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1. METHODOLOGY AND DATA USED
 

This paper attempts to Look at the eflective assistance provided by
 

government policy measures to textile industry activities over a 14-year 

period, 1874/75 to 1987/88. Three kinds of effective assistance L .,,.eljts 

have been used: effective rate of protection.(ERP), effective raic tit 

overall assistance on overall value added basis (ERA-I) and effective rdte
 

of overall assistance to non-wage value added (ERA-2). 
 The first (.uncept 

is well known and widely used which is defined j!;: 

/Nominal assistance Nominal assistdrce)
ERP = to output minus to iistrrmedi.te Value added 

inputs 

The Trade ancL.-IndustriaL Policy (TIP) Reform Program has analyzed 

assistance to numerous industries in terms of ERPs. However, the analysis 

was not extended to cover a historical period. 

The second concept ERA is defined as:
 

Nominal assistance Nominal
 
ERA-1 = to output minus assistance minus 

to intermedi
ate inputs
 

Nominal Nominal
 
assistance plus assistance Value
 
to Labour to capital / added
 

The first concept does not capture the effects of government policies
 

which affect the assistance to Labour and capitat istpuls. Ilse securid cuiscept 

is therefore employed to Look at overall assistance te value added.
 

http:iistrrmedi.te
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The third concept is defined as:
 

bminat 
 Nominal 
 Nominal
ERA-2 assistance minus assistance minus assistance plus

Ito output to interme-
 to tabour
 

diary inputs
 

Nominal 
 Value
 
assistance)/ added to
 
to capital/ capital
 

The distinction between ERA-1 and ERA-2 is that 
the former expresses
 

total assistance to overall value added white the latter does it in terms of
 

non-wage component of value added or 
value added to capital. Some economists
 

(for example, Schdolwosky) have used the tatter concept 
in a.atysing
 

industrial assistance since this concept represents the most direct effect
 

on the operating surplus of enterpreneurs and hence mostthe obvious incentive 
to them. For computational formuLae of these concepts arid the assistance 

measures covered, the reader is referred to Sahota 1988. 

The assistance measures covered include tariffs on imports, additional
 

effect ci the cost of importing due to importing under the wage earner 
scheme
 

(WES) or barter arrangements wherever applicable, and scarcity premium, if
 

any, on imports due to nontarift restrictions on such imports. 
 The nominal
 

assistance on output so derived is netted of thm domestic excise tax on it,
 

if any. The assistance to labor is taken in terims of 
the excess of the
 

market wage over 
its shadow wage measured in border prices. 
 The assistance
 

to capital is available in various forms. 
If the product is sold in the
 

export market, it is eligible for a concession in the 
taxes on imparted
 

machinery, for a subsidy in the interest payable on borrutiiiq 
and for a rebati
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in the income tax payable on income/profit earned. For domestic saLe, it is
 

normally entitled to only the tax .;oncession avaiLable on imported machinery.
 

Small enterprises are eligible lar subsidized bank credit, 
but in practice
 

there seems little evidence of their getting normal access to such credit.
 

There is evidence that producers of handlnom products buy yarn from yarn
 

merchants on credit at an extra-ordinarily high interest rate. the 
excess
 

of this interest cost over the market rate in the organized sector is taken
 

into account 
as a negative assistance for estimating ERA-1 and ERA-2 for the
 

handloom products.
 

All thege assistance measures are estimated per unit of output. 
 The
 

assistance to capital is annualized by using an accounting interest of 10%.
 

For estimating assistance on account of tax 
concession on machinery imports,
 

the average effective tax on machinery imports not eligible for concessionary
 

duties has been taken as the benchmark and the machine cost to ujtput ratio
 

has been assumed to be one. For estimating assistance on acc 1 ....
ol
 

subsidized credit for exporters, the anunt of borrowing invutt±,i has been 

assumed to be 80% of the FOB value of export. For estimating assistance on 

account of the rebate on income tax, the benchmark or normal tax rate has 

been assumed to be 40%, the rebate rate has been taken to be 60% of the 

benchmark tax rate, taxable profit rate has been assumed to be 50% of the value 

adced to capital and reported taxable profit has been taken as 50% of the
 

actual.
 

The products covered in this paper are cotton yarn 20, 32, 40, 60 and
 
80-count; mill-made cotton fabr 4cs, average quality; cotton saree of fine
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quality; cotton lungi of fine quality; 
cotton vests of average quality;
 

polyester shirting of average quality and polyester suiting of average
 

quality for domestic sale and cotton and polyester blended shirts for
 

export sate. 
 These products would represent main activities in the
 

textile industry. 
 Cotton saree and Lungi are the major products of hand

looms, while polyester shirting and suiting are 
zhe major products of
 

power looms. Cotton yarn and cotton mill fabrics are major products of
 

the larger mill sector. Shirts and trousers are major products in the
 

export readymade garments subsector. The cost structures of these two
 

products are similar and the assistance policies affecting them are also
 

the same. Hence the assistance to one of these 
two is being analyzed.
 

The choice of cotton saree of fine quality and of cotton fungi of fine
 

quality has been made as 
their cost structures looked rnore reasonable ill
 

terms of specific input-output relations. 
 The sources of the cost structures
 

used are as follows:
 

OTMC-supplied data of 


cotton fabrics
 

Cotton yarn and B 1986-87 

Cotton saree, lungi ) BIDS survey u 1Y86-87 

Polyester shirting 
suiting grey 

) TIP, 1983-84 

Polyester shirting 
suiting, finished 

) TIP, 1983-84 

Cotton and polyester ) TIP, 1983-84
 
blended shirt
 

Cotton vests ) TIP, 1983-84
 

BMC: BangLadesh Textite MiLLs Corporation
 
RIDS: BangLadesh Institute of Development Studies
 
TIP: Trade and Industriat Policy (TIP) Reform Program
 



The information on various government policy measures has been collected
 

from various government documents as cited in Sahota 1988. Shadow wages,
 

standard conversion factor and specific conversion factors of certain non

tradeabLes which were estimated by TIP have been used. 
 Information on
 

observed quality-adjusted nominal rate of assistance on 
cotton yarn and cotton
 

vests has been taken from the TIP while that 
on observed quality-adjusted
 

nominal assistance on cotton saree and lungi has been taken fr,,,, tile GIlS. 

The quality adjustment has been done on the basis of! obsertL.,J -i,: , L. 

in the market prices of imported and, competinig do,,esti.at(y p. j,,,.,:d.,vs . 

NominaL. rate of assistance has been derived after the border I,, ie U1 tiht 

imported good has been adjusted downward for the differ -rice ir.,lutity with 

the domestic product. 

II. THE ESTIMATED RESULTS
 

The estimated time series of effective assistance by different concepts
 

refer to statutory assistance as distinguished from observed assistance.
 

Statutory assistance is simply the assistance which is intended by the
 

prevailing 1oLicy measures. 
 On the other hand, observed assistance measures
 

the assistance that is actuaLly enjoyed by the recepient. Observed assistance
 

is estimated only for the year for which the assisted cost 
structures of the
 

individual products have been gathered. 
 For estimating the assisted situations
 

from the statutory point of view, the unassisted cost structure of the base year
 

was used for al the years.
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Assistance to Cotton Yarn
 

A. Observed Effective Assistance
 

Estimated observed assistance to cotton yarn of differenx counts for
 

1986-87 is shown in Table 1. Observed ERP and ERA-i are at moderate to high
 

levels on the tower-count yarns, 20s and 32s. Both ERP and ERA-i are
 

excessively high on the higher count yarns. ERA-2 looks lairly reasonable
 

also in the case of 20-count yarn. However, in
 

Table 1
 

Obse"ved Effective Assistance to Cotton Yarn
 

for Domestic Sale: 1986-87
 

(In percentage)
 

Effective Assistance/
 
Yarn Count 20s 32s 40s 60s 80s
 

ERP 47.8 124.9 423.1 234.4 332.0
 

ERA-1 31.1 86.1 322.8 191.0 260.0
 

ERA-2 75.1 NVAk NVA k NVA k NVAk
 

NVAk = Negative value added to capital at border prices.
 

the case of all other counts, ERA-2 cannot be estimated as unassisted value
 

added to capital has turned out negative. This means that ERA-2 on these
 

products is infinitely high.
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B. Statutory Effective Assistance
 

Estimates of this assistance over 14 years, 1974/75-1987/88, are
 

presented in TabLe 2. Two fundamental features revealed by these .estimates
 

can be noted. First, whatever measure is used,
 

lable 2
 

Statutory 	Effective Assistance to Cottoii Yarn lot 

Domestic Sate: 197k/75-1986/87 

(In percentage)
 

Cotton Yarn by Count
 

Year
 

20s 	 32s 40s 60s 80s 

74/75 ERP 164.2 263.3 526.4 280.3 392.7 

ERA-i 147.5 225.0 426.2 236.0 320.0 

ERA-2 356.2 NVAk NVAk NVA k NVAk 

75/76 ERP 176.8 287.0 575.1 296.7 417.0 

ERA-i 160.1 248.2 474.8 253.0 '45.0 

ERA-2 386.6 NVAk NVAk NVA L IAk 

76/77 	ERP 179.0 290.7 583.5 299.5 42U.9
 

ERA-i 162.3 251.9 483.2 255.0 349.(J
 

ERA-2 391.9 NVAk NVAk NVA NVA
 

77/78 ERP 187.4 306.1 617.0 310.0 436.5
 

ERA-i 170.7 267.4 516.8 266.) 364..0
 

EkA-2 412.2 NVAk NVAk NVAL tVAIL
 



20s 32s 4Us 60s s80s 

78/79 ERP 187.4 306.1 616.8 310.0 436.5 

ERA-1 170.8 267.5 516.8 266.0 364.0 

ERA-2 412.4 NVA k NVAk NVA k VA 

79/80 ERP 187.4 306.1 617.0 310.0 1636.5 

ERA-1 170.8 267.5 517.0 266.0 364.0 

ERA-2 412.4 NVAk NVAk NVAk NVA k 

80/81 ERP 170.1 278.4 561.4 286.c' 422.2 

ERA-I 153.5 239.8 461 .1, 242.0(1,{(. () 

ERA-2 370.6 NVA k NVA k VAL Vj k 

81/82 ERP 170.1 280.2 564.2 288.4 417.6 

ERA-i 155.0 241.5 464.2 244.0 333.0 

ERA-2 374.2 NVA kN VA k NVAk NVA k 

82/83 ERP 136.8 219.5 436.7 185.6 258.8 

ERA-i 120.2 180.8 336.6 142.0 186.U 

ERA-2 290.3 NVAk NVAk NVAk NVAk 

83/84 ERP 135.9 217.6 432.7 183.8 256.0 

ERA-I 119.3 178.9 332.5 140.0 184.0 

ERA-2 288.1 NVAk NVAk NVAk 

84/85 ERP 135.9 21,.6 432.7 56..0 

ERA-1 119.3 178.9 332.5 140.0 184.U 

ERA-2 288.1 iVA k NVAk NVAk NV,k 
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Year/Effective
Assistance 
 2Os 32s 40's 60s 8r
 
Assistance -----------s -----32----------------- S-. 
---------------

85/86 ERP 188.5 307.2 616.3 261. 1 U18.1 

ERA-1 171.8 268.4 515.9 217.0 296.0 

ERA-2 414.7 NVAk. NVAk NVAk NVAk 

86/87 ERP 171.0 282.2 570.9 234.4 332.0 

ERA-1 154.3 243.4 470.6 191.1 260.0 

ERA-2 32.6 NVAk NVAk NVAk NVAk 

87/88 ERP 159.9 263.9 533.2 248.3 351.6 

ERA-1 143.2 225.1 432.7 204.0 279.0 

ERA-2 345.7 NVA NVAk NVA k NVA k 

statutory effective assistdnce to cotton yarn has been alt 
 along excessively
 

high. And second, there has been no significant variation inl statut~ory 

effective assistance over time.
 

Assistance to Cotton Saree and Cotton Lungi 

Statutory effective assistance to these Iadtc,..,m iptoducts duriil. 
1915/75 - 1987/88 is shown in 'rable 3. As in the case ul cotton yarti, 
statutory effective assistance to cotton saree and cottor, 1Ungi has also 
been quite high over 
aLL years. 
 There have been some noticeable fluctuations
 
in the Level of this assistance but it never went down below, a considerably 
high excessive LeveL.
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In sharp contrast to a minimum statutory effective assistance of 171.6% 

to 162.6% ERP or 160.1X to 153.8% ERA-1 received by cotton sare; aiad cutton 

lungi duritig 1986-87, the actual observed ERP and ERA-1 received b, tht:t;K 

products during the same year are only 10.4% to -19.8. and-1.B%, tu 28.6%. 

Actual effective assistance received is found 'to virtually urbe oor-.t,:t 

negative. 1he basis for estimating observed effective assistatice for 

other years does not exist. It requires observat ion of preva i iq mi;su &6 Is# ill. 

of the imported and Local*y produced products. However, even the olle-year 

observed assistance demonstrates the effects of the existing anomalous assistance 

policies: high effective assistance provided to the input, cotton yar, coupled 

Oth low effective assistance actually received on outputs due to the effects
 

of smuggled sarees and lungis. Thus statutory effective assistance at
 

excessively high Levels has been of no 
effect for the handloom products, a
 

feature which reflects the stagnant or deteriorating condition of this 

segment of textile industry in Bangladesh. To rejuvinate this industry, it is
 

necessary to allow more Liberal 
imports of cotton yarn with considerably less
 

tariff on 
them and make the dcmestic spinning industry operate at a considerably
 

more efficient Level at a Less LeveL of effective assistance. Similiar
 

conclusions were drawn in TIP 1986 and Bangladesh Government 
Committee 1987.
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Statutory Effective Assistance to Cotton Saree and Cotton Lungi
 

for Domestic Sate: 1974/75 - 1987/88
 

(In percentage)
 

Cotton saree 
 Cotton tungi
 

Year ERP ERA-1 ERA-2 
 ERP ERA-1 ERA-2
 

1974/75 
 240.5 224.3 498.5 227.8 213.0 367.2
 

75/76 236.4 220.2 489.4 
 223.8 209.0 360.4
 

76/77 236.4 220.2 489.4 
 223.8 209.0 360.4
 

77/78 236.2 219.9 
 488.8 223.6 
 208.8 360.0
 

78/79 236.3 220.3 489.5 
 223.7 209.0 360.3
 

79/80 307.7 291.6 
 648.1 289.9 
 275.2 474.5
 

80/81 385.9 369.8 822.0 
 362.2 347.6 399.2
 

81/82 387.7 
 371.6 825.9 363.7 349.1 601.8
 

82/33 195.9 179.9 399.8 
 184.5 169.9 292.9
 

83/84 
 266.7 250.6 557.1 250.2 235.6 406.1
 

84/85 409.3 393.3 
 874.1 332.3 
 367.7 633.9
 

85/86 
 388.5 372.5 827.8 364.5 349.8 603.1
 

86/87 171.6 1b.6 
 345.8 162.6 
 148.0 255.1
 

87/88 
 177.2 161.6 358.2 168.0 153.7 264.4
 

186/87 
 10.4 -5.6 -12.4 -19.8 -34*e, .593observed
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Assistance to Milt-made rabrics 

For estimating effective. asistance to tIIesC products, the 19SS/8b 

cost structures BTMC-made cotton shirting and finisihed ,of grey Ctton 

shirting were Looked at. No calculation of effective assistance rates of
 

any kind could be made in the case of grey cotton shirting, since o,.raLL 

value added, and naturaLly value added to capital also, turned out to be 

negative in the unassis.ted situation. It is a typicat case of highly 

inefficient activity receiving infinite protection. The other case, that 

of effective assistance to finished cotton shirting, is shuwn in TabLe 4. 

Both statutory and observed situations show very high protection of this 

product. Note, however, that the cost structure of one year may rict 

represent the normal pricing situation of BTMC's products, sii,:. .n, Irtedunr 

occasions it is found to have unintended stockpiles and very i :,oitc.d 

pricing flexibility to clear them promptly. So atthough the ..- t.,.utory 

effective assistance rates can still be as high as shuwn in tl.L table (ERP: 

564.5% to 1366.9%; ERA-i: 499.8% to 1302.6%), those estimated as observed
 

assistance rates for 1985/86 (ERP:415.1% and EHA-1:350.7%) are unlikely to
 

be so high considering the plausible effects smuggling and competition among
 

the producers have on textile products in general and considering the effects
 

of fairly high protection received by )$arn on woven fabrics in particular.
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lable 4 

Statutury E.ffective Assistaroce to Mill-maide 

Finished Cotton Shirting for Domestic Sate: 1974/75 - 198'88 

(In percentage)
 

Finished C)tton Shirt ing
 
Year 
 ERP ERWA- 1 ERA-2
 

1974/75 828.9 764.3 NVAk 

75/76 829.7 765.0 NVAk 

76177 829.6 765.0 VAk 

77/78 828.9 764.3 NVAk 

78/79 828.9 764.6 NVAk 

79/80 1084.5 1020.2 NVAk 

80/81 1366.9 1302.6 NVAk 

81/82 1355.7 1291.3 NVAk 

82/83 674.3 609.9 NVA k 

83/84 933.0 868.6 NVAk 

84/85 1442.6 1378.2 NVAk 

85/86 1358.5 1293.8 NVAk 

86/87 564.5 499.8 NVAk 

87/88 572.0 507.0 
 NVAk
 

1985/86 415.1 350.7 NVAk
 
observea
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AsistancetoPoyester Fabrics 

These are mostly power toom products in medium to large units. The 

situation of effective assistance to polyester shirting, bith gr.y and finished 

is shown in Table 5 And that of effective assistance to polyester suiting, 

both grey and finished in Table 6. The observed effective protection and
 

assistance rates for the year 1983/84 tor which the cost s.tructure wis 

available are high for shirting fabric (ERA-1:96.5% and 100.5%) and lor the 

grey category of suiting fabric (ERA-1:106.5X) but not high for finished 

suiting (ERA-1:20.9X). The situation ofreported finished Bangladesh-.made 

suiting finding market across the bWrder seems to Lend some support to this 

relatively efficient production activity at a moderate level of actually 

reaLizcd effective ,ssistance. In the case of the ,tner products, it would 

certainly be desirable to have a situation of effective assistance of Less
 

than 100 per cent, but this situation isrt so bad as in the case of many 

other import-substitutin6 products studied by TIP.
 

The situation of statutory effective assistance shows as usual inordinately 

high protection for at 
the four activities. Historically, the assistance rates 

show some fluctuation and a marked decline in recent years which is reflective 

of the government's recent steps taken toward reforming the tariff structure. 

Tariffs together with quantitative restrictions on impt)rts still remain high 

and need further moderation. 

http:ERA-1:20.9X
http:ERA-1:106.5X


Table 5
 

Statutory Effective Assistance to Polyester Shirting
 

Grey and Finished for Domestic Sate: 1974/75-1987/88
 

in percentage ) 

. P.rester. Shirtin..Grey ... . Polyester shirt ing, f.inished 
Year ERP ERA-1 ERA-2 ERP ERA-i 

1974/75 302.U 2'b.5 636.2 , .,.I; 

195/6 242.0 228.0 5U4.9 2i3.1 2',) 0 

1976/77 242.0 228.0 504.9 273.1 251.0 494.9 

197?/78 353.0 339.5 74b.7 350.0 401.6 ?39.3 

1976/79 466.0 452.6 998.0 501.2 513.3 988.1 

i979/80 522.1 508.7 1121.7 563.9 5(6.0 1111.8 

1980/81 346.9 333.5 735.5 495.0 507.1 975.9 

1981/82 360.8 347.4 766.1 507.6 519.7 1001.0 

1982/83 311.2 297.8 656.6 450.8 462.9 688.8 

1983/84 310.5 297.1 655.0 449.2 461.3 885.6 

1984/85 224.1 210.6 464.5 347.0 359.1 684;1

1985/86 211.1 197.6 435.8 335.2 347.4 660.9 

1986/67 146.6 133.1 293.5 146.5 158.6 288.8 

1987/88 152.6 139.1 306.b 155.4 16*t.6 306.4 

1983/84 
observed 109.9 96.5 212.8 112.6 I 198.1 
-----------------------------------------------------------.-.--------
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labte 6 

Statutory Effective Assistance to Polyester Suit-ing, 

Grey 9 Finished, for Domestic. Sate: 1974/75-1987/88 

(In percentage ) 

Polyester suiting finished Ptyesier. sui.ing grey 

Year ERP ERA-1 EHA-2 ERP ERA-1 ERA-2 

1974/75 n.e. n.e. n.e. n.e. n.e. n.e. 

1975/76 339.0 327.0 633.6 666.8 620.U NVAk 

1976/77 339.0 327.0 633.6 666.8 620.0 NVA k 

1977/78 336.3 324.2 628.3 656.1 609.8 NVAk 

1978/79 512.1 500.0 969.0 1065.0 10U.8 UVAk 

1979/80 599 3 587.3 1138.0 1266.8 122(.6 NVn 

1980/81 674.9 662.9 1284.5 1020.3 974.0 NVAk 

1981/82 697.7 685.7 1328.6 1105.3 1059.1 NVAk 

1982/83 620.6 608.6 1179.3 939.9 893.7 NVAk 

19b3/84 65.6 603.6 1169.6 922.9 876.7 NVAk 

1984/85 4L4.6 472.6 915.8 686.8 640.5 NVAk 

"985/86 '3.0 451.0 873.9 605.3 559.0 NVAk 

1986/87 204.8 192.A 373.5 402.8 56.5 NVAk 

1997/88 219.7 207.6 402.3 433.3 386.8 NVAk 

1983/84 32.9 20.9 40.6 152.7 106.5 JOVAk
 
observed
 

n.e. : not estimated; information on nominal protection on yarn is not available.
 



Assistance to Knit 
Fabrics
 

Statutory effective assistance for one of this pr'dJct group, cotton 
vests for domestic sate as shown in Table 7 is also ver). high. The leviel 
is found to have considerably gone up in the eighties compared to what 
it 
had been in the earlier period. 1his depicts a l1ecutiar situatin and 
reflects an increasingly restrictive import regime affecting this produ:t. 
However, paradoxically this is 
a product which is found to 


comparative advantjgu ol 

be negatively 
assisted as observed nominal protection nn output i-- louw erioiqh atid tl.t 
on its main input, yarn, remains ret.ativety high. lrtoiJdCtiun I l'iit 
fabrics seems to be particularly suited to the 
Bangl.adesh. Garments made of locally produced knit fabrics have already
 
entered the export market. 
The situation of observed negative assistance 
for knit fabrics refl.ects arn 
anomalous assistance policy structure which
 

provides too high a protection to yarn.
 



------------------------------------------------------------------
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Tabte 7
 

Statutory Effective Assistance to Kitit Cotton Vests
 

for Domestic Sate: 1974/75-1987/88
 

(In porcentage)
 

Year ERP 
 ERA-1 ERA-2
 

1974/75 348.0 
 346.5 378.9
 

75/76 347.9 346.1 378.4
 

76/77 347.9 
 346.1 378.4
 

77/78 347.7 345.8 
 378.1
 

78/79 347.8 345.9 
 378.3
 

79/80 347.8 
 345.9 378.3
 

80/81 598.4 596.5 
 652.3
 

81/82 600.1 
 598.3 654.2
 

82/83 628.5 626.7 
 685.2
 

83/84 628.0 626.1 6H4.6
 

84/85 626.7 624.9 
 683.3
 

85/86 600.9 
 599.0 655.0 

86/87 618.5 616.6 674.3 

87/88 622.4 620.5 678.5
 

85/86 -85.0 -86.8 
 -95.0
 
observed
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Assistanice to ReadXmtade Garments for Exort 

lo analyze assistance to textile products for txpurt, the product, 

potyestc'r and blended men's shirts, has been chosen. Estimated
 

effective assistance for this product is shown in lable 8. The tev.l 

of assistance has been estimated under the bonded warehouse system 

which receives the Largest assistance for export purpses. UrM ite iii the 

case of import-substituting products, the statutory assistance has been 

just moderate and close to the same as the realized ont- by the sheer 

reason that it.was moderate. Another pecuLarity for this produL. is that 

overall assistance for it has been greater trhar effective protection due 

to a variety of assistance measures available to capital. EPP ranges 

between 0 and 38.4% white ERA-1 betweenS.1% and 45.8%. Effec-tive assistance 

for this product has been quite substantial during 1976/77 - 1981/82 and
 

durii, , - ,.,:. However, during 1982/83 and during the Last two
 

years, the effective assistance has gone down to inadequate levels,
 

mainly because the premium of the wage earner's scheme exchagne rate over
 

the official exchange rate has considerably, dec.ined in these ypar.. 



-----------------------------------------------------------------

------ --------- --- - ----------------------------

TabLe 8 

Effective Assistan1ce to Polyester and Uunded Mlt's shirts 

for Export: 1975/76-1987/88 

(In percentage) 

Year ERP 	 ERA-,1 ERA-2
 

1974/75 n.e. n.e. n.e. 

75/76 0 5.1 6.7 

71/77 28.9 35.8 47.2 

7/ ;8 38.4 45.8 60.4 

711/,Q V5.7 43.0 56.7
 

7110 35.7 43.0 56.7
 

811/81 29.1 36.0 47.5
 

81/82 25.8 32.4 42.9
 

82/83 1.8 7.0 9.0
 

83/84 18.7 24.9 32.9
 

84/85 23.2 29.7 39.2
 

85/86 22.0 28.4 37.5
 

86/87 8.6 14.2 18.8
 

87/b8 8.3 13.8 18.2
 

n.e.: 	not estimated as information on the export incentives
 
was not futLy avaitLable.
 



III: SOME MAJOR BROAD CONCLUSIONS
 

lhe foregqing analysis of assistance to several tetiil.e products enables 

us to draw some broad concLusions as follows: 

into over t y hiuih el Irct iv,, a..,ir ain e1. Statutory measures traii 	 al.L3te 

of themfor all import-substituting products, but in reality only a few 

received assistance comparable to the level implied by the measures. 

2. Actual or observed effective assistance is rmadest (or even neclative)
 

for a few products: handLoom products; knit fabrics; and export products.
 

3. Statutory measures provide a Low effective assistance to export
 

products 	compared to import-substituting products. The incentive to exports
 

the decline in the
has considerably come down in Last two yars mainly due to 


scheme's exchange rate over the official one.
premium of the wage earner 


4. 	 Relatively high assistance is realized by the spinning activity. 

the structure of assistance as it is hurtinglhis is an undesirable feature of 

the ov, ,111 development of the textile industry. 

fl4itorically, we can observe certain changes or fluctuations in the 

;tujtutP level of assistatice. Ibwever, this level toas basically remaired 

high throughout this period for the import-substituting products. 
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March 24, 1988
 

Professor Gian Singh Sahota
 
USAID
 
c/o American Embassy
 
Dhaka, Bangladesh
 

Dear Gian,
 

As I mentioned on the phone this morning, Tyler asked Klaus
 
Lorch to look at Mr. Abdur Rab's paper, "Estimates of Effective
 
Assistance to Textile Products: 1974/75 - 1987/88." As Klaus has
 
worked on the textile industry in Bangladesh, we thought he was
 
the most appropriate person.
 

In general, I will try to provide informed comments on
 
papers that you send me. Often the comments will not be new to
 
you, but we want to be sure that you have whatever benefit there
 
is in them.
 

With best wishes.
 

Sincerely yours,
 

DonaldSndgrass 

ILAPh/AD ~VRSTY 



Comments on Mr. Abdur Dab's paper on
 
"Estimates of Effective Assistarxx to Textile products:
 

1974/75 - 1987/88" 

Klaus lordh, H.I.I.D. 

Mr. fab probably did a diligent job estimating all. the ERPs; given his long
experience in this area -he YJnows the neasures, the tariff system ad the
textile/garments market well. I also like his idea to include assistarjoe to 
labor and to capital. 

The main problem, though in the irrelevance of rnany statutoIy effective
assistance rates. Several tines in his paper Mr. Rab himself points out the
striking difference between cbserved and statutory ERPs. E.g., on page 17he writes about the "paradoxical" situation of very high statutory ERP and
negative observed ERP for kit fabrics. The underlying reason is tie
prevalence of "informal" aspects of businers in the textile atrl galr-ilt
industry. Official tariffs or quotas, interest rates, and labor cost are 
largely irrelevant. 

First, the Ministry of Taxtiles itself concedes that in several years in the
1980s smulim covered about "ne third of the domestic consumption of wu-ly
yarns and of sarces. Synthetic cloth is smuaggled out to India, to large
extent. Export garme it firms make a killing from leakages out of thieir 
bonded warehouses. Mr. Rab tries to capture that smuggling in his observed
ERP. Let's assume that he indeed managed to observe the market prices. The
problem is that he has observed ERPs only for one single year. So his 
paper in facts boils down to ERPs for a dozen products in one s.ngle year -
the old TIP data. Even the trend of statutory ERPs over time does not
necessarily mean a similar .trend of observed ERPs. The latter depends
largely on the efforts of the Government to cut down smuggling. rlle
intensity of those efforts varies a lot, depending on political aid personal
factors such as the involvement of government officials in the smuggling. 

Second, the main assistance to capital is not the tax concession for imports
or the income tax rebate but the fact that long-term loans by Bangladeshi
banks are rarely properly serviced. In fact the dividing line between a

loan and a grant is very fuzzy in Bangladesh. About half the total loans

outstarding of the two core development banks BSB and BSRS are overdue
 
a-rears. Sure, many debtors probably have to pay under the table part of
what they save in debt service payments, but politically well-connected
debtors, or debtors where debt collection wcoild jeopardize many urban 
industrial jobs, seem to get away without side payments. Even the state
owned BIIC, the sole producer of yarn until 1982/83, has been paying only

about half of its debt service on long-term loans. This problem doesn't
show up in the ERPs. In particular ERP-2 shxlld be strongly distorted by

the debt collection problem.
 

Third, Mr. Rab measures assistance to labor as the difference between
"rAket wage" and "shadow wage measured in border prioes." 7b take a border 
wage as the sl) dow wage in the rest of the comntry is somewhat 
oversinplitied, but admittedly it is hard to find a good shadow wage rate.
The bigger problem is that wage rates don't adequately reflect the cost of 
labor from the company owner's perspective. lack of discipline and 



violenoe, together with politically conneted labor leadership ard lack of 
protection by the police, are crucial probleis in velita ar'large mills. 
The result is a high number of security guards, high side payments to labor 
leaders, a substantial proportion of working hours lost for strikes, 
meetings or just idleness, or in fact loss of control of the mill itself (
several owners and managers have for months or years been unable to go to 
their own mill because of the physical danger-). The seemingly 
paradoxically high capital-intensity of new weaving mills in a country with 
low wages is evidence of their high real cost of labor. Labor costs are 
more than wages and social benefits, in Bangladesh. 

Let me just add a few further, though cxxparatively minor, remarks. 

One of the main policies in the 1980s was the privatization of textile 
mills, xnsoed to raise efficiency of spinning and weaving. But Mr. 
]ab's c]1 ations for yarn ai-d mill-woven cloth are based only on cost,u] 

(Vta fx-.n the publLic sectWr (T.I.P. 1983-84, B1MC - supplied data 1986
82). 

Al ] eg'x-y, equi pment purchases (machinery and spare parts) are very 
Twenty to thirty percent overinvoicing is notfrequently overinvoiced. 

uncroin. eich machinery prices have been taken as a basis for the ERP 
calculations?
 

The credit frm yarn merchants to handweavers surely has 
"e>traordinarily" high interest rates. But is this really a "negative 

* assistance"? Is the "market rate in the organized sector" really the 
shadow rate of interest, in particutlar before 1983 when basically the 
whole banking sector was state-owned? Is the higher interest rate not a 
reflection of high risk and high administrative cost of lending to
 
handweavers?
 

So far, Mr. Pab hasn't much discussed his findings. 

In short, many statutory ERPs are rrplevant; the observed ERPs are so far 
only available for one single yeafi-the observed ERPs themselves are also 
probably heavily distorted by the problem of "informal economy" beyond mere 
snugging. 



Reply to Klaus
 

There is hardly any point in Klaus's comment that we were riot -wAre of. 

We hove ALrerdy tiken care of some ol them since Rab's study wa. completed. 

Nevertheless, I appreciate Klaus's comments, which confirm some of'our concerns, 

and for whir.h I am thankful to him and to Don. I hope we wilt continue receiv

ing comments on all reports we will be sending to HIID IPe-doueirter. in the 

cuming months. That is the benefit, I recognize, of being a piece of HIID arnd 

being man-in-the-field on behalf of it. Clarification of a few noirts in in 

or6er. 

We.had hired the equivalence of one month's consul tinrv hy R h, with thp 

rain ohl.-ctive to Learn as much about the TIP Project's methpdnkc,,qy, procedures, 

and datn as well as from Rab's experience, knowledge of the BangLdesh's price 

distortions and the ERP Literature, a specimen anrLyticaL work on ERA by a TIP 

scho'ar. int-.action, and the benefit of his scrutiny of the co-ceotJnt aspects 

and th, relation I had specified. For even though the TIP Project's relation 

is n ruhr.pt of the relp~tion of this study, the tatter is anchored uoon the 

furmprr. Dr. Rab's report was neither meant to contain full Anayis, nor to be 

final ., the textile industry or the topic. Yet, it i reasonably self-contained 

and detailed enough for us to invite comments, which will be relevant to our 

ongoing and future work. In fairness to br. Rnb, it should be mentioned that 

the data, we are now using to eLaborate upon Isis results, were not ready at the 

time Rasb did his study. 

The fvttowing are the replies to each of the points raised by Klau.. 

We are also analyzing several other policies and Drices r%)t appearinq in Rab's 

work, but adding information about them wilt take us beyond reotying to the 

comments. AccordingLy, I vitt confin'i my reply to the qpecific comments only. 



Puint 	1: Statutory rates
 

.Sttut-,ry effectP,-r nissistance is useful, at least, tu qjnunv, r.hAl.qes in 

pluicies fur their intended effects. In addition, if it is c-.rreL4t.d stith 

ubservec assistance in one (the TIP) ye3r, it can tell -) g'.od dO. itbuout the 

actual 3z;istance rotes in uther yevrs, tU. 

wu are, however,'estm.iting actu't assi-t.,nce ntso fur .evrit products 

fur all thb. years from 1973-74 through 1987-S8. The acticiA oricer. of 3 mnjor 

row r:itr.ri.al, power, arid products (as well as wtights uf ch,-mkAL.5, n..ki,' 

materiAls in tit'L cost, etc.) were calculated 1rom the Cr! by etitororise 

and by fuur-digit industry. Border prices are available from For 9gr Trade 

WKStatitics of Ban.Ladesh (an annunt publication, each vulume qlvirg.cif prices 

for imports and fub prices fur exports for 3 years). Unforttinntely, we hAve 

louna the F.reign Trade border prices wore supicious thun the CMI m'ri:et prices. 

OnLy 	 those products were analyzed from this source which p3ssed the test uf 

plausihility. This subsample, coubined with the TIP estimates for one yenr,
 

will 	be used t,. verily the correlation between the statutury nd ,)bsorvea 

series.
 

We are not sure about Klaus's conjecture that sthtutory ERPs are more 

stable than observed ERPs. A common conjecture frequently heard here is that 

whenever a customs duty exceeds 501, Legit Import is recuced to an Insignifi

cant 	 fraction of total imports; sauggling.-becomes rampint. 

Point 	2: Debt default as grant
 

The suggestion has been widely discussed, though remiin. somewhAt
 

controv.rtint. The relevant date about borrowers are we'k. KnowLedq.bLe 

persons tell ui that kichbacks and related costs reise the ree. interest rates
 

on do 	frjttebte loans from 10 percent to anywhere between 40 to 50 percent. 

http:itr.ri.al
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Out we catr-x)t une these hypothetical figures. N-verthete%9, we have prepared
 

th-. -ec,. '-ry ratios based on defoutt-d.,ta and are in the process of hondling
 

this 	inm-1 ;cit subsidy. 

Point 3: Shadow wage of labor 

Not only the data on the application of labur Laws .,"d the eytetit -if 

Govt's support to big business and big Labor vis-a-vis smaLL biisifies. and 

as Labor unrest and related ornctices ere rot nvaiLabLe,small 	 Labor as well 

they 	are also not easy to quantify. (Iam tryio to hsv. tome nuestions on
 

such 	Labor costs incLuded in the forthcoming economic survey far future
 

researchers, but the odds are heavy.) We believe the Rab mpthh.ogy is
 

sound and the estimates are relevant and plausible. Besides, so tong as the
 

Left-out colt elements are additive rather than offsetting, their omi.sion
 

is innocuous. For, we are interested more in relative changes than nbsoLute
 

&tfa . to &iadee Lit
 even 	if
magnitudes. The calcuLated high cost~of Labor and subridy to cnpital, 


1hey are criticaL to the
partiaLly measured, are too high to be ignored. 


policy anaLysis under discussion.
 

Overinvoicing and numerous other reLated practicies are not confined to 

machinery alone. The bulk of overinvuicing is betieved to or'urt n a t.ekage
 

of foreign exchange (kept in foreign bank accounti), which can be profitabLy
 

that 	there was a ceitina on nrivnte
done for raw materials also. Recall 

investment tiLL recently, which should rather cause a tendency to understate 

capital investment. The reported capitaL stock in CPI data, indeed, surnp.rts 

this suspicion. I would acid: Even granting Klaus's point, we still have no 

way of measuring this informal assistance.. 

Point 	4: Ineforml sector-interest rates 

Ktous seems to have it hoth wayst On th. orve .06t.', tie w'rite "tprI. of 



in Labor cost without estpbLtihinq the fact

labor discipline" tobe included 

as to vhether indiscipLine is aided and abetted by Govt rxAticy. On the other 

side, he argues for the 12D% market rate of ititertst i infurmil fI;nimat 

can fact to r.redit poticymarkets, which in be shown to be due a Lack 6t1 uni fcrm 

uf the rv.,vt across all prodicerN to be psrd as i ratiinal r ,nt ,.'vu,'1. luo, 

Itnu. hag. underscored the problem of debt recovery. Th- recovery nrrihblm has, 

in part, been caused because under Govt pressure BngltadPsh'. hotrikirig sector 

"Lends at lowest interes rate: for the highe;t risk priority sectors" (B, 

(e.g., JuneReport, Dec. 17, 1987v p. II4). Govt has also stated its intent 

1967 budqet speech) to reimburse banks for Losses associated with coticession-A 

tendi q in ,rrioritysector. Thus, if "highest risk priority sectors" are 

(1) given g-n.rous lopns and (2) are charged subsidized rtes uf interst, why
 

duhioh r-sk 'nmlt enterorises, which too have been assigned top priority in
 

the Third 5YP, nc.t get the game treatment? Here ubjet-tive numerical dJta
 

are nvaiLable for both the benchmark rate and the martet rate, wherenq in the
 

case of "tnhor indi'cintine" even ,taLitative informatiu is Lack'irg.
 

Why a time-series of ERAs is to
 

valuable for oresent ansLys4i?
 

a
it is olso relevant to state, In the coritext uf ltrus's cumment, that 


time-series of effective rates of overall assi.ttrnce Cn-A merely protection
 

of domestic suppliers from foreign competition, but also protection of one
 

domestic sector or group from *n)ther through any vnd all freq--tr de and
 

dimestic policies) is being developed not fur its own sake. That is not to
 

say that these estimates Der se are nut very usefuL. 1hey ire, i,'t.,,.d,
 

Otherwise, the TIP Project would prubaoly not have stup.ed ct the-.tp calcuLotions 

and might have lone on further to verify the effects of the cnlcvLnted ERPd on 

investment, exports, emptoymento and other variables. It is r.itlher to sty that 



fcr utir mnijor purojce, the ertimtiter, ia EPA devetin Fn infermedi qtp v:rinhlie: 

V3 be further t'-:ee to e-stimteit- e ffv:ts turAvntinp-'eries of poLicy incidences 

v'%riuvF perf..:r~flance varipbLe'. Srme vf the 11%tter variphtlr'F hlwe to, he 

arid indu .try-wi,.n tintr-crerilp -)Icle'veliuord, e.g., a co-terminuis voulct-wise 

wt,il-factor aarnr other vroductivities. The TIP Project's 

imp.ict of rnt.licie-.,if ERPs is hardty germane to the indicated an.-lysis uf the 

Gi.-ne
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REJOINDER T0 MR. LORCHIS COMMENIS
 

A. Rab
 
13 April, 1988
 

Thanks for Mr. Lorch's comments. These seem to strike a general note 

which I consider to be more than a devil's die. The comment, "his paper in fact 

boils down to ERPs for a dozen products in one single year the old TIP data" 
not
and hence the implied suggestion that it has been pointless price of work is 


probably fair. Professor Sahota can better answer this criticism as conceiver
 

of the idea. I can add that it was not in fact completely TIP data-based: we 

did use P!DS data for estimating assistance to the handloom products and more 

recent-year BTMC data on mill-made yarn and fabrics. Mr. Lorch has failed to 

appreciate the point that using more up-to-date non-TIP data involves more 

resources which probably were not worth the effort considering the results to 

be expected. Second, the paper's historical series of estimated statutory assis

tance cannot be brushed aside as completely meaningless even though largely 

irrelevant as indicators of actual assistance received by these activities 

except, note the important qualification, in the case of export garments.
 

Third, the paper's estimates of other assistance measures alungwith convention

al EPPs &! provide some additional illumination. True, I have not more alaborate

the paper title
Ly discussed.I the results. But that is precisely because as 


indicates w? intended it to be a short one.
 

Indeed Mr. Lorch's first point is not fully clear to me. The paper simply
 

makes the point that there is a Lot of "water" in the statutory assistance for 

for sale in the domestic market. Hence, the rationale
the textile products 

for looking at the actual or observed assistance. Mr. Lorch Laments that the
 

these estimates for only one year! Could he realistically expect
paper gives 

to give us estimates for more years? I frankly could not understand this part
 

of his criticism.
 

For estimating assistance to capital, we have included what could be
 
One need not preclude
realistically conceived to be the measurable variables. 


from consideration any variable presupposing it to be negligibte. In fact, we
 

have found thle assistance on account of income tax rebate as a significant one.
 

It has turned out to be about 1.5X of the unpssisted value of output (i.e., of
 

output value in border price terms). The ass'istance on account of tax concession
 

for imported machinery is of cburse found to be very little in annualized terms. 
We have not taken account of the debt collection problem. There are both
 

conceptual and measurement problems in including such a variable in the ERP 

analysis. I do not know if anybody has ever included this variable or suggested 

that one should include it. There are conceptual problems: (a) We are basically 

concerned with policy variables which are amenable to manipulation. Debt 

collection is not a variable of this nature. (b) The future may not behave in 

the same way as in the past with respect to this problem. (c) Such a problem
 

is more likely to be associated in a more punctuated manner in such activities
 

which are relatively more uneconomic. The standard assistance measures usually
 

show high ERPs for such activities even without such debt assistance!* There is
 
also the formidable measurement problem. Mr. Lorch could perhaps enlighten us
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how we can go about this problem.
 

Mr. Lorch's third major point about the tabour problem is also not quite 
clear. He points out that tabour is not realty cheap because of the tabour 
problem. So what? We have taken account of the fact that Labour gets more than 
what it should get in border price terms. Labour gets even more in non-money 
terms and in money terms which are not always included in wages. Again, we 
will be helped if Mr. Lorch could guide us how to capture these "payments" to 
labour.
 

About the other, comparatively minor points.
 

- The private mitts' data were not used as these were not readily 
available. The project did not want to use resources on field 
collection of data. The picture revealed by BTMC data seemed, 
to be sufficient for our purposes. 

- The overvaluation of equipment purchases should not be reckoned as 
real problem since it can be assumed to have a uniform bias, for 
art products. 

- High interest paid by handweavers is definitely a negative assistance 
if we accept the official general intrest rate of 16% as the norm for 
the economy. Mr. Lorch shoulc suggest his norm if he finds fault with 
it.
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