
ness will decrease the effectiveness of private sector development
initiatives. If the government doesn’t believe in what it’s doing, why
should anyone else?

Selling Shares of Public Enterprises—the 51-49 Plan

For the time veing, the government’s principal privatization ve-
hicle will most probably be the plan to sell up to 49 percent of the
shares of its SOEs.

The general outline of the stock sale plan was described in Chapter
5. This section addresses how the government intends to conduct the
program and the internal debate over its purposes and provisions.

The government has given several versions of how many SOEs will
be put on the market. On occasion, the government has said that all of
them will be; but it appears that the program will be tried out with the
Rupali Bank, the two DFIs, and four units under BCIC. The choice of
the Rupali Bank was a surprise in that it is the most profitable of the
four NCBs. Even though the sale of Rupali stock has not gone very
well due to lack of investor confidence as the result of staff discontent
over the precipitous announcement of the sale, the fact that a profit-
able bank was put up is encouraging. Many thought the first shares
offered would be from Janata Bank, which is in trouble.

Two NCBs (Uttara Bank and Pubali Bank) privatized in 1983-84
have not done very well. The two are said to suffer from shaky
management and inadequate capitalization, and have engaged in some
questionable lending practices. Largely in response to allegations
that the new banks are not sufficiently regulated, in 1984 the govern-
ment established the banking commission to analyze the banking
situation.?

The forces within the government pushing for offering attractive
investinents first in order to get the program going seem to have won
the day, at least temporarily. The four BCIC units, while relatively
small, are all profitable. This favorable impression is clouded by the
offering of BSB and BSRS, the two virtually bankrupt DFIs. In those
cases, the government was evidently trying (unsuccessfully) to attract
ADB and other foreign investment. A 1984 Pricc Waterhouse study
recommended gradual liquidation of BSRS.?

Part of the controversy centers on to whom the government will
sell the shares. There has been concern that desirable properties
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would go to political supporters, but there is little hard evidence of
that so far. Nevertheless, caution must be exercised in entrusting an
important portion of the economy’s fortunes to an institution in which
transactions without an element of insider trading may be the excep-
tion.

The government has received advice that it should offer only prof-
itable SOEs to the general public. Enterprises with problems and
heavy liabilities should only be offered to carefully selected buyers
who would know what they’re getting into. This was part of a broader
debate as to whether the stock sales should generally be open to the
public or directed at special, experienced buyers and groups. Because
of the concern over accusations of cronyism, the government decided
to emphasize open, transparent sales, while reserving the option of
selective selling in special cases.

The government has expressed a willingness to be flexible about
board membership and management.? If private shareholders pur-
chased, say, 33 percent of the stock, they would normally get three of
nine seats on the board. Instead, under certain circumstances, they
might be given four seals, which is only one seat shy of a majority,
plus agreement on the management being privatized. Further, if the
employees were permitted to buy 15 percent, they would be given
one directorship. This could mean that majority control would pass
from government hands. On a five-member board, the ratio might be
two government, two private, and one employee director. Several
other variations were mentioned. All are theoretical at this point.

Concerning management, a government official said that the Chief
Executive Officer (CEO) runs the enterprise and implements board
policy. The Chairman of the Board is more of an arbitrator and
monitor, who should not interfere in day-to-day affairs. Shafiqur
Rahman referred to him as a “watch dog, not a bloodhound,” and
likened the relationship to the “parliamentary system, where the CEO
is the Prime Minister and the Chairman is the Speaker.” The Chair-
man, in all cases, would be appointed by the government until 51
percent of the shares passed into private hands.

The scenarios just described for the 51-49 Plan follow the same
general pattern of board and management stipulations ironed out
during negotiations on divestiture transactions in 1982 and even ear-
lier. There has been no set pattern. Also, in some cases, the govern-
ment-appointed chairmen have taken their duties quite senously (some,
in fact, over-zealously), while others have put in only token appear-
ances, leaving the private shareholders almost free rein.

Since most workers are too poor to buy industrial shares, systems
have been worked out whereby they can buy into mutual funds, 100
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or 200 taka at a time, or pay 50 percent down and the rest in install-
ments. Pension and trust funds are preferred vehicles, but not un-
ions. One aspect that has not been worked out is the status of the
employees as shares are sold. At what point do they cease to be civil
servants and become private employees? This crucial question must
be worked out, because government employees enjoy far better fringe
benefits. The government pays great attention to employee reaction
now that Disinvestment Resistance Committees are sprouting up as a
result of the Rupali Bank affair.

Another interesting government strategy involved in the sale of
shares is described below. What follows could apply to the sale of
shares at any percentage level, but certainly for shares sold above the
49 percent level. (It was done this way in the 1982 negotiations over
jute and textile mill sales.)

The government’s first offer is at market value, but very few takers
are expected. The second offer is half-way between par and market.
If we assume, for purposes of illustration, that par is 100 and market
value is 150 (a reasonable figure in Bangladesh), then the second offer
is 125, with still not too many takers (they’re waiting). The third offer
cuts the difference in half again, i.c., to 112.5. At this point, agreement
is probably reached. If it isn't, then the shares can be sold at par, but
only if the sale is opened to the general public. At this point the Stock
Exchange enters into the picture, which will prompt many to accept
the 112.5 dcal. If there are only a few buyers competing for control,
the government’s offer for sale at 112.5 would be stronger.

The government would prefer to mana,e most of the transactions
directly or through the official Investment Corporation of Bangla-
desh. The Dhaka Stock Exchange will, however, have a major role to
play. It has grown from 2 offerings in 1976 to 82 today, mostly
oversubscribed. Volume of trading in the first quarter of 1987 is
above 1986, and already exceeds all of 1984.2

Everything is governed by the Companies Act of 1913, as amended.
Companies must be one of three types: (a) proprictorship, which
involves a single owner (but could be a family); (b) a partnership, up
to a maximum of 20; and (c) a limited company, with a minimum of 2
or maximum of 50 if it is a private limited comparny, or a minimum of
7 and no maximum if it is a public limited company.

Some observers believe that the government is too concerned with
making a killing on each deal. The comparison is sometimes made
with EPIDC, which was willing to put up seed money and then gradu-
ally turn over control. It is surprising to hear how many influential
Bengalis, both public and private, hark back with some nostalgia to
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Pakistan days as a period of more enlightened policies and level-
headed administration.

It is not at all certain how the 5149 Plan will work out. It will be,
however, the government’s chosen instrument for privatization for
the immediate future.

The Future of Privatization in Bangladesh

The Bangladesh government has never really defined what role it
should play in the development of the economy. It cannot restrain
itseif from interfering directly where it shouldn’t, and won’t resign
itself to the role of planner, guru, coordinator, monitor, and pump
primer, where it can be most productive. Also, the government has
never articulated what it sees as the proper role of the private sector,
other than to say it wants private enterprise to be strong. And it
certainly has not spelled out how the two sectors can work in tandem.

Therefore, the government contirues to give the ailing public en-
terprises one shot in the arm after another, while providing inconclu-
sive encouragement to the private sector. Without coming to terms
with reality or exerting the influence it should over powerful elites in
the country, the government continues to drift and waver. So does
the country’s economy, except for some segments of the private sector
that forge ahead with or without government encouragement, sup-
port, and cooperation. Those efforts will not be as productive or
widespread as they would be if the government pursued a more
consistent development pattern.

Hopefully, government will gradually divest additional enterprises
as the politically powered pendulum swings back. It can employ the
marginalization and “quict liquidation” technique used so effectively
in other countries (and that has been so successful in the local fertil-
izer distribution project).

Major divestituzes are not the greater likelihood in the foresecable
future, given the indecisiveness of the Ershad government. But there
are still 281 public enterprises of all types in all kinds of economic
activity. Many could be excellent candidates for privatization of one
type or another; but selection of candidates must not be made on an
ad hoc basis. Each Corporation and its sub-units must be carefully
analyzed. This can only work in a positive fashion if the government
lays out a clear road map of where it wants to go and how it plans to
get there, industry by industry, in concert with the private sector.

Breaking up some of the larger SOEs is also an attractive alterna-
tive for the government to seriously consider. Some of the marketing
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or manufacturing arms of SOEs can be spun off to the private sector
under terms that would be attractive to buyers.

The agribusiness sectoral Corporation (BADC) should be carefully
analyzed for candidates. Agribusiness is an area on which Bangla-
desh should concentrate as a high priority. Privatization possibilities
should be correlated with private sector initiatives. Government
backing for these exploratory jcint efforts should be made available.
Privatization of all or past of a large agricultural public enterprise
could be a major stimulus to expanding and diversifying the agribusi-
ness sector. This is a trend that should be encouraged in Bangladesh’s
economy.

The government should keep certain arms or programs of SOEs
that are important in terms of social policy. In doing so, however, the
government should be aware of the tendency to blame losses on
“social goals,” when the cause was really poor management or gen-
eral bureaucratic incfficiency.® Large and complex SOEs with major
commitments to social programming are good candidates for contract
management or franchising of particular arms by non-governmental
organizations (NGOs) or rivate voiuntary organizations (PVOs).

The idea is not so much one of getting government out of day-to-
day business activity as it is to create a more varied and dynamic
economy. But the government is a poor businessnian. That is true in
most countries, and it has certainly preved to be the case in Bangla-
desh.

Over the past decade, the private sector has showed more vitality.
What is new and growing in the industrial sector has been the result
of private sector activity, mostly without direct government partici-
pation or assistance. According to the most current figures, private
sector activity has been growing at almost twice the rate of the public
sector. Private investment doubled between 1981 and 1984, with
almost all of the increase in the “free sectors.”%

Even though expenditures on the public sector have decreased
from 20.2 percent of GDP in 1981 to 18.7 percent in 1985,7 the SOE
network still controls 40 percent of the fixed assets in the industrial
sector®® and almost half of the production and value added.” Conse-
quently, government decisions about reforming and rehabilitating
the public enterprises or continuing to privatize them will be of great
significance to the future economic development of the country.

The public sector carries a special importance and responsibility in
a subsistence economy. In Bangladesh, while it may be necessarv to
keep substantial parts of basic industries in the public sector for
political and social purposes, the government should be constantly
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alert for ways to encourage, assist, and cooperate with the private
sector in new growth areas.

This effort should be given the highest possible priority, and car-
ried out with a high degree of consistent commitment. In the plan-
ning process, special care must be given to clearly defining the com-
plementary roles of the public and private sectors, and to identifying
clear and attainable objectives for these initiatives. Special attention
must be accorded to ensure forceful and coordinated implementation
of privatization and private sector development programs. Such an
effort will demand a capability and commitment not previously
demonstrated by the Bangladesh government. Nothing less will be
sufficient to meet the challenge.

Notes

1. Conversation—Azam, 10/3/86; Conversation—Chishty, 9/29/86.

2. His concern for the health of socialism as such runs throughout his
book. See Public Enterprise in an Intermediate Regime, op. cit., pp. 197 98, 201-
202, 243-44. These are far from the only examples. I cannot dismiss from my
mind the thought that Rehman Sobhan’s great desire in 1971-72 was to be able
to say that he had socialized the country. This is distinct from accomplishing
socialist goals for the nation. What we are talking about there is pride in
having installed the system as such.

Rehman Sobhan is a man of talent and integrity. It is, therefore, somewhat
sad tkat he is so preoccupied with justifying the decisions (some would say
mistakes) of almost 20 years ago, when he could be applying his considerable
talents to problems of the future. When he opens his mouth on many issues
dealing with economics, you know what he is going to say. That is a shame,
because he has much to contribute.

3. “I did not go to break up the party,” The Tide, Special Issue, Dhaka, Feb.-
Mar. 1987, an interview with (then) Deputy Prime Minister Moudud Ahmed.

4.1 was resident Country Director in Taipei for The Asia Foundation from
1967-72, and was intimately concerned with Taiwan economic development
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1983, when | researched and authored Divestiture of State Enterprises in Taiwan:
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5. The reader should be aware that Taiwan started its development pro-
gram in earnest in 1952, and its privatization effort in 1953. While Bangladesh
commenced its post-colonial era in 1947 and, therefore, certain phases of its
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until 1971, with the first stages of a formal privatization policy coming four
years later.
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with Rehman Sobhan of Public Enterprise in an Intermediate Regime. He was
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of the Micro-enterprise Industrial Development Assistance Society (MIDAS),
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9. United Nations Development Programme, United Nations Industrial
Development Office, Food and Agriculture Organization, and the Interna-
tional Labor Organization. Until recently, the UN has generally been reticent
worldwide to promote private sector development, much less privatization,
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the Bangladesh government and financial support from the World Bank.

10. See papers and proceedings of Conference and National Seminar on
“Impact of Denationalization of Banks and Industries in Bangladesh,” held in
Dhaka, Nov. 30-Dec. 1, 1984. The papers and proceedings were published in
The Young Economist, the BYEA Journal, April 1985. The papers are violently
opposed to privatization and the scholarship uneven and slanted; but the
exercise was useful and illuminating. Incidentally, the Foundation’s project
with the DSE was identified and developed by me while researching this
study.

11. Conversation—Moudud Ahmed, 10/23/86.

12. See PEDS report, op. cit., p. 29, 30, and the notes on the team’s debrief-
ingon5/13/87. By mid-1988, plans were still proceeding for establishing the
new bank; but indications are that the government percentage may be more
than 30%. Conversation—M. Islam, 7/6/88.

13. WB/Dhaka—Pub. sec., op. cit., p- 12

14. WB-'88-1, p. vii. The dollar figures are based on an exchange rate of
Tk31.25/USs1. It should be noted that the five major Corporations (BJMC,
BTMC, BCIC, BSEC and 8SFIC) account for 95% of the public enterprise
industrial output. ibid, p. 56.

15. “No more subsidy to public sector” The Bangladesh Observer, 1/14/87.
An exchange rate of Tk28.0/USS1 was used.

16. WB-Bangladesh '85-2, p. 73, 83.

17. WB-'87, p. 66; WB-'88-1, pp. 56-57, 61.

18. Chishty, op. cit,, p. 15.

19. WB-'87, p. 87.

20. U.S. Embassy/Dhaka draft cable, sometime in 1984, pp. 6-7. The gov-
ernment has published a lengthy summary of the multi-volume findings of
the commission. See Summary of Recommendations of The National Commission
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signers of IP-"86 and the 51-49 Plan. Numerous other primary and secondary
sources and materials were also used to put this section together.

23. PEDS, op, cit., p. 24.

24. See Appendix B, the source for which is Government of Bangladesh,
Ministry of Finance: System For Autonomous Bodies for Reporting and Evaluation
(Dhaka, 1985), as cited in Alamgir, Dr. Muhiuddin Khan: Public Enterprises
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paper by the Managing Director of BSB.
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27. ibid, p. 73.

28. ibid, p. 130.

29. ibid, p. 102; PEDS, op. cit., p.6.
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Conclusions and Recommendations

Conclusions

The conclusions to be drawn from this study can be stated briefly
and frankly. Privatization in Bangladesh has been a mixed bag. Sta-
tistically, an impressive record has been compiled. Substantively, the
results are more difficult to evaluate.

A total of 1,076 public enterprises, 609 of them in the modern
industrial sector, have been divested to the private sector; this repre-
sents a larger divestiture program than in any other country. The
public sector which during the decade of nationalization, controlled
over 90 percent of the country’s industrial assets, now possesses only
40 percent.

The emergence of the private sector as a major player in the mod-
ern industrial sector has not automatically brought prosperity to a
troubled, backward, subsistence economy. The economy is still strug-
gling, but there are some encouraging signs, almost all of them ema-
nating from the private sector.

It is difficult to trace, much less gauge, the postprivatization per-
formance of many divested firms. A native unwillingness to share
financial information—whether showing profit or loss—combines with
the generally unsettled and nnstable condition of the Bangladesh
economy to thwart the investigator.

In a business commurity made up of a myriad of medium-sized
and ever-changing enterprises, the divested firms have prospered or

160
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failed more in relation to the fortunes of their particular industry than
because of individual managerial strengths or shortcomings. Privat-
ized firms must be viewec to a certain extent, as any other private
firm, although they may be burdened with residual financial and
operational liabilities from their nationaiized past with which their
counterparts who were private from the start did not have to cope.
Some have succeeded, a few have failed, and the rest are limping
along. One finds just such a mixture in most developing economies.

In Bangladesh’s jumbled, backward economy, there are powerful
adverse forces and factors with greater influence in determining an
enterprise’s fate than its own “performance.” Some of these forces
and factors arise from the nature of the marketplace in Bangladesh;
some stem from the pelicies, programs, and procedures of the govern-
ment.

The performance of the collectivity—in this case Bangladesh’s pri-
vate sector—is more significant than the performance of the individ-
ual privatized units. Further, the primary focus should be on the
privatization of the econcmy, not on individual privatized state enter-
prises.

A broader roster of players is engaging in a more varied range of
economical activity because of private entrepreneurship. Private
investment doubled between 1981 and 1984. Industrial production
has increased at twice the rate in the private sector as in the public
sector.

The new growth industries—ready-made garments, food process-
ing, light engineering, and pharmaceuticals—have appeared almost
exclusively in the private sector, with minimal direct participation by
the government. These activities are labor-intensive and mostly ex-
port-oriented, two points of priority interest in Bangladesh.

The government’s privatization policy has been a key element,
perhaps the principal stimulus for private sector resurgence. Starting
with the cautious moves of 1975, then the “bold stroke” of the N1P-'82
and the IP-’86, privatization has been the symbol of government en-
couragement of private enterprise.

The transfer of hundreds of enterprises from the public sector has
had a profound and lasting influence on industry and commerce at
Bangladesh'’s early stage of economic development. In the country’s
two leading industries, jute and textiles, the privatized firms have
performed better than when they were nationalized and now consis-
tently outperform their counterparts in the public sector. In the ailing
jute industry, that may only mean losing less money; but it is a
significant indicator nonetheless. Surh direct comparisons can be
made in other industries, where SOEs complain that they cannot
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compete with the “flexibility” of private companies, particularly in
pricing and marketing.

If there is one overriding conclusion to be drawn from the Bangla-
desh experience, it is that privatization cannot do the job alone. To be
an effective instrument of change, privatization must be integrated
with other economic and fiscal programs, and backed up by consis-
tent political will.

With regard to privatization, the Bangladesh government is now in
what it calls a “consolidation period, ”a cuphemism indicating that
additional major divestitures are not very likely in the next few years
(unless the political pendulum swings the other way). For the pres-
ent, an insecure government will most prebably not engage in any
bold ventures in privatization, while it generally will continue to
encourage private enterprise in building a mixed economy.

Nevertheless, there will be continued, unobtrusive privatization of
some state enterprises in ways other than outright divestiture. The
government’s principal approach in the short range will be the selling
of SOE shares through the 51-49 Plan. The government has privately
made it clear that it would be willing to sell more than 49 percent
under the right circumstances and to make concessions regarding
private management of the enterprises to even minority purchasers.
This program has its weaknesses; but in the long run, it may have a
more significant impact on building a more sophisticated capital market
in Bangladesh than its detractors realize.

Given the unstable situation in Bangladesh and the formidable
obstacles to sustained growth, predicting economic trends is very
risky. Nevertheless, it is not unreasonable to forecast that if no un-
foreseen economic or political disaster strikes the country, the private
sector will play an ever-larger role in the economy. There is no way
that substantial and sustained growth can be achieved in Bangladesh’s
economy with the public sector as the leading player.

As the benefits of increased private activity become more apparent,
the chances for additional major privatization moves will become
much greater in, perhaps, another three to five years. In the mean-
time, there will be ample opportunities for selective privatization in
addition to buying shares under the 51-49 Plan. For example, large
SOEs can be broken up by spinning off sections with greater chances
for profitability in the private sector and that do not employ large
numbers of workers. Sales and marketing arms would be logical
candidates. In other cases, particularly in the agricultural sector, there
will be similar opportunities for gradualiy phasing out cumbersome
and inefficient government operations and replacing them with pri-
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vate networks, as has been done so successfully with USAID’s fertil-
izer distribution project.

These examples are merely illustrative. There will be a variety of
opportunities. The key will be to ensure that the government plans its
economic development more efficiently, fulfills policy goals by better
implementation, and keeps alert to identifying industrial areas where
it can work cooperatively with private enterprise. If the present
ruling group, despite its obvious faults, stays in power, that very
continuity will give sound policies (if implemented effectively) a bet-
ter chance to produce more lasting positive results.

While it may not be possible or even advisable for donor agencies
to program forcefully and directly on major privatization initiatives
in the near future, the opportunities are infinite for encouraging and
assisting the Bangladesh government in pror:ioting private enterprise
development. Many of these opportunities vili involve privatization
of one form or another.

Finally, privatization is a means, not ar end in itself. As such the
ultimate purpose of privatization is not the unloading of state enter-
prises, but the privatization of the economy. This, in turn, leads to a
more varied, better balanced, and more vibrant economy, with greater
benefits to an ever-widening segment of the society.

The following are some recommendations on ways to proceced
towards those goals.

Recommendations

These recommendations fall into three groups: those addressed to
the Government of Bangladesh, to international donor agencies, and
to the local business community. These three sets are not mutually
exclusive. They are interdependent and, to be effective, should by
implemented in an integrated fashion.

Recommendations for the Government of Bangladesh

It is my firm belief that the Bangladeshis still don’t have their act
together. Major policy directions and strategies still must be charted
out, crucial decisions must be made, and concrete action plans must
be designed and implemented. After all, one’s house has to pe in
order before one can get down to specifics. Certain underlying re-
forms absolutely must be undertaken in Bangladesh before any sub-
stantial benefits can be expected from privatization. These reforms
include:
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* designing and implementing an integrated package of practical
policies and programs that clearly demonstrate consistent en-
couragement and support for private sector development;

* ensuring that the bureaucracy treats the private sector as a val-
ued partner in national ezonomic development, not as ar unsa-
vory corapetitor;

* taking concrete action to streamline procedures, speed up serv-
ices, and rationalize and liberalize regulations, particularly in
regard to imports and financial assistance;

* reforming the tax collection system;

* permitting irternational donor agencies to deal directly with
private sector organizations and companies, with Bangladesh
government involvement limited to necessary liaison and moni-
toring functions;

* curbing the practices of bribe solicitation, influence peddling,
and illegal profiteering in both public and private circles, prac-
tices that have contributed so heavily to hindering economic
progress, weakening the national social fabric and, most impor-
tant, diverting scarce resources desperately needed for national
development.

When measurable gains have been made on these fronts, the fol-
lowing recommendations should be considered for enhancing the
contributions that privatization and related initiatives can make to-
ward industrial development, socioeconomic change and moderniza-
tion.

Recommendation 1. Define privatization goals and objectives. A cabinet-
level commission should be appointed to develop a set of precise and
practical goals for the government’s privatization effort. The
commission’s report should clearly delineate the purposes of privati-
zation policy and make specific recommendations for implementing
it step by step. The report should state exactly what the government
expects to achieve through privatization and how it intends to achieve
it. The report should avoid eloquent but vague general pronounce-
ments, and should reject the encyclopedic listing of every conceivable
item, which has been such a stundard feature of previous policy
statements. The emphasis should be placed on the practica! and
attainable. The commission should have the full support of the high-
est levels of the government and should report its findings within six
months.
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Recommendation 2. Establish a privatization unit. The government
should establish a Privatization/Private Enterprise Development Unit
to oversee design and guide implementation of the parallel policies
and programs promoting privatization and private sector develop-
ment.

Tie proposed unit would provide advice to the highest levels of the
governinent on policy matters related to privatization and private
sector development. The unit would also be a principal discussant on
the policies and programs relating to the SOE system, and the relation
of the SOE system to questions of private sector development in
general and privatization in particular. The privatization unit would
provide policy guidance and recommend strategies; assist in design-
ing legislation, regulations and programs; monitor performance; and
evaluate results.

The unit would oversee the government’s policies and programs
for SOE divestiture, help ensure inter-ministerial coordination on
privatization matters, and play a leading role in organizing and im-
plementing privatization transactions.

The unit would perform a liaison role between the public and
private sectors and act as an ombudsman in investigating roadblocks
and bureaucratic obstacles to privatization and private sector devel-
opment. The unit would authorize and supervise policy and adminis-
i-ative research and technical assistance projects related to privatiza-
tion,

In short, the privatization unit would be a privatization “czar,”
playing an influential role in developing a varied and vibrant “mixed”
economy. The proposed unit should not be confused with the several
“disinvestment wings” or “cells” that exist in various ministries for
the purpose of supervising the divestiture of SOEs. The proposed
unit would function at a higher policy level and have influence over
the functioning of the disinvestment wings.

To perform fully its proper function and service to the nation, the
privatization unit must be located at the highest possible policy levels
of the government and be invested with sufficient power to carry out
its mandate. Under ordinary circumstances, the location of the unit
should probably be in the Planning Commission; but because of spe-
cial conditions existing in Bangladesh, this may not be possible or
appropriate. If not, the unit should be attached directly to the Office
of the President.

Placing the unit in one of the ministries would not be productive,
because privatization can be a factor in activities under the jurisdic-
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tion of many ministries (Industries, Finance, Commerce, Jute, Tex-
tiles, Agriculture, Housing, Transportation, and Health, to mention
just a few), and would cause severe turf problems. Under no circum-
stances should the privatization unit be housed in the Ministry of
Finance, where national development is unduly subordinated to
immediate fiscal considerations.

Special attention must be given to selecting the right personnel for
the unit, particularly its leadership, which should be of unquestioned
integrity and stature. The staff must be chosen strictly on the basis of
professional credentials and competence. By making the unit a pres-
tigious “elite corps,” the government can emulate examples where
such units in other developing countries have had resounding suc-
cess. Building an elite, highly motivated corps was an effective public
administration tactic in the colonial days under the Raj.

The unit should not be allowed to deteriorate into an additional
layer of government. It should be a policy setter, an expediter, a
coordinator, an ombudsman, and a problem solver. The government
should make every effort to create an image of the unit as lean,
powerful, dedicated, and competent.

Establishing a Privatization/Private Enterprise Development Unit
is the top priority recommendation of this study. Experience else-
where has shown clearly that privatization can be more successful
when such a unit is present as a guiding hand. In the case of Bangla-
desh, the unit would provide policy planning and implementation
functions, the lack of which has seriously hampered efforts to date.
The unit would also provide donor agencies with a competent and
well situated point of entry for influencing policy in constructive, yet
discreet ways.

The Planning Commission reported in early 1987 that establish-
ment of a private sector development unit similar to what is sug-
gested here was, in fact, approved in 1983 by the President. It was to
be a semi-autonomous unit attached to the Planning Commission.
Bureaucratic pressure at the time resulted in the idea being shelved.
Conditions warrant bringing it ~:p again. The fact that the general
idea has already received the President’s endorsement could make
resurrection easier, if the proposal is presented correctly.

Recommendation 3. Establish a National Jute Goods Sales Organization.
Denationalization of 33 jute mills in 1982 accomplished some positive
objectives, but also caused some unforeseen negative results. The
desired free market competition degenerated into dog eat dog compe-
tition between Bangladeshi and Bangladeshi. This worked to the bene-
fit of international buyers, but to the detriment of the local economy.



Conclusions and Recommendations 167

While the prices formerly set by the BJMC had been unrealistically
high in relation to the cost of competing synthetic fibers, more recent
jute prices have been unacceptably iow. No one can make money at
the present rate.

Cooperation is needed among the public and private mills to pres-
ent a common front to the international buyers. After that hurdle is
passed, legitimate and desirable competition among the Bangladesh
mills can be generated through bidding for jute products sales con-
tracts.

A single National Jute Goods Sales Organization (NJGSO) to
negotiate all international sales contracts on behalf of the entire jute
industry would go a long way toward eliminating the destructive
price slashing that is crippling an already ailing industry. The NJGSO
would be a truly public-private entity, with board members and staff
made up of persons from the BJMC, the BJMA, and the Ministry of
Jute. The NJGSO would replace existing bodies, which have been
singularly ineffective in representing the real interests of the jute
industry and the country. The quickest way to launch such an entity
would be to spin off the Marketing Division of BJMC and combine it
with elements from the BJMA and individual private mills.

To be effective, the NJGSO would operate on a completely commer-
cial basis. A single organization with representatives from all seg-
ments of the industry would be in the best position to determine the
best free-market price that can be obtained for any order. Through
overseas offices, it can better coordinate market analysis and have
sufficient power to stimulate the R&D activities so badly needed for
quality control and product diversification.

Opposition to setting up a single unit to speak for the industry
would be formidable from various vested interests. But the proposed
NJGSC would provide a better system than the one present one. Care
would have to be taken to avoid the deficiencies and mistakes demon-
strated by commodity boards in a number of LDCs (especially former
colonies). The NJGSO only superficially resembles a commodity board,
but planners should ensure that its mandate is limited to sales and
promotion. The NJGSO should not evolve into a jute “czar.”

There is a tendency to say, “Ignore jute. It is a dying industry.” But
the fact remains that jute will continue as Bangladesh’s major indus-
try, major foreign cxchange earner, and major industrial employer for
some time to come. Therefore, every effort must be made to under-
take measures that will improve the efficiency and, hopefully, the
profitability of the country’s most vital industry.

The project for establishing an NJGSO is doubly intriguing in that,
if implemented, it would represent the first concrete example of pub-
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lic-private cooperation in a major industrial endeavor. A successful
NJGSO would be an important model for other public-private coop-
erative efforts that are so badly needed in Bangladesh. Therefore, it is
essential that the unit be portrayed and vperated as a truly joint
cffort, not a thinly-veiled extension of the official BJMC.

The functions provided by the unit would be beneficial to the 33
mills privatized as the result of NIP-"82. The move would also effec-
tively privatize the government’s inept jute marketing arm, replacing
it with an entity in which the private sector would have an equal
voice. This is constructive privatization, which benefits all parties.
The NJGSO would also help to solve a major problem spawned by a
poorly planned denationalization program which, while it achieved
some beneficial ends, did not anticipate the full implications of the
initial, bold action.!

Recommendation 4. Perform research and provide technical assistance in
the industrial sector related to privatization and private enterprise. Sec-
toral analyses should be carried out in selected industrial fields, espe-
cially those in which the presence of SOEs makes privatization a
possibility. Options for various types of privatization should be ana-
lvzed, and specific recommendations made. Approaches for encour-
aging private enterprise activity in those fields should also be a part
of this action-oriented research. Also, consultants should be available
to provide practical, hands-on technical assistance for particular in-
dustries.

Such resecarch and technical assistance could be conducted in any
industrial or commercial field with potential for privatization (using
the list of industries encouraged in IP-'86), but the following should
be given special consideration:

* agri-business, particularly food processing, shrimp raising and
processing, tea, tobacco, grain or rice storage and distribution,
small tool and equipment manufacture, seeds and milling;

* ship repair;

* rubber products, including recapping;

* small electrical machine manufacture;

* market analysis; and

* light enginecering.

Recommendation 5. Resolve the issue of control of the SOE system. The
government should resolve the perennial controversy between the
line ministries and the sectoral corporations over control of the SOEs.
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The dispute should be resolved in favor of the sectoral corporations,
and should be combined with parallel administrative reforms to en-
sure that: (a) SOEs are run on a more businesslike basis, (b) greater
SOE managerial autonomy and accountability are encouraged, and (c)
bureaucratic interference in SOE operations is lessened.

Recommendation 6. Sell SOE shares. The government should continue,
even expand, the plan to sell shares in certain SOEs. The intent should
be to eventually sell 100 percent of the shares to private investors.
Present political and financial realities, and the unattractiveness of
some SOEs as investments, dictate that this be done in gradual stages.
Extreme care must be taken to protect the integrity of the share-
selling program and to ensure fairness to all potential investors. There
will be some SOEs and some functions that should remain in the
public sector for reasons of national security, but these should be kept
to a minimum.

Recommendation 7. Investigate alternative privatization methods. The ad-
vantages and disadvantages of various types of privatization tech-
niques should be carefully investigated to help insure that the appro-
priate method is used in each case. For example, in one case, opti-
mum results might be best achieved by divestiture, in another case by
outright liquidation, or in a third, by spinning off a particular portion
or function of an SOE. The suitability of different privatization tech-
niques and approaches should be considered, not only with regard to
the privatization of individual enterprises, but also when contemplat-
ing privatization of a general function or a particular industry. A
combination of methods may be the best approach in the latter case.

Recommendation 8. Continue the privatization of fertilizer distribution.
The gradual privatization of fertilizer distribution has proceeded for
more than eight years. The program, financed by USAID, has met
with considerable success in the retail field, and is now exparding to
storage and wholesale levels. The program has become a model
emulated in other developing countries, particularly in those whera
the economy is heavily dependent on agriculture. The Government of
Bangladesh is to be complimented for encouraging and sticking with
this program, which has been both complex and controversial. The
fertilizer industry is of great importance to Bangladesh. The program
should be continued, even expanded into other areas of this and other
industries.

One of the interesting features of this particular privatization pro-
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gram is that instead of following Bangladesh’s usual pattern of di-
vestiture, it has phased down government operations while gradually
replacing them with private sector activity.

Recommendation: 9. Renegotiate the 1982 divestiture agrecments for jute
and textile mills. The nonpayment of loans connected with the divesti-
ture of 33 jute mills and 27 textile mills in 1982 has been one of the
most troublesome economic problems facing the country in recent
years. The varied and adverse effects of this dilemma are well-known
and documented, but the time has come to take another look at this
unfortunate situation.

There has been fault on both sides. There is no question that the
buyers have been derelict in fulfilling the terms of the agreements
they signed, particularly their obligation to pay off their loans. Non-
payment of debts has become a national social malaise. The govern-
ment must be aggressive in regard to collection. Many observers
point out, however, that the original terms were unrealistic, even
unfair. The buyers had to accept all of the liabilities, and were bur-
dened with impossible interest payments. In some (though not all)
cases, the assets were overvalued. The government has made some
adjustments already because of further inequities created by neces-
sary devaluation of the currency; but other concessions should be
made.?

In the best interests of the country, these disputes, which involve
the nation’s two major industries, must be resolved. Concessions will
have to be made on both sides. This will not be easy, not only because
of the rigid positions of the two parties, but also because of the great
sensitivity of this matter in the eyes of the general public. But the
strategic importance of the issues involved makes action and resolu-
tion imperative.

Recommendation 10. Realistically valuate SOE assets. The valuation of
an SOE’s assets is a very complex, technical matter. This is particu-
larly true when a large entity is to be completely divested. Often,
however, valuation is as much influenced by political considerations
as by accounting factors. For example, government auditors in most
developing countries tend to compute the value of the assets on *he
basis of book value. They use this standard, instead of market value,
for fear of being criticized as giving away the country’s patrimony to
the wealthy or to political cronies. In most cases, however, market
value is a far more accurate gauge of actual value. Another factor is
that the byzantine systems that mosi LDC governments employ make
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hone:st and accurate valuation very difficult. Many of these systems
see'n designed for obfuscation, rather than elucidation.

What many government auditors and officials fail to consider, and
what the government must constantly keep in mind, is that once
privatized, the new business should be in a financial position that
gives it a fair chance to survive. If the enterprise fails because of too
heavy a debt burden, no one gains. Under present conditions in
Bangladesh, many of the purchasers of SOEs are faced with unduly
heavy debt burdens. If they fall behind on payments, they are not
permitied to use the assets of the firm in trying to obtain loans. A
downward cycle is inevitable. SOEs should not be sold at fire sale
prices, but the negotiated price must reflect realistic value and not en-
danger the enterprise’s viability from the start. The government’s
objectives for economic development are best served by a thriving
private sector. The government should look at the transaction as a
way to end losses and therefore should curb the impulse to make a
killing on every transaction.

Recommendation 11.  Conduct research on labor/employee aspects of
privatization. The labor question is one of the most volatile and con-
tentious issues connected with privatization of state enterprises in
Bangladesh. Government and business have not come up with satis-
factory solutions for the many problems involved, such as compa-
rable fringe benefits, severance packages, retraining programs, em-
ployer-employee relations, labor negotiations, employee stock option
programs (ESOP), and the like. Research should be undertaken to
study these issues an: nake appropriate recommendations that could
be used in negotiations related to privatization transactions.

In a number of countries, developed and underdeveloped, ESOP
has been a useful tool for lessening labor's fears and criticisms of
privatization. Such plans give workers a stake in the enterprise. Even
when their holdings are quite small, being a part owner often changes
workers’ attitudes toward management and work performance.

Recommendation 12. Educate the public about privatization. One of the
biggest weaknesses of privatization programs in most LDCs, includ-
ing Bangladesh, is that insufficient attention is given to public educa-
tion and advance notice about privatization moves. Morz often than
not, particular privatization moves are sprung upon the public and
workers with little or no notice.

The results of such action are almost always negative. The ruckus
over the proposed sale of Rupali Bank shares in early 1987 is a good
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case in point. Because of no advance notice or consultation, the staff
immediately walked off the job. Also, subsequent sale of shares has
been slower than the value of the stock would warrant. Both unsatis-
factory results could have been avoided with proper preparation.

The government should trust its people and their judgment. The
government has an obligation to explain why it is pursuing a certain
policy, and to lay out for all parties and to the whole country the
benefits of the action. The government may find out to its surprise
that transparency of privatization transactions will work to its own
benefit. Lacking such a public affairs effort, the government has left
the field of influencing public opinion to its opponents.

Recommendc.ion 13. Improve relations between SOEs and the private
sector.  The government should encourage public sector organiza-
tions, whether they be individual SOEs or offices of the burcaucracy,
to cooperate with the private sector in promoting economic progress.
This can be done when developing markets, both domestic and inter-
national, and on individual transactions.

As part of this policy, the government should strive to ensure that
favoritism in not shown to SOEs over private enterprises in the alloca-
iion of resources, purchasing, sales contracts, and the like. The gov-
ernment must be forceful in changing long-held prejudices within the
bureaucracy.

Recommendation 14, Conduct research on privatization and related policy
1ssues. A well-planned and organized program of research should
investigate fields of direct relevance to privatization and economic
development, with the emphasis on public policy and administration.
Such fields include:

* policy formulation and decision making;

¢ orgamzation for planning;

* relationship of policy and implementation;

* integrated private sector development programs;

* cooperation between public and private sectors;

¢ valuation of state enterprise assets;

* legal issues involved in privatization;

* regulatory environment, particularly import regulations;

* rationalization of the tax system, reform of both policy and col-
lection;

* dissemination and interpretation of regulations and changes in
procedures within the burcaucracy.
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The research would be supervised by the privatization unit and
would include both Bangladeshi and foreign researchers. All of the
research topics listed above are areas in which Bangladesh has been
weak. Lack of information in these areas has adversely affected
implementation of an effective privatization policy.

Recommendation 15. Observe privatization in other Asian countries. Bang-
ladesh has much to learn about how to plan, organize, and implement
a comprehensive privatization program; even though Bangladesh has
put through more privatization transactions than any other country.
There are several Asian countries that have successfully carried out
privatization programs of various types. Small groups of carefully-
selected Bangladeshi government and business leaders should visit
such countries. The tour group should be evenly balanced between
public and private members.

The countries to be visited could include South Korea, Taiwan,
Malaysia, Singapore, Thailand, and India. Sri Lanka, Indonesia, Ja-
pan, and the Philippines could also be considered. It would probably
be the most productive to visit Asian countries. Of course, observa-
tion on other continents could be considered, if the conditions were
appropriate to Bangladesh’s situation and needs.

Each tour should include visits to no more than four countries; and
the itinerary and makeup of participants should be designed to em-
phasize particular aspects of privatization and private sector develop-
ment. Programs should be intepsive and professional, so that the
trips do not end up as pleasure junkets. Visits to each country should
be arranged well in advance, and set up for stays of four to seven
days.

Internships of three to six months should be explored, especially
for Bangladeshi civil servants dealing with privatization matters. The
privatization unit would be the ideal agency to coordinate the tour
programs.

Recommendations for International Donor Agencies

Most of the recommendations in this study are directed at the
government of Bangladesh, because it has been, and will continue to
be, the primary implementing agency for privatization policies and
transactions.

What is to be said to the international donor community is more in
the form of general guidance, with a few specific suggestions about
how to organize for privatization work. Most, though not all, of the
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preceding fifteen recommendations would be suitable programming
vehicles for the major international donors.

More pertinent and productive programming in private enterprise
development could be generated if donor agencies displayed a greater
willingness to deal directly with the private sector. But most foreign
aid organizations, staffed as they are with civil servants, scem o feel
more comfortable programming with government institutions. Most
have failed to come to terms with doing business with business.
Effective programming in and for the private sector will depend, to a
significant extent, on a reversal of that attitude.

Perhaps the most glaring shortcoming of international donors in
approaching privatization is their tendency to pay insufficient atten-
tion to local circumstances and ways of doing things. There is an
inclination, especially among multilateial agencies, to assurae a rather
olympian posture, dispensing highly technical and generalized solu-
tions based on theories and models from developed countrics.

It is often difficult to dispute the pure economic logic of this pre-
scription. Aid-dependent LDCs are in a vulnerable position for argu-
ing, in any case. But one wonders to what extent these generic solu-
tions and ultimata are based on local conditions, needs, aspirations,
and capabilities.

Frequently, donors approach privatization in more ideological terms
than their clients. The emphasis should be placed more on what will
work in a given society, in a given bureaucracy, under the special set
of conditions existing in a particular country. Bangladesh is a very
poor country, with horrendous economic and development problems.
[ts special circumstances require tailored solutions, not universal
prescriptions.

Developing countries should not use a cultural shield to avoid
needed change. But donors must be perceptive, empathetic, and
fle...iole. A little pressure is not necessarily a bad thing. Without some
prodding, change may not come. But donors should also guard against
intellectual and economic arrogance.

Private sector development would benefit from greater direct in-
volvement of donors with the local business comn:.nity—actual proj-
ect involvement, not just social contact. The donors musi overcome
the resistance the Bangladesh government has shown about direct
programiv.ii.g.

Patience is not just a virtue when working in Bangladesh; it is an
absolute necessity. One must be content with smali gains and limited
victories. Donors seeking quick and striking impart from their well-
intended efforts are doomed to frustration.
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Private consultants are more able to speak their minds than diplo-
mats and aid administrators, who are forced to work under political
restraints. Nevertheless, donors must be more frank in dealing with
Bangladeshi officials, and must demand more accountability (sub-
stantive as well as financial).

Working empathetically does not mean being oblivious to, or gloss-
ing over shortcomings. In a sense, greater frankness demonstrates
greater respect, though it may ruffle feathers. A recent major donor’s
review of Bangladesh’s civil service while citing a few obvious prob-
lems, generally viewed everything t'rrough rose-colored glasses. More
to the point, the document made no mention whatsoever of corrup-
tion. The report was not merely useless; its failure to investigate or
even mention major problems and deficiencies made it downright
misleading and dangerous.

The remaining suggestions to donor agencies revolve around or-
ganizatiovnal preparation for engaging in privatization and private
sector programming activity. None of the Dhaka offices of major
donors are proiessionally prepared for extensive programming in
these two related fields. Therefore, it is iecommended that they
seriously consider doing some o- the following:

* appoint a privatization/private enterprise officer to take the
leading role in planning, coordinating, and monitoring projects
in privatization and private enterprise development;

* eslablish a privatization/private enterprise committee to review
all project proposals, plarning documents, program materials,
etc., to determine if each of the agency’s proposed activities have
the potential for a private sector component;

* support staff training in enterprise development and privatiza-
tion through participation in appropriate training programs,
conferences, seminars, workshops, and observation tours con-
cerned with privatization and private enterprise development;

° improve liaison and exchange of information within the donor
community to ensure better coordination of programming activ-
ity in privatization and private enterprise developmeni; and

* expand and deepen agency relations and programming with the
private sector through cultivation of contacts with local business
leaders, memberships in local business organizations, with the
aim of increasing direct programming with the industrial/busi-
ness community and indivi¢ 1 companies.
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Recommendations for the Local Business Community

Frequently in Bangladesh. business and government resemble war-
ring camps. Most of the responsibility for both the problem and the
solution rests with the government, but there is much that the busi-
ness community should do to improve the situation.

The business community must put its own house in order. Al-
though business has not, by and large, acted as badly as its popu...
reputation would indicate, there is no doubt that certain attitudes and
practices must change.

Greater appreciation of public service and social responsibility must
be engendered. This is a problem in almost every country, but is
especially acute in Bangladesh.

Greater willingness to meet obligations must be displayed. At a
minimum, the tendency of some to take the view that “profits are
mine, losses are the government’s,” must be discarded.

The several iarge and influential chambers of commerce can be
instruments of self-policing and change. The Federation of Bangla-
desh Chambers of Commerce and Industry (FBCCI) has the broadest
base; the Metropolitan Chamber of Commerce and Industry (MCCl) is
the most powerful; and the Dhaka Chamber of Commerce ard Indus-
try (DCCI) is perhaps the most practical in terms of engaging in what
is normally considered as chamber activities.

As a group, the major chambers are influential bodies that can have
a significant impact on the success of privatization initiatives, as well
as private sector development in general. They are not at present
fulfilling their potential for corstructive contribution to private sector
development, however. In general, they represent narrow interest
groups and promote the agenda of the leadership rather than the
general membership. They do not yet offer the broad range of serv-
ices and activities normally associated with chambers of commerce in
the United States.

The chambers of commerce have, however, been the private sector’s
only spokesmen to the general public and the government. The cham-
bers do have enormous potential for effective promotion of privatiza-
tion and private sector development. Therefore, the following types
of cooperative activities are recommended for the chambers, which
would expand and improve their operations:

* The chambers should develop statements of business ethical
standards, and introduce measures to police their membership
for compliance. An energetic campaign of this type, coupled
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wiih public education activities, could help to improve the poor
public image of the business community that has so adversely
affected privatization policy.

* Generally, poor management has characterized the performance
of many privatized firms. Management and management train-
ing need to be professionalized. The chambers are ideally suited
to conduct practical management training courses for Bangla-
desh business firms. In other countries, the business community
has sponsored better professional management training than
academic institutions (e.g., Taiwan and Malaysia).

¢ Small and medium-sized businesses are not well represented by
current chambers (although the DCCI does a better job at this
than the others). Consequently, small and medium-sized enter-
prises do not look to the current chambers for guidance and
help. This is unfortunate, sinc> these smaller enterprises need
help the most. The larger firms can take better care of them-
selves. Also, the interests of the smaller firms are not taken into
account in chamber representations to the government. The
government wishes to expand the small business sector, feeling,
rightly, that the future economic development of Bangl~desh is
dependent on expanding small business opportunitics.

Therefore, it is strongly recommended that a federation of
small and medium-sized businesses be formed, either as a sepa-
rate organization or as a semi-auionomous arm of an existing
body. The latter is probably more practical because of the resis-
tance to the idea that would czme from the establiched business
community elite.

The proposed small business federation should have a coun-
trywide spread, because the potential is great throughout pro-
vincial areas for development of small business. The potential
for privatization in agri-business fields is greatest in provincial
towns.

* A public-private liaison council should be formed as an informal
but continuing forum for discussion of economic development
and business issues, including privatization. Similar councils
have been effective in other ccuntrics. Business leaders meet
with government economic officials on a monthly or bi-monthly
basis. Continuing ~ontact can help to avoid strident and destruc-
tive confrontation in crisis periods. Such a forum can increase
two-way flow of information and promote mutual understand-
ing. The present government has not devoted enough attention
to meeting with business leaders below the top policy levels.
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There are lessons to be learned from Bangladesh’s privatization ex-
periment, some positive, some negative. Certain features are unique
to the Bangladesh scene, but many are applicable to problems and
conditions in other countries. There are common threads that tran-
scend political boundaries, economic situations, or cultural barriers.

If thoughtfully analyzed and adapted, Bangladesh’s experience can
be useful to planners in other developing lands contemplating priva-
tization, while struggling with the complexities of economic develop-
ment.

Those with interests centering on another country must consider
the particular objectives, strategies, circumstances, and action plans
of that ..ountry. They must also determine what can be extrapolated
from the Bangladesh experience and what must be done differently,
and why. This was my intent in posing the two sets of questions in
the introductory chapter. In the final analysis, the utility of the Bang-
ladesh story will depend on the willingness of other countries to face
issues squarely and engage in rigorous self-analysis as they go through
their own socioeconomic transitions.

Notes

1. Credit for the idea for a vehicle like the NJGSO should be given to a fine
report done by John Kelly and a Price Waterhouse team for the Bangladesh
government. Kelly, John, et al: Review of the Operations of the Bangladesh Jute
Mills Corporation (Dhaka, Price Waterhouse Asia Pacific, July 1985), passim.
Especially see a special policy-oriented report Kelly prepared for the govern-
ment a year later: Bangladesh Jute Goods Industry: Policies and Actions for
Overcoming Existing Problems (Dhaka, Price Waterhouse Asia Pacific, Septem-
ber 25, 1986).

2. It should be noted that the government took a different stance when it
took over private secter enterprises in 1972. At that time, the government’s
position was that the SOEs should be free frcm the burden of debts and other
liabilities incurred during the war preceding liberation and nationalization.
See footnote 62 of Chapter 3, in which Yusuf was cited, op. cit., p. 165.



Acronyms and Abbreviations

ADB
BADC
BBS
BCIC
BEA
BFIDC
BJMA
BJMC
BKB
BMEDC

BPC
BSB
BSEC
BSFIC
BSRS
BTMA
BTMC
SYEA
CIDA
CONOPE
CRPSC

DCCI
DFI

Asian Development Bank

Bangladesh Agriculture Development Corporat on

Bangladesh Bureau of Statistics

Bangladesh Chemical Industries Corporation

Bangladesh Economists Association

Bangladesh Forest Industries Development Corpovation

Bangladesh Jute Mills Association

Bangladesh Jute Mills Corporation

Bangladesh Krishi Bank

Bangladesh Minerals Exploration Development
Corporation

Bangladesh Petroleum Corpcration

Bangladesh Shilpa Bank

Bangladesh Steel & Engineering Corporation

Bangladesh Sugar & Food Industries Corporation

Bangladesh Shilpa Rin Sangstha (bank)

Bangladesh Textile Mills Association

Bangladesh Textile Mills Corporation

Bangladesh Young Economists Association

Canadian International Development Agency

Consulting Ccmmittec of Public Enterprises

Committee for Reorganization of Public Statutory
Corporations

Dhaka Chamber of Commerce and Industry

development finance institution
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DCI Director General of Industries
DPM Deputy Prime Minister
DSE Dhaka Stock Exchange

DWT dead weight tons

ECNEC  Executive Committee of the National Economic Council
EPIDC East Pakistan Industrial Development Cuuriril

ESOP employee steck option program

FAO Food and Agriculture Organization

FBCCI Federation of Bangladesh Chambers of Cornmerce and
Industry

FFYP first five-yezr plan

Gor gross domestic product

GNP gross national product

HPFB High-Powered Facilities Board

ICB Investment Corporation of Bangladesh

IESC International Executive Service Corps

ILO International Labor Organization

IP-'86 Industrial Policy of 1986

LDC less developed country

MCCI Metropolitan Chamber of Commerce and Industry
MIDAS  Micro Industry Development Assistance Socicty
MLA Martial Law Authority

MOC Ministry of Commerce

MOCI Ministry of Commerce and Industry

MOr Ministry of Finance

MOI Ministry of Industries

MT metric ons

NCB nationalized commercial bank

NCID National Committee for Industrial Development
NGO non-governmental organization

NIP-82  New Industrial Policy of 1982
NJGSO National Jute Goods Sales Organization

NRP national reserve price

P&L profit and loss

PC Planning Commission

PEDS Private Enterprise Development Studies
PIDC Pakistan Industriai Development Council
PL480 U.S. Public Law 480

P.O. presidential order

PVO private voluntary organization

Rp rupee

SFYP second five-year plan
SOE state-owned enterprise
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TFYP third five-year plan

TIP Trade and Industry Program
Tk taka
UN United Nations

UNDP United Nations Development Programme

UNIDO  United Nations Industrial Development Organization

USAID  U.S. Agency for International Development

WB World Bank (actually IBRD or International Bank for
Reconstruction and Development)

WPIDC  West Pakistan Industrial Development Council
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APPENDIX A

Divested Industrial Enterprises

Date of Divestiture  Divestiture
Name and Address (day/month/year)  Price (in Tk)

A. FULLY ABANDONED ENTERPRISES
(UNDER MANAGEMENT OF SECTOR CORPORATIONS)

BANGLADESH CHEMICAL INDUSTRIES CORP.

Orient Tannery
Hazaribagh, Dhaka 1/12/76 12,22,222*

Bangladesh Paper

Converting Works &

Faroukh Industries,

Ltd., Demra, Dhaka 16/9/76 71,92,225*

Madras Tannery
Hazaribagh, Dhaka 30/11/76 8,02,800*

*The customary Bangladeshi system of “lakhs” (100,000) and “crores” (10
million) is being used in listing monetary amounts. Therefore, an amount
listed as 63,72,81,459 = 63 crore, 72 lakh, 81 thousand, 459 (translated to the
U.S. system = 637,281,459). For a rough approximation of value today, use

Tk33/USS$1. Source Ministry of Industries.
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(day/month/year)
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Divestiture
Price (in Tk)

Omar Tannery
Hazaribagh, Dhaka

Eastern Tannery, Ltd.
Kalurghat, Chittagong

Ibrehim Matchk Works
Kalurghat, Chittagong

United Tannery
Hazaribagh, Dhaka

Bangladesh Enamel &

Aluminum Works, Baizid

Bostami Road, Chitt.

S.N.A. Tannery
Hazaribagh, Dhaka

Razzak Tannery Ind.
lazaribagh, Dhaka

Agaz Rubber Ind.
Tongi Ind. Area
Dhaka

Bengal Tannery Co.
Hazaribagh, Dhaka

Roushan Tannery
Hathazari, Chittagong

Inom Tannery
Hazaribagh, Dhaka

North East Tannery
Hazaribagh, Dhaka

Bhuishar Bone Mills
Sharail, Comilla

29/4/77

18/2/77

31/12/76

30/4/77

16/2/77

9/6/77

5/8/77

26/4/77

17/6/77

9/7/77

4/11/77

11/11/77

13/1/78

9,09,900

12,75,551

27,15,000

5,37,224

73,00,000

14,52,500

14,30,275

56,00,000

18,55,555

8,01,000

25,00,000

18,88,885

8,10,001
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Divestiture
Price (in Tk)

Bangladesh National
Tannery, Hathazan,
Chittagong

Pioneer Tannery
Hazaribagh, Dhaka

Modern Bickers &
Baffers Mfg. Co.
Chandragong,
Chitiagong

Hafiz Tannery
Hazaribagh, Dhaka

Souvenier Tannery &
Bone Mills, Kalurghat,
Chittagong

Golden Match Works,
Ltd., Kalurghat,
Chittagong

Bengal Rubber
Industries, Tejgaon
Industrial Area,
Dhaka

Rahmaniz Tanne
Hazaribagh, Dhaka

Aziz Match Factory
Shopora, Rajshahi

Ferdous Tannery
Hazaribagh, Dhaka

National Rubber Ind.
Tejgaon I/ A, Dhaka

24/10/77

29/5/78

25/4/78

29/5/78

31/5/78

22/6/78

2/6/78

9/5/78

3/8/78

8/9/78

22/9/78

15,50,000

10,00,537

35,00,000

27,00,000
13,11,000

1,63,00,000

78,13,146
27,17,777
41,77,777
40,50,000

77,00,000
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Divestiture
Price (in Tk)

Orient Tannery & Bone
Mills, Chandgaon,
Chittagong

Sattar Match Factory
Korbanigonj
Chittagong

Bengal Corporation
Hazari' 1igh, Dhaka

Chattal Match Factory
Char Chaktai,
Chittagong

Dry Ice & Carbonic
Gas Co. &

Indo Bangla Corp.
Rajbari, Raridpur

Mahtab Tannery
Hazaribagh &
Mahtab Tannery II
Hazaribagh, Dhaka

Resin Complex (Unit
No. 2) Fouzderhat
Ind. Estate,
Chittagong

Kohinoor Rubber Indus.
Tejgaon Ind. Area,
Dhaka

Asiatic Tannery & Glue
Factory, Ltd.
Panchlaish, Chittagong

Dilkusha Tannery
Hazaribagh, Dhaka

24/11/78

20/10/78

25/6/79

31/8/80

13/4/78

15/5/79

14/6/79

15/6/79

12/11/79

29/10/79

32,19,774

80,00,111

15,52,000

11,50,000

15,30,000

38,00,000

55,55,850

95,55,555

13,09,999

52,30,000
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Divestiture
Price (in Tk)

East Bengal Tannery
Hazaribagh, Dhaka

Farookh Chemical Ind.
Panchalish, Chittagong

Habib Industries
Postagola, Dhaka

Karim Rubber Ind.
Fatulla, Dhaka

Star Particle Board
Mills, Kuripara,
Dhaka

Bangladesh Chrome
Tannery, Hazaribagh,
Dhaka

Kohinoor Detergent
Factory, Tongi Ind.
Area, Dhaka

Bangladesh Paper
Products, Ltd.
Chittagong

Bengal Belting Corp.
Nasirabad 1/ A, Chitt.

Crescent Industries
Nasirabad Ind. Area,
Chittagong

15/2/80

13/2/82

20/1/83

27/1/83

3/2/83

17/2/83

15/3/83

9/4/84

15/4/83

23/3/83

47,50,000

63,00,777

3,81,00,000

5,27,00,000

4,00,00,000

63,07,777

2,10,00,000

5,32,00,000

4,03,00,000

5,26,50,000

BANGLADESH SUGAR AND FOOD INDUSTRIES CORP.

Omar Industries, Ltd.
Nasi-abad, Chittagong

23/5/77

21,01,000



210

Name and Address

Appen_dix A

Date of Divestiture  Divestiture
(day/month/year)  Price (in Tk)

Adam Ltd., Strand
Road, Chittagong &
Adam Salt Factory
Chittagong

Nawayavek Mills
Ltd., Strand Road,
Chittagong

People’s Tobacco Co.,
Ltd., Tongi Ind.
Area, Dhaka

Noori Mills, Ltd.
Khatungonj,
Chittagong &

Noor Trading Corp.
Khatunganj,
Chittagong

M.M. Oil Mills
Faridabad, Dhaka

Dhaka Tobacco Ind.,
Ltd., Tongi, Dhaka

Siddiq Oil Mills
Nasirabad Ind. Area,
Chittagong

Arco Cold Storage,
Bhairal, Mymens.ngh

Dulichand Omraolal Oil
Mills, Imamgonj, Dhaka

Golden Bengal Tobacco
Co. Lid., Dhaka

2/4/77 38,82,061
25/11/77 38,66,666
27/12/77 55,12,500
2/3/78 15,85,200
24/10/77 33,18,512
21/3/78 80,00,000
3/11/77 28,00,000
31/3/78 11,11,000
7/6/78 51,00,000
22/6/78 1,63,00,600
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Asian Tobacco Co.,
Ltd., Tejgaon Ind.
Area, Dhaka

Daulatpur Cold
Storage, Shiromoni
Khulna

Crescent Oil Mills
Fatulla, Dhaka

Janata Tabarcco Co.
Tongi Ind. Area,
Dhaka &

Ismmail Dada Bhai

Hatkhola Road, Dhaka

Kohinoor Tobacco Co.,

Ltd., Tongi, Dhaka

Meco Cold Storage,
Bhairal Bazar,
Mymensinga

Ice Industries, Ltd.
Chandpur

Dada, Ltd. (including

Hossain Oil Mills &
Dada Salt Factorv),
Chittagong

Babu Qil Mills, Ltd.
. (incl. Star Metal
Ind.), Chittagong

I.K. Industries &
Razzak, Ltd., Baizid
Bostami Rd., Chitt.

4/7/78

10/11/78

15/8/79

3/3/80

20/3/80

23/2/82

23/11/82

28/11/82

14/12/82

28/2/83

65,00,000

16,20,000

40,00,000

81,11,215

1,27,05,000

11,07,850

45,11,116

71,73,080

53,00,100

55,50,694
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Date of Divestiture  Divestiture
Name and Address (day/month/year)  Price (in Tk)

K. Rahman & Co., Ltd.
Baizid bBostami Rd.,
Chittagong 18/7/83 3,72,77,777

Nabisco Bread &
Biscuit Factory,

Tejgaon Ind. Area,
Dhaka 15/6/83 7,00,00,..-)

Balagamwala Vegetable

Products, Ltd.

Nasirabad Ind. Area,

Chittagong 9/6/83 6,66,26,837

Chittagong Flour Mills,
Ltd., Nasirabod 1/A,
Chittagong 7/4/83 3,76,00,100

Diamond Food Ind., Ltd.
(incl. R.A. Mohd.Siddik)
Nasirabod, 1/ A, Chitt. 7/4/83 5,81,13,615

Bangladesh Cold Storage,
Ltd., Khulna 19/3/84 5,00,01,000

BANGLADESH STEEL & ENGINEERING CORP.

Kohinoor Aluminum Works
Mirpur, Dhaka 11/10/76 13,87,978

Drum Metals, Ltd.
Siddirgonj, Dhaka 12/5/77 13,75,000

Mallik, Ind., Ltd.
Tejgaon 1/A, Dhaka 7/1/77 36,00,000

Chittagong Saw Mill x

Engineering Works,

Baizid Bostami Rd.

Chittagong 4/2/77 30,50,000
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Chittagong Saw Mill &
Engineering Works
Patherghata
Chittagong

Noor Industries, Ltd.
Narayanganj

Beco Industries, Ltd.
Tejgaon I/A, Dhaka
Drum Metals, Ltd.
Tejgaon, Dhaka

Sino-Bangladesh
Industrial Works
Baizid Bostami Rd.
Chittagong

Chittagong Pipe Mills,
Ltd., Fouzerhat

Dhaka Aluminurm Works
Imamgonj, Dhaka

Bangaldesh Steel Ind.
Tejgaon I/A, Dhaka

Domestic Metal Ind.
Tejgaon 1/A, Dhaka

Tejgaon Engineering Co.
Tejgaon 1/A, Dhaka

Rahim Metal Ind., Ltd.
Tejgaon 1/A/, Dhaka

Chand Fitting Ltd.,
Baizid Bostami Rd,
Chittagong

4/3/77

27/10/77

16/1/78

13/9/77

20/3/78

4/4/78

8/5/78

12/12/78

12/12/78

19/1/79

20/2/80

14/8/81

13,52,000

19,00,100

42,00,000

91,00,000

41,00,000

4,02,00,000

63,00,000

66,00,000

61,00,600

88,00,000

1,67,01,000

55,55,555
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Husain Ind., Ltd.
Pahartali, Chittagong 22/4/83

Bangladesh Welding
Electrodes, Ltd.,
Sholashar, Chittagong 29/3/83

Bengal Metal Ind.
Tejgaon I/A/, Dhaka 14/9/83

Malik Re-rolling Mills
Nasirabad 1/ A, Chitt. 18/7/83

New Era Steel Mills

Nasirabad I/ A, Chitt. &

New Era Metal Ind.

Nasirabad I/A/, Chitt.&

New Era Trading Co.

Nasirabad [/ A, Chitt. 27/11/83

Mohammadi Iron & Steel
Works, Ltd.
Nasirabad [/ A, Chitt. 24/1/78

BANGLADESH TEXTILE MILLS CORP.

Abbasi Thread Mills
Sholasahar, Chittagong 9/5/77

Eastern Textile Mills

Nasirabad 1/ A, Chitt. &

Zari Tex Ltd.

Nasirabad I/ A, Chitt. 20/8/80

71,75,000

1,77,77,777

2,51,00,000

1,80,88,888

2,52,79,970

4,30,26,000

46,00,000

96,00,000

BANGLADESH FREEDOM FIGHTERS WELFARE TRUST

Hamedia Oil Mills
Nasirabad I/ A, Chitt. 6/11/81

46,51,000
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Bengal National Tanneries
Sher-e-Bangla Rd., Dhaka 12/5/83

National Tannery
Hazaribagh, Dhaka 28/6/83

jatrik Publications
Gulistan Bldg., Dhaka 7/3/84

Madina Tannery
Hathazari, Chittagong 3/4/84

29,55,555

73,33,733

6,10,000

90,00,001

BANGLADESH FOREST INDUSTRIES DEVELOPMENT CORP.

United Bobbin Factory
Narayangonj, Dhaka 4/6.79

Integrated Timber
Industrial Unit
Mohigonj, Rangpur 8/6/79

Rahimi Industries, Ltd.
Kalurghat I/ A, Chitt. 11/9/79

BANGLADESH JUTE MILLS CORP.

Hamidia Jute Mills, Ltd.
Comilla 1/1/79

N.A. Malek Jute Mills
Demra, Dhaka 27/4/79

Sonar Bangla Jute Mills
Kaliganj, Dhaka 1/2/80

Trans Ocean Fibres
Processor (Bd.), Ltd.
Shiromoni, Khulna 11/3/81

13,50,153

15,13,515

29,70,851

2,71,75,555

2,07,55,762

1,31,00,000

60,00,000
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Date of Divestiture  Divestiture
Name and Address (day/month/year)  Price (in Tk)

B. PARTIALLY ABANDONED ENTERPRISES
BANGLADESH STEEL AND ENGINEERING CORP.

Masood Raza & Co.,
Ltd.. Dhaka 1/9/79 0

East Bengal Trading &
Commercial Corp.
Limited, Chittagong 1/9/77 9,86,843

Rahman Metal Ind.,
Dhaka 21/4/79 0

National Iron & Steel

Industries, Ltd.

Chittagong 13/12/79 0
(54% divested

46% held by govt.)

General Iron & Steel
Co., Chittagong 21/1/80 35,10,000

Prince Iron & Steel
Ind., Dhaka 8/4/84 2,25,320

G.M. Steele Limited

Chittagong 2/4/84 74,98,560
(70% divested

30% held by gov't.)

Qureshi Steel Ltd.

Khulna 29/3/84 24,44,955
(53% divested

47% held by gov't.)

Khulpa Industrial &
Trading Corp., Ltd., Khulna 30/3/84 8,20,000
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BANGLADESH SUGAR AND FOOD INDUSTRIES CCORP.

Rahman Oil Mills
Dhaka 23/11/77 0

Rahatin Industries Ltd.
Rangpur 17/11/78 10,82,444

Argosy Conserves
Dhaka 15/10/80 6,75,761

Noorani Group of
Industries, Bogra 13/6/78 0

Bay Fishing Corp., Ltd.
Chittagong 21/11/83 50,50,253

Eastern Fisheries, Ltd.
Chittagong 22/3/84 5,00,000

Fish Exports, Ltd.
Khulna 17/2/84 1,07,48,000

Hasni Vanaspati Mfg.
Co., Ltd., Chittagong 8/4/84 70,43,600

Ahmedi Qil Mills, Ltd. :
Chittagong 8/4/84 11,46,200

Al-Mustafa Industries
Ltd., Chittagong 8/4/84 33,69,000

Arco Industries, Ltd.

Chittagong 1/7/78 0
(88% divested

12% held by gov’t.)

Mirpur Ceramic Works

Dhaka 1/1/79 0
(70% divested

30% held by gov't.)
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Bangladesk Paper Mills

Dhaka 10/4/79
(1/3 divested

2/3 held by gov’t.)

Bangladesh Glass Works
Dhaka 10/8/77

(89% divested
11% held by gov't.)

Bangladesh Tannery
Dhaka 1/6/83

National Ceramic
Industries, Dhaka 23/2/84

Albert David (Bd) Ltd.
Dhaka 7/4/84

Bella Artifitex, Ltd.

Dhaka 28/5/84
(61% divested

9% held by gov’t.)

BANGLADESH TEXTILE MILLS CORP.

Dhaka Dyeing & Mfg. Co.
Dhaka 28/1/77

Metex Cotton, Ltd.
Dhaka 3/10/77

Jess Blanket Mfg. Co.
Dh-ka 9/5/77

Alauddin Taiwa Textile
Mills, Dhaka 7/2/77

9,50,386

5,00,485

2,30,90,450

13,78,07,100

9,18,570
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Ahmed Silk Mills, Ltd.
Dhaka 4/2/77

Mohammadi Calendering
& Printing Works, Dhaka 27/2/80

BANGLADESH JUTE MILLS CORP.

Sarwar Jute Mi'ls, Ltd.
Dhaka 3/5/78

Hossain Jute Mills, Ltd.
Dhaka 21/6/78

New Dhaka Industries,
Ltd., Dhaka 28/12/77

C. FULLY ABANDONED ENTERPRISES (UNDER
MANAGEMENT OF DIRECTOR GENERAL OF INDUSTRIES)

Kalim Art Printers &
Good Luck Corp.

Tejgaon I/A, Dhaka 22/6/74
Hafiz Brothers

Tongi I/A, Dhaka 23/10//74
Bectro Chemical Labs.

Tejgaon /A, Dhaka 30/10/74
Ittefaq Foundry &

Workshop

Tejgaon 1/A, Dhaka 3/1/75

Bengal Process Ind.
Postogola, Dhaka 26/2/75

17,77,777

6,63,000

1,60,089

20,30,000

3,68,600
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Sabi Hosiery

Faridabad, Dhaka 7/3/75 12,00,000

National Wire Nails Ind.

Tejgaon 1/ A, Dhaka 15/3/75 6,25,104

Amania Hotel and

Restaurant

Nowabpur Rd, Dhaka 20/5/75 1,00,000

Zilani Flour Mills

Rankin St., Dhaka 18/6/75 35,000

C.I. Corporation

Demra, Dhaka 6/6/75 4,00,000

National Qil Mills

Gandaria, Dhaka 17/6/75 10,00,000

Noor Engineering Works

BCC Road, Dhaka 25/7/75 76,000

Haji Engineering Works

Aramnitola, Dhaka 24/6/75 1,40,000

Peeracha & Co.

Motijheel C.A., Dhaka 26/5/77 1,50,501

Steelma: Industries

Baitul Mukarram, Dhaka 30//7/77 3,05,000

Fazal Rubber & Khulna

Rubber Ind.

Mirpur, Dhaka 16/3/77 3,50,000

Overseas Agencies

Tejgaon 1/A, Dhaka 10/12/75 5,50,100

Shafique Press

Bangla Bazaar, Dhaka 21/1/7¢ 6,06,006
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Punjab Iron Safe Works

Tejgaon 1/A, Dhaka

Kabir & Sons
Toyenbee Circular R.
Dhaka

Dhaka 0il Mills, Lid.
Faridabad, Dhaka

Eastern Rubber Ind.
Tejgaon 1/ A, Dhaka

Globe Mantle Ind.
Tejgaon 1/A, Dhaka

Dhaka Cork Ind.
Faridabad, Dhaka

Bengal Industries
& Trading Co.
Tejgaon 1/A, Dhaka

Bangladesh Flour Mill
Posta, Dhaka

Abdul C.itar Zip

Eastern, Demra, Dhaka

Amin Industries, Ltd.

K.M. Alam Lane, Dhaka

United Box Factory
Sowari, Ghat, Dhaka

Flatinum Ice Factory
Postogola, Dhaka

Mubarak Engineering

Ind., Tongi 1/A, Dhaka

£/5/75

5/7/77

3/6/77

7/10/77

10/7/75

30/9/74

24/12/74

27/6/74

20/11/74

23/11/74

30/1/75

1/2/75

28/2/75

6,11,111

20,200

21,11,299

7,00,000

6,00,000

3,00,000

5,00,000

1,01,110

1,25,000

10,01,777

50,000

8,05,000

2,01,103
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Jan Lace & General Mill

Tejgaon I/ A, Dhaka 18/3/75 16,25,000

Neon Makers

Setmasjid Rd., Dhaka 2/5/75 23,000

Bangladesh United Rubber

Ind., Tongi I/A, Dhaka 11/6/75 4,07,000

Bangladesh Ind. Corp.

Tejgaon I/ A, Dhaka 14/5/75 5,05,000

Young Press

Kailash Ghosh, Dhaka 6/5/75 6,00,000

Masuma Hosiery

B. Das Rd., Dhaka 29/5/75 3,15,000

Yakub Industries

Demra, Dhaka 29/7/75 5,00,000

City Engineering Co.

Joykali Mondir Rd.

Dhaka 15/11/78 22,201

Dhaka Metal Ind.

M.N. Das Rd., Dhaka 26/4/75 2,05,100

Salam Industries

Siddirgonj, Dhaka 8/7/75 9,00,000

National Thread Works

Nasirabad 1/ A, Chitt. 17/4/75 9,00,009

M.N. Sadak Silk Mill

BSCIC I/E, Chitt. 6/9/74 10,00,000

Al-Amin Mills

Chandpur, Comilla 29/7/74 2,25,000
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Bangladesh Engg. Co.
Pathantoly, Chitt.

Kashem Qil Mills
Nasirabad I/ A, Chitt.

Chittagong Electric
Mfg. Co., Nasirabad,
Chittagong

Asam Bengal Hosiery
Bandar, Narayangonj,
Dhaka

Kaiser Industrial Corp.
Tejgaon I/ A, Dhaka

Eastern Engg. Agencies

N. Gonj, Dhaka

Wali Textile Mills
Pahartoli, Chitt.

Bangladesh Rolling &
General Mills, Baizid
Bostami Rd., Chitt.

Kash Industries
Chowkbazar, Chiit.

Mohammodi Iron Safe
Products, Baizid
Bostami Rd., Chitt.

Eastern Jute Products
Nasirabad 1/ A, Chitt.

Daud Sultan & Co.
Tejgaon I/A, Dhaka

10/9/74

12/4/75

4/4/75

30/5/75

21/6/75

2/12/75

5/9/74

10/4/74

23/6/75

8/4/75

18/7/75

23/5/75

4,02,000

6,00,000

17,10,000

6,01,000

10,00,000

15,07,000

11,25,000

13,01,101

10,00,000

15,52,527

11,00,000

3,0C,005
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Shfiq Flour Mills

Posta, Dhaka 3/6/75 1,56,100
Majur Rubber Ind.

Tongi I/A, Dhaka 12/6/75 1,95,000
Karsaz Engg. Works

Nowabpur Rd., Dhaka 8/5/75 40,501
Timbrex (Bd), Ltd.

Tejgaon [/A, Dhaka 14/7/75 3,85,000
Mian & Co.

Tejgaon 1/A, Dhaka 5/6/75 2,80,000
Aftak Flour Mills

Water Works Rd., Dhaka 8/5/75 2,00,000
Crescent Wooden Spool

Mfg. Co.,

Nawab Salmullah Rd.

N. Gonj, Dhaka 2/3/74 3,60,000

United Engg. Ind.
Tipu Sultan Rd., Dhaka 1/3/74 3,00,000

Barisal Traders
Urdu Rd., Dhaka 1/4/74 1,71,200

A.B. Polythone
(Khawaja Box Factory)
Urdu Rd., Dhaka 25/6/74 71,700

Shaikh Flour Mill
Chandrighat, Dhaka 13/4/74 1,50,000

Mecca Qil, Dal &
Flour Mill
Bara Katra, Dhaka 26/6/74 1,55,119
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Dhaka Bobbin & Wood

Products

Tongi 1/A, Dhaka 2/10/75 4,49,000
Diamond Rubber &

Plastic Ind.

Fatullah, Dhaka 13/8/77 5,32,000
Farouk Chemical Ind.

Tejgaon 1/A, Dhaka 27/8/74 13,54,000
Baby Ice Cream Co.

Nowabkatra, Dhaka 24/11/75 6,10,000
Lacknow Star Factory

Mitford Rd., Dhaka 8/12/78 85,000
Friends Optical Services

Patuatully, Dhaka 12/6/79 1,04,351
Amin Metal Works

K.M. Azam Lane, Dhaka 18/1/75 unknown
Bengal Hosiery Mill

Narayanganj 1/1/75 unknown
Friends Rubber Ind.

Posta, Dhaka 16/11/78 unknown
Ali Automobiles

Motijteel C/A, Dhaka 11/12/74 1,77,777
Guilder Automatic Dry

Cleaners

Victoria Park, Dhaka 22/9/75 1,10,000
Baby Flour Mills

BCC Road, Dhaka 6/11/75 70,125
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East Bengal Flour Mill
Narayanganj 1975 1,40,000

Mohammadi Oil Mills
Narayanganj 23/10/74 41,000

Majid Flour Mills
Kazi Reazuddin Rd.

Dhaka 24/11/75 80,000
Fazli Films
Nowabpur, Dhaka 1975 41,000

Desh Bandhu Chula
Karkhana, Aga Sadak Rd.

Dhaka 20/6/75 45,100
Crown Hosiery Mills

Narayanganj 2/6/75 2,75,000
Ark Knitting Mills

Narayanganj 5/10/79 3,00,000
Arman Steam Calander

Narayanganj 1975 32,020
Omar Brothers

Dhaka 1975 6,110
Eblic Ltd.

Baizid Bostami Rd.

Chittagong 26/6/75 3,80,000

Ansari Flour Mills
Tajhat, Rangpur 8/12/75 75,959

North Bengal Oil Mill
Santahar Rd., Bogra 3/12/79 4,00,000
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S.P. Trading Co.

BSCIC 1/A, Comilla 30/11/78 14,02,457
Ibrahim Rice & Husking

Mills, Bogra 13/5/77 41,333
Adam Salt Factory

Chandpur 4/4/75 3,41,000
Abdur Razak Salt Factory

Chandpui 4/4/75 3,15,000
Kohinoor Optical Ind.

BSCIC I/A, Comilla 24/11/82 1,03,550
Bangladesh Cocoanut Co.

Nowapara, Jessore 13/9/77 1,20,000
S.A. Sakur & Co.

Natore, Rajshahi 3/2/77 2,79,521
Igbal Saw Mill

Alu Patty, Rajshahi 1/8/75 35,700
Pak Flour Mills

Zacab Lahiri, Mymensingh  6/8/75 5,100
United Engineers

Dhupadighi, Sylhet 28/8/75 28,00,000
Apollo Engg. Works

Mirabazar, Sylhet 23/3/74 79,100
Noorahi Atta & Flour

Mill, Kazir Bzr., Sylhet 21/1/74 21,200
S.E. Jan Qil Mills

Kalighat, Sylhet 20/4/74 33,200
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Workshop of Abdul Haq
Kalighat, Sylhet 20/3/74 57,500
Tawakhal Husking Mill
Dinajpur 12/12/75 4,17,997
Mohamad Ali Glass
Factory, Dinajpur 1979 55,000
Diamond Flour Milis
BSCIC 1/A, Barisal 6/6/77 2,25,025
Star Art Press
Jubilee Rd., Chitt. 12/4/75 4,60,000
Begum Rice & Oil Mills
Dinajpur 17/2/75 2,61,000
Solam Nabi & Co.
Dinajpur 27/1/75 1,00,500
Ali Husain Biscuit &
Bread Factory
Dinajpur 12/3/75 18,000
Rahman Rice & Oil Mills
Dinajpur 17/2/75 1,51,000
Kohinoor Husking Mills
Dinajpur 28/2/75 22,100
Mozid Iraq Husking
Mills, Dinajpur 14/6/75 48,000
S.A. Malik Atta and
Dal Mills, Dinajpur 18/3/75 46,000
Soleiman Rice Mill
Dinajpur 18/4/75 1,31,031
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Bismillah Ind.
Dinajpur 3/5/78 27,200

Pak Rice Mills
Dinajpur 7/2/75 71,000

Rahman Flour & Husking
Mill, Dinajpur 3/5/78 41,000

Khan Rice & Atta Mills
Dinajpur 17/7/75 10,000

Union Soap & Chemical
Works, Dinajpur 14/3/77 90,000

Hasan Dal, Oil &
Leather Factory
Dinajpur 1/11/74 70,000

Khawaja Soap Factory
Dinajpur 1//11/74 36,000

Star Husking Mills
Dinajpur 1/11/74 9,100

Seba Husking Mills
Dinajpur 1/11/74 8,100

Motor Welding Works
Dinajpur 27/2/75 5,000

Saiful Haq Husking
Mills, Dinajpur 27/2/75 6,400

Huda Husking Mills
Dinajpur 1975 9,000

Fazal Malli Husking
Mills #1, Dinajpur 1975 4,000



230

Appendix A

Date of Divestiture  Divestiture
Name and Address (day/month/year)  Price (in Tk)
Fazal Malli Husking
Mills #2, Dinajpur 1975 10,000
Mizam }Mallik Huskin'g
Mills, Dinajpur 1975 8,000
Alauddin Husking Mill
Dinajpur 1975 9,000
Shamin Rice & Atta Mill
Dinajpur 1975 4,000
Shamin Printing Press
Dinajpur 1975 19,700
Husbun Nessa Husking
Mill, Dinajpur 1975 6,500
Seraj Aluminum Works
Dewanhat, Chittagong 2/4/75 3,87,000
Steelman Engg. Works
Dewanhat, Chittagong 23/6/75 30,000
Market Report Press
Chand Mia Rd., Chitt. 11/4/75 65,000
Khoker Steel Ind.
Dhaka Trunk Rd., Chitt. 2/10/79 3,05,000
Zenith Ltd.
Shalashahar, Chitt. 24/6/77 2,81,000
Eastern Engg. Works
Nasirabad, Chittagong 26/7/77 8,10,000
Premier Qil Co.
Chittagong 4/1/79 8,01,000
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Saleh Industries

Serajdowiah Rd., Chitt. 26/6/75 5,20,000
Muradabad Ware House

Dewamgonj. Chittagong 28/5/75 2,51,000
Eastern Plastic Ind.

Noyeen Khan Magar

Chittagong 23/6/78 20,200
Reliance Timber Works

Kalirghat, Chittagong 11/7/78 18,000
Karim Roller & Flour

Mills, Chittagong 23/10/75 48,004
Bangladesh Metal Ind.

Leve Lane, Chittagong 12/9/75 70,250
Progati Press

Sir Igba! Rd., Khulna 25/6/75 2,00,225
Bengal Oil, Dal &

Haroon Saw Mills, Kkulna  30/12/75 3,87,500
Abdullah Bros. Ergg.

Works, Khulna 15/3/73 2,20,000
Kohinoor Oil & Dal Mills

K.D. Ghose Rd., Khulna 25/5/75 2,50,000
Warzi Printing Works

P.C. Roy Rd., Khulna 7/12/79 2,05,100
Ameer Engg. Works

Upper Jessore Rd.

Khulna 1974 1,02,000
Royal Atta Mill

Sher-e-Bangla Rd., Khulna 30/5/74 23,391
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Siddique Flour Mills

Daulatpur, Khulna 29/5/74 15,000
Gowsia Husking & Flour

Mill, Dinajpur 17/3/75 18,750
Ramna Oil Mill

Sendar, Narayanganj 14/7/81 1,55,555
Central Offset Press

Dhaka 8/3/72 1,55,000
Steel King

Baitu! Mukarram, Dhaka 8/3/72 8,00,121
C.I. Corporation

Dhaka 24/5/72 2,250
New Dhaka Handloom

Factory

Shantibag, Dhaka 13/12/77 13,50,500

Bangladesh Knitting
Mill¢, Narayanganj 22/7/78 6,70,000

Feroz Textile Mills
Fatullah, Dhaka 8/12/78 16,06,051

Mohajir Soap Works
Tejgaon 1/A, Dhaka 9/5/79 60,00,000

Corn Flour Mills
Demra, Dhaka 7/1/79 1,06,00,000

Spintex Agenciec
Jatrabari, Dhaka 8/5/78 1,85,000

United Plastic &
Rubber Ind.
Fatullah, Dhaka 1/3/79 17,50,000
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Noor Industries

BSCIC I/A, Barisal 25/11/78 3,56,197
Rupkhate Cinema

Comilla 25/10/79 31,15,000
Bangladesh Rope Works

North Kotalli, Chitt. 2/12/77 48,00,500
Al Modina Printing

Press, Chittagong 17/2/78 1,26,611
Millat Board Mills

Pahartali, Chitt. 27/7/78 3,08,000
National Radio Products

Asadgonij, Chitt. 25/3/78 17,00,707
M.A. Jan Co.

Mujib Rd., Chittagong 15/12/78 1,00,250
Dessa Extractions

Fouzdarhat, Chitt. 12/5/78 20,00,000
Sitara Iron & Steel

Ind., Baizid Bostami Rd.

Chittagong 27/11/79 8,05,000
Yousuf Qil Mill

Shar-e-Bangla, Khulna 16/11/77 10,10,110
Bangladesh Oil Mills

Sephlia, Khulna 23/10/78 4,02,000
Shakhara Fish Freezing

Satkhira, Khulna 23/12/76 81,500
Khulna Ice Co.

Belphulia, Khulna 15/1/79 55,54,757
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Sultan Ice & Cold

Storage

Faridabad, Dhaka 25/3/80 18,50,000

Fazal Industries

Nasirabad 1/ A, Chitt. 9/4/80 17,01,105

Khawaja Hosiery Mill

Narayanganj 4/3/82 4,01,102

Oriental Cinema

Rangpur 6/4/81 25,00,000

Bawany Waterproofing

& Shabashah Trading Co.

Nasirabad I/ A, Chitt. 6/5/81 21,00,000

Al-Hamd Industries

Satkhira, Khula 3/3/81 2,31,001

Salubari Oil Mill

Dinajpur 28/10/80 16,00,001

Ali’s Laboratories

Eora Hagh Bazaar, Dhaka 6/11/81 10,00,001

Jahan Killer (Bd) Ltd.

Dhaka 20/6/78 50,000

Karnaphuli Mills

(Eastern) Ltd. &

Bengal Embroidery Mill

Fatulla, Dhaka 10/6/81 50,40,560

Dhaka Glass Works

Faridabad, Dhaka 25/3/80 22,00,000

Welliany Trading Co.

Brahmanbaria, Comilla 1980 100
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Central Offset Press

Tejgaon I/A, Dhaka 1980 100
Nas Helal Press

Chittagong 5/2/82 100
Tajmahal Plastic Ind.

Dhaka 17/5/79 5,200
Silver Oil Mills

Chittagong 7/12/79 2,37,500
Zilani Saw Mills

Chittagong 7/12/79 3,91,000
Flour Mill

Chandmari Rd., Chitt. 2/7/80 7,700
Bengal Coir Rope Mfg. Co.

Jessore 28/3/79 41,000
Chittagong Timber Works

A.S. Das Lane, Chitt. 2/7/80 1,80,000
Sabu Salt Factory

Chandpur 29/8/78 65,250
Star Engg. & Flour

Mills, Mymensingh 26/9/79 7,100
Haiji Atta & Oil Mills

Bonarpara, Rangpur 5/3/79 21,000
Bengal Soap Factory

Gaibandha, Rangpur 5/3/79 15,000
Ramna Atta & Dal Mills

Gaibandha, Ranypur 5/3/79 4,101
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Islam Flour Mills

Station Rd., Rangpur 5/3/79 10,510
Star Flour Mills

Mymensingh 26/9/79 2,100
Bahar Flour Mills

Mymensingh 26/9/79 1,700
Mohajir Flour Mills

Mymensingh 26/9/79 5,600
Aleem Dal Mills

Jessore Rd., Khulna 26/10/81 21,100
Aziz Metal Works

Tejgaon 1/A, Dhaka 24/10/82 5,50,000
National Ice Factory

Mvmensingh 31/1/83 10,25,100
Aftab Khan Saw Mills

Station Rd., Jamalpur 21/7/82 40,500
Golden Ice Cream Fac.

Syedpur, Rangpur 6/9/82 10,050
Shaidi Qil Mills

Rajshahi 18/6/82 36,000
Aftao Ahmed Oil Mills

Station Rd., Pabna 18/1/83 3,65,200
Sharahi Hotel 18/1/83 4,05,500
Serajgonj, Pabna

Premier Polythane Ind.

Agasadek Rd., Dhaka 19/1/83 2,28,808
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Zamindar Tobacco Co.

Begum Bazaar, Dhaka 31/1/83 10,001
Arag Salt Factory

Chandpur 20/6/76 10,600
National Flour Mill

Adamjee Nagar, Dhaka 9/7/84 75,000
Bangladesh United Traders

Nasirabad I/ A, Chitt. Dec. 1983 26,01,000
Vulcan Pictures

Nowabpur Rd. Dhaka 1975 25,250
Star Roller Flour Mills

BSCIC I/ A, Barisal 3/3/83 6,25,000
Shakoor Qil Mill

Rajgonj, Comilla 27/8/82 2,51,000
J.S. Hosiery

BSCIC I/ A, Pabna 16/11/83 51,500

Ayrunachal Oil Mills
Serajgonj, Pabna 31/10/83 35,100

Mustari Begum Flour
Mill #1, Jamalpur 3/10/83 5,000

Litho Art Press
Dhaka 18/2/81 100
D. PARTIALLY ABANDONED ENTERPRISES (UNDER
MANAGEMENT OF DIRECTOR GENERAL OF INDUSTRIES)

Anwar Textile Mi:ls
Tejgaon I/A, Dhaka 11/3/75 3,03,750
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Hotel Nizami

Liakat Ave., Dhaka 4/11/75 50,000
Hakim Engg. Works, Ltd.

Baizid Bostami, Chitt. 5/10/74 8,525
Asbestos Products

Tejgaon 1/A, Dhaka 31/12/74 2,05,832
Atlas Engg. & Skip

Builders, Narayangan;j 25/5/79 53,655
Khurshed Industrial Corp.

Tejgaon I/A, Dhaka 12/6/81 20,00,000
Yusuf Mills

Jessore 15/9/80 1,00,557
Bangladesh Enterprise,

Ltd., Tejgaon I/A,

Dhaka 27/5/81 7,51,387
Kashem Metal Works

Brahmanbaria, Comilla 8/9/81 20,000
Megregur Salfar (Bd),

Ltd., Dhaka 1981 2,70,000
Bengal Steel Works, Ltd.

Tejgaon I/A, Dhaka 11/8/81 7,71,597
Sunshine Cables &

Rubber Works

Tongi I/A, Dhaka 29/3/80 22,40,000
Farooq Services

Chittagong 7/1/82 80,000
G.M.G. Industrial Corp.

Dhaka 19/5/83 unknown
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Suihari rice & Oil Mill
Dinajpur 19/3/84 unknown

E. FULLY VESTED (FORMER “ENEMY PROPERTY”)
INDUSTRIAL ENTERPRISES

South Sylhet Grinding

Mill, Sreemongal, Sylhet 10/4/70 51,000
Rice Mill of Sohanlal

Bazle, Nilphamary 25/5/70 27,125
Dhanwat Rice Mill

Birampur, Dinajpur 24/10/70 1,91,0C0
Gunin Ice Factory

Kawarchar, Barisal 20/8/70 1,40,000
Amar Talkies

Parbotipur, Dinajpur 19/11/70 1,51,000
Banga Luxmi Mill

Panchbibi, Bogra 25/12/73 75,151

Kushtia Sugarcane Mill
Kushtia 26/6/74 45,577

East Bengal Co.
Chandpur 29/1/7 95,000

Moha Luxmi Rice Mill
Bedarganj, Rangpur 26/5/70 1,50,000

Malpani Rice Mill
Dinajpur 31/3/70 1,55.000

Gualnondo Ice Factory
Rajbari, Faridpur 15/11/70 7,95,000
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Padma Ice Factory
Rajbari, Faridpur 15/11/70 2,31,000

Bengal Burma Rice
Trading & Rice Mill
Chandpur 8/9/70 2,00,000

Kamala Rice Mill
Kalkini, Faridpur 14/3/75 20,600

Sen Agarwala & Co.
Kushtia 3/4/75 9,000

Sree Shankar Rice Mill
Pulhat, Dinajpur 9/2/75 8,52,500

Sree Mohabir Rice & Oil
Mill, Fulbari, Dinajpur 9/2/75 5,22,350

Bhawanipur Rice Mill
Bhawanipur, Dinajpur 9/2/75 1,11,500

Sree Ratan Rice Mill
Pulhat, Dinajpur 9/2/75 7,75,940

E.B. Silicate Mfg.
Works, Ltd., Narayangonj 4/7/75 10,000

Baizanath Prosad Mahadeo
Prosad Dal Mill
Ranibazar, Rajshahi 17/11/75 2,05,000

B.G. (Bangla) Rice Mill
#2, Ruhea, Dinajpur 31/10/75 1,71,000

Harikrishn Rice Mill
Chirirbandar, Dinajpur 28/1/76 2,65,707

Azad Oil Mill
Daulatgonj, Comilla 6/12/75 17,000
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Sree Mahabali Rice &
Dal Mill, Pabna 5/1/78 1,70,000

Nursingh Rice Mill
Pulhat, Dinajpur 17/9/68 46,000

Sree Durga Rice, Dal &
Flour Mill, Bogra 24/3/76 3,00,000

Sree Sankar Rice Mill
Fulbari, Dinajpur 24/12/76 4,50,000

River View Rice Mill
Chirirbandar, Dinajpur 30/4/75 4,85,000

Sree Mohabir No. Bengal
Mill, Pabna 4/2/76 3,71,000

Sree Durga Mill
Mirkadim, Dhaka 17/6/76 13,05,551

Khetawat Oil Mill
Rupsa, Khulna 1/3/76 9,27,000

Pulhat Rice Mill
Pulhat, Dinajpur 8/7/77 2,55,060

Luxmi Rice, Atta & Oil
Mill, Lalmonirhat 20/7/77 1,44,000

Indo-Bangla Pharmaceutical
Works, Barisal 16/12/77 6,51,000

Mohabir Rice & Oil Mill
Saidpur, Nilpharmary 24/3/78 unknown

Tatarkandi Ice Factory
Kuliarchar, Kishoregonj 10/12/78 72,000
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B.G. Bangla Rice Mill #1

Ruhea, Thakurgaon 6/11/78 5,67,000
Luxmi Rice Mili

Cemetery Rd., Khulna 3/11/78 2,31,010
Bangla Hilli Rice Mill

Hilli, Dinajpur 7/11/78 3,00,000
Arag Oushadhalaya

Pyaridas Rd., Dhaka 8/5/79 14,05,555
Ayurvedia Pharmacy

Armanian St., Dhaka 15/1/81 35,00,000
Jessore Oil Mill

Jessore 18/4/80 2,550
Robson Rice Mill

Bhoysewar, Faridpur 2/7/81 8,600
Shakt! _ushadhalaya

Shamibagh Rd., Dhaka 24/8/81 2,37,00,000
H.N. Poddar & Co.

Boyra, Khulna 28/9/81 70,10,000
Chowdhiram Kushalchand

Nilpamary 25/2/82 47,500

F. PARTLY VESTED (FORMER ENEMY PROPERTY)

INDUSTRIAL ENTERPRISES

Khactawat Aluminum Works

Talora, Bogra
(40% shares)

12/11/75

1,38,613
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Divestiture
Price (in Tk)

Luxmi Rice & Oil Mill
Domar, Nilpamary
(7 annas share)

Comilla Laboratories
Comilla
(207 shares)

Zenith Laboratories
Feni
(50% shares)

Swoika Oil Mills
Imamgonj, Dhaka
(90 shares)

Badargonj Rice Mill
Badargonj, Rangpur
(5.5 annas share)

6/10/76

21/3/78

14/9/79

24/10/80

3/5/81

36,102

4,332

5,643

56,250

1,46,446

G. MISCELLANEOUS (UNITS THAT DID NOT MATCH
BETWEEN TWO MINISTRY OF INDUSTRIES LISTS AND FOR
WHICH DATES OF DIVESTITURE NOT KNOWN)

Javed Tannery
Hazaribagh, Dhaka

Arag Ltd.
Strand Rd., Chittigong

Bangladesh Cold Storage

Mirkadim, Munshigon;j

Omar Sons Ltd.
Tejgaon I/A, Dhaka

Bangladesh Fabric Co.
Nabigonj, Narayangan;j

1984?

unknown

unknown

19797

unknown

15,10,500

1,26,80,241

1,23,45,633

1,61,50,000

1,74,00,000
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Name and Address

Date of Divestiture
(day/month/year)

Appendix A

Divestiture
Price (in Tk)

Parbatipur Rice & Qil
Mill, Partbatipur
Dinajpur

(movable assets only

A.B. Das Engg. Works
Firingee Bazar, Chitt.

A.B. Das Saw Mill
Firingee Bazar, Chitt.

Gour Qil Mill
Chowmohuni, Noakali

Barisal Ice Assn.
Chamarpatty, Barisal

Hussain Electric Ind. &
Group of Industries
Purana Paltan, Dhaka

Taj Wire Nail Ind.
Tejgaon I/A, Dhaka

Verzinia Tobacco Ltd.
Bogra

Jamil Soap Works Ltd.
Bogra

Jamiluddin Ltd.
Bogra

Azizuddin Industries
Chittigong Hill Tracts
Tobacconi (Bd) Ltd.
Dhaka

National Tobacco Ltd.
Rangpur

Asiam Bhai & Igbal Bhai
Bogra

unknown

unknown

unknown

unknown

unknown

unknown

unknown

unknown

2,38,888

70,000

80,000

1,90,000

3,10,000

5,50,000

4,00,000

2,37,89,012
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Date of Divestiture
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Divestiture
Price (in Tk)

Progressive Industries
Sylhet

Aftab Khan Flour Mills

Jam-lpur

Isiamabad Sewing Thread

Chowkbazar, Chitt.

Suihari Rice & Oil Mills

Dinajpur

Rahmania Fopular Bread

4& Biscuit Factory
Sutrapur, Dhaka

Shamim Industries
Block-D, Rd. #2, ?

Shabana Talkies
Ruhia, Thakurgaon

Atlas Industries
Kazi Reazuddin Rd.
Dhaka

Mustari Begum Flour
Mil!, jamalpur

Mozhul Industries
Amin Jute Mill, Chitt.

Zakaria Roller Flour
Mill, P.O. Double
Mooring, Chittagong

Rahim Flour Mills
Chittagong

unknown

unknown

unknown

unknown

unknown

unknown

unknown

unknown

unknown

unknown

unknown

unknown

3,10,000

2,40,000

50,555

27,13,325

10,01,101

5,10,500

1,67,067

3,75,000

2,500

87,547

2,20,000

20,000
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Name and Address

Appendix A

Date of Divestiture  Divestiture
(day/month/year)  Price (in Tk)

Hotel Afgania
West Mecot Rd. Khulna

Ispahani Marshall Ltd.
Chittagong

(85% sold

15% held by gov't.)

Bangladesh Tyres Ltd.
Fatuallay, Dhaka

unknown 6,53,900
unknown 29,15,220
unknown 25,000

H. TEXTILE MILLS TRANSFERRED TO
BANGLADESHI SPONSORS

Ashraf Textile Mills
Tongi, Dhaka

Al-Haj Textile Mills
Iswardi, Pabna

Asiatic Cotton Mills
Chittagong

Asfar Cotton Mille
Savar, Dbzka

Bogra Cotton Spinning
Mills, Bogra

Chittagong Textile Mills
Chittagong

Chand Textile Mills
Dhaka

Chand Textile (Spinning)
Mills, Dhaka

30/11/82

12/12/82

5/12/82

6/3/83

14/12/87

6/12/82

8/12/82

8/12/82
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Name and Address (day/month/year)  Price (in Tk)
Gawsia Cotton Spinning

Mills, Murapara, Dhaka 5/12/82
Halima Textile Mills

Comilla 14/12/82
Ibrahim Cotton Mills

Chittagong 30/11/82
Jaba Textile Mills

Dhaka 5/12/82
Jalil Textile Mills

Chittagong 5/12/82
Mainamati Textile Mills

Comilla 2/12/82
Muslia Cotton Mills

Kaliganj, Dhaka 12/12/82
Serajgonj Spinning &

Cotton Mills

Serajgonj, Pabna 30/11/82
Mowla Textile Mills

Dhaka 5/1/83
Quashem Cotton Mills

Tongi, Dhaka 1/2/83
Raz Textile Mills

Noapara, Jessore 13/2/83
Calico Cotton Miils

Pabna 28/2/83
Haibibur Kahmari Textile

Mills, Comilla 9/3/83
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Goalundo Textile Mills
Faridpur 3/4/83

Kushtia Textile Mills
Kushtia 6/3/83
Incomplete & Inoperative Mills

Tamizuddin Textile Mills
Conapara, Dhaka 19/1/83

Rupali Noor Textile Mills
Hasnabad, Dhaka 13/2/83

Cotton Textile Crafts
Ltd., Dhaka 14/2/83

Pahartaii Textile &
Hosiery Mills
Chittagong 26/5/84

I. JUTE MILLS TRANSFERRED TO BANGLADESHI SPONSORS

[Source Quarterly Jute Goods Statistics, a publication of the Bangladesh
Jute Mills Corporation, Apr.-June 1985-86, pp. 22-23. These are the
mills now under the Bangladesh Jute Mills Association (BJMA).]

Allied Jute Mills
Kanchan, Dhaka 30/11/82

Alijan Jute Mills
Narsinghdi, Dhaka 30/11/82

Ajax Jute Mills
Mirerdanga, Daulatpur 9/12/82

A.R. Howlader Jute Mills
Madaripur, Fairdpur 12/12/82
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Ashraf Jute Mills

Kanchan, Dhaka 9/1/83

A.K. Khan Jute Mills

MNorth Kattali, Chitt. 31/1/83

Alhaj Jute Mills

Sarishabari, Jamalpur 30/12/82

Anowara jute Mills

Barabkunda, Chittagong 12/12/82

Afil Jute Mills

Atra, Khulna 30/11/82

Broad Burlap Industries

Betka, Dhaka 30/11/82

Cooperative Jute Mills

Ghorashal, Dhaka 30/11/82

Chittagong Jute Mfg. Co.

Kallurghat, Chittagong 15/2/84

Dhaka Jute Mills

Faridabad, Dhaka 30/11/82

Delta Jute Mills

Chaumuhani, Noakhali 30/1/83

Fauji Chakal

Ghorashal, Dhaka 25/9/83

Gawsi Jute Mills

Murapara, Dhaka 23/1//83

Janata Jute Mills

Ghorasha!, Dhaka 9/1/83
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Date of Divestiture
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Divestiture

Name and Address (day/month/year)  Price (in Tk)
Jabbar Jute Mills

Bhairab Bazar

Mymensingh 27/2/84
Kohinoor Jute Mills

Gouripur, Dhaka 15/12/82
M. Rahman Jute Mills

Barb Kunda, Chittagong 15/1/83
Mashriqui Jute Mills

Kanchan, Dhaka 30/11/82
Moshen Jute Mills

Siromoni, Khulna 9/12/82
National Jute Mills

Ghorashel, Dhaka 25/6/83
Noapara Jute Mills

Noapara, Jessore 9/12/82
N. Askari Jute Mills

Kanchan, Dhaka 31/7/85
Pubali Jute Mills

Ghorashal, Dhaka 2/2/83
Quasem Jute Mills

Sitallpur, Chittagong 29/12/82
Sattar Jute Mills

Kanchan, Dhaka 30/11/82
Sonali Jute Mills

Mirerdanga, Khulna 6/1/83
S.K.M. Jute Mills

Barabkunda, Chittagong 30/11/82
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Sultana Jute Mills
Kumira, Chittagong

Star Alkaid Jute Mills
Chandpur, Comilla

Taj Jute Backing Co.
Demra, Dhaka

Victory Jute Products
No. Kattali, Chittagong

W. Rahman Jute Mills
Chandpur, Comilla

30/11/82

13/1/83

27/5/85

15/2/84

19/1/83
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State-Owned Enterprises

BANGLADESH TEXTILE MILLS
CORP.

Amin Textiles, Ltd.
Barisal Textile
Bengal Textile Mills, Ltd.
Chisty Textile Mills, Lid.
Dinajpur Textile Mills, Ltd.
Darwani Textile
Dost Textile Mills, Ltd.
Eagle Star Textile Mills, Ltd.
Fine Cotton Mills, Ltd.
Kokil Textile Mills, Ltd.
Kohinoor Spinning Mills, Ltd.
Kishoregonj Textile
Monoo Textiles
Madaripur Textile
Noakhali Textile
Orient Textile Mills, Ltd.
Quaderia Textile Mills, Ltd.
R.R. Textile Mills, Ltd.

Rajshahi Textile

Rangamati Textile

Satraq Textile Mills, Ltd.
Sylhet Textile

Tangail Cotton Mills, Ltd.
Ahmed Bawany Textile Mills
Bangladesh Textile Mills, Ltd.
Chittaranjan Cotton Mills
Dhaka Cotton Mills, Ltd.
Khulna Textile Mills, Ltd.
Luxmninarayan Cotton Mills
Meghna Textile

National Cotton Mills, Ltd.
Olympia Textile Mills, Ltd.
Sharmin Textile Mills, Ltd.
Sundarban Textile

Zeenat Textile Mills, Ltd.
Pylon Industries, Ltd.
Karilin Silk Mills, Ltd.
Valika Woolen Mills, Ltd.

Source: Government of Bangladesh, Ministry of Finance: System For Autono-
mous Bodies for Reporting and Evaluation (Dhaka, 1985), as cited in Alamgir, Dr.
Muhiuddin Khan: Public Enterprises and the Financial System in Bangladesh

(Dhaka, Sept. 1986).]
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Zofine Fabrics, Ltd.
Magura Textile Mills
Kurigram Textile Mills
Paruma Textile Mills, Ltd.
Elahi Textile Mills, Ltd.
Rupali Nylon, Ltd.

N.H. Textile Mills, Ltd.
Rahman Textile Mills, Ltd.
Panchbibi Textile Mills
Hafiz Textile Mills

BANGLADESH JUTE MILLS
CORP.

Adamjee Jute Mills
Associated Bagging
Bangladesh Jute Mills
Bawa Jute Mills
Karim Jute Mills
Latif Bawany Jute Mills
Munwar Jute Mills
Mymensingh Jute Mills
Nabarun Jute Mills
Nishat Jute Mills
Taj Jute Backing Co.
U.M.C. Jute Mills
Bangladesh Fabrics Co.
Aleem Jute Mills
Carpeting Jute Mills
Crescent Jute Mills
Daulatpur Jute Mills
Eastern Jute Mills
Jessore Jute Industries
Peoples Jute Mills
Platinum Jubilee Jute Mills
Purbachal Jute Mills
Star Jute Mills
Rajshahi Jute Mills
Quami Jute Mills
Amin Jute Mills
Gul-Ahmed Jute Mills
Hafiz Jute Mills
Karnafuli Jute Mills
M.M. Jute Milis
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R.R. Jute Mills

Bagdad-Dhaka Carpet Factory
Furat-Karnafuli Carpet Factory
Jute Plastic Plant

Galfra Habib

BANGLADESH SUGAR AND

FOOD INDUSTRIES CORP.
Rajshahi Sugar Mills, Ltd.
Kushtia Sugar Mills, Ltd.
Rangpur Sugar Mills, Ltd.
Thakurgaon Sugar Mills, Ltd.
North Bengal Sugar Mills, Ltd.
Carew & Co. (BD), Ltd.

Zeal Bangla Sugar Mills, Ltd.
Mobarakganj Sugar Mills, Ltd.
Shampur Sugar Mills, Ltd.
Panchgarh Sugar Mills, Ltd.
Kaliachapra Sugar Mills, Ltd.
Faridpur Sugar Mills, Ltd.
Setabganj Sugar Mills, Ltd.
Deshbandhu Sugar Mills, Ltd.
Joypurhat Sugar Mills, Ltd.
Natore Sugar Mills

Dhaka Vegetable Oil Industries,

Ltd.

Rice Bran Oil Extraction Plant

BANGLADESH STEEL AND

ENGINEERING CORP.
Engineering Industries, Ltd.
Eastern Cables
Eastern Tubes, Ltd.

Gazi Wires, Ltd.
General Electric Manufacturing

Co., Lid.

Metalex Corporation, Ltd.
Bangladesh Diesel Plant
Bangladesh Machine Tools

Factory
Bangladesh Can Co., Ltd.
Prantik Traders
Quality Iron & Steel Co., Ltd.
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Dockyard & Engineering
Works, Ltd.

Khulna Shipyard, Ltd.

Chittagong Steel Mills, Ltd.

Atlas Bangladesh, Ltd.

Pragoti Industries, Ltd.

Dhaka Steel Works, Ltd.

National Tubes, Ltd.

Dhaka Radio Electronic Co.,
Ltd.

Fecto Industries, Ltd.

Meher Industries (BD), Ltd.

Bangladesh Cycle Industries,
Ltd.

Bangladesh Blade Factory

Chittagong Dry Dock & HSS

Renwick, Tajneswar & Co.,
Ltd.

BANGLADESH CHEMICAL

INDUSTRIES CORP.

Zia Fertilizer Co., Ltd.

Urea Fertilizer Factory, Ltd.

Natural Gas Fertilizer Factory,
Ltd.

Triple Super Phosphate
Complex, i.td.

Khulna Newsprint Mills, Ltd.

Karnaphuli Paper Mills, Ltd.

North Bengal Paper Mills, Ltd.

Sylhet Pulp & Paper Mills,
Ltd.

Karnaphuli Rayon &
Chemicals Ltd.

Khulna Hard Board Mills, Ltd.

Bangladesh Insulator &
Sanitary Ware Factory, Ltd.

Chhatak Cement Co., Ltd.

Chittagong Cement Clinker
Grinding

Chittagong Chemical Complex

Appendix B

Usmania Glass Sheet Factory,
Ltd.

Kohinoor Chemical Co., Ltd.

Kohinoor Battery
Manufacturing Co., Ltd.

Lira Industrial Enterprise, Ltd.

Ujaia Match Factory, Ltd.

Polash Urea Fertilizer Factory

Dhaka Match Factory

Dhaka Match Works

Eagle Box & Carton
Manufacturing Co., Ltd.

BANGLADESH FOREST

INDUSTRIES
DEVELOPMENT CORP.

Karnaphuli Valley Timber
Extraction, Kaptai

Expanded Rubber Planting,
Processing Project, Dhaka

Lumber Processing Complex
and Saw Mill

Industrial Estate, Kaptai
Sangoo-Matamuhuri
Projects, Chittagong

FIDCO Furniture Complex,
Chittagong

Cabinet Manufacturing Plant,
Dhaka

Cabinet Manufacturing Plant,
Chittagong

Cabinet Manufacturing Plant,
Khulna

Particle Board & Veneering
Plant

Wood Treating Plant,
Chittagong

Wood Treating Plant - 2nd
Expansion, Chittagong

Wood Treating Plant, Khulna

National Tea Company Ltd.
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BANGLADESH OIL, GAS & Fish Harbor Complex,

MINERALS CORP. Chittagong
Takerghat Limestone Mining Wholesale Fish Market,
Project Khulna

Bijoypur White Clay Mining
Project

Joypurhat Limestone Mine &
Cenment Project

Jamalganj Coal Mine

Madhyapara Hard Rock
Mining Project

Bagali Bazar Limestone

Bangladesh Gas Fields Co.,
Ltd.

Sylhet Gas Fields, Ltd.

Amin Oil Field

Kailash Tilla Gas Field Project

Kamta Gas Fields Project

Bakhrabad Gas System, L.c.

Titas Gas Transmission and
Distribution, Ltd.

Jalalabad Gas Transmission
and Distribution System

BANGLADESH FISHERIES

DEVELOPMENT CORP.

Fish Processing Scheme, Cox’s
Bazar

Boat Building Complex,
Chittagong

Fish Net Factory, Comilla

Marketing and Distribution,
Pagla

Wholesale Fish Market,
Rajshahi

Fish Processing Plant, Mongla

Fish Landing and Marketing,
Khepupara

Fish Landing and Marketing,
Pathagata

Wholesale Fish Market, Cox’s
Bazar

BANGLADESH FREEDOM

FIGHTERS' WELFARE
TRUST

Paruma (E), Ltd.

Bux Rubber Co., Ltd.

Eastern Chemical Industries

Metal Packages, Ltd.

United Tobacco Co., Ltd.

Tabani Beverage Co.

Mimi Chocolate, Ltd.

Hyesons Group of Industries

Model Engineering Works

Hardeo Glass Works

Buxly Paints, Ltd.

Sirco Soap & Chemical
Industnes, Ltd.

Gulistan Film Coup.

Cho..-Chin-Chow Restaurant

Durbar Advertising and
Publication

Purnima Filling and Service
Station

Electronics and Film
Equipment

Multiple Juice Concentrate
Plant

BANGLADESH PARJATAN

CORP.
Duty Free Shop
Khulna Project (Hotel Section)
Ruchita Restaurant, Bar
Sakura Restaurant, Bar
Mary Anderson Restaurant
Chittagong Project Hotel
Cox’s Bazar Project Hotel
Rangamati Project Motel
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Rajshahi Project Hotel

Bogra Project

Sylhet Project

Nagarbari Project Restaurant
Cox’s Bazar Youth Hostel
Bangladesh Tours and Travels

BAMNGLADESH SMALL AND
COTTAGE INDUSTRIES
CORP.

Bangiadesh Handicraft
Marketing Corp.

BANGLADESH PETROLEUM

CORP.

Bangladesh Petroleum Corp.

Burmah Eastern, Ltd.

Jamuna Qii Co., Ltd.

Meghna Petroleum, Ltd.

Eastern Refinery, Ltd.

Eastern Lubricant Blenders,
Ltd.

Standard Asiatic Oil Co., Ltd.

Asphaltic Bitumen Plant

Liquefied Petroleum Gas, Ltd.

BOARD OF MANAGEMENT OF
BANGLADESH
GOVERNMENT
SERVANT'S
BENEVOLENT FUND

Board of Management of
Bangladesh Government
Servant’s

Benevolent Fund

Board of Trustees, Bangladesh
Government’s Group

Insurance Fund

Board of Trustees, Bangladesh
Government’s (former
central)

Servant’s Benevolent & Group
Insurance Fund
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CIVIL AVIATION AUTHORITY
Bangladesh Services, Ltd.
(Hotel Sheraton)
Hotel Sonargaon

BANGLADESH ROAD
TRANSPORT CORP.
Bus Division
Truck Division

BANKS AND FINANCIAL

INSTITUTIONS

Bangladesh Bank

Sonali Bank

Agrani Bank

Janata Bank

Rupali Bank

Bangladesh Krishi Bank

Grameen Bank

Bangladesh Shilpa Bank

Bangladesh Shilpa Rin
Sangstha

Bangladesh House Building
Finance Corp.

Investment Corporation of
Bangladesh

Investment Advisory Centre of
Bangladesh

Jiban Bima Corp.

Sadhran Bima Corp.

MISCELLANEOUS

Telephone Shilpa Sangstha,
Ltd.

Bangladesh Cable Shilpa, Ltd.

Bangladesh Power
Development Board

Chittagong Water Supply and
Sewerage Authority

Dhaka Water Supply and
Sewerage Authority

Chittagong Development
Authority
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Dhaka Improvement Trust

Khulna Development
Authority

Rajshahi Town Development
Authority

Dhaka Divisional
Development Board

Rajshai Divisional
Developrnent Board

Khulna Divisional
Development Board

Chittagong Divisional
Developrnent Board

Chittagoing Hill Tracts
Development Board

Offshore Island Development
Board (Barisal)

Haor Development Board

Bangladesh Jute Corp.

257

Trading Corporation of
Bangladesh
Bangladesh Consumer
Supplies Co.
Bangladesh Warehouse Corp.
Karnaphuli Shipping, Ltd.
Bangladesh Shipping Corp.
Bangladesh Inland Water
Transport Corp.
Chittagong Port Authority
Port of Chalna Authority
Bangladesh Biman Corp.
Bangladesh Railway
Bangladesh Telegraph and
Telephone Board
Bangladesh Plantation
Employees Provident Fund
Bangladesh Industrial
Technical Assistance Centre
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Survey Questionnaire for
Privatized Enterprises

Note: All information will be (a) kept completely confidential, (b) used
only for study and research, and (c) used to identify problems and
solutions relating to privatization

ORGANIZATIONAL INFORMATION

Name of Enterprise

Address Telephone

Previous Enterprise Name or Structure (with approximate dates)

Legal Status of Enterprise: Proprietary , Partnership . Ltd. Co.

Year Established ., Date Nationalized ______, Date Privatized

Nature of Business: Manufacturing , Commerdial —__ , Wholesale .
Retail , Domestic Trading . Export Trz<ing —,
Transportation , Construction ____ , Agribusiness .
Food Processing ., Jute —_ , Textiles __, Garments __,
Steel/Metals , Engineering » Chemicals .
Service (specify) — ., Other (specify)

Prindpal Products or Services

Names of Principal Officers (and titles)
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Names of Principal Shareholders

OPERATIONAL INFORMATION

Compensation i{ any, when taken over by government
What percent of enterprise wzs considered “abandoned” property?

Price negotiated when purchased from government
Percentage of sale price paid off to date
Percentage ownerstip of enterprise

; Government retains percent

Liabilities accepted when purchased from government
Only liabilities that existed when taken over by government
Total liabilities existing when divested and purchased
Other liabilities (specify)
Liabilities (type and %) paid off to date

General condition (and age) of major equipment and facilities when purchased
from government

Major equipment added by -,0¢ 2rnr ent during time nationalized (cost & type)

Major equipment or renovations added since purchase from governnient
(cost and type)

Production (in units)—percentage increase (+) or decrease (-) since purchase from
government**

Production (costs)—percentage increase or decrease since purchase from
government**

Sales—percentage increase or decrease since purchase from government** ___ __

Profit (or loss) before taxes—percentage change (+ or -} since purchase from
government®*

When When purchased
Number of employees  Nationalized from government Present
Officers
Staff

Permonent Workers
Bodli Workers —
Casual Workers —_

Total:
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Value of shares (if applicable}—percentage increasc or decrease in value gince
purchase from government**

Amount invested In enterprise since purchase from governrent
Source of funds: Own funds . o, femily ., friends
DF1 ., bank , Other (specify) —

General comments on future plans for modernization, expansion or reduction of
company

General comrents on government policies, programs, and procedures that have
affected your business (positively or negatively), including any suggestions for
changes

Note: ** = Actual figures would be appredated in answering questions marked with
the asterisk (**). At the optimum, we would appreciate figures for 2-3 years tefore
nationalization, (b) 2-3 years just before disinvestment and purchase from government,
and (c) annual figures since purchase from go" ernment. At the minimum, we would
appreciate percentages.

AGAIN, BE ASSURED — ALL INFORMATION WILL BE KEPT
COMPLETELY CONFIDENTIAL




APPENDIX D

Terms and Conditions for Transfer of
Ownership of Privatized Jute Mills

Government of the People’s Republic of Bangladesh
Ministry of Industries & Commerce
Jute Division
Adamjee Court
115-120 Motijheel Commercial Area, Dacca - 2.

No. JD/UC/TJM-1/82/ Dated: 27/9/82

DATED*

Whereas the following industrial enterprises were Nationalised
under the Bangladesh Industrial Enterprises (Nationalisation) Order,
1972 (P.O. 27 of 1972) and all shares in each of these Industrial Enter-
prises vested in Government;

And whereas the Government has decided to transfer all the shares
of the aforesaid industrial enterprises;

Now, therefore, in pursuance of the second proviso to clause (?) of
Article 4 of the said Order, the Government is pleased to make an
offer to the persons entitled to receive payment of compensatizn
under Article 9 of the said Order to sell, on the terms and conditions
specified below, shares of the said incustrial enterprises in propor-

*As cited in the Chishty, Shamsul Haque: Privatization in Developing Countries:
The Experience of Bangladesh (Manila, ADB Conference on Privatization, Jan./
Feb. 1985).
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tion to their respective shareholdings in such industrial enterprises as
on the date of nationalisation.

Name of the Industrial Enterprises:

WRNNHEWN =

Broad Burlap Industries Ltd.
Mohsen Jute Mills Ltd.
S.K.M. Jute Mills Ltd.
Sultana Jute Mills Ltd.
Mashrique Jute Mills Ltd.
Dacca Jute Mills Ltd.

Allied Jute Mills Ltd.
Noapara Jute Mills Ltd.

Afil Jute Mills Ltd.

Ajax Jute Mills Ltd.

Alhaj Jute Mills Ltd.

A.R. Howladar Jute Mills Ltd.
Alijan Jute mills Ltd.
Co-operative Jute Mills Ltd.
Delta Jute Mills Ltd.
Kohinoor Jute Mills Ltd.
Magbular Rahman Jute Mills Ltd.
Pubali Jute Mills Ltd.

Sattar Jute Mills Ltd.

W. Rahman Jute Mills Ltd.
Anowaura Jute Mills Ltd

A.K. Khan Jute Milis Ltd.
Aleem Jute Mills Ltd.
National Jute Mills Ltd.

Star Alkaid Jute Mills Ltd.
Sonali Jute Mills Ltd.

Ashraf Jute Mills Ltd.

Janata Jute Mills Itd.
Quasem Jute Mills Ltd.
Gawais Jute Mills Ltd.

In addition to the above, some more Bangladeshi managed enter-
prises are under scrutiny for transfer.

Terms and Conditions Under Which the Transfer is Proposed

1. The Bangladeshi shareholders whose names appeared in the share
register of the company on the date of nationalisation and are
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[

entitled will be offered such number of shares as were held by
them on that date. The price charged for each such share will be
the same as worked out at the time of payment of compensation.
In cases where the Bangladeshi shareholders held less than 51% of
the shares, thcy will be required to buy additional shares to en-
able them to acquire controlling shares of 51% or more, before
transfer of management can take place. While they will be charged
the same price per share as worked out for payment of compensa-
tion for the shares held by them on the date of rationalisation, the
additional shares will be sold on the basis or revaluation.

The former Banglad2shi shareholders will have to pay in cash for
the shares held by them on the date of nationalisation and now
offered for sale to them. If for any reason some of them cannot
pay cash for the entire value of these shares, they will be allowed
to pay 51% of the total value of the shares in cash as a lump sum
payment and the balance amount will be paid within a period not
exceeding 12 months from the date of acceptance of the offer.
Such shareholders will furnish adequate guarantee for the unpaid
balance.

The former Bangladeshi shareholders will be offered to buy all the
shares of the company, in addition to those held by them on the
date of nationalisation. If scme of the shareholders are unable to
pay in cash the full value of these additional shares at a time, they
will be allcwed to pay in cash 10% of the full value of the shares
and the balance within a pericd not exceeding 5 (five) years in 10
(ten) half-yearly installments. Number of actual shares trans-
ferred will correspond to the payments received. If they do not
exercise the option, those shares may be sold to other private
parties. If sufficient response is not received from private buyers,
Government may sell the balance shares to financial institutions
like BSB, BSRS, ICB, Insurance Companies, etc. provided that if
any of the financing institutions held any shares in the mills prior
to nationalisation, then those shares may be transferred to them
on the same basis as transfers to the original Bangladeshi share-
holders.

If after offer of shares mentioned herein before the Government
still holds shares in the capital of a company, the Government will
have the right to nominate Diiccior(s) in proportion to its share-
holding interest in the company.

The former Bangladeshi shareholders who will buy shares from
the Government, will not be allowed to sell these shares within
the period of encumbrancy without prior approval of the Govern-
ment.
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If the Bangladeshi shareholders default in discharging their lia-
bilities to the Government, they will be liable to pay on the de-
faulted installments a penal interest @ 2% (iwo percent) above the
contracted rate.

Before handing over management of the mills, the Government
under P.O. 27 will notify the formation of the first Board of Direc-
tors of the concerned mills. This Board will be a temporary one
and it will function for a period not exceeding one year or till a
new Board is elected in accordance with the Articles of Associa-
tion, whichever is earlier.

All assets and liabilities of the companies existing on the date of
transfer will continue to be the assets and liabilities of the dena-
tionalised corapanies.

The denationaiised companies will take over the liabilities to BSB,
BSRS, Commercial Banks, foreign creditors, etc. on the same terms
and conditions as exist at present between the borrower and the
lender. :

BJMC's loan from Bangladesh Bank and Commercial Banks against
Government undertaking or BJMC'’s debentures utilised for dena-
tionalised companies will be passed on to them on the same terms
and conditions.

Any contract made or understanding arrived at by the mills or on
their behalf by the Corporation either for sale or purchase includ-
ing claims will be honoured by the new management of the dena-
tionalised companies.

For co-ordination of export sales, a Pricing Committee composed
of representatives of BJMC, denationalised companies and Bang-
ladesh Bank will be set up in the proportion 3:2:1.

All sales under barter/tender to foreign Government and local
sales to Government/Sector Corporation will continue to be ne-
gotiated by the BJMC and allocated to the concerned mills on the
basis of loomage. Common expenses in connection with such
sales (including CBC) and allied functions will be shared propor-
tionately by BJMC and denationalised mills. Details will be worked
out by the Pricing Committee.

Repayment of Government investments (excluding the amount
paid as subsidy) in the Jute Mills proposed for transfer will be the
responsibility of the denationalised companies, part of this amount
was in the form of capital infusion for equity support which did
not carry any interest. These liabilities will be repaid by the
companies to the Government in 12 years in respect of composite
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mills and 15 years in respect of broad loom units, the rate of
interest remaining the same as at the time of initial investment by
the Government.

16. In order to give relief to these mills under the new management, a
moratorium on the repayment of Government investment for a
period of 2 years will be given from the date of transfer within the
overall repayment period stipulated in para 15 above.

17. The denationalised companies will take over all officers, staff and
workers in employment in the enterprises on the date of transfer
along with liabilities of service benefits. They will also take over
an agreed number of officers and staff from BJMC Head Office
and Zonal Offices, likely to be declared surplus after transfer of
these mills to denationalised companies. There will be no termi-
nation or retrenchment for one year from the date of transfer.

18. If the company—

(i) persistently defaults in discharging its liabilities to the Gov-
ernment, Krishi Bank, Bangladesh Shilpa Bank, Bangladesh
Shilpa Rin Sangstha, Commercial Banks and foreign credi-
tors in accordance with the terms and conditions of the agree-
ments with them as adopted by the company; or

(ii) does not faithfully and diligently discharge its liabilities in
respect of the loans of Bangladesh Jute Mills Corporation
taken from Bangladesh Bank and Commercial Banks against
Government undertakings and now adopted by the com-
pany as its own liabilities; or

(iii) does not observe and perform the terms and conditions of
finances obtained by debentures issues by Bangladesh Jute
Mills Corporation and utilised by the Company and now
passed on the company for observance and performance; or

(iv) does not operate the Mills for any reason which is not be-
yond its control;

the Government will have the right io irtervene in the affairs of tre
Company.

Applications (in duplicate) in the following form, from persons
willing to buy the shares must reach within 21 days of the publication
of this notice to Joint Secretary In-Charge of the Implementation Cell
for transfer of Jute Mills, Jute Division, Adamjee Court, Motijheel
Commercial Area, Dacca.
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FORM OF APPLICATION FOR SHARES OF

LIMITED.

Name of the applicant:

Present address of the applicant:

Permanent address of the applicant;

Citizenship of the applicant (Documentary proof in support of
Bangladeshi citizenship to be enclosed):

Total number of shares issued, subscribed and paid up:
Number of shares applied for:

Total number of shares originally held:

Distinctive number of such shares:

Face value and paid up value of each share:

0. Present status of the shares—

P

=0 o No W

(a) Whether in the possession of the applicant or deposited with
the “Compensation Cell” of the Ministry of Industries &
Commerce:

(b) If placed as security with any Bank or Firancial Institution as
Collateral, names thereof:

11. Whether any compensation under Article 9 of P.O. 27 of 1972 has
been received for the shares, if so state total amount:

12. Whether shares claimed as heirs/successors of original share-
holders (if succession certificate obtained, attested copy to be
enclosed).

I do hereby declare that
(Name of the applicant)
the particulars furnished in the application are correct and for any in-
correct particulars, it shall stand cancelled. I further declare that I
shall abide by the terms and conditions of the transfer of shares
prescribed by the Government.

(Signature of the applicant)

By Order of the
Chief Martial Law Administrator

(M.A. Waheed)
Joint Secretary
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