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History

The Policy Implementation and Analysis Group (PIAG) is a component of a larger. US
Agency for International Development (USAID) project, the Industrial Promotion Project
(IPP). An agreement was signed between the US and Bangladesh governments to
conduct the project in August 1989. Civil unrest, the fall of the Ershad regime, the election
of a new government, a cyclone and the Guilf War are all reported to have contributed to
a delay in Project implementation. The implementation order for the PIAG component was
signed in March 1992. A contract to carry out this segment of the Project was signed with
the International Management and Consulting Corporation (IMCC)' in September 1992,
with an effective date from August 1892. Administratively, within the Bangladesh
government, the project was to be associated with the Ministry of Industries (MQI).

During this period a democratically elected government came to power, a new industrial
policy that embraced the principles of a private sector driven market economy was issued
by the Ministry of Industries for the government in 1991, and the World Bank and the
government signec an agreement for a second industrial sector adjustment credit of $100.
million as an incentive for implementing industrial sector reform policies. A subsequent
evaluation of PIAG* noted that the delay, during which these events occurred, was in some
respects fortuitous for the PIAG component in that the environment was more open and
conducive to poltcy reform than it had been before. -

Despite the new environment, PIAG's first year was fraught with problems and changes
in key personnel, both within PIAG and the Ministry of Industries. At various points the -
MOI and USAID considered discontinuing the project. The project however began to take
on new life in the spring and summer of 1993 when new project leadership began to
emerge in PIAG and the Ministry and a series of policy papers was produced within PIAG.
Space was found for the project, near the Ministry of Industries, in August 1993,

While the substantive work of thé projectlgr'ew, it continued to havewdiff‘ic':rulti'és._ For
exainple, there were inconsistences between the Bangladesh government'’s technical
assistance project paper (TAPP) which authorizes the project from the. Bangladesh

In 1994, the corporation’s name was changed to the Internat;onal
Management and Communications Corpcrataon

Nathan Associates Inc., Evaluat.'on of the Bangladesh Industrial Promot:on
Project, Arlington, March 1995. -
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government’'s perspective and the agreements between the US and Bangladesh
governments’ project agreement and between the TAPP and the IMCC contract. These
differences were never completely reconciled and continued to plague the project. For
example, the PIAG office was unable to obtain a telephone until January 1994 or air
conditioning until March. The project did not receive its computers until August 1994 -
thus making the office reasonably functional. It was also at this time that USAID extended
its contract with IMCC for a year to take the project up to August 1995. PIAG received its
second authorized telephone during the last month of the project. Support staff could only
be hired on a daily basis throughout the project. These administrative and |og|st|cal
difficulties resulted in a high cost to the project in terms of its productwnty

Still, by its end, the project was generally considered a success. Thirteen repofts had been
prepared, five research notes written, eight-seminars and forums held, and a respectable
body of policy reform had occurred following PIAG representations. '

Goals and Methodology

The overall purpose of the project, accordmg to USAID, was to reduce the cost and risk
of business investments and other transactions particularly as these were affected by
government rules and regulations. In a revnsed version of the Bangladesh government's
TAPP for the project,’ the objectives were stated as follows: “The PIAG project will advise
the government on industrial policy matters. It will analyze and review the present policies,
if required, to further improve the industrial climate in the country. it will examine the -
implementation problems of the present policies in the Ministry of Industries and its
agencies as well as in financial institutions, tariff organizations and other government
organizations concerned with industrial policy implementation. = It will make
recommentdations on systems, methods and approaches to enhancing policy
implementation. The PIAG will also evalute and formulate new policy recommndations for
the government as requested. The PIAG project will help in human resource development
through training prgrams, both at home and. abroad, for the Bangladesh officials. It will
also help to establish a permanent policy implementation and analysis cell, at the
conclusion of the project in the Ministry of Industries by way of institutional development.”

As a guide and aid to achieving its goals and objectives, the project was to develop a-work
plan -- in accordance with the contract to be approved by USAID and the Ministry of
Industry; and, to comply with MOI requirements, to also be approved by a project steering
committee made up of representatives of related public and private sector organizations.
In mid-1993 a broad plan with six tasks was approved by USAID and the MOI and
subsequently by the project steering committee. The six tasks were:

3 This was never approved. Indeed, for its last year the pro;ect was not

covered by an approved TAPP
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Tasx 1. Study of the industrial regulatory policy framework

Tas< 2: Systems analyses of the operational procedures and capac;ities of
the Ministry of Industries and related agenmes

Task 3: Implementing economic reforms ‘
Task 4: Study of investment promotion

Tasx 5. Assessment of the impact of tariff liberalization on Bangladesh
industry- .

Task 6: Developing a consensus for reform.
All of PIAG's subsequent work was carried out W|th|n the framework of these or:ginal tasks

The project employed a variety of activmes and instruments to achieve its goals. These
included:

* Research and analyses
Seminars and key persons forums .
* Direct representations
The industrial policy matrix
| The Industrial Policy Quarterly
Input to USAID, World _Bank‘and other donor policy positions.
* Traiting | |
* Study tours
These will be discussed in more detail in the following' section.
Accomplishments | | | |

The praoject's outputs and other accomplishments. took the form of reports, research notes,
seminars, key persons forums, an industrial policy mattix, Industrial Policy Quarteriies,
policy changes, meeting a conditionality of a World Bank loan, providing major inputs to
the USAID policy matrix and other USAID and American Embassy policy pOSltlonS
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introducing computer technology into the Mlmstry of Industries, and tralnlng and study
tours. A description of these accomplishments follows. D

Reports

Box 1 provides a list of PIAG reports. The first two reports, Background Material on




_ PIAG Report # 13, Tax Reform.in Bangladesh, August 1995

BOX 1
PIAG Reports

PIAG Report # 1: Background Material on Industrial Policy Environment
in Bangladesh--Review of the Liberalization Process, March 1993

PIAG Report # 2: Current L/berahzat/on and Other Economic Reform -
Issues, April 1993

PIAG Report # 3: Export Performance and Export Policy: Some Interim
Recommendations, June 1993 -

PIAG Report # 4. Current Exchange Rate Misalignment and an Agenda
for !ts Urgent Reform, June 19983

PIAG Report # 5, Systems and Procedures for Policy Implementatlon
July 1 995

PIAG Report # 6, Regulatory Constraints te Industrial Development in
Bangladesh and Recent Deregulations, January 1995

PIAG Report # 7, The Seminar on Regdi’a(o:y Constraints to Industrial
Development in Bangladesh: Summary of Proceedings, April 1994

PIAG Report # 8, Comparative Study of Investment Promotion Po!icies,
Structures and Activities in the Asian Region with Applications in
Bangladesh, July 1995

PIAG Report # 9, PIAG and the Bangladesh Chambers of Commerce &
Industry: Where Do We Go from Here?, July 1995

PIAG Report # 10, The Semmar on Government Admm:strat:ve
Systems and Procedures, August 1995 o S —

PIAG Report # 11 lnvestment Promotion in Bangladesh “August 1995

PIAG Report # 12 Investment Case Studies in Bangladesh August
1995 .
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Current Liberalization and Other Economic Reform Issues were prepared to provide a
background of the status of industrial pclicy and reform in the country. The third, Export
Performance and Export Policy: Some In‘erim Recommendations was prepared at a time
that the Export Promotion Bureau was examining export policy. The fourth, Current
Exchange Rate Misalignment and an Agenda for Its Urgent Reform initiated a theme that
PIAG was to pursue through out the course of the project that the exchange rate needs to
be devalued to make Bangladesh exports more competitive and to give export
development a boost. The fifth, Systems and Procedures for Policy Implementation -- first
as a draft that was widely circulated beg:nning in"October 1993 -- pointed to the need for
major reform to administrative systems and procedures in the Bangladesh government.
During the project, PIAG began to refer {0 administrative reform as “the country's number
one need.” The sixth report, Regulatory Constraints to Industrial Development in
Bangladesh and Recent Deregulations, met a conditionality for the government on its
World Bank Industrial Sector Adjustment Credit-2 loan. This became PIAG's most broadly
disseminated draft and final report. It was extensively used in the 1994-1995 World Bank
Country Memorandum. PIAG's seventh report, The Seminar on Regulatory Constraints
to Industrial Development in Bangladesh: Summary of Proceedings, was the results of a
full day's review of the subject with the country's leading policy makers and industrialists
and proviided substantial input for the final version of the sixth report. A draft version had
served as the basic document of the seminar. The eighth report, Comparative Study of
Investment Promotion Policies, Structures and Activities in the- Asian Region with
Applications in Bangladesh, resulted from a major study of the investment promotion
regimes cf China, Indonesia, Malaysia, Thailand and Vietnam and an examination of the
lessons for Bangladesh. A draft of this reoort was the basis for an important PIAG seminar
on the subject. The ninth report, PIAG and the Bangladesh Chambers of Commerce &
Industry: Where Do We Go from Here? -- Examined the role of chambers -of commerce
and industry as mechanisms for encouraging industrial policy reform and their need for
policy analysis capabilities. The conclusion was that they may have to take to lead role
and, in doing such, will urgently need one or more groups with strong policy analysis —
including analysis of barriers to policy implementation -- capabilities. Report ten, The
Seminar on Government Administrative Systems and Procedures, represented the
proceedings of a seminar held in the Ministry of industries on PIAG Report # 5. Report
eleven, Investment Promotion in Bangladesh, looked at the Board of Investment and its
needs for attracting major new investment for the country. Report twelve, Investment Case
Studies in Bangladesh, is a collection of studies of investment in the country that were
carried out to assist PIAG in conducting a number of its policy analyses. The final report,
Tax Reform in Bangladesh, is a major study of tax reform. It is believed that this should
be a major policy instrument for guiding tax reform in the country for coming years.

Research Notes

During the course of the project, five policy notes were prepared. They are listed in Box
2. The first note, Exports and Export Policy, served as the basic presentation to initiate a
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key persons forum held in conjunction with the Business Advisory Services Center. -

, BOX 2
PIAG Research Notes

E PIAG Note # 1, Exports and Export Policy, March 1994
* PIAG Note # 2, Some Recent Policy Changes, April 1994
* PIAG Note # 3, anat/zatlon in Bangladesh June 1994

PIAG Note # 4, The Current State of Economlc Policy Reforms in
Bangladesh, October 1994

PIAG Note # 5, Privatization Issues in Bangladesh and the Impact of
Labor Unions on the Process, July 1995

The second note, Some Recent Policy Changes, was prepared for a key persons forum
at the Dhaka Chamber of Commerce and Industry. The third, Privatization in Bangladesh,

was prepared to provide input into an article in the first issue of the Industrial Policy
Quarterly. The fourth note, The Current State of Economic.Policy Reforms in Bangladesh,

was prepared for a presentation at a Dhaka Chamber of Commerce and Industry seminar.

The last note, Privatization and Labor, was prepared to initiate a discussion of the subject’
among the country's leading political parties, and business and labor leaders which was

organized by the Center for Polxcy Choice and Analysis. This was later serialized in The

Daily Star. :

Seminars and Key Persons Forums

During the course of the project, there were eight seminars and key persons forums. They -
are listed in Box 3. The first seminar, Regulatory Constraints to Industrial Development
in Bangladesh, was mentjoned under the discussion of PIAG reports. It'was held in .
conjunction with the Metropolitan Chamber of Commerce and Industry in their conference -
facility. The second, on export policy, was a key persons forum. In these forums we would
bring together about twenty persons with key roles or interest in a policy mater and discuss -
the issue informally and off the record. The third, on tariff reform was also a key persons
forum held in conjunction with the Dhaka Chamber of Commerce and Industry. The fourth,
on administrative systems and procedures was dtscussed under the report section. The
fifth, on investment policies procedures and structures in other Asian countries, presented
the draft of PIAG Report # 8 and based on seminar inputs, the final report was prepared.
The sixth was a seminar at which the Secretary for the Ministry of Industries Abdul Hye
discussed his findings on a PIAG sponsored study tour of Chili and the.privatization
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process the country has been through. Secretary Hye gave lessons which he perceived
had relevance for Bangladesh. The seventh, was a seminar at which representatives of
the private sector, the Ministry of Industries, the Board of Investment, the Bangladesh
Smali and Cottage Industries Corporation and the Planning Commission related lessons
from a PIAG sponsored study tour of the investment promotion programs of Thailand and
Malaysia. The eighth, presented the results of the PIAG tax reform study.

BOX3 -
Seminars and Key Persons Forums

Regulatory Constraints to Industrial Development in Bangledesh
* Export Policy | | | |
* Tariff Reform

System and Procedures for -Policy implementation

Investment. Promotion Pohcues Structures and Actlvmes in the Asnan
Region with Apphcatlons in Bangladesh

Privatization in Chili with Lessons for Bangladesh

investment Promotion in Malay5|a and Thailand and Apphcatlons for
Bangladesh

* Tax Reform

Industrial Policy Matrix

A significant product of the pro;ect was the development of an industrial pollcy matrlx
Accelerating Industrial Development, which listed nine major policy areas and associated
objectives against which were arranged in @ matrix format (1) current problems , status and
recent measures taken, (2) further actions needed and (3) the agency or organnzatlon
responsible for the action. The major pohcy areas were:

* Accelerate mdustnal mvestment
- accelerate legal reform
- improve the financial system
- development an efficient labor market



Spur the mtroductaon of new and improved technology and management and
marketing skills

. Promote export led growth
- enhance market competitiveness and ratrona!rze mdustnal mcentrves
through import liberalization )
- enhance market competrtrveness through exchange hberahzatron

Speed up the privatization process

Streamline and make the government bureaucracy effectwe effrcrent and
accountable, and its actrvrtres transparent - -

Maintain general security and industrial peace
Stimulate the private sector through increasing public investment
Overcome infrastructure deficiencies .

Establish a credible education system with the introduction of e_ducat'i'onal.
technology and the reintroduction of English as important components .

In preparing its own policy matrix, USAID drew heavily on the PIAG matrix. " It was
referenced as an important document in a World Bank publication and it was reputed to
have been widely used by a host of government policy makers, donor representatives and
newspaper reporters. A copy of the matrix is provided as Attachment 1. '

The Industrial Poli 1]

Three issues of a publrcatron named the Industna/ Policy Quarterly were produced -an .
introductory issue which focused on deregulation, a. second one in which the focus was
administrative reform and a third which focused on mdustrral investment. This publication
provided a mechanism for presenting lmportant industrial polrcy issues ..and

recommendations in a concise readable format which was seen by most of the nation's™ |
leading policy makers and industrialists. In just three issues, the Quarterly became a
popular publication which was widely quoted in the Bangladesh press. The tables of

content for the three issues are provided as Attachment 2.

Computerization and computer trarnrn at the Ministry of stries
When PIAG was initiated the typewriter was the instrument for preparing documents at ‘the o
Ministry of Industries. There were three microcomputers at the Ministry but two were out

of order and the third had quite limited capacity and capabilities and was only occasionally
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used by one officer. PIAG repaired and upgraded all of the computers. Word processing,
spread sheet and data base software was loaded and eleven staff members were trained
in their use by the project. Familiarization courses were provided for eleven of the
Ministry's senior staff in the functions in which the computer could aid the Ministry in
performing, an organizational plan was prepared for setting up a computerized
management information system (MIS) and an equipment purchasing plan was prepared
based cn standardized microcomputer networks and standard software. Six people
received specialized training in the programing and the use of relational data bases. At
the end of the project, computers ware in wide use, particularly in the preparation of
documents, within the Ministry. The prcspects appear good that an increasing number of
Ministry functions will be computerized.

Study tours

Two study tours were funded under the project. The first, mentioned earlier, was to
provide the Secretary of the Ministry with an opportunity to examine the process of
privatization in Chili. PIAG arranged for the Secretary to meet the key policy makers and
managers who led the country's privatization program. He was accompanied throughout
the tour by a PIAG consultant who was ari important player in the process. Afterwards, the
Secretary gave a seminar in which he described Chili's experience and suggested lessons
for Bangladesh. He also prepared a guest column for the first issue of the Quarterly based
on his findings. '

On the second study tour, five people from the private sector and five from government
visited Thailand and Malaysia to observe their investment promotion programs, structures
and results. The government represzntatives were from the Ministry of Industries, the
Board of Investment, the Small and Cottage Industries Corporation and the Planning
Commission. Following their tour, the participants provided a seminar on their experiences
for the representatives of their organizations and the private sector. The Bangladesh
Federation of Chambers of Commerce and Industry hosted the seminar.

Policy changes

PIAG has produced a small library concerning industrial policy in Bangladesh and needed
changes and requirements for policy implementation. We believe that this and PIAG
representations have had a significant educational value for key policy makers, have had
an impact on the country's industrial policy and will continue to do so.” The literature
produced by the project provides a firm base for future policy studies and analyses.
Following is a list of policy changes that have occurred following PIAG representations.
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Policy. Changes
Made by the Bangladesh Government after PIAG Representatlons

Policy Changes Following
PIAG Representations

Comments

Introduction of a process of automatic.
investment.

registration of proposed
projects with the Board of Investment. Of
particular importance was the removal of a
requirement of documentary proof that an
investment was already underway prior to
being able to obtain BOI registration.

This recommendation was made in the
PIAG Policy Matrix as well as in PIAG
Report 6. ‘Also, several meetings were
held with Members of the BOI at which this

‘issue was raised. After the policy change

was implemented, there was a large
increase in the number of new investments

‘registered with BOL.

Removal of the requirement for foreign
shareholders of joint venture companies,
or tompanies wholly owned by foreigners,

to seek permission from the Securities and

Exchange Commission for the purpose of
transferring their shares to others.

This recommendation was made in the
PIAG Policy Matrix as well as in PIAG
Report 6. Also, meetings were held on the
issue with the Chairman of the Securities
and Exchange ‘Commission. The change
was a direct result of PIAG representations |

Introduction of computers and a computer-

based management information system in.

MOI.

_This was recommended in PIAG Report 5

and technical assistance was provided to’
the Ministry in this regard. Computers are
now widely used in the Ministry and efforts
are underway to introduce a rud:mentary ‘
computenzed MIS system.
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Elimination of the passbook system limiting
imported inputs for all but restrtcted import
categories.

This was recommended inthe PIAG Policy
Matrix and in PIAG Report 6, as well as in
meetings with members of the BOI. A new
policy was established whereby new
passbooks limit only restricted items.
:Customs, however, still limited for some
time unrestricted items listed in old
passbooks without written BOI approval.
} PIAG recommended that the Chief
Controller of Imports & Exports (CCIE)
“should recall all old passbooks and replace
them with new ones or the NBR should
issue a Statutory Regulatory Order stating
that henceforth restriction of imports of the
passbook items would apply only in the
.cases of restricted import category items.
‘This  recommendation ~has been
implemented. The CCIE issued a circular
to the customs authorities that no limitation
be applied to imports which are not in the
“Control List” of imports.

Full exemption of duties on imported
machinery for 100 percent export-oriented
industries outside the export processing

Proposed in PIAG Report 3.

zones without requiring bank guarantees. | )

Development of a database of. listed
companies on the Dhaka Stock Exchange.

Proposed in PIAG Policy "Matrix. A
meeting was held with the Chairman of the
‘Securities and Exchange Commission on
'this subject. This is being implemented.

Increase cash compensation to local fabric:

producers from 15 to 25 percent of the
value of such supplies to ready-made
garments producers for export in heu ‘of
duty drawback.

Proposed in PIAG Pohcy Matnx and PIAG
Report 6. .
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Exemption of duty on raw hides and skins -

for leather producers with a bank
guarantee.

Proposed in PIAG Policy Matrix and in
PIAG Repor_t.B. '

Withdrawal of Bangladesh Bank controls

on bank loans to hosiery industry, trading

loans to sugar, pharmaceuticals, textile
products and general merchandize, and on
bank financing of stocks of certain goods
categories such as air conditioners,
complete bicycles, domestic refrigerators,

electric fans, motor cars, trucks, and |

buses.

Proposed in PIAG Policy Matrix and in
PIAG, Report 6. L

Further relaxaticn of foreign exchange
controls such as those on personal and
business travels, making the Bangladesh
Taka fully convertible on current account

by eliminating or relaxing exchange’
controls on remaining current ‘account

items,

These were broposed in PIAG Report 6.

The Finance Minister has already
announced that the Taka would be soon
made convertible also on capital account.

Proposed in PIAG Report 6. However, no
action has so far been taken, to our

'knowledge, ~ toward carrying out this

pledge. -
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It has been reported that the National
Labor Law Commission has recommended
the following:

a) No outsiders, including previous
employees of an industrial firm,
could become members of a trade
union of that firm or, if already
members, retain that membership.

b) A three-year moratorium has been

proposed on the formation of {rade
unions in newly-established
industries.

.available to the National

These were proposed in PIAG Report 6.
An earlier version of the Report was made
Labor Law
Commission while it was in the process of
finalizing its report. According to the
disclosure of a previous member of the
Commission in the PIAG seminar held on
16 April 1994 to discuss the PIAG Report

6, the Commission has addressed most of

the concerns and issues ra|sed in PIAG
Report 6

Preshipment inspection by one of some
selected reputed foreign companies for
valuation of imports for duty assessment
purposes has been introduced on’a
voluntary basis, which from November
1994 has been made to prevail over “tariff
values” of imports,
determined by the National Board of
Revenue.

which are pre-

This step has been in line with the PIAG
recommendation that the use of “tariff
values” for assessment of duties be

.phased out. PIAG also recommended in

its Policy Matrix and in PIAG Report 6 the
introduction of preshipment inspection on
a compulsory basis with |ts cost borne by

the Government.

The advance income tax on imports for
export production has been reduced from

0.5 percent to 0.25 percent. This is a step

forward toward its complete abolition.

PIAG has recommended ‘its complete
abolition in the Matrix.

The retention benefit of foreign-exchange
earned by exporters has recently been
further increased.

PIAG recommended both - way
convertibility of such retained foreign

| exchange benefits in its Matrix as well as

Report 6. The further enhancement of the
retention benefit may in part compensate
for the disadvantage: exporters ‘were
facmg : o
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There has been further relaxation of | These changes are in fine .with PIAG's
foreign exchange controls. Incoming | recommendations for greater foreign
Bangladeshi travelers can bring up to US | exchange liberalization in its Report 6 and
$ 5000 without making a declaration to the | the Policy Matrix. The recommendatiort for
authorities. - The amount of foreign lmporters was also explicitly made- by
exchange an outgoing Bangladeshi | PIAG. '
traveler can get from banks without prior
approval of Bangladesh Bank has been
increased to a maximum of US $ 3000 per
passenger for travel to the United States,
European and certain other countries.
Another important change has been
introduction of a foreign exchange travel
quota for importers up to one percent of
the value of imports.

A continued PIAG type activity at the Ministry of industries

The Ministry of Industries is preparing a proposal to the Ministry of Finance for funding to
continue a PIAG type activity within the Ministry using local consuiting support. Assuming
favorable response, there seems a fair chance that the study and analysis of pollcy and
its implementation will become institutionalized within the Ministry.

Problems

There have been several problems that have limited the effectaveness of PIAG. The major
ones were:

*

. Contradictions between the TAPP. and the IMCC contract and the tw0~ '
governments' agreement

Bureaucratic procedures
Lack of adequate staff in the MOI
Project timing

A brief discussion of each follows.

R E R P



Contradictions between_the TAPP_and the IMCC contract and the_two Governments
agreement

There were several contradictions between the TAPP and the contract between USAID
(through its contractor the Small Business Administration) and IMCC. There were also
contradictions between the TAPP and the agreement between the governments of
Bangladesh and the United States to establish the project. The differences primarily had
to do with project staffing and equipment purchases including the source of equipment and
payment of duty and other taxes. As was noted under the History section of this report,
these differences, coupled with the second problem area listed, resulted in the project
never being able to hire permanent support staff and in having only one- year of a
reasonably fully equlpped office.

Bureaucratic procedures

Previously, it was noted that the number one problem facing investors in Bangladesh is the
quagmire of bureaucratic systems and procedures that they have to deal with. The same
quagmire is faced by donor funded projects. This means that productivity of projects is
reduced ard the time required to achieve project goals is elongated.

Laék of adequate staff in the MOI

The additional secretary who was the government airector of the PIAG projéct had to hold
down a full time job, and a big part of the time two full time jobs, in addition to his dutles
as project director. Obviously, something had to suffer.

Project timing

In the USAID “midterm” evaluation of PIAG, it was noted that it was probably fortuitous for
the PIAG component that the project had not started in 1989 because the environment was
now more open and conducive to policy reform than it had been at that earlier date. While
this is probably true, the last half year of the project-occurred during a period of increasing
attention to an upcoming election with a concomitant reluctance to make hard policy
decisions that could be unpopular or criticized by strong vested interests. This
environment undoubtedly distracted from the project's productivity.

Lessons

There are a few lessons that are apparent as the project comes to a close. The first is that
USAID should review the TAPP for projects at the time that it prepares its contracts. There
may be ways to eliminate potential discrepancies without sacrificing the project’s
productivity or USAID's objectives. At least, USAID will know where conflicts are and can
hopefully begin to work with the Bangladesh government to eliminate them. It can aiso
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alert the contractor. It would also be useful for USAID to brief contractors who are new to
Bangladesh on the paramount importance that the Bangladesh government. places on the
TAPP. ltis easy enough for the mnocent to beheve they are only bound by thelr contract.
A second lesson is that USAID needs to reduce contractual reqmrements for permissions
and concurrences to the absolute minimum. In the Bangladesh context, obtalnlng these
are very time consuming and slows project progress. This means that an important criteria
in selecting contractors is their proven integrity, dependability and track record.

Two effective years is too short for. a project which aims at achieving policy. change and
implementation at a national level across a major sector -- such as mdustry A more
reasonable length for such a project would be the term of one: fuIl government
administration - that is, five years in the case of Bangladesh. -
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ACCELERATING INDUSTRIAL DEVELOPMENT PIAG
{Matrix of Proposed Policy Actions) *
N . o . . : . . Further Actions Needed: ) Agency or Organization
Current Problems/Status; Recant Measures Taken R -1 Specific Recommended Measures .. Responsible for Action

““and every one Is supportive of the dbjective of accalerating industrial
- acceleration In industrial investment is the most direct and critical

Many of the policy area objectives in this matrix are mutually supporiive
investment. From the standpoint of industrial developinent, however, an

chafienge facing the nation today.

. damestic inyestment rate was 18 percant of GOP, Indla's was 23 -
" the domestic. investment rates in 1990 wers much higher, eg., 20 percent

The World Bank notes that Bangladesh has historicony had very low i

investment rates, averaging around 12 percent of GDP. This is the
lowest domestic lnvestment rate in South Asia where in 1990, Nepal's

percent, Pakistan's 19-percent and Si Lanka's 22 percent. In East Asia,

na, 36 percant in indonesia and 37 percent in Thalland. The
submmed Government budge! states that the current
¥ rate B:nghde:hblllﬁperﬂﬂofﬁl)?andm:kﬂ\bhto
_m«mwuiopmm of

ngladesh is hegligible, according to the
Bank. Averaging abolt $2.8 miion per year between:
During this same period,’ Pakistan haﬂnwange of
ign investment peryear. 0 -

Bangladesh needs to achieve an investment rate of at least 18 percent of
GDF if it is to achieve a minimum desirable growth of six to seven percent
_per year. For increasing overall investment in Bangladesh, increases in
"both public and private investments as shares of GOP -- need {o be
brought about. i i

Board of Investment (BO!),
Bangladesh Export
Processing Zone Authority
(BEPZA), Bangladesh Smalk .
and Cottage Industries-
Corporation (BSCIC) and
Government executing =~
agencies for public ’
investment

oufiside tHe reserved list. In practice, however, .
do renuhduewmgulatwhum of indusirial .

gulated sectors,."on paper™ no sonirols mmain on L

’

" Refnove any remaining eontrcls on foreign kwestment (eg.in - -
phannaceuﬁul and reacty made garments Industnes)— .

Remove existing restriction im lnipoﬂs' of second-hahd of reeondiﬁoﬁéd
machhory nquirhg umﬂmﬁon that thasa mtnlmum economic fife.

Do not lmpose restrieﬁons on financial msﬁmons financing of particular
industries, In this connection, remove the industrial Poficy provision which
dbeoungn bank Iinandng of industries on markc( sambon grounds.

Bthc ut 8 declslvo knprovcment in customs clearance of goods by.
engaging the services of intamational agents to perform offshare duty
anmmm’wiu\ import prushlpmcnt inspection. .

Mlmstry of industries and

. (NBR)'

Cabinet Division and the -
Ministry of Heafth

Mnistnes of lndusmes and
Commorco

8Ol .

5[ Finance and the
National Board of Revenue

- - .
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it Problems/Status; Recent Measures Taken

Further Actions Needed:
Spacific Recommernded Measures

Agency or Organization

Responsible for Action

6 Board ol invastment is belng reorganized ahd structured o be
’Enly s piumoﬁoml body - eliminating many, if not alt, of ks regulatory
functions, Be 1 March 1994, the BOI eliminated thc fequirement
br xfoctmenhty proof that an investment was jn progress priorto
registering new companies and the registration form was substantiaﬂy

- ﬂnﬂﬂed.ltlg:koconﬁcﬁmncommndaﬁommhpomdhput

rcqufnmcnts for lncorpcraﬁon In new industrial-"passbaoks*® to restricted
impert category Rems. The quemment announced the elimination of
- requirements for the Inclusion of unrestricted goods in industrial -

Vpassbooks / Oki passbooks however still have all industrial inputs fisted

. afid the Custains authoriies are not recognizing the announced
¥beralization and are stil asking for BOl approval for the

=

The Chief Controfier of Imports and Exparts (CCIE) should issue new
passbooks o holders of the old passbooks which eliminate unrestricted
_categories, or ‘the Nationa! Board of Revanue (NBR) should issue a
Statutory Regulatory Order (SRO) which hvalidales Estings of unrestricted

produds h passbooks

"l.l -

Take lway from the BOI the functions of approving terms for private
foreign loans outside a range and of approving technology transfer related
payments of industrial firms. -

Establish transparent and well defined guideflines about which industries
need clearance on environmental grounds and about the procedures for
such clearance. Simfar guidelines shouid be published for regufating
lndustﬂes on other grounds such ds public heanh and national interest,

» v

Provide BOI more auﬁpmy to camry out its I’acmhlion mncﬁons for
investors. Returning the Board to an enhanced Minlstry of lndustnes could
be gne possible way of accompllslung

Remove any remaining nguh!ory n.mcﬁons tom the BOI (eg lssulng
employment cantracts incorporating B0l-appraved remitances of
expatriate employces salaries), making it & purely promollcnal agency.

.

CCIE and NBR

Ministry of Finance and the
Bangladesh Bank

Environment Depariment of

the Ministry of Environment 3

Cabinet and Establishment

Divisions and the Ministry of:

Finance
Cabinet Division and

. Ministry of industries.

'"Aﬁe, 225 percent impnn parmit/ietter of credit
‘hpqyabhonsudwnpm: Hthe Nuslﬂesm

The advance income tax and the import pemuULCA fee an fixed capital
. Serve to increase lmtestment costs and dnsc.uuragg further investment -
both should be removed. . .

Ministry of Finance and

National Board of Revenue.
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- e Further Actions Needed: ) ‘ Agency or Organization
i Ctment Problemslsutus Rmn&Measures Taken . Specific Recommended Measures - Responsible for Action
N ‘{9 . Acongenial legal environment is lacking for private sector buslness il Expeditiously finalize and enact the amendments to the Companies Act, §{* . Ministry of Law, Ministry of
. Legal reforms sre needed importantly and specifically to ensure " 1913, the Bankruptcy Act, 1920, the Foreign Investment Act 1980, and © Commerce and Ministry of
. . - enforcement of contracts, for the resolution of disputes and for crderly " laws relating to patents and trademarks . * . Industies
ISR S P "exttoiunpromblebusincssamnm Thasovemmenthaslnmated- - - RRERIEI S :
. . L slgniﬁcanl work for reform of the general legal system. : . . S - ’ . - L
- . ST T . \ . - ) it. Incorporate in general corporate law and in the Financial Loan Courts Act §* Ministry of Law
T . . . T . . - ) . ’ © {Act 4 of 1990) provisions which will strengthen contract law, e. g,, . :
.. . . : . reasonable limitations should be placed on the adjoumment and appeal
B o ’ processes, and outStanding awards should incur interest. At the
. . : i A . . ' . international level, Bangladesh should accede to the UN Convention for
- T S T : : the Enforcement of Foreign Arbitral Awards (the New York Convention)to § .
- T T ’ ) - - - - L - . - complement its existing accession to the Intemational Convention for the - N
. _ o3 : ) : . Settlement of lnvestment Dtspu!es (icsiD). .
' ) . o ’ il Other pending !egisla!lon (e.g., the laws to provide the Board of Investment; * Ministry of Law and BOf
B . - . : - . . more authority to promote and support industrial development and to :
S . T S . . . eshbﬂsh ] Judk:ill Tminlng lnstltute) should be agcelerated.
" - .. Y ~ e ) +% v - » .. .
N ) : S e o - e PR . iiv. Revise lhe Admiralty Act af 1861 to gNe proper protecﬂon 1o exporters * " Ministry of Law and Ministry
o I s _ A . ’ . and importers, lncludmg mose by air and land as well as marine shipment. ; = of Sh:pplng )
- - ,’;‘: : . e R R T _iv.  Update the statutes affechng fand (ransfer and moHgaging to facnmate the i*- Mnmstry ofLandand = - -
o e N ) o processes of creating title and securing other intetests at reasonable cost. Ministry of Law toL-
e b PR st . Lt ’ . T - These have becbme acute impediments 16 mddern business dealings. -, Ct
S SR P T T . - R i . False tities aliound apd mortgages are often unregistered to avoki high Y i
A BT - . . o P T .t _ .} charges. Comecting this situation requifes medifications o the 1882 Land. § ° v
R R o g PR ) oo * .. Transfer and Stamp Acts and the 1908 Registration Act. Further the land ; - o . 4
- i ) register system is in a chaotic state and requires a major averhaul
. including the Introduction of modemn record-keeping technology
) c T ‘ . S E vi.  Make Iegislauon to empower commerclal banks to engage in ﬁnancing *  Ministry of Finance,
. - S o . : . - o equlpmem Iaasfng (as occurred in india in 1984). . . Bangladesh Bank and
. : : LT - : . . o - ) - Ministry of Law
et ’,‘ e Rt SRR R TAVAILARI £ ;s R
- S o S S . TISTAVALLABLE copy
. .
3
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Further Actions Needed: -
Specific Recommended Measures

Agency or Qrganization
Responsible for Action

-

vil,  Upgrade the legal system by proviiing the judiclary (1) greater autoriomy
and independence-this requires the repeal of the 1575 amendments to
Articles 115 and 116 of the constitution, (2) more manpower with better -
management and judicial training—the establishment of the proposed

-+ Judiclal training lnstitute and practicing law insttute could be steps in this
direction, (3) modernize court facilities and equipment—-particularly,
introduce madem information technology and (4) establish a permanent
administrative law reform commission to rationafize exlsﬁng rules,
regulations and procedures,

-

Ministry of Law, Ministry of

 Commerce and Ministry of

Industres

", ot yet complete and flexible, #nd controls remain on some types of
e oblerr tamahhmcﬂnandalsectorduehasptud

-

“fil.  Remdve the remamlng interest rate bands for loans to agricunure ex,,cns

I Withdraw, relax or rationalize, as appropriate, the remaining central bank
contrals on personal loans against the securily of non-resident foreign
currency deposits and forelgh cumrency accounts and shares; bank

" advances for hire purchase for general trading purposes and opening”
Import letters of credit for Ioan defauﬂers k

’I

-

: Quickly phase out the govemment-dlrected credit to the jute sector
through the nalionaﬂzed ccmmm:hl bﬂnks o

and sman and cottage industries. - .

. Encourage the enﬁy and growth of privdte banks to make the bankmg
. quraﬁnns mon oompewvo

LYY K - -

v pccme the| process of pgivatizing the Rupall barik and take meamngful
steps towards pfwaﬁzmg onm mﬁonauznd b-nks -

wl.”  Further strengthen the management and staﬂ of the Bangladesh Bank
such that the Bank can more effectively cairy out prudential regutation and
supervision of the country's bnnking system, as well as eoncomhnt :

- anforcarent réquicements. ..

Ministry of Finance and the
Bangladesh Bank :

Ministry of Finance

Ministry of Finance and the

- Bangladesh Bank

* 7. Ministiy of Finarce

..
o

" Minisjry of Finance

S

_ Bangladesh Bank

hst

scheme whn an initial funding has besn lsunchéd by

esh Bank (B8) lo assist retired and retrenched public
invest infsmalt incustries. Likewise, the -~ -
hudﬁnt submission, pfovides'a Tk 465 bimon

i. . Expand the credit guarant« achome for aft sman industrial MVesQom with
donor suppon .

- Ministry of Industries and

Ministry of Finance

.

[,



Current Problems/5tatus, Recent Measures Taken .

Further Actions Needed:
Specific Recommended Measures

Agency or Organization
Respensible for Action

Policy Area/Objectives

nmbp in eIﬂclent
- fabof mlrkct

j.

‘The extremely low level of savings in Bangladesh has hindered the
formation of indigenaus promoter capital. This has also limfted the

L

Channe! increasing amounts of foreign aid and loans either directly
through private lnvestors, or indirectly through private financial institutions.

Minlstry of Finance, fund
providers, channeling
agencies, and Bangladesh

ik

redrafted.

Y S e

behavior and discipline, both on the part of the borrower and the
sanctioning agency; and establish effective institutions for their
enforcernent. For example, members of the board of directors of banks
should be held legafly responsible for their decisions and actions.

avallabliity of locally borrowed capital . The emphasis therefore has been; -

ori borrowed overseas caphal; as exemplified through the IBRD credit . i . Export Processing Zones
= . provided through| the Bangladesh Shﬂpa Bank (BSB) In the Iate Authcnty

seventies ' - : : : ’ .

~and uplo the mld-elghﬂes the continued aid dependence for the il. Gwe the financiers adequate control over prc]ect selection sanchonmg. . Minisuy of Finance and

~ govemments investment pro;ects and the strong advocacy for attrac.ung . and d:sbursmg . Ministry of Law

. forelgn investment.” - - . . ) )

Loan courts have been estabhshed The Bankruptcy Act has been Fonmulate enforceable legal codes 1o ensure responsible financial * The Ministry of Law

i,

- Some measures undértaken recently to improve the capital market
Inciude (1) the of the Securlties and Exchange .
Commission, (2) lowering of the interest rates on government-floated
savings instruments, (3) withdrawal of several special levies on
- dividends, (4) am forkign investors to purchase securlties taded on

- the Dhaka Stock Exchange, (5) éxémption of taxés on capital gains
resufting fram share transactions, (6) allowing remifttances of capital
gains by foreign investors as well as repatriation of capital invested in
stocks and shares quoted on the Stock Exchange, (7) aﬂowmg
remlhnuet of divgdlnd! lndmﬁm withowt

i 5 paamission of the Bangladesh Bank and without tax

ui;hwlime!ding of taxes, if any, in the gompany accounts,

1B
" - dominated by speculators rather than investars, because of the low

The govemment is the owner of the largest proportion of the .
manufacturing capital in the country. it should enhance disbursement of
this capital to both indigenous and overseas investors through such
means as the stock market, debenture financing, and stock options for
. employees. it would also be beneficial to the development of the stock

. market if the government would devest s shares in publicly traded.
companies. A recent government decision to off-load Tk 1,000 miflion
worth of shares in gas and oil markeﬁng companies shouldbe -~
Implemented on schedule earfy next year. .

lt is expected that an achve stock market in Bangladesh will initialty be

investment climate. Eﬂeative anu-speculatmn mechanisms must tbere!nre

. " Exchange, Ministry of Law, |,

. Privatization Board, Ministry

. Dhaka Stock Exchange,

of Finance, Ministry of ,
industries, Ministry of Jute,
Ministry of Textiles, the

Board of investment, and
Cabinet Division

Securities and Exchange, -
. Commission, Dhaka Stock

be put In place. i - mnlstryothance
y .~ ifl, Mamtain an accessible and cutrent database showing the capitalization, §°* Dhaka Stock Exchange._
. L7 ; _ feverage, liquidity, and eammg powers of all business units Iisted with the Bureau of Stalistics, ..
. o i " stogk exchange Ministry of Commerce, and
; . . - chambers of commerce and
g R - . . . . - . industry : :
m.  Thelabor mnrkel in Banglldesh Ia chanderﬁed by structural il Repeal the regulation that allows retrenched or terminated workers of an ° Ministry of Labor and -
: lmfﬂchmhs chia to.shorteomings in the tabor faws, weaknesses in establistiment to become and remain members of office bearers of that Manpower and (he Mlmsw -
.. enforcement of the fabor laws, centraiized wage de!ermbaﬁon and, establishment's trade union.” : ‘of Law -
midmmtwage hg)ﬂlﬁon and excessive Govemment interference in - . .
!abor dlsputn’ The fabor market ineficiencles are contributing to il Reduce the mulﬂpllcity of trade unions in an. establlshment to onty one with; * Ministry of Labor and
increases in.wage costs unmatched by fimn profitabifity or fabor. major«y worker support Manpower and the Ministry
- productvity and to unheathy fabor management relations. A Labor Law | of Law' .
Cornmission hu revieWed the ﬁlbor faw prablems end submlned a repon ill.. Cease the current, centranzed practice of determinlng wages for pubic ~ i* Ministry of Labor and .
. " seclorworkers without regard to proﬁtabmty of firms and the producuvny off - Manpower - CoeE

ot memmert.

their workers.

.
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Further Actions Needed: P Agency or Organization
Palicy Aru/Obpcﬁves Current Problems/Status; Recent Measures Taken Specific Recommended Measures Responsible for Action
a o t iv. Do not imposa a national minimum wage for private sector workers, ‘ Ministry of Labor and
‘ - Manpower
v, Govemment sbauid cease intervening in fabor disputes outside the . Cabinet Division and
. procedures prescribed by the labor law. Legal loopholes which allow Ministry of Labor and
. S excqssive govemnment interference should be removed. - Manpower
« vl. Cease the Government practice of reaching wage agreements with unionsi*® Cabinet Division and
- N or their national federation, the Sramik Karenachari Okya Parishad . Ministry of Labor and
. (SKOP)._by-p,assing tripartite consultations. - ‘Manpower ’
vil. Enhance enforcement of fabor legisiation by strengthening the Labor . Ministry of Labéf and
Department, further streamlining labor court procedures, penalizing illegal Manpower and M:mstry of
. strikes and lock-outs and ensuﬂng iob security. Law
. - . jvil. Amend the current legal Tequirement, sekdom met in practice, for joint . Ministry of Labor and
: . - ' feference by labor and employer of disputes to labor courts for " Manpower and Mlmsb'y of
N toe adjudication. o taw
ix. Amend the lbor law appropriately to remove the lack of a clear definition §* Ministry of Labor and
o o . ofthe basis for doubh pay for ovcrﬁma -which should exclude annual . Manpower and Mimstry of
Nt e . - . bonusos N Law
. : -_ ' x. Impose appmpﬂate time ﬁmxts on progress between mos‘ steps of the . Ministry of Laber and
dispute resolution process to accelerate ‘'dispute resolution and increase Manpower and Ministiy of
- . C e * the insufficient time limit specified for the tripartite conciliation step to give Law < .
. : reasdnable scope for tris s!ep fo have success. -
' "_ T - - xi: Ancw tha pmvlsnon for employment of workers far nxad term contracts in it Ministry of Labor and
. a e Ce N - addition to the presently alowed employment ori permanent andcasual, “{° " Manpower and Ministry of "
.. . ° “Le.. onadallybasls o <o Law
N ' xii. Make public the Labar Law Reform CQmmisston repon to elicit general . Prime Minister’s Secretariat
publlc reaction. or Cabinet Division
o BEST AVAILABLE COFY .




Further Actions Needed: Agency or Organization
Policy Area/Objectives cumn! Pmblemt!SMus Recent Measures Taken Specific Recommended Measures Respansible for Action
2. Spurthe Introduction fa. . Nothing, perhaps, accelerates industrial development mare than the L Remove discriminatory restrictions on foreign investors' importation for . Ministry of Industries,
- “ofnéwand knproved *_ introduction of new technology, and management and marketing commercial purposes, and on kcal residents and foreign investors for Cabinet Division, Ministry of
and - - techniques and capabilities. The only way fo do this on & fast and farge - importation through direct payments from bank accounts abroad. Heatth and the Ministry of
managommand. . " seale is by bringing 1t in from outside. Itlsnewtechnologylnd o . T .o - Commerce - -

- marketing skils. -

mamgemcm and marketing skills that rapidly increase the "size of the '
e Unfodnntlely, focal industry is often opposed to parmitiing, tmuch
less encomgtng foreign technology and management and marketing
skdts into the local market place because of a parochial view that the
size of the pie is fixed ~ and thus they will get less. Nothing Is further

* from the fruth. A recent example of what technological input can do to
spuran industrial acﬂvlty is gfven by a dnmaﬁc (near two-fold) increase
in tabor’

n L reeeivndthchﬂp of a USAID suppomd foraign hcbnical adv:sor .

=

ity in a new expoﬂ-oriented shoe hctory (Apex Footwear) when; i,
. program element that provides grants to work on new technolugical

Seek donor suppon o lnmate a long term grant and loan program aimed at
aiding pnvate companles in technology acqunsmon and mastery

Seek donor support to initiate a program of industrial loans for
Bangtadesh-foreign partner joint ventures. This could be coupled with a

deVllopmenh. .

Ramove nmalnlng controls on the use of foreign exchange for payments
for twhnical know how, and technical assistance and consufting fees,

- BOI, the Bangladesh Small

and Cottage Industries
Corporation (BSCIC), the

‘Ministry of Science and

Technology and USAID

Ministry of Industries, BOI,
BSCIC, the Bangladesh .
Export Processing Zones
Authority (BEPZA) and the
World Bank or the Asian

‘Development Bank

of Finance and ~
Bangladesh Bank

" ib, Emyptoducﬁvwemum mspecuveoms level ufuphal © i

ness, depends on technology. The kind and level of technology
by an marprise will of coum vary wldely chnnobgy is
h(‘} m - (

" .Establish a mechamsm of according social recognmon and financial

Remove excessive protection to domestic textile and other industries, -
which has blunted incentives for use of more efficient technology. 1

.

Ministries of industries and

. Finance’

»
x

Ministry of Finance, in

.';_ o .‘.I‘ : .

m
N
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ige, hctvﬁques ‘and skills  brought to bear upon the incentives (somewfiat ih the manner of the exisﬁng practice of installing’ " coflaboration with the*
i 'prm The yse of mppruprlate Idnqs or levels of Commercially Impgriant Persons) to !echnology leaders among the local vaﬂous chamber: ot .
: Sl . anfrepraneixs. . ' cammem and’ Industry
. 1] .
» ’ . Create an Information center which will make infonnation available on * Minlstry of lnduﬂﬂes n
W technology, equipment, suppliers, prices, terms of deﬂvery. and ‘ coltaboration with the
S s _ covemment policy hoenﬁves Ministry of Science and
s . Technology, and the -
SRR ‘ ‘ ohambcrsofoomemeand
S R o Al : . . . . . E ) L . . N'-MTY.
Promote exportied  ia, - V'mchai macket is not hrgd snough, and emlhw does not havn i. - The most criical step needed to promote the export-led growth strategy is |* Ministry of Commerce, -
. ) 160m for expansion, to accommodate a mpndtcoehnﬂon of 1o accelerats import and foreign exchange liberaltzation to remove the anti- * Ministry of Finance and the
fnﬁ.drbi development. The only viable option, and one that should be expon bias of the axisﬂng restictions in these areas. ' - Bangladesh Bank -
.- " aggréssively ursued, is to decelerate expainsion info export matkets. S :
# . Enhancé market b. *-Progress has beeh made In the substantial elimination of quantilative  }i. Ellmlnate remalnmg trade (1.e. protection) related quanmzmve restrichons °  Ministry of Commerce,
. ~ . compelitiveness and “import restrictions and somel rationalization of import tariffs. Currently - oninputs of textiles, sugar pharmaceutical, steel and other products. Ministry of Finance and
.uliomfzc inwsuial import QRs remain.on 55 four-digil HS ftems because of trade reasons. i Tariff Commission .~
hmnﬁve:ﬁwomh ¥ Fof most products, customs duty mes are nbw eompressed it a rangez i Lower (he highés tariff to 30 percent within a reasonable time span say *  Ministry of Findnce: =+ -
- import fberalization. of 75t 100 percent Lo £ twoyears. _ .
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Further Actions Needed:
Specific Recommended Measures

Agency of Organization
Responsible for Action

Policy Area/Objectives

-

Current Problems/Status; Recent Measures Takan

il.  Phase out the official tariff values for duty assessment and contract.
International agents to perform offshore dity assessment in association

*  'Ministry of Finance and the
. National Board of Revenue

‘development] prugnm) There have been recent relaxations on

: exchange

controts but mon could be done.

S

.

i Alow exporters to operate their accaunts with retamed foreign exchange
with the facliity of both-way convertipillty. .

ii. Allow exporters operaﬂng on back-to-back letter of credit basis to import
with cash foreign exchange up to their retamed fnreign exchange benefits
~five to ten percent of exports.

B2 Allow access to roreign exchange for af smports without the uquhement

for LICs

I
v. Extend the facility of tmpoﬂ against direct paymenh abroad h all investors
— foreign and domestic. (Currently this hcnity Is available tu only
Bangladeshl nationals Ivlnq abroad) wa .

- . YN

vi. . (:onsiderabty relax - at feast dauble — the currenl ce1ings on foreign
exchan cﬁge available for personal trips abroad, Withdraw foreign exchange
- restriction altogether for business travel ~or'at jeast fix their foreign
exchango cnwement vul abovo thase b? pemna( trlps

- . 5
'.

vil. -Lwﬂ mecnntrcl on uphl h-ansfets and make the taka also cunvemble on

at least usa reference rates with a wide band wlthln which banks can vary
the exchange rate.

the capital account. Put the taka on a frew figat against cther currehcles or -

- ot . - with import pre-shipment inspection, . .
c. A lberallzed exchange should promate exports if factors holding up the  {i. Frea private borrowing from abroad from any remalning controf - Le, - . Ministry of Finance and
g ettty of the taka are corrected (iberalizing imports and accelerating the . approval by BOL ! . . Bangtadesh Bank

* - Ministry of Finance and -
Bangladesh Bank

. Ministry of Co_m}nevce and
Bangladesh Bank

.

. Ministry of Commerce and
Bangladesh Bank

¢ Ministty of Finance and
Bangladesh Bank

B Ministry of Finance and

Bangladesh Bank

,'. .~ Istryomenceand

Bangiadesh Bank

Y £




) * _ Further Actions Needed: . Agency or Organization
Policy Area/Objectives Current Problems/Status; Racent Measures Taken Specific Recommended Measures Responsible for Action
*  Otherexport . d.  Recentmeasures introduced to improve export policy Include 1. L. _Remove existing bans and restrictions on expoit (1) on consignment, (2) |+ Ministry of Commerce,
promouon measures . providing full exemption of duty on machinesy imports for 100 percent through entrepot trade and (3) ofa number of agricultural and Ministry of Finance and the
export-orierited indissiries without bank gusrantees ~ Inchuding those - * .. mahufactured’ products Bangladesh Bank
) oulside export piocessifig zones, (2) providing substantial exemption of . . . .
‘ * . ‘duties oh machinery import for expont-triented industries, that gxportat il ~ < Expand the duty-drawback system at flat rates on a continuous basis'and i* *  Ministry of Finance and, .
-, least 70 percent of output, with bank guarantees, (3) providing 25 . at a satisfactory speed say by 50 new product areas per month. particularly, the Duty
percent cash compensation to producers of ready madé garments for Exemption and Drawback
- export in fiew of duty drawback and allawing this same facility to direct - ‘ Office (DEDO) of the
- : Ministry  °

exporters of other textile products {4) providing fun exemptwn of duties
on imports of .

*. raw hides and sklns for use in export products when compames provide

- bank guarantees that the imports will be re-exported as part of their .

export product, (5) providing export-oriented companies, who are not

operating on back to back LCs, with #n advance import facility of up fo
four months' requ!rement, {6) cxpunding the coverage of flat-rate duty
drawback, (7) -

access to bonded ware houses for al types of export activties and (8)
relaxation of the domestic value addition restriction for ready made .

garments expdrten. Fuﬂher pron policy lrnprovemenls are necesnry

" - inView of low.general expart growth, for products other thah ready-made

garments, the narrow export base and slow expori diversification,

i

; viil~

fi.

v.

ix.

Extend the duty exemphon facility, on machinery and spare parts, to other

than 100 percent expon-onented unlts onapro rata basns

Introdiice more flexible exchange rate management :

Generaﬂze the relntroducﬂon of a cash compensat!on system for direct

and indirect exporters who get Inadequate tax offset on imported inputs or

oompensabon for protectlon on domestrcaﬂy produced mputs
thdraw advance lncome tax from exponers on _roachinery impons and
other Inputs -

Aboﬂsh 25 percént import permi/LCA fes oh imbofts for export. ’

. - | e
Reduce duties to low levels on spare parts, raw maferials for packaging

and n;fzigerated vans used in the frozen fish industry.

Ir?vestlga!e the reasons for slow utilization of the Export Credit Guarantee
Scheme and take necessary appropriate sleps to improve is utilization,
" including provision of a subsidy onthe premium cost for the i insurance

_ coverage.

X.

Accelerate the applicatlon of the bonded warehouse scheme to other
" areas of industry .

Ministry of Finance and,
particularly, the Duty
Exernption and Drawback
Office (DEDO) of the _

Ministry

Ministry of Finance and the

_Bangladesh Bank

Ministry ¢f Finance and the
Bangladesh Bank

Ministry of Finance .

~Ministry of Figance

“Ministry of Finance

Ministry of Finance,

. Bangladesh Bank, BOI and

* the Export Credit Guarantee
Scheme Cell in Sadharan
Bima Corporation

* National Board of Revenue

N ca . _— - - .
CemtaT, P S ERRN [
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p Further Actions Needed: Agency or Organization

Pollcy Area/Objectives Current Problems/Status; Recent Measures Taken Specific Recommended Measures Responsible far Action
14, Speedupthe a.  Thisis the most effective way to eliminate the huge public enterprise Key steps needed to accelerate the privatization process are:
. privatization process. "losses and their concomitant burden on the general tax payer. ft will also - ) o
‘ ’ Imiprove the efficiency of these enterprises, improve thelr products and il Speed up privatization by (1) setting more ambitious targets with . . Privatization Board, Ministry
make them more stable employment genera(ors privatization dates, including the sale of nonIndustrial enterprises, (2) of Textiles, Ministry of
. eliminating blas against profitable firms, and (3) making the privatization Energy and Mineral
b.  The Privatization Board was astablished on March 20, 1993 and then process - valuation, bidding and contracting — adequately open and Resources, Power
given "status simifar to that of an autonomous body* on 07 December | competitive (the new government policy on privatization has provided a . Development Board (PD8),
1963 and givedi a budget. Privatization procedures have been improved more transparent framework for this process in the case of SOEs and Ministry of Communications
~ there Is no requirement for buyers to keep all the staff of téndered government owned shares). . and Telephone and
companies, the tendering system has been made mare transparent, and Telegraph (T&T) Board
the terms of payment by private buyers have been made easler. Still, the; il. Encourage foreign participation in the privatization process ( the new ‘ Privatization Board, Ministry
privatization pracess Is progressing slower than many expected. government policy on privatization provides equal emphasis on sales to of Textiles, Ministry of
- : " - foreign and local inleres(s) ; Energy and Mineral
. el ey e T . . . . - . - - Resources, PDB, Ministry of
- ) - IR S ) . ' : __— ’ Communications and T&T
. A S - N . o - c T -~ Board
; ¢. .The Privatization Board has targeted 39 state owned enterprises (SOEs)iill.  In addition to disinvestment of state owned enterprises through closed . Privatization Board, Mi mstry
. to be privatized during 1994-95. t includes eleven units inthe textiles - - bidding, additional mechanisms should be employed, where appropriate, of Textiles, Ministry of
1 ‘ s, subsector, aight units. in the sleel and engineering subsector, ten units in such as open bidding for blocks of shares; open auction; transfer of . Energy and Mineral
G A * the chemicals subsector, and ten units in the sugar F and food subsector. | - _“shares through the securities market (the recent govemment budget Resources, PDB. .
PR - * This Board alxo fsts the-names of ten mullinationals for which the . =" submission and the new privatization policy notes that the government has - .
RS T .o gcvemments shares are io be sold. During the Privatization Board's . decided to off-load part of #3 holding of shares n public companies
- A : tenure, government sharehotd’ ings in five SOEs have been sald to through the stock market); employee takeover (the new privatization policy
. . » peivate bidders, in addition, the shares of six muttinational were sold lq al. explicitly refers to this possibility); and bank structured, financedand . - s T ..
e .4 stato-owmd hs\nncc company. Lo . underwritten disinvcstment - .- Lo
3 . .o id Dwfng m 1994. tho Cablnet appmvcd a pdvaﬁzaﬂon policy chh iv. Where go\tlmment is unable to transfer or wholly transfer, ownershxp of . Cabinet Division, .
B PR L < .+ {.- incressesthitransparency ofthe ' pmcus of privatization of SOEs and | - assets lo ptivate parties, othermethods of privatization suchas -~ - - 7 « Privatization Board, Ministry
B I - - gavamment cwnad shares. & aiso says attempts wi!l be made to management contract, leasing and jolnt prlvate-pubﬂc ownership should bei - of Communications, T&T
g I * mmmmp i . . undertaken. Bodrd, and other relevant
o : C : e government agencies.
. e Tho Minblly of !ndustry submifted and Parfament passed, in July,the iv.  Engage competent professional advice for sale and valuation pracesses |° Ministry of Texties and
T - ) Bangladesh Industrial Enterprises (Nationstisation) Amendmert Bi, . (the new privatization poficy provsdes that chadered accountant firms will Privatization Board.
© 1994, The bill creates rulés for registaring nationalized industrfal . bo involved in this pmcass) . : . ) L
. L © -~} enlerprises as imited companies under the Companies Act of 1913 and : o : : ) Co
I RS : . for proang hdusbial entergdsas l{konomy of opamions . vl. The chemment should absorb part of outstandlng llab:lms where net . Privatization Board and
v L . T ) ) worth is negative to make the privatization offer attractive (the new respective govemment
R - ' R o - . . . privatization policy explicitly excludes this except in the case of short term agencies
: b ‘ . . . bank loans against stocks and stores where the govemment wm take over; - .
N . . ’ . o - . Ilablllty in excess of the value of stacks and stores)
- - . - _ ’ . l ' . il anuldate enterprises whmh can be judged as mvlab!e even with ¢ “Privalization Board and
oL . P e e N UL PO B TV restructunng and rehab:lnation R o v B0 respective government
R I T i v T SR e T et T : & . -agenties. .
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Policy Area/Objectives

Current Problems/Status; Recent Measures Taken

Further Actions Needed: .
Specific Recommended Measures

Agency or Organization
Responsible for Action

vill,

xi.

xii.

xiii.

“ixlv.

As lnterim measures to pnvahzlng the. SOEs

- Estabhsh an independent aud«t body reportlng dlreclly to the Prime
Minister and accountable to the Pamament to detec{ and report
pilferage in the SOEs. :

- Regnuit top SOE executwés from the open market and engage them

under contracts renewable on the basis of performance.

- Bring SOEs under the purview of the Companies Act as is called for
under the Bangladesh Industrial Enterpnses Amendment gill, 1994

Contractmg out to private firms of client-based services — which the
govemment is now provldlng Customs would be a good place to start.

Make more intensive use of build operate and own (BOQ} and build
operate and transfer (BOT) mechanisms to accelerate infrastructure

" development, especiaity fof development of power, gas,

felecommunications, special development zones such as export
pmcesslng zones, and rail and pon facilities.

Rationalize labor by removmg over-stamng before privatization by -
resorting to voluntary labor retrenchment under a golden hand shake”
scheme which has donor support.

inthe privatlzatwn process, the anauzatton Board mus! strive to ensure

" -competition or, where-this is not possible, or  practical, work with other -
- concemed agencies < e, g., the Ministry of Commerce ~ to see that :

simple targeted regulatory tules are in place to protect the public in a
monapoly environment.”

The Privatizatmn Board should initiate a ma}or awareness campaign to
inform the public of how much state run enterprises and services are
costing them in terms of high taxes, lost jobs, high interest rates,
inadequate infrastructure, and poor services and products.

The Chairman of the Privatization Board must be a person whe is free of
vested interests in the privatization process. Members and Executive
Directors should be persons having experience in areas such as lndustnat
strategic planning, project appraisal, contract law, and public refations.

- One of the two full time Members should come from the private sector and

additional private sector members should be brought inas ex-omclo ]
members represenfing the chambers, . )

Prime Minister's Secretariat,
Cabinet Division and

" Ministry of Finance.

Cabinet Division an&

relevant govemment
agencies. =

Ministry of Law and Ministry
of Industry.

Privatization Boardand
respective government
agencies. -

. Cabinet Division and

_ government infrastructure
- refated agencies (PDB,
- Roads and Highways, part

authorities, gas authorities,
T&T Board, etc)”
Privatization Board and
respec!!ve govemment
agencies

 Privatization Board and
Ministry of Commerce

Privatization Board

“Prime Minister's Secretariat,

Cabinet Division
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Policy Area/Objectives

Current Problems/Status; Recent Measures Taken

Further Actions Needed.  *
Specific Recommended Measures

A.\"gency or Organization

Responsible fer Action

5.  Streamline and make
the government
bureaucracy effective,
efficient and
accountable, and its
activities transparent

a.

There are a number of ministries dealing with industry and commerce.
There is also the Board of investment (BOt) and the Privatization Board
— neither apparently with the authority they need to accamplish their
missions.

The pay scale is too low to permit officials a reasonable life style ~ thus

leading to a lack of incentive and diligence and to rent seeking. The size i.

of the bureaucracy is also too massive with many pecple sitting around
daing nathing.

The govemment Rules of Business is outdated and inappropriate to a
modern democratic form of govemment.

Four governinent commmees have been estatlished to review
administrative reform propasals and needs. One of these, a Ministerial
Commission, is to propese concrete actions based on the work of the
other commitiees. The Commission's report is now over due.

Thought should be given to consolidating these fragmented elements into
one large ministry made up of a number of divisions - each with its own
secretary. The restructuring should eliminate redundancies and aim at

achieving economy, efficlency and productivity.

Y

Cabinet Division and the
Establishment Division

Raise pay scale X percent per year untif total benefits reach the level of
the private sector. Decrease the size of the bureaucracy by Y gercenta
year untif an optimum size is reached.

Cabinet Division and the

- Establishment Dwvision .

The Rules of Business need to be revised to reflect a parliamentary form
of government, eliminate secrecy, and introduce transparency and a
sense of service to the public.

Cabinet Divisicn

The government administrative reform committees should axpeditiously
camplete their work and with doncr assistance implermnent reform.

?

Catinet Division

6. -Maintain general
segurity and industrial
peace

There are periodic recurrences of violent activities in educaticnal
institutions angd outside as wellas frequent general stnkes (hartals) and
tabor unrest. ) .

L.

_Passage of and placing into effect the anti-terrorism law has helped the

general faw and order, and secunty problem —~ but ﬁmher improvement
Tsneeded. . . . .o 2

»

\ - -

Setup ar strengthen police guards at vulnerable pomls mcludmg industriat

piants

Ban - and enforce ban cn ~ paiitical rallies in educaticnal instituticns

Stemiy deal with illegal labor unre.st ih accordance with the tator law

.

Depclmmze Iabor unions by reduc:ng their muttipticity and allownr‘g only
one union in an industrial establishment,

Dtscontinue unauthorized Gpvemmen! intervention in laber disputes and
the wage negotiation process.

Ministry of Home Affairs

: M;mstry of Heme Arfars

Ministry of Home Affars

Ministry of Laber and
Manpower and Ministry of
Law -

Ministry of Labor and
Manpower

5 stimulate the private

sector through
increasing public
investment. The

Government spending of funds on donor supported development
programs is far behind schedule. This leads to missed opportunities

- such as stimulating private sector activity via generating more effective
demand as well as providing impraved infrastructure to lower the costof |

E.ESTAL/A/LA}R,{,ECQP\/ R .

12

Bureaucratic procedures for processing and implementing development
projects must be streamiined. Authority shoufd be defegated. Project
diractors must be full ime and frequent transfers should be aveided.

All concerned agencies




. "déing business” and gréatér humal:n resource development through
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ii.”  More responsibility for project implementation should be shifted to the

All concemed agencies

12

imrediate objective
wotld be to increase improvements in education and health services, and drawing down on private sector. -
the rate of the excess foreign exchange reserve which is partially responsible for an:
implementation of the overvalued exchange rate which In tum hurts export industry. A
Annual Development continued sluggish execution of thesa programs will lead to a reduction .
Budget and a longer In donor funding (witness the Asian Development Bank's recent
term objective would canceffation of a 62.7 million US dollar interest-free loan).
be to increase thesize
of the public . )
“development
program.
’
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. Further Actions Needed: Agency or Organization
Policy Area/Objectives Current Problems/Status; Recent Measures Taken Specific Recommended Measures Respansible for Action
8. ' Overcome a.  Shorlages and frequent power outages, running out of existing known 1. .Accelerate the current moves to encourage private foreign participation in §* Ministry of Energy and
infrastructural - gas reserves by the year 2010 and likely shorlages in gas and power power, gas and telecommunications sectors. Mineral Resources, and the
deficiencles production If faciiities are not quickly developed, and inadequate Ministry of Communications
telephone facilities are same of the problem areas. - A . .
' o : . Encourage further private sector participation in these sectors offering . Ministry of Energy and
such forms as management contracts, lease, build-own-operate and build- Mineral Resources, and the
. . owrn-transfer arrangements. . Ministry of Communications
b.  New petroleum policy eﬁcouraQes pﬁvaie exploration of oil and gas, the ‘{ii.  Charge same prices of gas to users in the private power éeneration as ¢ Gas companies - for
import tax on exploration equipment has been waived, private sector charged to the Power Development Board. example, Titas, Bakhrabad
distribution of gas will be aflowed in case the Govemment supply proves : . :
~ inadequate, and power genération by the private sector is encouraged iiv.  Eliminate theft of electricity. The government decision to separate * | Ministry of Energy and
. by Govemment. The Goveriinent's decision to amend existing laws generation, transmission and distribution Into separate autonomous Mineral Resources, The
(Telephone Bosrd Ordinance, 1979) for allowing private sector commercial companies is a step in the right direction. Thought should be Bangladesh Power
R parﬂclpabon h relecommunuﬂcns . given to having these entities run under private management contracts. . Development Board, the
o . : ) ' v _Bangladesh Rural
c. ‘Encouraging privatization developmenls in various forms in these sector. " electrification Board and the
© lnclude; ST T . ’ ) DhakaElecﬂicitySuppry
e b e : Authorty
- * .~ Possibiliy of foreign garticipation In felecommunications In the - B} )
form of joint ventures ar a new privately owned company
i .. N competmg with Bangladesh T&T Board. R - . . - R
. . Intheolland gas sectcr 3 govemment decision to permit i - .
. mgoﬁaﬁons ofan agrumem with international companies andan | | - -k
Y K - . - 'agreement reached o estabiish a separate, commercia!ry ariented " - - A . . - Y -
R - ' _ 9as and mmmlsden mmpany O
i in the power uctor, govemmenl programs' to separate generation,
transmission and distribution inte autonomous commercial entities.
The gevernment has expressed an intention to reintroduce English as a i Ministry of Finance and

education system with:
the Intraduction of
educational  ~ |
techpology and the
reintraduction of

- . English as important

9. Establishacredible ia.

compuisory subject up to the graduate level.

i. .. Remove aff tax an compdter and related technology

National Board of Revenue

components

) - »
NG .
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) L - Further Actions Needed: Agency or Organization
Policy Area/Objectives Current Problems/Statys; Recent Measures Taken Specific Recommended Measures Responsible for Action
10. . Strengthenthe . a.  For many years, the government bureaucracy has received training, i. Initiate & danor supported project aimed at strengthening the chamberand i, Ministry of industries and
* industrial chamber . technology and technical assistance from donor agencies aimed at . association movement through institution building that includes a strong USAID :
and assoclation “developing its planning and policy making capabilities. Now that the component aimed at strengthening the movements ability to participate in
 movement’ . ... ] -country is moving toward a private seclor led growth strategy, it Is time - national planning as well as to conduct a strong forward looklng palicy
- - that both the gavernment and the donor community Invest in’ developing dialogue with government. -
the private sectors ability to analyze, formulate and assist the °
govemment in Implementing Industrial plans and palicy. . .
11.  Develop a consumer i{a.  Consumers should be a major force directed toward rationalizing the i The Ministry of Commerce should initiate seminars and discussions - . Ministry of Commerce
interest lobby economy through their desire for low price and high quality goods. . focusing on the proposed act and consumer needs among consurmers, .
: - chambers of commerce and industry and relevant government officials.
b, The Ministry of Comrmerce has initiated work ona Consumers The act should focus on desirable standards and correct measurements

Protection Act,

and steer clear of pricing which should be left to free market competition.

15
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