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CHAPTER 1: SAPRI PROCESSIN BANGLADESH

1.1  SAPRI: A Multi-Country Exercise

The macroeconomic approach to confronting the internal economic crisis and balance of
payment problem of the developing nations witnessed a marked shift in the 1980s. The main
creditors of the developing world — the International Monetary Fund (IMF) and the World Bank
— designed a new lending programme not to support a single project but a package to restructure
the whole economy, beyond debt repayment or attainment of short-term macroeconomic
stability. The policy reform package, backed by policy based sectora lending of the Bank and
Structural Adjustment Facility (SAF) of IMF, came to be known as Structural Adjustment
Programme (SAP).

Over the years SAP has generated considerable controversy regarding its impact on growth,
employment, food security and poverty. Many studies, particularly in the context of a number of
ub-Saharan countries appeared to suggest that much of the impact has either been small or even
negative while the experience of many Asian countries appear to have been mixed.

A criticism that has consistently been directed at the SAPs relates to the process of the
designing of polices, implying that most of these have come from above (i.e. donors) and that there
has been lack of consultation with stakeholders. In general, there was no effort made to take on
board the views and concerns of poor people, women, small enterprises and so on - groups on
whom the impact of SAPs may have been especialy hard. Part of the reason for thisis of course the
absence of ingtitutions or mechanisms (in addition to the lack of awareness) to enable such an
exercise(s) to be conducted in developing policy alternatives.

In June 1995, a group of nor-governmental organisations approached the then new president of
the Bank, James Wolfensohn, with a proposal to address this exclusion by engaging civil society in
an exercise with the Bank to assess jointly the impact of SAPs. The idea was to provide Wolfensohn
and the Bank a fundamentally different perspective on economic policy, to democratise economic
policymaking and to legitimise a role for organised civil society in this key area of development
programming. Wolfensohn agreed to the partnership.

Subsequently, the Structural Adjustment Participatory Review Initiative (SAPRI) was launched
in Washington in mid-July 1997 by bring together organisations of civil society, their governments
and the Bank in a joint review of SAPs and an exploration of new policy options. The countries
participating in SAPRI are: Bangladesh, Ecuador, El Salvador, Ghana, Hungary, Mali, Uganda and
Zimbabwe. In addition to its work with the Bank and national governments, Structural Adjustment
Participatory Review Initiative Network (SAPRIN) has extended its reach to include additiona
exercises in a parald initiative known as the citizens assessment of structura adjustment (CASA)
in Mexico and the Philippines. Citizens groups in Canada are involved in a smilar process. In a
newer initiative that began in 1999 in Argentina and the Central America region, SAPRIN is
working with civil-society organisations to facilitate cross-sectoral cooperation in the development
of economic-policy proposals as broad- based alternatives to structural adjustment.

SAPRI seeks to legitimise loca knowledge in the analysis of economic-reform programmes
and to make space for and ingtitutionalise grassroots involvement in macroeconomic decision
making. In so doing, it is attempting to help governments and international institutions understand
how adjustment measures make their way through local economies and into peoples lives and to
transform economic policymaking so that its outcomes improve rather than undermine the well-
being of the local population and the economy.



SAPRI is about critical engagement with the Bank on some of the most central and
fundamental issues; it is certainly not co-optation of civil society by the Bank. It is agreed that the
World Bank would take cognisance of the concerns of civil society as registered through the SAPRI
process and the exercise is intended to promote not just a redirection in the process of policymaking
but in the ways in which the Bank builds partnerships with its member countries.

1.2  Organisation of SAPRI In Bangladesh

The SAPRI in Bangladesh has evolved over the last two-year and a half through a process of
consultation and joint activities. The Government of Bangladesh (GoB) expressed its
commitment by way of agreeing to participate in the country review process. The government’s
interest in SAPRI is guided by its stated policy that the reform measures being implemented in
the country must enjoy the support of the people for whom they are intended. The GOB, as
expressed while agreeing to collaborate in the exercise, feels that learning about the impact of the
past reform policies can be an important input in making the current policies more effective in
achieving the country’ s overriding economic objective, i.e. poverty alleviation.

Following a series of informal contacts, two meetings, held on 24 May and 10 June 1997,
attended by a cross-section of the civil society, led to formation of a 17-member SAPRI Civil
Society/NGO Steering Committee and a 6-member Technical Committee. Later, two members were
co-opted in the Steering Committee to ensure better balance in representation. The NGO/CS
Steering Committee has been formed to include as many active civil society groups as possible,
including four representatives from trade unions of different politica viewpoints, one unorganised
sector representative, one agriculture union representative, one farmers association representative,
two chamber representatives, one small producer representative, one representative from women’'s
organisations, one representative of the media and two research economists. The Bangladesh
SAPRI Steering Committee aso includes three representatives from NGOs. Proshika was given the
responsibility to work as the secretariat of SAPRI Bangladesh.

On July 8, 1997, the representatives of the GoB and the World Bank met with the NGO/CS
Steering and Technicad Committee to form the SAPRI Bangladesh Steering and Technicd
Committees.

Proshika, aleading NGO of Bangladesh and a member of global SAPRIN, has shouldered the
burden of bringing together the relevant organisations and individuals in Bangladesh for the
purpose. The Bank's resident office in Dhaka has been cooperative in trandating the instruction of
its headquarters. The Centre for Policy Dialogue (CPD), a premier civil society think tank, houses
the study office.

1.3 Implementation of SAPRIN in Bangladesh

The SAPRI’s implementation plan has four phases. Each phase entails several steps - some of
which are ongoing, the others are aready implemented, and the rest will be implemented in
future.

Phasel: Preliminary Implementation

Sep 1: Country Selection. The countries were selected on the basis of country selection criteria.

Step 2 Formation of Civil Society Committees. Following a series of informal contacts, two
meetings, held on 24 May and 10 June 1997, atended by a cross-section of the civil society, led



to formation of a 17-member SAPRI Civil Society/NGO Steering Committee and a 6-member
Technica Committee. Later, two members were co-opted in the Steering Committee to ensure
better balance in representation. The NGO/CS Steering Committee has been formed to include as
many active civil society groups as possible.

Step 3. Formation of National steering Committees. On July 8, 1997, the representatives of the
GoB and the World Bank met the NGO/CS Steering and Technical Committee to form the
SAPRI Bangladesh Steering and Technical Committees

Sep 4: Selection of Issues by the National Steering Committees. The national steering
committees selected three thematic issues. agriculture, trade and industry and fiscal
restructuring and three cross-cutting issues. gender, poverty and environment.

Sep 5: Compilation of Available Data on Country Adjustment Palicies. Following the guidelines
lad down in the globally agreed Standard Operating Procedure (SOP), an Information
Disclosure Agreement was signed with the World Bank Country office, under which the Bank
has been providing documents to the study team relating to structural adjustment and sectoral
adjustment loans.

Resource Documents
Prior to each Regional Corsultation Meeting (RCM) along with the invitation letter, five
resource documents in Bangla were distributed for enabling the participants to involve
themselves effectively in this innovative process of evauating structural adjustment. The
documents produced and distributed are captioned in the following fashion:
(d) SAPRI: Background, Process and Its Importance
(b) Structural Adjustment Policies and Bangladesh
(c) SAPRI Activities in Bangladesh
(d) World Bank’s Country Assistance Review
(e) Themes ard Issues of SAP for Field Investigation
For each of the Focus Group Discussion (FGD), four resource documents, based on key issues
raised at the Regiona Consultative Meetings, were prepared.
The documents supplied to the FGD participants are captioned as follows:
(@) Structural Adjustment and WWomen
(b) Small and Cottage Industries and Structural Adjustment
(c) Structural Adjustment and Agricultural Sector
(d) Trade and Industrial Sector Reforms

Phasell: First Global Forum

Step 6 First Global Forum. During 14-18 July, 1997 representatives of the three partners
participated in the First Global Forum. Ms Khushi Kabir and Mr. Mahbubul Karim, both
members of the Steering Committee, spoke at the global Forum on the experience of the SAPRI
process in Bangladesh. Dr Debapriya Bhattacharya, a member of the Technica Committee,
presented the priority issues.



Phaselll: National Level Fora and Investigation

Step 7: Regional Consultative Meetings The first Regional Consultative Meeting held in
Chittagong was organised by a local organization, Community Development Centre (CODEC)
on Monday, 6 July 1998 at the Conference Room of the Chittagong Chamber of Commerce and
Industries. A total of 41 participants, including representatives of 33 local organizations of varied
compositions attended the meeting.

The local body of the Nijera Kori arranged the second RCM at the Khulna City Corporation
Auditorium on Monday, 13 July 1998. A tota of 94 locds including representatives of 33
grassroots organisations of the region participated in the RCM, making it a forum of diversity. The
participants included farmers, labourers, agricultural labourers, NGO workers, teachers, women
activigts, doctors, lawyers, small traders, trade union activists, etc.

The Rgshahi Chapter of the NGO apex body, Association of Development Agencies in
Bangladesh (ADAB) organized the third day-long RCM at the Caritas Auditorium in Rgjshahi on
Monday, 20 July 1998. Out of 87 participants of the RCM, 61 were from local organizations —
representing entities such as labour unions, small farmer associations, women’'s organizations,
environmental and professional groups as well as NGOs and prominent individuals — who attended
the meeting aimed at assessing the experience with adjustment policies.

Step 8 Focus Group Discussions On Wednesday, 26 August 1998, the first Focus Group
Discussion of SAPRI Bangladesh was held to discuss the impact of SAP on Bangladesh’'s
women. Organized by the Nijera Kori in collaboration with a number of women
groups/organi zations, the FGD was held at the Auditorium of Women Voluntary Association in
Dhaka Participants, 30 in number, ranged from housewives to labourers, small traders to
farmers, university teachers to politicians.

The second Focus Group Discussion was devoted to the peasants and agricultural workers and
was held a Narall Town Club on Sunday, 30 August 1998. 71 locals representing aimost every
sector involved in agriculture and rural economy attended the FGD, organized by the Bangladesh
Khetmojur Union. They expressed their views on the policy changes, which are affecting the
viability of their livelihood.

The National Association of Small and Cottage Industries of Bangladesh (NASCIB), an apex
body of the sector, arranged the third FGD with the entrepreneurs involved in the informal activities
at the capital’s Karmajibi Mohila Hostel Auditorium on Wednesday, 2 September 1998. Eighteen
entrepreneurs, representing various sub-sectors including handloom, leather and footwear, rubber
and plastic, handicrafts, engineering and electrical industries dwelt on the effect of adjustment
policies on their enterprises.

On Thursday, 3 September 1998, the Bangladesh Chamber of Industries (BCl), aleading trade
body of the industrial entrepreneurs, arranged the fourth FGD discussion with its 18 members, each
representing a sub-sector, where an exchange on issues related to trade and industria policy reforms
took place.

Thefirst round of Focus Group Discussions before the first National Forum ended with holding
of the fifth of this kind with labourers at the conference room of Centre for Policy Diaogue (CPD)
in Dhaka on Thursday, 15 October, 1998. A total of 44 representatives of workers drawn from
various sub-sectors voiced their concerns at the FGD not only on issues related to privatisation, but
also on the prospect of industrialisation in Bangladesh in the context of implementation of SAP.



Sep 9: Opening National Forum The first National Forum of the Bangladesh SAPRI was held
on October 20-22, 1998 at the auditorium of CIRDAP, Dhaka. The third syndicate on
“Conseguences of Fiscal Restructuring on Social Development” of the First National Forum of
Bangladesh SAPRI, however, was held on February 17, 1999, which was planned for the
morning of October 22, 1998 had to be postponed due to unavoidable circumstances. The third
syndicate, however, was held on February 17, 1999, which was planned for the morning of
October 22, 1998 had to be postponed due to unavoidable circumstances.

Sep 10: Research Phase The Nationa Steering Committee and Technical Committee met
several times during the first half of 1999 to design the research process, select the researchers,
and narrow down the study themes, which had been identified through the consultative process
and further refined during the Opening National Forum, into researchable questions. The
Committees decided to conduct 10 studies.

Sep 11: Research Methodology Workshop. A research methodology workshop was held on
August 30-31, 1999

Sep 12: Post-research validation. A process of civil-society validation of research findings
began in October and continued into December. There were three regional consultation meetings
and three focus- group discussions held, in which researchers presented and received feedback on
their findings. Two FGDs on poverty and agriculture were postponed due to unavoidable
circumstances.

Table 1.1: Post Research Validation

DATE VENUE THEME HOST ORGANISATION

16 Oct 2000 | Khulna Regional Consultation NijeraKori, Khulna

25 Oct 2000 | Rajshahi Regional Consultation ADAB, Rajshahi

11 Nov 2000 | Porosh Environment POROSH

30Nov 2000 | CIRDAP Gender Kormaojibi Nari

29 Nov 2000 | WVA Corruption Transparency International

Auditorium

28 Nov 2000 Trade, Industry and Finance | Bangladesh Institute of Labour
Studies (BILS)

20 Dec 2000 | CCCI, Ctg. | Regional Consultations CODEC

Step 13: Second National Forum
The Second National Forum will be held on March 13-15, 2001 with four-fold objectives:

Firgt, it is designed as a forum to present and discuss the findings from both the Opening
National Forum and the field investigation. The first forum listened to the experience, information,



perspectives and analysis related to structural adjustment policies and their impact by a broad range
of civil-society organisations. The participatory research that followed deepened the knowledge and
analysis on specific issues raised in the Opening National Forum.

Second, it is designed as aforum for discussion and debate -- among civil society, the Bank and
government in SAPRI countries -- to determine agreements and outstanding differences on the
impact of adjustment policies and about how best to move forward in the economic-policy sphere so
as to reduce poverty and inequality and strengthen the national economy.

Third, the Second National Forum is expected to yield recommendations for changes in the
national economic programme supported by the Bank, including economic aternatives to
adjustment policies, as well as changes in the process of national economic policymaking.

Fourth, a mechanism for follow-up on the conclusions reached should be a product of this
Forum in order to foster implementation of recommendations made for changes in nationa
economic policies and the policymaking process.

Phase 1V: Second Global Forum

Step 14: Second Global Forum. Findings at the country level and policy recommendations will
be presented and discussed at the second global meeting. The findings will be incorporated in a
global report on SAPRI’'s findings, along with lessons learned and recommendations for
modifications in adjustment policies.



CHAPTER 2: METHODOLOGICAL APPROACH: DISTINGUISHING FEATURES

21  Global Methodological Guidelines

The Globa Technical Committee agreed on severa general guiding principles. First, the field
investigations will have a strong participatory element to ensure that the targeted population can
contribute fully to the understanding of the effect of a certain policy. Second, both qualitative
and quantitative types of information will be gathered in the field investigation and compiled
from existing sources for an overall analysis. Third, the investigation will aim to trace the
linkages between macroeconomic policy and micro effects by taking into account such factors as
intervening institutions, markets, and implementation processes.

Principlest

1) This exercise at its foundation is a participatory one involving civil society, the World Bank,
and governments in a broad consultative process as well as in research to review structural
adjustment policies. It seeks, in particular, to facilitate the full participation of those that have
traditionally been excluded from decisionr making in the assessment, deliberations, and research
on structural adjustment programs in the participating countries.

2) The research component of the SAPRI exercise will be geared toward targeted learning on
those issues about which there is an identified need for further understanding as identified
through the opening National Forum and deliberations of the National Steering Committees.

3) The study will take a gender aware political economy approach, meaning that a key goal of
the research is to understand political, social, and institutional structures and processes that shape
policy decisions and impacts.

4) As such, we are interested in both understanding the complex relationship among policies,
intermediating economic, socia and political ingtitutions (e.g. markets, regulatory and legal
frameworks, government etc.) and outcomes at the individual, family, and community and
sectoral level and, to the extent possible, establishing direct attributions of causality. To reach
such a full understanding we must look at the full range of groups and sectors both those who
have been favourably and unfavourably affected by policies, with emphasis placed on the
economically and politically marginalised groups.

5) The review will recognise the equal validity of quantitative and qualitative methods of
research and, whenever possible, use more than one approach to validate information.

6) In light of the participatory and consultative nature of the exercise, and the range of countries
and actors involved, there will be flexibility regarding processes employed, methodological
approaches utilised, and time frame needed for completion of the study.

7) The results of this review will be the basis for serious review of adjustment measures and
development of mechanisms for including all parties in policy design in future policy reform
operations.

! The tripartite Global Technical Committee agreed in October, 1997.



2.2  ldentification of Research Agendain Bangladesh: A Participatory Approach
The participatory nature of SAPRI possibly distinguishes it from many other earlier attempts to

understand the impact of SAPs. The agenda of the review exercise was set following a series of
regional consultative meetings and focus groyp discussions with various stakeholders.

For ensuring a widespread participation, an elaborate methodologica approach was followed
since inception of SAPRI in Bangladesh. A series of consultations, involving the relevant and major
organisations of the local civil society, were conducted to extend the set up well beyond immediate
network. The focus was on such entities as labour unions, small-farmer associations, smal and
medium-scale business organisations, and women’'s organisations, as well as other people’'s
organisations that have been impacted by the adjustment programmes. A strong preference was
given to the popular sectors, organisations and groups those have consistently been left out from
providing input to the formulation of adjustment policies.

The SAPRI concept attaches high importance to the need to hold a series of public fora for
organising awide-range of exchanges with the stakeholders, to guarantee that a broad range of civil
society groups participate in the review exercise. Unlike any academic exercise, it was decided that
the research agenda will be set by the participants in the First National listening to the findings of
Regiona Consultative Meetings (RCMs) and Focus Group Discussions (FGDs).

Three RCMs and five FGDs were organised for recording the adjustment-related experiences
of cross-section of the civil society and determining the issues for framing the research agenda.
Usualy spreading over three business sessions, the consultations sought to capture the ‘unheard
voices of the disadvantaged sections of the civil society on key adjustment issues, and the issues
which they wanted to be addressed through field research on priority basis. Three one-day RCMs
were held at Chittagong, Khulna and Rajshahi (headquarters of three of the country’s four greater
administrative regions). Four of the five Focus Group Discussions were organised in Dhaka, while
the fifth was arranged at Narail. The RCMs and FGDs listened to experiences of more than 600
participants.

Prior to each RCM aong with the invitation letter, five resource documents in Bangla were
distributed for enabling the participants to involve themsalves effectively in this innovative process
of evaluating structural adjustment. The documents produced and distributed are captioned in the
following fashion:

(a) SAPRI: Background, Process and Its Importance
(b) Structural Adjustment Policies and Bangladesh
(c) SAPRI Activities in Bangladesh

(d) World Bank’s Country Assistance Review

(e) Themes and Issues of SAP for Field Investigation

For each of the FGD, four resource documents, based on key issues raised at the Regiona
Consultative Meetings, were prepared. The documents supplied to the FGD participants are
captioned asfollows:

(@) Structural Adjustment and WWomen

(b) Small and Cottage Industries and Structural Adjustment

(c) Structural Adjustment and Agricultural Sector

(d) Trade and Industrial Sector Reforms

From 20 to 22 October 1998, over 300 people from al across the country -- including
representatives of labour unions, small-farmers associations, environmental organisations,
women's groups, professional associations and members of al the civil-society organisations
affiliated with SAPRIN-- participated in the Opening Nationa Forum in Dhaka. They were



joined by present and former ministers and other officials from the government and the World
Bank, as well as by members of parliament from various political parties.

Over two-and-a-half days, three plenary sessions and three thematic syndicates were organised.
The third syndicate, however, was originaly planned for the morning of 22 October but had to be
postponed due to unavoidable circumstances and was finally held on 17 February 1999. The
proceedings recorded the voices of awide array of citizens on key adjustment issues and, through a
participatory process, designated issues on which to focus the SAPRI research process.

In order to facilitate an informed debate by the Forum participants, a resource document titled
"Towards Demystifying a Process. The Structural Adjustment Policies in Bangladesh" was prepared
by an information team that had been given access to previousy confidential Bank documents. The
Forum was presented with report on the RCMs and FGDs titled “In Search of Unheard Voices. A
Pre-Study Consultations on Structural Adjustment Polices in Bangladesh.”

A Global Technica Committee (GTC), comprising of the World Bank staff and representatives
from SAPRIN, decided that each country team should choose the specific policies and hypotheses
for analysisin their own country, rather than establishing a set of hypotheses to be tested in all of the
part|C| pating countries. The three key hypotheses, suggested by the participants, were endorsed:

Has the industrial capacity and employment experienced a growth following introduction
of SAP? What has its impact been on small producers and workers?

Has the profitability of the crop sector increased subsequent to the reform measures
implemented under SAP? What has their implications been for small/marginal farmers
and landless labourers?

Has the users cost of quality education and health care services reduced due to changes
brought about by the SAP? What has their consequences been for the vulnerable groups

2.3  Research Process In Bangladesh
Based on the identified research agenda during the First national Forum, the National Steering
Committee and Technical Committee met several times during the first half of 1999 to design the
research process, select the researchers, and narrow down the study themes. The National
Steering Committee agreed on a breakdown of three policy areas into various studies. In the area
of agricultural policy, two studies focus on:
the impact of agriculture policy reforms on crop sector profitability; and
the implications of agriculture policy reforms on the labour market, wages
and food security.
In the area of trade, industry and financial sector refoms, three studies focus on:
the impact of trade and industrial policy reforms on industrial capacity and
employment;
the impact of financia-sector reforms on productive sectors, particularly
small producers in rural areas, and
the impact of industrial restructuring: a case study on the Jute Sector
Adjustment Credit
In the area of fiscal reform and socia policy, there is one study with afocus on:
the consequences of fiscal restructuring on social development in terms of
health care and popul ation.
The National Steering Committee also decided that, in order to give sufficient weight to
aspects that must be considered when using a gender-sensitive, political-economy approach to



research, four specific cross-cutting studies would be undertaken to focus on how adjustment
policies impact:
women;
the poor and vulnerable;
the environment; and
practices of corruption.
In addition, a research team was contracted to take on the responsibility of understanding
impacts of adjustment using participatory methods.
An initial selection of researchers was made in April 1999 from lists presented by civil society,
on the one hand, and by the Bank and government, on the other.
The terms of reference for the studies were further refined at a methodology workshop held on
30-31 August 1999 with the tripartite Technical Committee and the selected researchers. Following
the workshop and based on its discussions, the researchers worked together with the Technical
Committee to further revise the terms of reference for each study.
In the final process of revising the terms of reference, there were adjustments made in terms of
the number and focus of the studies. The study on the health sector in the area of fiscal reform was
eliminated, as policy reforms in the area has just began. At the same time, the second policy area
was re-conceived to focus on trade liberaisation, with the central study looking at impacts on
industrial development and employment and a separate but a review on the privatisation including
case study, while the study looking at the financia sector was expanded so as to be considered a
separate study on financia sector reform. Thus, the final terms of reference for the studies on
specific policies have been defined as follows.
In the area of agricultural policy:
the impact of agriculture policy reforms on crop-sector profitability; and
the implications of agriculture policy reforms on the labour market, wages
and food security.
In the area of trade policy:
the impact of trade liberalisation on industrial capacity and employment;
and
areview of privatisation with case study

In the area of the financial sector:
the impact of financial-sector reforms on productive sectors, particularly
small producersin rura aress.

Most of these research teams started work in October 1999. They began by tracking the
conditionalities, cross-conditionalities and actual policy shifts related to the particular adjustment
policy initiative under study using documents accessed from the World Bank, as well as from
government. Desk research was then carried out using existing information and work done on the
relevant issues by independent researchers, as well as evauations prepared for and by the Bank on
the impacts and consequences of the adjustment policies in question. This was followed by
fieldwork involving participatory appraisal aswell as small surveys.

The participatory team has played a unique role in the research process, a participatory expert
worked with the research team for each thematic study to help prepare and adapt the techniques to
be used in the fidd. Then a the field leve, the participatory team worked together with each
research team to conduct the appraisal using a host of participatory techniques.

Draft research reports were submitted by August 2000, then reviewed and discussed by the
tripartite Technica Committee. As part of the review process, two full-day seminars were held, one
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in late May and the other in late August, with the presence of researchers, the Technical Committee
and members of the national Steering Committee. Based on these discussions and input provided,
researchers incorporated changes into their initia drafts and presented revised drafts in September.

A process of civil-society validation of research findings began in October and continued into
December. There were three regional consultation meetings and three focus-group discussions held,
in which researchers presented and received feedback on their findings. Two FGDs on poverty and
agriculture were postponed due to unavoidable circumstances

An integrated synthesis of the research reports will be circulated to the Second Nationa Forum,
set for March 13-15, 2001.

24  Verification Of Results And Further Consultations

In keeping with the consultative nature of the research exercise and its contribution to the
broader debates on economic policy, the National Steering Committee has call a Second National
Forum on March 13-15, 2001 for presentation, discussion, and verification by the public on the
findings of research. The results from the opening national forum, together with the findings
from the research process, will be distilled at a second national forum in each country. The
Forum will deliberate to reach agreement on findings, as well as on recommendations for
changes in economic programming. Final country reports will then be produced.

Nationa and synthesised global findings will subsequently be presented with recommendations
to Bank a a find globa forum in Washington, during mid-2001. Lessons will be drawn for the
future of policy-based lending, setting the stage for changes in Bank operations and for
democratising economic policymaking.
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CHAPTER 3: ADJUSTMENT AND M ACROECONOMIC PERFORMANCE?

3.1  Structural Adjustment Programme in Bangladesh

Bangladesh is one of the first 35 countries who adopted Bretton Woods institutions-sponsored
structural  adjustment programme (SAP), athough the country’s experience with aid
contionalities is not new. Bangladesh joined the BWIs — World Bank and International monetary
Fund (IMF) —on August 17, 1972.

As of June 30, 2000, Bangladesh has 4854 shares in the Bank, amounting to 0.31 per cent while
it has voting power number of 5104 standing at 0.32 per cent of total vote. According to the Bank’s
annua report of 2000, the country, till June, 2000 since independence has received 7524.00 million
US dollars as development credits from the Bank, of which 1122.00 million US dollars remains
undisbursed.®

Although the IDA’s loan amount as per cent of nomina GDP is 0.16 per cent in FY 1996, the
Bank has imaged itself as principal lender and purveyor of ideas.* The Bank has been disbursing in
amost every sector of the economy: there has been a secuar decline in lending in industry and
decline in education in recent years and health and population sector and flood management has
continued to maintain its share (Annex Table— 1).

As of December 31, 2000, Bangladesh, in general resource account of IMF, has a quota of
533.30 million SDRs® while Fund holdings of currency is 631.24 million SDRs, 118.4 per cent of
Bangladesh’ s quota. Bangladesh's outstanding purchases and loans under ESAF arrangements and
credit tranches are 67.44 and 98.13 million SDRs respectively. Bangladesh has drawn 726.25
million SDRs under latest financia arrangements (ESAF, SAF and Stand-by) during 1985 — 1990.
Based on existing use of resources and present holdings of SDRs, projected obligations to the Fund
are54.8, 72.5, 55.5, 2.0 and 2.0 million SDRs in 2001, 2002, 2003, 2004 and 2005 respectively.

I ntroduction of Structural Adjustment

The experience of policy reforms as part of aid conditionalities is not new for Bangladesh.
During 1972-1986, the Government of Bangladesh cortracted 13 Import Programme Credits
(IPC) amounting to a total of $1165 million. According to the Bank (1986), the first three IPCs
supported critical post-independence rehabilitation needs. All other credits had conditionalities
addressing sectoral, microeconomic and institutional reforms®.

According to the Bank’s Review of the Experience with Policy Reformsin the 1980s, the policy
issues identified in the 1PCs ‘turned out to require a more extended dialogue and in-depth sector
work than the annual IPC famework alowed.” Thus, the Bank shifted its course from annual
programme loans to sector adjustment loans and |PCs were phased out after the 13" IPC.

2 The Chapter is based on Bhattacharya D, Titumir R A M and Rabbani A (2001)

3 According to Economic Relations Division of Government of Bangladesh, the International Development
Association (IDA), the soft-lending arm of the World Bank group, disbursed to a cumulative total of 3475.74
million US dollars, representing 18.48 per cent of total aid disbursement (6424.43 million US dollars) in Bangladesh
till the end of financial year 1999.

* See Sobhan (1982) for the Bank’ s preeminence in the policymaking of Bangladesh.

® The SDR or special drawing right is a reserve asset created in 1968 by IMF for use to its members, value of which
is determined by using a weighted basket of currencies of five countries — France, Germany, Japan, the United
Kingdom and the United States.

6 salient features of the past thirteen Import Credits, as compiled from the various IPC documents are given in
Bhattacharya D and Titumir R A M (1998).
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Lending Arrangement with the IMF

The government in 1986-87 adopted a medium-term adjustment programme administered under
a three-year arrangement of the Fund’s Structural Adjustment Facility (SAF)” and through
various sector adjustment and investment credits from the Bank. Bangladesh was one of the first
35 countries contracted to SAF, set up by IMF in March 1986 to provide highly concessional but
extremely conditional loans in support of structural adjustment in lowincome economies. The
policies of the government for the three-year period (FY87-FY89) were given in the Policy
Framework Papers (PFP) prepared by the Fund and the Bank, with negligible input from the
national agencies. Negotiations took place in August 1989, February 1990, and May 1990 on a
further three-year programme under the Fund’s Enhanced Structural Adjustment Facility (ESAF)
and that became effective on July 1, 1990. Bangladesh again, was among the first 29 countries
having recourse to the ESAF, initiated by the Fund in December 1987.

Table 3.1: Bangladesh’s Lending Arrangement with IMF

FACILITY APPROVAL | EXPIRATION | AMOUNT AMOUNT [ AMOUNT
DATE DATE APPROVED | DRAWN [ OUTSTANDING

Enhanced Structural 10-8-90 13-9-93 345.00 345.00 67.44

Adjustment Facility

Structural Adjustment | 6-2-87 5-2-1990 201.25 201.25 0.00

Facility

Stand By (ordinary) 2-12-85 30-6-87 180.00 180.00 0.00

Total 726.25 711.25 67.44

Instead of short-term macro-stabilisation policies, the Fund and Bank policies prescribed in
PFPs broadened to cover structural policies. According to the PFPs, the policies were aimed at
improving efficiency of resource use, enhancing the role of private sector, and realising higher rates
of domestic savings and investment. The proposed reforms include changes in price incentives,
smplification of investment regulations, strengthening of tax policy and administration;
improvements in financial management of public enterprises; greater reliance on market oriented
monetary policy instruments; intensification of recovery programmes of non-performing bank
loans; flexible exchange rate management; and trade and exchange liberalisation.

Table 3.2: Priority Measures under the ESAF

I. AGRICULTURAL POLICY
MAINTAIN LIBERALISATION OF IMPORT AND DISTRIBUTION OF IMPORT AND
DISTRIBUTION OF IRRIGATION EQUIPMENT AND FERTILISER.
REDUCE SUBSIDIES ON AGRICULTURAL INPUTS.
MAINTAIN ADEQUATE PRODUCER PRICE INCENTIVES.

" Bangladesh, however, first signed a loan from the IMF under the Extended Fund Facility in December 1980. The
loan agreement was, however, revoked in July 1980, barely six months after its initiation due to the inability on her
part to adhere to the limits imposed on government borrowing Only SDR 20 million out of atotal commitment of
SDR 800 million was disbursed at the time of suspension.
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I1. Industrial and Trade Policy
Further simplify investment regulations.
Eliminate quantitative restrictions on imports except for those required for reasons of religion, health,
security and social considerations and a small number of highly sensitive items.
Rationalise the tariff structure and reduce maximum tariff levels.
Remove export subsidies.

[11. Public Resource Mobilisation

Expand the base of the value-added tax.

Reform personal and company direct taxes.

Strengthen the tax administration.

Adjust prices for public goods and services while improving their operational efficiency.
IV Public Expenditure Policies

Implement athree-year prioritised public investment programme.

Limit the growth of current expendituresto less than the growth of nominal GDP.

Reduce subsidies and administrative costs.

Improve project aid utilisation.

Reduce the operating deficit of Bangladesh railway

V. Public Enterprises
- Reduce excess labour.
Enforce payment of debt-service liabilities and eliminate inter-agency arrears.
Rationalise the jute mills.
Improve the operational performance and financial management of Bangladesh Power Development
Board and other public entities.
V1. Privatisation
Privatise selected public manufacturing/ commercial enterprises already approved by government and
expediteidentification of additional enterprisesfor privatisation.
Announce atimetable for implementation.

VII. Financial Sector Reform
Implement reforms aimed at a market-oriented system of monetary management.
Undertake further interest rate liberalisation.
Strengthen commercial bank loan recovery programmes.
VIII. Externa Sector Policy
Manage the exchange rate to ensure competitiveness.
Export diversification.
Efficient import substitution.

IX. Human Resources and Poverty Alleviation
Improve the access of women to education and income generating activities.
Provide adeguate funding for primary education, health and family planning services.
Target food aid to poverty groups and reduce cash subsidies to monetised food distribution.

X. Environment

The government will articul ate a clear policy on environmental issues and prepare environmental
assessments for major new projects.
Source: Bhattacharya D and Titumir, RA M (1998)
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World Bank’s Adjustment Lending

The adjustment programme was supported by various sector adjustment and investment credits
from the International Development Association (IDA), soft-term lending window of the Bank.
These loans go under the generic names of “structural and sectoral adjustment loans’ (SALs and
SECALS). These World Bank loan agreements included tight conditionalities, under which
money was released only if the government complied with with triggers.

Adjustment lending congtituted a third of tota commitments of IDA to Bangladesh during
FY80-FY96. IDA commitments to Bangladesh during that period amounted to 5.965 billion US
dollars, involving 93 projects. Disbursement during the said period totalled 4.65 billion US dollars.

The scale of adjustment lending has declined in the nineties to about 15 per cent. The World
Bank explicitly stated that the adjustment lending would decline in future. The categorically states:
“ (The adjustment lending) will undoubtedly decline further in the absence of key reform initiatives

in certain sectors (e.g. finance).”
The following table shows the commitments of IDA loans to Bangladesh by sector and the
amount of adjustment credit.

Table 3.3: Share of Adjustment Loansin IDA’s Commitment to Bangladesh

SECTOR IN MILLIONS OF USDOLLARS IN PER CENT OF TOTAL
All loans Of which All loans Of which
Adjustment Adjustment

Agriculture 1186.6 -- 20 -
Education 411.6 -- 7 -
Power 636.3 177.3 1 4
Industry and Finance 677.8 438.4 11 7

M ulti-sector 1237.0 1141.0 21 19

Qil and Gas 453.0 - 8 --
Pop. Health and Nutrition 239.8 4

Telecommunications 35.0 1

Transportation 815.7 14

Urban Devel opment 47.6 1

Water supply and sanitation 50.0 1

Other 173.0 - 3 -
Total 5965.4 1756.7 100 30

Source: Financial Database of the World Bank, quoted in Country Assistance Review, 1998

Out of six SALs and SECALS, three (i.e. Second Industrial Adjustment Credit, Jute Sector

Adjustment Credit, Public Revenue Management Adjustment Credit) were cancelled because of the

government’s ‘failure’ to adhere to the policy conditionalities® attached with these credits.

8 The policy conditionalities are given in Bhattacharya, D and Titumir, R A M (1998).
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Table 3.4: Summary Statistics of SALsand SECAL sin Bangladesh (Upto June 30, 1999)

LOAN AMOUNT INTERST/SERVI REPAYM
B ce. |-oAN DESCRIPTION BTN hoener NELCE yow [MILHON [iition SEEIAREE e BNT )
(MILLION SDRY) (%) (YEARS)
1816 Industrial Sector Comm. Credit 22/06/1987  |GOB 147.8 147.8 2.956 0.75/0-05CC |10 40
1816.1 Industrial Sector Comm. Credit 20/03/1989  |GOB 19 1.9 0.019 0.75/0-05CC |10 30
1999 Energy Sector Adjustment 11/04/1989 PDB 137 137 1.37 0.75/0-05CC |10 30
2000 Export Development Project 26/04/1989 NBR, EPB [19.349 19.349 0.193 0.75/005CC  [10 30
2152 Financial Sector Adjustment 18/06/1990  [GOB 132.7 132.7 0.193 0.75/0-05CC |10 30
199.1 Energy Sector Adjustment 10/11/1989 PDB 1.8 1.8 0.018 0.75/0-05CC |10 30
2152.1 Financial Sector Adjustment 16/01/1991  [GOB 25 25 0 0.75/0-05CC |10 30
2152.2 Financial Sector Adjustment 15/01/1992  [GOB 2.2 2.2 0 0.75/005CC _ [10 30
2340 Private Sector Industrial Credit 27/04/1992  |GOB 17.446 17.446 0 0.75/0-05CC |10 30
2361 Public Sector Resource Management 13/05/1992 GOB 72.378 72.378 0 0.75/0-0.5 CC 10 30
2472 2nd Industrial Sector Adjustment 06/11/1992  |GOB 36.1 36.1 0 0.75/0-05CC |10 30
2472.1 2nd Industrial Sector Adjustment 22/01/1993  |GOB 253 253 0 0.75/0-05CC |10 30
2567 Jute Sector Adjustment Credit 25/02/1994 M/O.Jute [35 35 0 0.75/0-05CC |10 30
2567.1 Jute Sector Adjustment Credit 25/02/1994  |M/O.Jute .41 2.41 0 0.75/0-05CC |10 30
7.2 e Sector Adjustment Credit D9/1995 D. Jute b/0-0.5 CC
Source: Flow of External Resources in Bangladesh (As of June 30, 1999)
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3.2 Major Macoreconomic Adjustment Policies

Public Resource Mobilisation

The Bank-Fund advised in PFP to raise the government revenue to 10.5 percent of GDP. The
BWIs to shift towards domestic output/consumption based taxes from trade-related taxes with
improved tax administration. There were also suggedions to move towards a broad-based, elastic
and progressive tax structure. The Bank asked for introduction of value-added tax and expansion
of the base of the VAT and reduction of tax holidays. Policy measures are given in Table 3.5.

Table 3.5: Policies Related to Public Resour ce M obilisation

MEASURES TIMING

Implement improved tax administration and required increase in rates. by 1988/89

Undertake a detailed technical study of (a) the tax system; (b) scope for improving tax 1986/87

administration, and achieve higher rates of collection.

Introduce tax reform, after review of recommendations of tax reform studies. 1988/89 onward
1987/88 onward

Reorganise NBR to increase tax collection and reduce tax evasion. 1990/91

Increase revenue ratio to GDP by 0.5 per cent in 1990/91 budget and steadily increase ratio

thereafter. January 1, 1998
Introduce value-added tax and implement from January 1, 1991. 1992/93 onward
1990/91

Expand base of VAT. Include within VAT all goods currently subject to excise tax. Remove
exemption.

1990/91 onward
Improve custom duty collection by raising tariff valuation of imports including introduction of a
pre-shipment valuation system. 1990/91 onward

Reform direct tax administration as recommended by Tax Reform Study by reducing tax-
deductible allowances, limiting tax holidays for companies and introducing withholding of tax. 1992/93
onward
For personal income taxation, include employment-related allowancesin tax base, establish a
realistic annual ceiling on extent to which investmentsin approved assets can be deducted from
the tax base, and eliminate special exemptionsfor dividends.

For company incometaxation, review alternative incentive scheme to replace current tax
holidays.

Public Expenditure Policies

The objective of the public expenditure policies was to reduce budget deficit and rationalisation
of public expenditure. The other measures suggested in relation to the public expenditure policies
are to bring efficiency in the public expenditure, restrain growth of current expenditure,

rationalise and increase public investment and improve efficiency of planning and
implementation, improve budget execution and review, develop multiyear budgeting system and
improve project implementation (Table 3.6).
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Table 3.6 M easures Related to Public Expenditur e Polices

MEASURES TIMING
Tailor expenditure to level of available resources. ongoing
Undertake comprehensive review of public expenditure. 1988/89

Restrain overall current expenditure growth to less than GDP growth; restrain wage increases, | 1990/91
and reduce subsidies and funding for administration and overhead functions; increase recurrent | onward
spending for operation and maintenance and devel opment-oriented activities.

Substantially reduce the cash deficit on the food account. 1990/91
Reduce operating deficit of Bangladesh Railway and Post Office. 1990/91
onward

Increase recurrent spending for priority programmes in primary education, primary healthand | 1992/93
family planning , and for non-wage expenditures for operation and maintenance of roads and onward
flood control and irrigation infrastructure.

Establish clear prioritiesin public expenditure programme by designing a core investment 1990/91
programme, and reducing/eliminating lower priority projects, provide adequate funding to high | onward
priority projects, reduce funding for locally financed projects.

Prepare three-year public investment programme for 1991/92 — 1993/94 in co-operation with 1991/92
World Bank. Restrict approval of new projects to those related to cyclone rehabilitation unless
offsetting changes are made in other projects. Limit locally funded projects and block grantsto
25 per cent of local resources available for ADP.

Undertake a study to identify key constraints affecting efficiency of public administration in Study
key ministries. 1986/87*

Initiate programme to improve budgetary and expenditure control procedures. Strengthen the 1990/91
monitoring system for current and devel opment expenditures. onward

External Sector Policy

The main goal of the external sector management was to strengthen balance of payment position.
Exchange rate management, as it has been suggested, will have to be maintained flexible to
improve and promote export diversification. Other agenda include unification of dual exchange
rate markets, limit debt service obligations to sustainable levels, raise utilisation rate of aid
pipeline and eliminate multiple currency practices.

3.3 M acr oeconomic Perfor mance

Resource I mbalance of the Economy

Bangladesh had to turn for soft loan from IMF as the country's resource balance deteriorated to
an alarming level (Figure 3.1). The resource balance improved for the next couple years, though
in the recent years the resource balance has shown a declining trerd. While the deficit in earlier
days of 1980 could have been met with short-term loan disbursement, this could not be continued
due to limited aid availability in recent time. One may argue that the restoration of
macroeconomic viability was achieved by cuting back investment, especially public
devel opment expenditures, thus undermining the economy’ s production potential.
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Figure 3.1: Resource I mbalance as Per centage of GDP

GDP Growth

During the last two decades Bangladesh has achieved a modest growth rate of 4.1 percent. The
growth rate has been increasing in recent time. The post-SAP decade have attained an increase of
1 point over the pre-SAP period (Table 3.7).

Table 3.7: Real GDP Growth Rate over Last Two Decades

PERIOD |[FY81-FY85|FY86-FY90[FY91-FY95|FY96|FY97|FY98|FY99|FY91-FY 99
GROWTH 3.6 4.1 4.1 53] 59| 57|52 4.8
Source: Bangladesh Economic Survey (2000).

The growth rate is quite erratic, has gone up and down the trend line and the variance has been
quite high (Figure 3.2). The recent performance of the economy in terms of a higher growth rate has
mainly been contributed by the bumper yield in the agricultural sector, implying alack of structural
transformation of the economy. Moreover the 5 percent per annum growth rate is not impressive
compared to the neighbouring countries that has achieved a growth rate of 8 to 9 percent.

Figure3.2: Linear Curve Estimation over Real GDP Growth Rate
GROWTH

Observed

B Linear

0 10 20

Sequence
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Savings

Saving has always been an important issue in the context of any LDCs. Bangladesh has not been
any exception. This has been one of the main causes that brought about the acute resource
imbalance in the mid-80s. Domestic savings have not gained any impressive pace over the period
of 1980s and was only 2.3 percent of GDP. Over the period of two decades the gross domestic
savings (GDS) was only 4.3 percent, requiring externa finance to fill the resource gap. National
savings are better compared to the GDS due to workers' remittances coming in the country form
overseas (Table 3.10).

Table 3.8: Savings as per centage of GDP

SAVINGS |FY81-FY85|FY86-FY90|FY91-FY95[FY96 |FY97|FY98|FY99
Domestic 1.6 3.0 6.5 75| 75| 86 | 87
[National 9.2 9.9 139 | 143|148/ 148|145
Source: Economic Survey (2000) and BBS (Twenty Years)

The recent stagnation in the savings rate is a matter of concern as it represents areversal of the
macroeconomic gains of the earlier period. This can be explained by the weak efforts in the public
resource mobilisation. This may be accentuated due to the reversa in the postive trend in
remittances. Import liberalisation, in the absence of a strengthening of domestic tax efforts may also
have adversely affected domestic savings.

The standard theory of adjustment has traditionally depended upon redl rate of interest (RRI) as
the main explanatory variable for savings and the maor policy instrument to mobilise savings.
Econometric exercise, however, shows that RRI has not been able exert its expected influence over
the saving rate of the country. The main explanatory variable is income level of the country, quite
logicd for a low-income country like Bangladesh. However, without proper accumulation and/or
channelling of the domestic saving it is not possible to enhance the productive base of the economy.
This in turn weakens the growth potentia of the country’s income. The lack of improvement is
saving indicates persisting structural weakness of the country.

Box 3.1: Regression Results for Savings Function®

The real rate of interest has sufficiently been positive throughout the recent
years. This has been possi bl e because of conparatively |low |l evel of inflation.
It has been found that GDP at nmrket price in both of the cases is a
significant regressor while real rate of interest not only has a negative
i nfluence over the savings but it is also statistically insignificant. Thus in
Bangl adesh real rate of interest may not have any effect on the savings
behavi our. The argunment that real rate of interest may fail to nobilise
savings can be a rightful claim The follow ng table shows regression results.

LS = -19.74 + 2.22 LGDP Adj -R? = 0.837
(9. 42%**)

LS = -22.28 + 2.43 LGDP — 0.038 RRI Adj-R = 0.832
(6.37%*+) (-0.7)

Figure 3.3 (@) & (b): Trend in Growth Rate Savings. Domestic and National

° In the regression exercises of this chapter, ***, ** and * means significance at 1%, 5% and 10% levels
respectively.
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Figure 3.3 shows that initidly there has been extraordinary growth rate in savings behaviour.
This can be explained by the fact that initialy the savings rate was so meagre that it was possible to
double the country's savings.

Savings and I nvestment Gap

There have been persistent savings and investment gaps over the whole period. The gap shows
some ups and downs (and somewhat cyclica pattern). This again points to the structura
weakness of the economy (Figure 3.4).

Figure 3.4: The Savings and Investment Gap
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Another simple econometric exercise shows that that public investment is the magor
determinant of investment in the country. The credit to the private sector though is significant at 10
percent level of significance it does not have the expected sign — it divulges a negative influence
over the investment function. This implies that public investment has a criticad role in improving
Bangladesh productive capacity, contrary to the downsizing of economic role of state as advocated
by the Bank.

Box 3.2: Under standing Public-Private I nvestment Behaviour
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The correlation exercise tests whether in Bangladesh the public counterpart of
the private investnent has considerable effects, known as the “crowding in”
ef fect of the public productive expenditure.

LPVINV = -0.97 + 0.99 LPUBINV + 0.098 LGDP Adj-R% = 0.92
(2. 15%**) (0.2)
LPVINV = -2.45 + 0.99 LPUBINV + 0.098 LCRPVT  Adj-R = 0.93

(5.07***)  (-1.78%)

LPVINV = -2.45 + 1.64 LPUBINV + 0.0005 RRI
(4. 74%%%) (-0.003)
— 0.36 LCRPVT Adj-R? = 0.93
(-1.51)

The credit to the private sector is significant at 10% | evel of significance,
it does not have the expected sign — it divulges a negative influence over the
i nvestnment function. This signifies that public investnent is the mgjor
det erm nant of investment in the country.

Fiscal Gap

The fiscal gap caused by the public consumption of the government has come under severe
criticism in the orthodox policy designs. During the 1980s the fiscal deficit has been wide. The
gap came down in the early 1990s. However, the situation deteriorated again and in recent period
the gap again increased, may be caused by the flood of 1998.

Figure 3.5: Fiscal Gap as Per centage of GDP
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The overall budget deficit has revealed some improvement in the recent past, though the FY 99
has again shown a reverse performance. This to an extent indicates weakness in long-term
sustainability in the fiscal area. Aid disbursement has declined in recent past.

Loca currency financing of the ADP has claimed a much more bigger portion of the GDP, than
it used bein early 1980s, atotal dependence on aid.

Totd credit to the government from the financial sector has shown a secular upward trend. This
may be an evident that government is increasingly drawing up resources from the hands of the
private sector.
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Table 3.9: Fiscal Account as Per centage of GDP
Y EAR FY87 | FY88 [ FY89 | FY90 | FY9l1 | FY92 | FY93 | FY% | FY95 | FY96 | FY97 | FY98 | FY99
Total Revenue 8.75% | 8.62% | 8.83% ] 9.19% | 9.37% |10.50%|11.67%]|11.92%(12.14%]11.92%|12.22%|12.13%(11.34%
Tax Revenue 7.16% | 7.31% | 7.42% | 7.84% | 7.65% | 8.54% | 9.52% | 9.59% | 9.49% | 9.40% (10.03%]12.13%(11.34%

-Igg:ielnditur o 15.57%]|14.87%(16.36%|16.89%15.08%]15.36%(15.88%|17.60%17.61%(16.77%16.80%|16.49%]16.85%
E;Jg(;iture 7.34% [ 7.92%| 9.35% 9.14% | 8.76% | 8.71% | 8.98% | 8.88% [ 8.80% | 9.08% | 8.93% | 9.36% | 9.65%

nnual
’éevelopment 8.23% | 6.95% | 7.01% | 7.75% | 6.31% | 6.65% | 6.91% | 8.72% | 8.80% | 7.70% | 7.87% | 7.13% | 7.20%
Plan

"Budga Deficit 6.82% | 6.25% | 7.53% | 7.70% | 5.70% | 4.87% | 4.22% | 5.68% | 5.46% | 4.85% | 4.58% | 4.37% | 5.51%
"Locd Currency

Financing 3.71%| 3.37% | 3.01% | 3.60% | 2.75% | 2.90% | 3.34% | 4.74% | 5.12% | 4.66% | 4.85% | 4.41% | 4.51%
[Project Financing 4.53% | 3.58% | 4.00% 4.15% | 3.56%| 3.75%| 3.57% | 3.98% | 3.68% | 3.04%| 3.02%] 2.72% | 2.68%
D:‘S’bursement 9.06% | 8.58% | 8.13% | 8.08% | 7.41% | 6.78% | 6.92% | 6.05% | 5.97% | 4.53% | 4.51% | 3.67% | 4.25%
'Efrffngr‘jgmcy 3.71%| 3.37% | 3.01% | 3.60% | 2.75% | 2.90% | 3.34% | 4.74% | 5.12% | 4.66% | 4.85% | 4.41% | 451%
[Project Financing 4.53% | 3.58%| 4.00% 4.15% | 3.56% | 3.75% | 3.57% | 3.98% | 3.68%| 3.04%| 3.02% | 2.72% | 2.68%
"’S:E’mrmmt 9.06% | 8.58% | 8.13% | 8.08% | 7.41% | 6.78% | 6.92% | 6.05% | 5.97% | 4.53% | 4.51% | 3.67% | 4.25%
"'I;iorf:ngr‘jge“"y 45.01%|48.55%|42.95%|46.41% [43.59%|43.66%|48.29%|54.38% |58.17%|60.50%|61.66%|61.82%|62.71%4

Project Financing54.99%|(51.45%(57.05%(53.59%|56.41%)]56.34%|51.71%]|45.62%|41.83%|39.50%|38.34%(38.18%|37.29%

Total Credit to
Government

Source: Economic Survey (2000) and Economic Trends (Various I ssues)

4.58% | 4.81% [ 4.00% | 4.61% | 4.73% | 6.49% [ 7.20% | 6.79% | 6.95% | 7.23% | 8.02% | 8.51% | 9.15%

Figure 3.6: Structure of ADP Financing
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External Balance
It is obvious that Bangladesh in the pre-SAP period had only limited integation with the world
(Table — 3.10). The export was only 7.4 percent of the GDP. The post-SAP period experienced a
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modest increase of 12.7 percent of GDP. The overall export's contribution to GDP was only 9.7
percent which was far from satisfactory given the success of the export-led countries in the recent
past.

On the other hand import had been robust for the whole period (19 percent of the GDP for the
whole two decades). In recent times import has been rising, and has created a pressure on the
country's foreign exchange reserve.

Table 3.10: External Balances

(as percent of GDP)
BALANCE OF
“PAYMENTS FYy87 [ FY88 | FY89 | FY90 [ FY91 | FY92 | FY93 [ FY94 | FY95 | FY96 [ FY97 | FY98 | FY99
Merchandise
Imports 14.899915.629016.45%916.78%914.85%914.80%916.81%916.27%920.04%921.80%421.80%922.09%422.18%

||Primary Goods  |2.66% [3.93% |2.97% | 2.61% [2.72% | 2.24% | 1.92% [1.79% | 2.98% | 3.22% [1.87% | 2.38% | 4.00%
||Industrial Goods (2.03% |2.49% |2.74% [2.53% | 2.95% | 2.86% [2.63% | 2.77% | 3.17% [3.38% | 3.97% | 3.36% [3.05%
||Capita| Goods  |4.86% [5.70% |5.21% [5.78% |5.26% | 5.42% [5.56% |5.05% |5.80% [6.17% | 5.90% [6.08% |5.45%

&egg:‘;”dise 6.10% |6.44% | 6.30% | 6.80% | 7.35% | 8.39% | 9.84%6 [9.84% [11.939412.18%{13.479415.19%{14.73%
Traditional 1.69% | 1.50% | 1.47% | 1.44% | 1.31% | 1.13% | 1.30% | 1.35% | 1.55% | 1.49% | 1.60% | 1.47% | 1.17%
Non-traditional |4.41% |4.94% | 4.83% |5.36% | 6.03% | 7.26% | 8.54% | 8.49% [10.38%10.69%{11 879413 719413.5674
h']itoﬁqaeaor 2.88% |3.43% | 3.42% |3.02% | 3.18% | 3.73% |4.00% | 4.72% | 4.76% | 4.61% | 5.06% | 4.86% | 4.35%
I‘F’{V(e%'i‘graice 3.96% |3.86% | 3.76% | 3.38% | 3.27% | 3.58% | 3.90% | 4.23% |4.11% | 3.82% | 4.49% | 4.41% | 4.73%
[Exchange Rate | 30.63 | 31.24 | 32.14 | 32.92 | 35.68 | 38.15 | 39.14 | 40.00 | 40.20 | 40.84 | 42.70 | 45.46 | 48.06
“g;‘t‘i Exchange | 161311003 | 1063 |1000| 982 | 922 | 917 | 912 | 924 | 921 | 96.7 | 1041

Terms of Trade
Bangladesh as a part of the adjustment process has unilaterally liberalised its import regime.
There has been a frequent claim that the liberalisation process has been quite rapid given the
country’s sate of industrialisation.

The aim of any trade strategy is to achieve terms of trade in favour of the domestic produces.
During the 1990's, the terms of trade has declined compared to pre-SAP period. There has been a
negative terms of trade in FY 99.

Figure 3.7: Changein Termsof Trade in Bangladesh
(% change over previous year)
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This follows to examine whether the terms of trade has any considerable influence over export
and import behaviour of Bangladesh. An econometric exercise shows that export price eaticity is
positive and statistically sgnificant, implying that any deterioration in the terms of trade may
jeopardise the development efforts of the country.

The exercise also shows that real exchange rate does not have considerable statistica
sgnificance, pointing to the fact that the traditional exchange management policy may have failed
to exert the required influence over the export behaviour.

Box 3.3: Export Deter minants

The foll owi ng exercise shows that export price elasticity is positive and al so
it is statistically significant. This inplies that any deterioration in the
terms of trade may seriously jeopardise the developnent efforts of the
country.

LEXPORTS = -2.164 + 2.89 LEXPORTS PRI CE | NDEX Adj-R® = 0.58
(4. B5%**)
LEXPORTS = 23.03 + 1.72 LEXPORTS PRI CE | NDEX — 4.29 LREER

(2.86%*) (-1.77)

Adj-R? = 0.72

The price that domestic producers face my be inportant
determinant of the trade balance of the country. The sinple
exerci se shows that real exchange rate does not have consi derabl e
statistical significance. Thus the traditional exchange policy
may have failed in influencing the export behaviour.

Current Account Deficits
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During the mid-1980s the current account deficit moved around 9-10 percent of the GDP (Figure
3.8). There have not been any secular patterns in the current account balances, though on the
average the current account deficit has been declining (Figure — 3.9).

Figure 3.8: Current Account Deficit as Per centage of GDP

0.00 1
-2.00 1
-4.00 1
-6.00 1
-8.00 T

-10.00 1
-12.00 1
-14.00
-16.00

Figure3.9: Trend in Current Account Balance
CAB

-10 41

-12 +

-14 4

5 Observed

-16 9 Linear
0 10 20

Sequence

Foreign Exchange Reserve
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Figure 3.10: FOREX Reserve (as % of GDP) and Change in Foreign Reserve (as % over
previous year)
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Persisting current account deficit exerts a pressure on the foreign exchange reserve of the
country. The first half of the 1990s was marked by an unprecedented build-up of externa
reserves. The development can be interpreted as a result of implementation of stabilisation
policies. But this also signifies that economy stagnated from severe demand management
policies. The situation however changed after 1994-1995. During the late 1990s there have
growth in the foreign exchange reserve appears to be in declining territory.

Public Resource Mobilisation

Revenue Growth

There has been a persistent fiscal deficit in Bangladesh throughout the two decades. The gap has
remained, though it has been closed in the last decade, indicating two problems. First, the gap
was financed through borrowing from the banking sector, pressurising on the private sector
investment credit availability. The gap was also financed by external assistance, accruing a
heavy debt and interest paymert. Secondly, the persistent gap weakened the government's ability
to invest in the priority sectors like social sector and infrastructure.

The tota revenue collection as percent of nominal GDP could not reach a two-digit figure in
last two decade (Table-3.11). The direct or income tax remained quite an insignificant part of the
total tax receipt for Bangladesh. It has stagnated around 15 or 16 percent and the direct tax receipt
has been declining in the later half of the 1990s. The indirect tax such as sypplementary tax, import
tax and vaue-added tax have filled the gap while the direct (and progressive tax) have not been able
to establish its foothold.

The value added and supplementary taxes have been the mgjor share of total tax collection after
the introduction of these tax components in 1992. In-post 1995 these taxes have contributed to
around 50 percent of the total collection. It is argued that these taxes have been regressonary in
nature because these are levied on commodities.

Table 3.11: Tax as Percentage of GDP and its Breakdown
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YEAR FY81-FY85|FY86-FY90|FY91-FY95(FY96 |FY97 | FY98|FY99
Tax as % of GDP 6.90 6.80 8.42 874 | 891 | 8.838 | 8.48
Income Tax as % of Total Tax 14.55 15.49 17.65 13.48|13.32114.21]15.90
||Cust0msTax as % of Total Tax 43.09 42.43 35.68 33.18|32.10(33.01(31.98

Public Expenditure

Public expenditure reform has been another area where SAPs were actively pursued. One of the
main criticisms against demand management policy is that the austerity policies have cut back
government expenditure in important development sectors.

Over the years, revenue portion of the government budget has shown increasing trend. Revenue
budget mainly comprises of the spending on current costs of running the government that is the
sdary of government servants and corresponding line items. On the other hand development budget
has been curtailed compared to the pre-SAP period.

Table 3.12: Government Expenditure

(as percent of GDP)

YEAR FY81-FY85|FY86-FY 90| FY91-FY95|FY96 | FY97 |FY9s|FY9o
Revenue Budget 6.2 8.4 8.8 9.08 | 893 | 9.36 | 9.58
[Development Budget| 9.0 7.6 75 770 | 7.87 | 713 7.15

Monetary Sector

The demand side management calls for a contraction in the growth of the monetary aggregates.
The monetary contraction mainly aims at curtailing the resour ce imbalance or shortfal in the
economy and inflation, if it stands out to be very high and out of control. Targets for monetary
and credit expansion are fixed on the basis of the IMF financial programming model so as to
control domestic inflation and maintain external sector balance. The credit to the public sector is
also restrained to check symptoms of crowding out. The record shows that aggregate demand
management succeeded to a certain extent in containing the fiscal and external deficits at a
manageable level.

The monetarist model used by the IMF assumes a fixed velocity of money, but velocity of
money has changed over time. This calls for a more structuralist view in managing the monetary
sector. Empirical studies on Bangladesh context show that moretarist approach aone cannot
explain inflation behaviour in Bangladesh and that structuraist concerns such as cost-push pressure,
wage-indexation are relevant aswell.

The inflation came down from its double digit history in the 1980s to as low as 2.5 percent. A
relative high inflation year of 1999 can be attributed for the preceding flood year. The demand
management policy has been credited for containing inflationary pressure. It may be argued that the
lack of inflationary pressure stems from infavourable terms of trade enjoyed by agriculture as the
accompanying chapter shows that crop sector profitability has declined since agriculture's
weightage in inflation basket is high.

On the other hand, low inflation rate however characterises that the economy may well be
facing a short run recession. As the government is discouraged to appropriate credit from the
banking system there is reason to believe that a potential investment fund may be unduly built up in

the banking system.
Table 3.13: Money and Inflation
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FY81-FY 85 FY86-FY90 | FY91-FY95 FY96 FY97 FY98 FY99
Money Supply
INarrow Money 20.18% 8.79% 15.75% | 9.71% | 4.8%% | 4.76% | 857%
lQuasi Money 33.45% 2041% | 1281% | 7.60% |13.56% |12.48% | 14.50%
Broad Money 26.98% 16.18% | 1366% | 8.26% |10.82%|10.17% |12.81%
Total Domestic Credit 25.19% 13.99% 048% | 20.42% |13.68% | 12.64% | 13.06%
Government 16.21% 3.87% 2008% | 36.76% |27.05% | 15.65% | 21.32%
g;zgrmb"c 17.07% 0.44% 001% | 11.74% | 7.15% | 6.40% |-3.67%
Private Sector 37.64% 18850 | 10.99% | 19.18% |12.15%|12.99% |13.76%
Income Velocity -7.84% 3.71% 319% | 0.00% | 0.00% | 0.00% |-3.57%
Net Domestic Asset 27.11% 15.24% 7.83% | 22.70% |13.16% |11.33% | 15.38%
Net Foreign Asset 3145250 | -818% | 111.09% |-35.63%|-2.84% | 3.80% |-5.76%
Wnﬂmmn
CPl 11.88% 8.76% 555% | 6.65% | 2.52% | 6.99% | 8.91%
WPI (Agri) 13.25% 7.62% 357% | 5.73% | 0.31% | 55%% | 8.64%
WPI (Ind) 9.45% 5.56% 453% | 481% | 1.30% | 3.99% | 2.54%
GDP Deflator 11.86% 8.18% 541% | 573% | 1.47% | 437% | 7.00%

Although a priori gross domestic product, import price index and broad money supply are
assumed as important determinants for inflation, an econometric estimate shows that three variables
are statisticaly insignificant, similar results were found in the past literature as well. Thus monetary
hypothesis of inflation may not be an appropriate model in Bangladesh context, contrary to the
orthodox policy of inflation targeting, it may be said that a high growth rate could be conducive to
maintain a low inflation rate in Bangladesh. The adverse effect (if there is any) of money supply
may be contained by a higher economic growth.

Box 3.4: Inflation in Bangladesh

A inflation nodel, follow ng equations used in Rahman and Shilpi, is estimted
for FY81-FY99.

I NFLATI ON = 10.32 — 0.000033 GDP + 0.071 | MPORT PRI CE

(-1.55) (1.31)
+ 0.000059 M2
(1.14) Adj-R? = 0.54

Gross donestic product, inmport price index and broad noney supply a priori are
i nportant determnants for inflation. The present estimate however shows that
all three variables are statistically insignificant. Simlar results were
found in the past literature as well. Thus nonetary hypothesis of inflation

may not be an appropriate nodel in the present context.
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The Figure 3.11 shows monetary expansion in the economy over the last two decades. All three
variables have indicate a declining trend over the two decades. Narrow morey has been quite
volatile over the time. Broad money had a jump in the mid-80s yet it showed a stable decline up
to recent time. Overall monetary assets had also a stable-declining trend over the period except
for some ups and downs in the mid-80s.

Figure 3.11: Growth in Monetary Aggregates
GR_M1 GR_M2

0 10 20 0 10 20

Sequence Sequence
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Though there is no formal automatic wage indexation in Bangladesh, wages and saaries adjust
upwards with increases in the cost of living albeit with a lag. Thus in reality the wage-price
behaviour reveas indexation. It can be argued that tight monetary policy combined with
continuous exchange rate depreciation as a strategy to improve the balance of payments is
rendered much less effective in the presence of structural inflation and wage indexation.

Decomposition of Output
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Conventional wisdom suggests that dynamics of an economy is captured by the structural
transformation, in which industria sector dominates in terms of share of its contribution,
followed by growth in service sectors.

It is quite obvious that share of agriculture has to decline (Table — 3.11). The contribution of
agriculture has remained at almost one-third of GDP. A comparison of the contribution of the
industrial sector between the pre and post-SAP periods shows that the sector’s contribution to
GDP only increased by 0.9 per cent. During the two decades industry entailed only 10.4 per cent
of the GDP.

The contribution of large-scale industries has been rising while those of small-scale industries
have gradually eroded. Contributions of construction and power have increased in the GDP. The
transport sector contributed positively at a meagre rate of +0.7 percent in last twenty years.

Table 3.14: Sectoral Breakdown of GDP

YEAR FY81-FY 85| FY86-FY 90| FY91-FY 95|FY96|Fyo7[Fy9s|Fy 9o
Agriculture 43.20 39.00 3556 |32.20|32.40]31.60|31.60
Industry 10.22 9.86 1052 |11.30[11.10]11.50[11.20

Large 5.34 5.54 650 | 7.40|7.20|7.60|7.50
Small 4.88 4.32 400 [3.90[3.90(3.90]3.70
Construction 492 5.82 616 | 630620 |6.30] 630
Power 048 0.84 160 | 200|190 | 1.80 | 1.80

Transport 10.96 11.76 11.92  [12.10[12.20]12.30[12.40
Trade 9.40 9.16 918  |10.00]10.10]10.20{10.30
Housing 8.10 7.80 752 | 940 7.20]7.10] 7.00

lPA/Detence 2.78 4.02 474 | 520530550560

[Banking 1.66 2.08 182 |180[180|170] 170

[Professional 8.28 9.66 11.04 |11.70[11.80]12.00[12.10

Overall Performance of the Economy

The following exercise has been carried by fitting growth patterns of different sectors. It is
interesting to note that some the major performers in the economy are power (14.44 per cent) and
mining (30.66 per cent). However, these sectors comprise only a very small part of the GDP.
Agriculture achieved only a modest growth rate of 2.22 percent. Other good performers have
been public administration and defense which is termed as non-productive sector of the
economy. Industry acquired a growth rate of 4.9 percent (Box — 3.5).

Box 3.5: Growth by Different Sectors
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Dependent M h Rsq d.f. F Si gf b0 bl

AGRI CULT GRO . 920 17 196.54 .000 11.9264 . 0222
I NDUSTRY CGRO . 963 17 443.81 .000 10.3728 . 0490
LARGE_SC GRO .971 17 568.11 .000 9.6732 . 0652
SVALL_SC GRO .942 17 278.37 .000 9.7147 . 0256
MNNG GRO .794 17 65.51 .000 . 1537 . 3066
TRADE GRO .933 17 235.14 .000 10. 3062 . 0447
CONSTRUC GRO . 983 17 990.61 .000 9.6741 . 0591
TRANSPOR GRO . 982 17 907.92 .000 10.4525 . 0517
HOUSI NG GRO . 998 17 9205.62 .000 10.2172 . 0339
PA_DEFEN GRO .978 17 769.02 .000 9.0444 . 0870
POVER GRO .971 17 575.41 .000 7.0748 . 1444
BANKING GRO .914 17 180.22 .000 8.6679 . 0443
PROFESSI GRO . 999 17 21072.0 .000 10.1481 . 0674

The exercise reveds the fact there has not been any significant structural change in the
economy. Unproductive sectors had a higher growth rate compared to the productive counterparts.
Thus Bangladesh is yet to exploit the productive capacity of the economy.

34  Observations

The Bretton Woods Ingtitutions — Bank and Fund - have established themselves in Bangladesh as
principal lender and purveyor of policies due to structural weaknesses of the polity and the
economy.

In the wake of severe resource imbalance, a military government of Bangladesh
contracted to the BWIS economy-wide policies footed on neoliberal orthodoxy, resurrected in
the changed global politico-economic climate. The minima national input, restricted
negotiations near zero consultation with the public representative and no participation of public
in the design of reforms having impacts and implications over their lives rendered the process to
adegree of an ‘orphan status,” as equally illustrated by party in power and the opposition though
they have been pursuing such policies. The framers of the ‘one-size-fits-all’ policies decried for
lack of desired outcome due to failure in the process of implementation. Is it not paradoxical that
government, diagnosed as ‘ source of all distortions’ and asked to ‘downsize’ were faced with the
demand for widespread and complex reforms? should it be irrational to say the inability to
implement also lie with the design; why one has designed such reforms which can not be
implemented?

The SAP package aimed at fostering economic growth through policies of deregulation
and liberalisation, centring on the private sector, with a squeezed government having negligible
economic role.

There has been a one per cent higher output expansion over the pre-SAP period. The
recent performance of the economy has been attributed to a bumper yield in the agricultura
sector, implying weakness in making inroad towards structural transformation.

The recent stagnation in the savings rate is a matter of concern and the public resource
mobilisation has been far from desired level . Total revenue collection as percent of nominal
GDP could not reach a two-digit figure in last two decade. The direct or income tax remained
quite an insignificant part of the total tax receipt for Bangladesh. It has stagnated and the direct

32




tax receipt has been declining in late 1990s. Import liberalisation, in the absence of a
strengthening of domestic tax efforts may also have adversely affected domestic savings.

There is a saving-investment gap. The orthodox approach of downsizing or near halt of
public investment in economic activities have not been able to bring dynamics to the economy as
the econometric exercise shows that public investment is the major determinant of investment in
Bangladesh.

The aim of any trade strategy isto achieve aterms of trade for domestic produces. During
the 1990's, the terms of trade declined compared to pre-SAP period. Deterioration in the terms of
trade may serioudly jeopardise the development efforts of the country, as an exercise shows that
export price elasticity is positive and statistically significant. Another exercise shows that the
traditional exchange management policy followed in the country may have not been able to steer
influence over the export behaviour. Monetary hypothesis of inflation may not be an appropriate
model in Bangladesh context. The demand management policy has been credited for containing
inflationary pressure. It may be argued that the lack of inflationary pressure stems from
unfavourable terms of trade in agriculture due to decline in aop sector profitability as food
carries a significant weight in inflation basket.

During the last two decades industry entailed only 10.4 per cent of the GDP. The large
and medium seal industries have grown. The contribution of small-scale industries has gradually
eroded.

The reform package contains a host of structural and ingtitutional policy measures which
are desirable, but the thrust of the package and the process which was followed in designing the
such package, the part of the design itself are not beyond contest. Notwithstanding it may be said
that the assumptions based on which the policies are put in practice are far from realities. The
dogmatic followings of neoliberal articulations ignoring structural as well as Keynesian tenets
which may not promote growth of a developing country like Bangladesh. Moreover, the role of
state needs to re-designed especialy in view of segmented and incomplete market structure.
There is no denying the fact that market needs regulation and role of the institution should be a
matter of high priority in the wake of pervasive misgovernance.

A forward-looking strategy requires to be crafted with the inputs of stakeholdersin order
to ensure ownership of such agenda. It is recognised that the development partners may provide
resources to the endogenously owned and designed development plans. instead of having
Separate country assistance strategy of their own.

The major goal of Bangladesh development agenda should be reduction of poverty. The
basic e ements of the agenda as articulated by the stakeholders should include:

. creation of employment through increasing productive capacity of the economy,
improvement in domestic resource mobilisation using progressive tax structure to
contain the extra demands for external assistance and higher allocation to socia
sectors in order to ensure equitable quality of life
rekindling of sufficient growth to prevent contraction and restore conditions for
sustainable growth
sustaining of a socia consensus through provision of adequate insurance and
targeted safeguards for reversing differentiated impacts, especialy for the
disadvantage
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Annex Table 3.1: IDA Loans. Commitment, Disbursed and Repaid by Sectors

1970s figuresin million USH
1980s and 1990s figuresin million SDR

REF. SECTORS FY72-FY80 FY81-FY85 FY86-FY0 FYOL-FY%5 FY96-FY99
Tota Loan ; Tota Loan ; Tota Loan } Tota Loan } Tota Loan )
Loan | Disbursed | "39 | | oo | Dispursed | R | Loan | Disbursed | R | Loan | Disbursed |R®39| Loan | Disbursed [P
| Flood Management 15728 | 15728 | 3073 | 14378 | 14378 | 7.62 | 21211 | 21211 | 271 | 11250 | 10618 19080 | 146,00
(1030) | (1030) | 9.25) | @03y | 727y | @9y | (1418 | @a26) | (229 | (1145) | (1238 1023) | (3449
1 lnfrasructureand Highway | 15251 | 15251 | 37.00 | 42886 | 1011.86 | 4480 | 47053 | 46253 | 6.18 | 36280 | 29868 101234| 674
” niresucture andtigWay | “999) | (0.99) | (114) | (3075) | (51.15) |(2300) | 3146) | (3L09) | (5.08) | (3692) | (34.82) (5425 | (159
W imports 54045 | 54945 | 7108 | 32360 | 32360 | 1989 | 18670 | 18670 | 5.60
3599) | (3599 |(2139) | (2320) | (1636) |(1021) | (1248) | (1255) | (4.60)
Vv findustry 6780 | 6780 | 678 | 2443 | 2443 | 129 | 16005 | 16905 | 334 | 5608 | 56.08 3190 | 067
@ady | @448 |@od | @75 | @23 |66 | (1130 | (136 | 274) | G7Y) | (6.59) w7 | (0.16)
CoodCareal 5127 | 5127 | 1130
o 336) | (336) | (340)
VI lEducation 6696 | 6696 | 1079 | 9231 | 9231 | 424 | 9334 | w3 4950 | 3427 11810 | 559
439) | 439 |32 | 662 | @6n |18 | 624 | (6.27) G504 | (399 633 | (132
Vil Mechnical Asstanthi 2150 | 2150 | 370 | 5703 | 5708 | 3.39 1830 | 17.89
COMCAASSATIND | 141y | @41 | @11 | 409 | @88 | (@74) (186) | (209
Vil Debt Lisbilit 3745 | 3745 | 880
ebt Licbilities @45 | (245 | (265
X |Population/Health 4584 | 4584 | 661 | 330 | 330 | 030 | 7540 | 7540 | 264 | 17330 | 14338 18550 | 5622
@00 | 300) |@e9) | 024 | ©1n |©15) | 5os | on) | @1 | @763 | @671 @94 | (1325
X |RurasAgricuiture 25646 | 25646 | 4315 | 20350 | 20350 | 1333 | 6529 | 6520 | 130 | 10606 | 97.34 15877 | 7167
(1680) | (1680) |(1299) | (1460) | (1029) | (684 | (437) | (439 | (1o7) | (1079 | (1135 @®51) | (1690)
i [Finance 2147 | 2147 | 408 | 1941 | 1041 | 165 | 13270 | 13270 470 | 470 7270 | 5282
@a)) | @4y | @23 | @39 | 098 |85 | @87 | (892 048 | (0.58) 390) | (1245
o 152648 | 152648 | 332.25 |1394.80| 1978.26 | 194.79 | 1495.67| 1487.62 | 121.76 | 982.71 | 857.88 1866.00 | 424.15
(100.00) | (10000) [(100.00)|(100.00)| (100.00) |(100.00)|(100.00)| (100.00) |(100.00)(100.00) | (100.00) (100.00) | (100.00)

Source: Flow of External Resourcesin Bangladesh (As of June 30, 1999)
Note: Parenthesisfiguresarein percentage.



CHAPTER 4: IMPACTSOF TRADE AND INDUSTRIAL PoLicY REFORMSON
INDUSTRIAL CAPACITY AND EMPLOYMENT™Y

4.1  Introduction

The trade and industrid policy reforms centred on trade liberdisation in the belief that regular
supply of imported inputs at cheaper prices, together with competition from imports, would goad
the manufacturing sector to move at a faster pace. The mgjor objectives of trade and industria
policy reforms, as reflected in the PFPs and summarised in the Table - 1, were: achievement of
efficiency in the traded goods sector, facilitating import of industrial inputs to encourage industrial
production, providing free trade status for exporters, provision of export credit and encouraging
growth and diversification of non-traditional exports. These objectives were to be achieved through
pursuing strategies such as: rationaisation of the import regime, reducing customs duty rates,
reducing levels of effective protection, ssimplification of the tariff structure and removing specia
tariff concessions and exemptions, import liberalisation and elimination of export subsidies.

The major thrust of reform was to stimulate export growth through reducing and eventualy
eliminating the anti-export bias of trade policy i.e. reduction of effective protection to low levels.
No target level of effective protection consistent with the level of Bangladesh’'s economic
development was determined in the Bank-Fund strategy. The doners advice was, though, to bring
down effective protection to those prevailing in internationally competitive developing countries,
presumably the East Asan and Southeast Asian countries. This reflects a perception which ignores
the socio- politico-economic peculiarities of Bangladesh. Furthermore, the possibility of differentia
impacts of reform on different manufacturing sub-sectors (according to size), with obvious
implications for employment and poverty, was apparently not taken into consideration while
designing trade policy reform.

Table4.1: Summary of Structural Adjustment Policies Related to Trade and Industry

POLICY OBJECTIVES STRATEGIES AND MEASURES TIMING OF
MEASURES

Investment sanctioning Liberalise and simplify investment procedures 1986/87
onward

Tariff reform: Improve Rationalise import regime Ongoing™

efficiency in traded goods

Reduce and narrow the band of net effective level of | 1986/87-

protection for textiles and steel on the basis of TIP study 1988/89

Reduce disparities of Reduce level and rationalise structure of tariffs in the textile, | 1987/88

effective protection steel and engineering, chemical and electronicsindustries onward
Reduce maximum customs duties to 20% for raw materials, | 1987/88
75% for intermediate goods and 100% for finished goods onward
Continue reducing number of rates of customs duty and sales | 1987/88
tax onward
Reduce maximum tariff rate (other than for specified luxury | 1990/91
goods) to 100%

Further action to be taken to reduce maximum tariff rate and | 1992/93

10 This chapter bases on the background paper prepared for SAPRI, Rashid (2001).
11 «Ongoing” without the year marked within the parentheses refers to reform measures that have started before the
PFP for 1986/87-1988/89.
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compress duty schedule. One-fifth of items with rate above | onward
100% were reduced to 75%. Further action needed.
Simplify tariff schedule to a 6-digit level of classification and | 1991/92
reduce number of different tariff ratesto no more than six
Curtail special concessions and exemptions on customs | 1990/91
duties and sales taxes onward
Import restrictions Eliminate negative and restricted lists for industrial imports, | 1986/87
Facilitate import of raw except for items controlled for reasons of religion and public | onward.
materials, intermediate goods | safety and asmall number of highly sensitiveitems. Complete by
and capital goodsto July 93
encourage industrial
production
Phase out requirement that barter facilities must be fully used | 1987/88
before imports under any other financing sources are allowed
Industrial export promotion Remove restrictions on all required imports for direct and | 1986/87
Provide free trade status for indirect exporters
exporters
Simplify procedures for obtaining duty exemption/drawback | 1986/87
and grant autonomy onward
Provide additional infrastructure for Export Processing Zone | 1986/87
onward
Ensure improved export Prepare and implement plan to strengthen provision and | 1987/88
credit finance guaranteeing of export credit
Promote backward linkages Extend coverage of back to back leters of credit to al | 1987/88
products and all indirect exporters
Encourage growth and Eliminate all export subsidies other than on jute in 1989/90 | Ongoing
diversification of non- and phase out jute subsidies 1990/91-
traditional exports 1992/93)
Remove all import restrictions on items reguired by exporters | 1990/91
Extend bonded warehousing facility to all exports 1990/91
Exchange rate management Exchange rae management will remain flexible to improve | Ongoing/
Strengthen the BoP position competitiveness and promote export diversification 1990/91
onward
Unification of dual exchange | Steadily increase the proportion of external transactions| 1986/87-
markets conducted in the secondary exchange market 1988/89
Narrow spread between official and secondary market rate to [ November,
2 per cent 1988

Source: Bhattacharya, D and Titumir, RA M (1998)

The Government of that period which resorted to the ‘shock therapy’ was also desperately
sriving to achieve political legitimacy. It is suggested that the attractiveness of quick-disbursing of
programme loans aure the government to contract to such policies in order to relieve pressure on
the balance of payments. According to commentators tis may have clouded the government's
judgement regarding the medium and long-term impact of import liberalisation on industrial growth
at atime when there was macroeconomic instability, an undeveloped financia sector, weak physical
and socid infrastructure, and a shortage and high prices of essentia supportive services like power,
transport, water, etc.

The private sector, in its consultation with the Bank, had reportedly argued that trade
liberalisation should proceed more dowly (World Bank, 1999). The Bank’s subsequent espousal of
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a faster pace of liberalisation indicates that the views of the major stakeholder apparently was not
taken onboard.

The following chapter presents an analysis of impacts of trade policy reform on industrial
capacity. Section 111 considers the impact of import liberdisation on employment and also contains
anaysis on impacts of exchange rate policy reforms. Concluding remarks are presented in Section
V.

4.2  Impact Of Trade Policy Reform On Industrial Capacity

The Speed of Liberalisation

Trade policy reform has focused on elimination of QRs, rationalisation of the tariff structure,
simplification of import procedures, exchange rate liberalisation and various measures to
stimulate export growth. These reforms were initiated in the early eighties with the support of the
IPCs the speed of liberalisation was accelerated in the nineties. The number of QRs has been
brought down from 239 H.S. 4-digit Codes in FY91 to 124 in the Import Policy for 1997-2002;
only about one-fifth of the current QRs have been imposed for trade reasons, the remaining ones
being applicable on nontrade grounds like health, national security, etc. The number of banned
items has been sharply reduced from 135 in FY90 to only 5 at present. The maximum tariff rate
has been brought down from 350 per cent in FY 91 to 37.5 per cent in FY 2000. The number of
tariff dlabs currently stands at five. The tariff structure has been further compressed through
reducing the number of end-user-based tariff concessions. The trade- neutral VAT was introduced
in FY94 and its scope and coverage has been further extended in FY2000. A mandatory PSI
system has been introduced in February 2000.

During the nineties direct export incentives have been further strengthened. The Specia
Bonded Warehouse (SBW) facility has been extended to al 100 per cent exporters and deemed
exporters. Import of raw materials and capital machinery have been made duty-free for 100 per cent
export-oriented industries. Cash compensation of 25 per cent f.0.b value of export is provided in lieu
of duty drawback and bonded warehouse facility. Exporters also enjoy income tax rebate, tax
holiday of 57 years or accelerated depreciation allowance at a rate between 80-100 per cent. The
celling for foreign currency retention by exporters has been increased to 40 per cent. Export
procedures have been smplified by alowing export without L/C but on the basis of a purchase
contract agreement, purchase order or advance payment.

Trade liberalisation has increased economic openness. The economic openness index ( the ratio
of the sum of exports and imports to GDP) has risen from 19 per cent in FY 91 to about 35 per cent
in FY99. The unweighted average customs duty rate has been reduced from 88.6 per cent in FY91
to 16.7 per cent in FY 2000. The unweighted average nomina protection rate for al tradables has
declined from about 87 per cent to 24.7 per cent during the above period. The average effective
protection has come down from 75.7 per cent in FY 93 to 24.5 per cent in FY 2000.

World Bank (1999a) has measured anti-export bias as the ratio of the effective exchange rate
(EER) for imports relative to exports. The EER for imports has been derived by adjusting the
nomina exchange rate for import taxes and the effect of exchange controls as reflected in scarcity
premia. The EER for exports has been derived by adjusting the nomina rate to incorporate the
effect of export promotion schemes. This measure is flawed to the extent that it does not take into
account the effect of import taxes on inputs. Since import taxes on inputs used by export industries
have been reduced at afaster rate than in the case of import-substituting industries, the World Bank
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methodology is likely to give an over-estimate of anti-export bias. Using this methodology the WB
has found that the policy bias in favour of producing import substitutes was about 26 percentage
points in 1997-98, declined from about 66 percentage points in 1991-92. Thisislikely to be an over-
estimate of the degree of anti-export bias. The anti-export bias has been reduced at a fairly brisk
pace; furthermore, the anti-export bias declined further in 1999-00.

The speed of import liberaisation has been faster in Bangladesh compared to South Asa as a
whole, as the calculations of WB (1999a) show. The ratio of post-reform average tariff to pre-
reform tariff, a good measure on the pace of liberalisation, was brought down to 0.26 in Bangladesh
during 1989-98 compared to 0.40 for South Asia as awhole (between 1985 and 1998).

Growth Performance of the Manufacturing Sector

The overal performance of the manufacturing sector, largely dictated by large manufacturing,
had improved in the 1990s, with an average annual growth rate of 6.6 per cent between 1992-93
and 1998-99. A declining trend in the growth rate is discernible (Table — 4.2). While the average
annual growth rate of large and medium industry during the period 1992/93-1998/99 was 8.2 per
cent, small and cottage industry grew at an average annual rate of 4.1 per cent.

While share of the large scae manufacturing in GDP shows a modest upward trend, the
opposite is the case with small and cottage industry. Offsetting movements in the shares of large and
smdl industry have resulted in a virtual stagnation of the share of the overall manufacturing sector
in GDP a a little over 11 per cent during the nineties, reflecting lack of dynamism for sustained
increase in manufacturing growth in the nineties.

Table 4.2: Growth Performance of the Manufacturing Sector
(at constant 1984-85 prices, percentage)

1992/93 | 1993/94 | 1994/95 | 1995/96 | 1996/97 | 1997/98 | 1998/99

Growth Rate:

Large & Medium 13.2 10.2 11.2 6.0 3.3 11.0 2.2
Small & Cottage 2.9 4.0 4.2 3.9 3.9 6.8 3.0
Total 9.1 7.8 8.6 5.3 35 9.5 25
Share of GDP:

Large & Medium 6.5 6.9 7.4 7.4 7.2 7.6 7.4
Small & Cottage 4.0 4.0 3.9 3.9 3.9 3.9 3.8
Total 105 10.9 11.3 11.3 11.1 115 11.2

Source: Bangladesh Bureau of Satistics

The increase in manufacturing growth reflected by BBS data is argued as an exaggeration of
reality due to peculiarities related to its annual estimation. ** Bakht (1995) re-estimated™® the QIP

12 The BBS often uses a guantum index of industrial production (QIP) which is based on production data collected
from about one thousand enterprises as the regular source of industrial statistics for medium and large industries, if
Census of Manufacturing Indugtries (CMI) is not available on time. The benchmark year manufacturing GDP figure
is extrapolated from the QIP to derive constant value added for the current year. The QIP is still calculated from
more or less the same set of enterprises as before, though the coverage of the CMI has been sharply increased to
about 24 thousand units from some 4000 units since 1988/89.
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and found that the growth rates calculated from BBS's QIP (shown in Table 2) are considerably
higher than the growth rates derived from the revised QIP (shown in Table 3). The estimate shows
improvement in the nineties compared to the eighties, such improvement is in al likelihood much
less striking than the growth rates derived from BBS' s QIP.

Table 4.3: Growth of the Manufacturing Sector

1990/91 | 1991/92 | 1992/93 | 1993/94

Rate of Growth of Large Mfg.%) 24 6.0 7.6 7.6

Adjusted Growth Rate of Large Mfg. Excluding RMG 17 4.1 5.0 4.8

Source: Bakht (1995)

The growth rate of the medium and large-scale sector is further diminished if the contribution
of the ready-made garments (RMG) is excluded (Table 4.3). The diminution in growth rate has
increased from 40 per cent in FY91 to 58 per cent in FY94. As the share of the RMG industry has
not declined in the post- 1993/94 period, the observed growth of the manufacturing sector in the
nineties can to alarge extent be tribute to growth of the RMG sector.

I mports of Capital goods and I ntermediate | nputs

The volume of imported capital goods can be used as a proxy to measure for investment
occurring in the industrial sector, particularly in the medium and large scale industry sub-sector
as capital goods sector in Bangladesh is till undeveloped, and heavily dependent on imported
capital machineries and equipments. The quantum and growth of imports of intermediate goods
can be used as an indicator to gauge degree of capacity utilisation in the economy. The growth
rate of capital goods import in FY90 was 55.9 per cent while the average annua growth rate
between FY91 and FY 98 was about 11 per cent (Table —4). Capital goods import experienced
negative growth in FY91, FY93 and FY 94 while the growth rate was only 0.2 per cent in FY 97
and 3.3 per cent in FY98. The average annual growth rate of imports of capital machinery and
parts during the period FY91 - FY 98 was 11.2 per cent, compared to a growth rate of 51.5 per
cent in FY90. The share of capital goods import in total import has come down from 18.7 per
cent in FY90 to an annual average of 16 per cent during the nineties. While an increase in
industrial capacity has occurred in the 1990s, this increase has not taken place in a sustained
manner (with the result that the share of capital goods imports in total imports has remained
more or less the same).

The average annua growth rate of imports of intermediate inputs between FY 91 and FY 98 was
nearly 8 per cent, compared to the growth rate of 4.8 per cent in FY90, indicating an increase in
capacity utilisation during the nineties. On the other hand, the observed decline in the share of
intermediate inputs import in total import between FY' 90 and FY 98 seems to suggest that either (i)
the rate of increase in manufacturing capacity utilisation outside the export enclave has been lower
than within the enclave or (ii) intermediate goods produced by local industries have to some extent
replaced their import. The first inference is supported by the rapid increase in bonded imports of
fabric by the RMG industry under the back-to-back L/C system and a large increase in imports by

13 Bakht (1995) re-estimated QIP using new industry weights, correcting for bias in the estimate of output growth
(by revising it downward using a ‘growth bias factor’ estimated on the basis of the 1989-90 CMI data), and
changing the base year to 1988-89.
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industries located in export processing zones (Table - 4.4). The average annua growth rate of fabric
import within the export enclave between FY 91 and FY 98 has been 19.6 per cent, with a clearly
discernible upward trend.

Table 4.4: Growth Rates of Imports of Capital Goods and Inter mediate | nputs

(Percentage)
1989/9 | 1990/9 | 1991/9 | 1992/9 | 1993/9 | 1994/9 | 1995/9 | 1996/9 | 1997/9
0 1 2 3 4 5 6 7 8

Excluding non-SBW bond, baggage and diplomatic
Intermediate 4.8 -2.3 3.8 -0.4 6.2 28.8 19.3 3.3 5.0
Inputs (35.7) | (305) | (339) | (314 | (31.1) | (276) | (287) | (29.0) | (27.9)
Capital Goods 55.9 -10.6 20.2 -11.2 -2.0 489 39.0 0.2 3.3

(18.7) | (146) | (188) | (155 | (142) | (146) | (176) | (172 | (16.1
a Capital | 515 -0.8 22.8 -18.1 -6.8 424 44.2 -9.4 15.2
machinery & | (132) | (115 | (151 | (115 | (10.0 (9.8 (12.3) | (109 | (113
parts

b. Other Capital 67.4 -34.4 10.7 17.0 11.7 64.6 28.3 224 -16.9

goods (5.4 (3.1 3.7) (4.0 (4.2 (4.5) (5.3 (6.4) (4.8)
Enclave

a B/B L/C SBW n.a 29.5 20.7 16.4 179 50.6 7.7 10.1 195
Fabric (16.9) (21.8) (23.7) | (26.0) (27.0) (21.7) | (23.3) (25.1)
b. Export | 113.3 25.0 26.1 68.9 420 63.0 32.6 53.6 22.8

Processing Zone (1.0) (1.1) (1.5) (2.3) (3.0) (3.4) (4.0) (5.9) (6.6)

Source: World Bank (1999)
Note: Figuresin parentheses indicate percentage shares of total imports

The growth of the percentage shares of imports of capital goods and intermediate inputs in
GDP can aso be used as an indicator of changes in industria capacity and its utilisation rate over
time. If imports of producer goods into EPZs are excluded, there has occurred an increase of alittle
over one percentage point in the share of capital goods import in GDP in 1993/94 in comparison to
1989/90 (Table-4.5). The share declined from 1.99 per cent in FY90 to 1.68 per cent in FY 94, and
began to rise in the second half of the nineties. The increase in the share of intermediate inputs has
been larger, the share rising from 5.68 per cent in FY91 to 9.2 per cent in FY98. If fabric imports
under the bonded warehouse system and imports into EPZ are excluded, the share of imported
intermediate inputs in GDP is significantly lower; more importantly, the share has registered a very
modest increase from 3.66 per cent in FY 91 to 4.83 per cent in FY 98.
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Table 4.5: Imports of Capital Goods and I ntermediate I nputs as Share of GDP

(Percentage)
1989/ | 1990/ | 1991/ | 1992/ | 1993/ | 1994/ | 1995/ | 1996/ 1997/98
) a1 2 93 Y} 95 9 97
EXCLUDING EPZ
Capital Goods 1.99 1.75 2.08 18 | 168 | 223 2.89 2.83 2.83
Intermediate Inputs 540 | 568 616 | 638 | 676 | 837 8.27 857 9.26

Capital Goods & | 7.39 743 8.24 818 | 844 | 1060 | 11.16 | 11.40 12.09
Intermediate I nputs

INCLUDING EPZ

Capital Goods & | 7.50 7.57 8.40 845 | 880 | 11.12 | 11.81 | 12.37 13.25
Intermediate I nputs

EXCLUDING SBW FABRIC & EPZ

Capital Goods 1.99 1.75 2.08 1.80 1.68 2.23 2.89 2.83 2.83
Intermediate | nputs 3.81 3.66 3.75 3.64 3.68 4.23 471 4.74 4.83
Capital Goods & | 5.80 541 5.83 5.44 5.36 6.46 7.60 757 7.66

Intermediate | nputs

Source: Rashid (2001).

Fifteen items at the H.S. Code 4-digit level within the sub-category ‘capital machinery and
parts which together constituted about 50 per cent of imports of capital goods between 1991/92 and
1995/96 have been listed in Bhattacharya (1996). Two categories of capita goods were found to
dominate this list: (a) equipment’s and appliances for power generation, and (b) machineries related
to textiles and ready-made garments. The second sub-category accounted for two-thirds of
incremental imports between 1993/94 and 1995/96 and for 103 per cert of the increment in imports
between 1994/95 and 1995/96, indicating that imports of machinery declined in some sectors in
1995/96 and growth has not taken in uniform manner rather concentrated on a few.

The Pattern of Growth of Manufactured Exports

Manufactured exports have grown at an average annual rate of 26.9 per cent between FY 91 and
FY 98 and manufactured exports dominated in total exports, with its share in total exports rising
from 92.3 per cent in FY91 to nearly 97 per cent in FY98. The ratio of manufactured exports to
GDP has risen from 5.2 per cent in FY91 to 11.7 per cent in FY98. If the ratio is compared with
the ratio of total manufacturing output to GDP, the importance of export-oriented manufacturing
in total manufacturing activity has rapidly increased in the nineties; at the same time the share of
import-substituting manufacturing output in total manufacturing output has rapidly declined over
time, reflecting a degree of dispersion among industrial sectors. The share of RMG (woven as
well as knit) in total manufactured exports has climbed from 54.6 per cent in FY91 to 75.8 per
cent in FY98, indicating that export-oriented manufacturing activity has concentrated in that
sector. The share of woven and knit garments in total export has increased from 50.5% to 73.3
per cent between FY 91 and FY 98.

One major nontgarment manufactured export, viz. jute textile, has experienced negative output
growth while tea and leather production has witnessed duggish growth. Between FY 92 and FY 98,
production of jute textiles has declined by 1.3 per cent (Table—4.6). During the same period, the
average annua growth rate of tea production has been 2.5 per cent, while tanning and finishing
leather output has grown at arate of 1.4 per cent. In case of fish and seafood, the average annud
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growth rate during the said period has been 1.6 per cent. By contrast, garments have grown at the
remarkable rate of 20 per cent per annum. Recalling that the quantum index of production of the
BBS s biased upward, it can be said that growth of the tea, leasther and seafood industries have been
weak and duggish during the nineties.

Table 4.6: Quantum Index of Production of Major Export Industries
(Base: 1988-89 =100)

BSIC INDUSTR | WEIG 1991- 1992-93 | 199394 | 1994-95 | 1995 | 1996-97 | 1997-93
CODE Y HT 92 9%
NO.
3213 Jute 14.07 81.69 87.52 82.75 83.46 79.46 80.13 80.59
Textile (7.2) (-5.4) (0.9) (-4.8) (0.8) (0.6)
3231 Garments 9.13 230.55 | 268.94 273.56 354.95 43998 | 507.10 | 644.89
(16.6) (1.7) (29.7) (24.0) (15.3) (27.2)
3126/27 | Tea 7.87 109.41 | 118.47 123.53 112.93 123.65 | 127.82 128.60
(8.3) (4.3) (-8.6) (9.5) (3.4) (0.6)
3241 Tanning & 2.49 92.97 108.72 123.44 126.77 174.46 | 100.84 | 102.25
Finishing (16.9) (13.5) (2.7) (37.6) (42.2) (1.4)
L eather
3114 Fish& Sea| 181 108.95 | 125.20 143.64 171.07 169.44 | 167.60 | 121.25
food (14.9) (14.7) (19.1) (-0.9) 1) | (-27.7)

Source: Bangladesh Bureau of Satistics
Note:  Figuresin parentheses are annual growth rates

State of I mport-substituting I ndustries

Some magjor import-substituting industries, viz., cotton textile, sugar and paper have experienced
regression in the nineties. During the period FY 92-FY 98, production of cotton, textile, sugar and
paper have shrunk by 24.2 per cent, 14.8 per cent and 48.0 per cent, respectively. By contrast,
pharmaceuticals, ‘bidi’ cigarettes, re-rolling mills, soap and detergent, and silk and synthetic
have experienced average annual growth rates of 13.6 per cent, 11.3 per cent, 8.4 per cent, 36 per
cent, 8.4 per cent and 17.2 per cent, respectively. On the other hand, the fertiliser industry has
grown at the modest rate of 2.4 per cent per year. The contraction of cotton textile (industry
weight =7.83), sugar (industry weight = 2.78) and paper (industry weight = 2.26), together with
modest growth of fertiliser (industry weight =11.34), have contributed to the inferred decline in
the share of import-substituting industries in total manufacturing output.

The contraction of output of both cotton yarn and cotton cloth may appear to be conflicting as it
was previoudy pointed out that spinning and weaving textile machineries were important imports,
reflecting creation of new capacities in the spinning and weaving sub-sectors. Although several new
spinning and composite mills were set up in the private sector in the early nineties, production levels
declined in most of the public sector textile mills, many of which are in the process of being
privatised. The decline in the production levels of public sector textile mills have more than offset
the production of private sector mills with the result that total output has declined.
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Table 4.7: Quantum Index of Production of Major Import Substituting Industries
(Base: 1988-89 =100)

BSIC | INDUSTRY | WEIGHT | 1991-92 | 1992-93 | 199394 | 1994-95 | 199596 | 1996-97 | 1997-98
CODE
NO.

3524 | Fertiliser 11.34 | 10857 | 128.28 | 148.02 | 13422 | 140.63 | 110.89 | 127.03

181 | @154 | (93 4.8 | (211) | @145

3211 | Cotton 7.83 11649 | 11211 | 10315 | 8447 | 8516 | 8413 | 88.27

Textile (-38) -80) | (181 | (0.8 (-1.2) (4.9)

I, Yamn 6.17 123.34 | 12351 | 117.78 | 100.14 | 103.79 | 102.22 | 107.76

(0.1) (-46) | (-15.0) | (3.6) (-15) (5.4)

I1. Cloth 1.66 91.01 | 69.74 | 4878 | 2626 | 1580 | 16.86 | 1585

(-23.4) | (-30.0) | (-46.2) | (-39.8) | (6.7) (-6.0)

3511 | Pharmac- 7.01 158.05 | 202.84 | 217.01 | 254.12 | 282.12 | 314.74 | 309.09

euticals (28.3) (7.4) (166) | (11.0) | (11.6) | (-18)

3143 | Bidi 3.85 190.09 | 221.91 | 247.37 | 289.04 | 299.36 | 310.18 | 339.95

167) | @15 | (168 (3.6) (3.6) (9.6)

3123 | Sugar 2.78 17812 | 170.89 | 201.76 | 24622 | 167.75 | 123.34 | 15171

-41) | (181 | (220) | (-31.9) | (-265) | (23.0)

3411 | Paper 2.26 103.08 | 104.74 | 10541 | 9663 | 9611 | 78.78 | 5357

(1.6) (0.6) (-8.3) (-05) | (-18.0) | (-32.0)

3141 | Cigarettes 2.10 88.98 | 8174 | 89.83 | 12336 | 11515 | 132.03 | 141.17

(-8.1) (9.9) (373 | (66 | (147) (6.9)

3713 | Re-rolling 101 58.72 | 66,54 | 11843 | 195.76 | 169.35 | 184.33 | 206.67

Mills (133) | (780) | (653) | (-135 | (8.8) (12.1)

3533 | Soap & 1.74 8217 | 9339 | 104.85 | 12655 | 13348 | 138.85 | 130.78

Detergent 136) | @123 | (207 (5.5) (4.0) (-5.8)

3214 | Silk & 1.59 102.99 | 119.97 | 132.70 | 128.46 | 164.47 | 188.84 | 227.07

Synthetic 165 | 106) | (32 | @80 | (48 | (202

Source: Bangladesh Bureau of Statistics
Note: Figuresin parentheses are annual growth rates

Trade Liberalisation and Developmentsin the Industrial Sector
There is no doubt that the availability of duty-free inputs, notably fabric, has helped the RMG
sector to flourish by enhancing the competitiveness of its products in the international market.
The procedure of duty-free import of fabrics and other garments accessories under back-to-back
L/C into specia bonded warehouses or the procedure of refunding duties paid on imported inputs
used in producing garments have evolved within the policy framework of trade liberalisation.
Trade liberalisation, to this extent, has indeed stimulated the growth of the RMG industry.
However, if duty-free import of inputs is considered as a selective, sector-specific export
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incentive, it is difficult to conclude that trade liberalisation has stimulated growth of the RMG
industry by reducing anti-export bias through a phased reduction of import duties. More
importantly, the MFA quota system and availability of cheap labour have been primarily
responsible for the growth of RMG exports from Bangladesh. The MFA quota system had
restrained exports from maor garments producing countries, and this had resulted in the
relocation of import supply to countries like Bangladesh, which had low wage rates.
Subsequently, the growth of the Bangladesh garments industry has also been sustained by the
MFA quota system. Access to duty-free inputs has certainly helped the process by making
Bangladesh’ s exports competitive.

Trade liberaisation is expected to stimulate export-oriented industrial growth by reducing the
anti-export bias through lowering the effective rate of protection (ERP) provided to an activity. The
ERP for jute textiles has been halved through import liberalisation and lowered to 48 per cent in
FY 98, yet this industry has experienced negative growth (Table-4.8). ERP for leather and leather
products has been brought down by 91 per cent, but the average growth rate of the industry has been
only 1.4 per cent: ERP for the industry in FY98 was only 8.8 per cent. On the other hand, effective
protection rate for the garments industry has been reduced by 72 per cent and was about 65 per cent
in FY 98 (i.e. higher than for jute textiles and leather), and the associated average annua growth rate
was 20 per cent. This shows a weak relationship, if one exists, between the level of effective
protection and the rate of industrial growth. Evidently, other important factors have been in
operation in determining the growth rate than import liberalisation.

Table 4.8: Changing L evels of Effective Protection for Major Export Industries

(Percentages)

SECTOR EFFECTIVE RATES OF PROTECTION (ERP) PERCENTAGE CHANGE
IN ERP BETWEEN 92/93
& 97/98

1992-93 | 199394 | 1994-95 | 199596 | 1996-97 | 1997-98

Jute textile 98.2 935 81.0 55.7 56.0 484 -50.7

Garments 237.2 130.0 84.1 53.7 574 65.4 -72.4

Tea 82.7 85.1 66.0 48.7 48.8 46.4 -43.9

Leather & Leather 98.6 87.3 42.3 20.7 15.8 8.8 -91.1

products

Fish 78.4 453 45,1 284 285 279 -64.4

Source: ERP estimates by Bangladesh Tariff Commission based on 1992-93 Bangladesh | nput-Output Table

There was a contraction in the production of cloth, although ERP stood at high rate of 86 per
cent in FY98 implying a decline in the utilisation of existing capacity: the level of protection may
not have been adequate for some of the enterprises whose level of efficiency was lower than that
required to compete successfully with imports. On the other hand, ERP in the case of the paper
industry has been brought down by 81 per cent, local paper production experienced regression. The
sugar (including ‘gur’) industry, ERP was reduced to 40 per cent (with areduction of 58 per cent in
the level of effective protection), also experienced negative growth. Although ERP for the
pharmaceutical industry was less than 1 per cent in FY 98, industry posted the impressive average
annua growth rate of 13.6 per cent due to some statutory control of import and regulatory insistence
for setting up of manufacturing units in the country.
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Table 4.9: Changing L evels of Effective Protection for Major Import-Substituting

Industries
(Percentages)
SECTOR EFFECTIVE RATES OF PROTECTION (ERP) PERCENTAGE CHANGE
IN ERP BETWEEN 92/93
& 97/98
1992-93 | 199394 | 1994-95 | 199596 | 1996-97 | 1997-98
Fertilizer -5.6 -2.2 -5.0 -3.6 -3.0 0.4 170.1
Cloth: Mill 189.7 147.5 131.6 98.0 110.2 86.2 -54.6
Pharmaceutical 15 -2.2 -2.5 -2.6 -1.4 0.7 -53.3
Sugar & Gur 96.3 423 52.3 51.1 51.4 40.0 -58.5
Paper 68.3 74.1 48.8 254 227 12.7 -81.4
Tobacco Products 133.6 69.9 89.7 85.0 86.7 81.9 -38.7
Steel & Basic 409 27.2 27.4 251 24.6 25.0 -38.9
Metal

Source: ERP estimates by Bangladesh Tariff Commission based on 1992-93 Bangladesh Input-Output Table

Arguably trade liberalisation is not a sufficient condition. Efficiency in production depends not
only on the level of import competition but also, on the state of business support services, adequate
supply of infrastructure, sufficient supply of skilled labour, easy access to credit on reasonable
terms, and above al, good governance. If these factors determining efficiency are absent or
inadequate, and manufacturing enterprises fail to enhance efficiency and competitiveness, and the
result would be their eimination or decline in the face of import competition unleashed by trade
liberalisation.

4.3  Impact of Trade Policy Reform on Industrial Employment
The section examines how trade liberalisation has impacted on employment in the industrial
sector and affected attainment of the declared goal of the government to have economic growth
with socia justice. In theory, unemployment will increase when (i) workers who are aready
employed get laid off, and (ii) when productive sectors of the economy are growing at a rate
lower than that required for absorbing new entrants into the labour force as well asfor providing
employment to retrenched workers. Viewed from this perspective, the impact on employment of
economic reforms including trade liberalisation can be more easily understood.

The number of unemployed persons has increased from 0.6 million in 1989 to 1.4 million in
FY 96 while employment has increased from 50.1 million to 54.6 million during the period. The
parald increase in employment and unemployment indicates that the labour force has grown at a
faster rate than the creation of job opportunities. Open unemployment had declined consistently
from 8.68 per cent to 1.18 per cent between FY 74 and FY89. However, the unemployment rate
increased to 1.96 per cent in FY91 and 2.50 per cent in FY96. Unemployment of women has
increased at afaster rate than that of men.
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Table 4.10: Trend of Total Unemployment

| LFS 1989 | LFS 1990-91 | LFS1995-96
Civilian labour force (million)
Male 29.7 311 34.7
Femal 21.0 20.1 21.3
Total 50.7 51.2 56.0
Unemployed population (million)
Male 0.4 0.6 0.9
Female 0.2 04 0.5
Total 0.6 1.0 14
Unemployment Rate (%)
Total 118 1.95 2.50
Male 135 193 2.59
Female 0.95 1.99 2.35

Source: BBS, Labour Force Survey 1989, 1990-91 and 1995-96

The observed increase in open unemployment has occurred during the period when the process
of import liberalisation was acceerated Firstly, industria restructuring to cope with import
competition together with privatisation of state- owned enterprises have led to labour shedding in
some large and medium enterprises in the manufacturing sector. The fact that female workers
increased vulnerability to enterprise restructuring partly explains the faster rate of unemployment
observed among women workers. Secondly, import liberdisation has adversely affected the output
growth of several large and medium - scale industries which compete with imports. Furthermore,
employment elasticities of manufacturing output have been falling at both the aggregate and sub-
sector levels during the 1990s. This also can be attributed to capital deepening by large and
medium-sized manufacturing enterprises in their effort face import competition through increasing
productive efficiency. Under these conditions, it is, though, expected that the rate of labour
absorption in the large and medium-scale manufacturing sector to decline, contingent upon
impressive output growth achieved by a few sdected industries, notably garments and
pharmaceuticals, has offset the decline in output growth of magor import-substituting industries. As
aresult, employment in the large and medium:-scale manufacturing sector as a whole has increased,
but sustainability of such employment creation is future suitability of garments industry in quota-
free trading regime, starting from 1 January 2005.

Sectoral Distribution of Employment

Absolute level of employment has fallen in the industrial sector between FY 89 and FY 96, from
7.8 million to 5.2 million, i.e. afall of 33 per cent (Table — 11). The contraction in employment
has been steeper for manufacturing industry, from 7 million in FY89 to 4.1 million in FY96. Asa
result, the share of manufacturing industry in total employment has come down from 14 per cent
to 7.5 per cent during the above period. Employment in large and medium-scale industry should
have increased in the face of a healthy growth of output, albeit concentrated in a few industries.
Hence, the sharp reduction in employment in the manufacturing sector has evidently occurred in
the small and cottage industry sector. A large part of this unemployment is likely to have taken
place in informal sector industries in both urban and rural aress.
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Table 4.11: Sectoral Distribution of Employment
(million workers

SECTOR LFS 1989 LFS1990-91| LFS 199596
Agriculture 326 (65.1%) | 333 (65.9%)| 34.5 (63.2%)
Industry 78 (15.6%) | 65 (12.9%)] 52 (9.5%)
Manufacturing 70 (14.0%)| 59 (13.0%)] 4.1 (7.5%)
Services 95 (19.3%)| 104 (21.2%)]| 14.8 (27.3%)

Source: Rashed (2001)
Note: Figures in parentheses are respective percentage shares in total
employment

Employment in Non-formal Sector

The predominance of the nonformal sector in employment generation in Bangladesh is
manifested by the sector accounting for about 88 per cent of total employment in the country in
FY 96 (Table- 12). The share of the informal sector in total manufacturing employment has fallen
radically from nearly 82 per cent in FY84 to only 4.6 per cent in FY96. This drastic fall in the
employment share of the informal manufacturing sector has been the result of a negative annual
growth of 18 per cent in employment in the sector.

Table 4.12: Estimated Growth of Formal and Non-Formal Employment during 1983/84-

1995/96
(in percent)
SECTOR ESTIMATED ESTIMATED GROWTH RATE | GROWTH RATE
NON-FORMAL NON-FORMAL OF FORMAL | OF NON-
EMPLOYMENT EMPLOYMENT EMPLOYMENT | FORMAL
AS PER CENT OF | AS PERCENT OF | DURING 1984- | EMPLOYMENT
TOTAL TOTAL 9% DURING
EMPLOYMENT EMPLOYMENT 1983/84-1995/96
IN 1983/84 IN 1995/96
All sectors 96.4 884 13.7 2.3
Agriculture, forestry & | 994 90.8 -6.9 1.9
fishery
Manufacturing 81.8 4.6 194 -18.2

Source: BIDS(1997),

Notes: 1. Percentage shares of non-formal employment in total employment in 1983/84 and 1995/96 have been
calculated by the author using data availablein BIDS(1997)
2. Formal employment is defined as employment in establishments employing 10 and more workers.

Trade liberaisation can affect output and employment growth in the informal sector from both
the sides - supply and demand. On the supply side, trade liberalisation may reduce costs of
production and thereby improve the competitiveness of informa sector manufactures vis-avis
similar products produced by domestic formal sector industries and imported goods. The magnitude
of the competitiveness-enhancement depends on the extent of imported inputs used in production in
the informa sector. On the demand side, liberaisation can directly affect informa sector by
exposing the tradebles to import competition. It can also exert an indirect effect by influencing the
growth of sectors which are the source of demand for goods produced by informal sector industries.
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The beneficia effects of import liberaisation are likely to be very limited on the supply side
since locally produced raw materials are used by informal sector manufacturing enterprises and cost
of raw materials dominates the production cost of manufacturing enterprises in the informal sector
in Bangladesh, while capital constitutes only a small proportion of the cost of production (ILO,
1998). On the demand side, many of the goods produced by nformal industry face competition
from imports as well as goods produced by manufacturing enterprises in the formal sector. Import
liberdisation, therefore, has exerted some negative influence on the production of goods by
informal industry, particularly due to their lack of standard. Sluggish growth in demand would be a
more important factor which has constrained output and employment growth in the informal
manufacturing sector. Import liberalisation together with the reduction in crop sector profitability is
likely to have contributed to slackening demand for informal sector manufactures since agricultural
households constitute majority of the consumers of the informal sector produces.

The results of participatory appraisal show that small and cottage ndustries have been worst
affected by import liberalisation in terms of output and employment loss. Many small enterprises
including small engineering workshops, rural industries, bakery and biscuit factories have been
forced to close down due to easy inflow of foreign goods. Self-employment has also been adversely
affected due to the pressure of import competition on small and cottage industries. The participants
in FGDs emphasised that many small industries (e.g., khadi of Comilla) are being wiped out from
the market by cheaper and better-quality imports.

4.4  Exchange Rate Depreciation and Competitiveness

The Bank-Fund advises that an ‘appropriate’ ER policy will complement trade liberalisation by
enhancing export competitiveness and help contain import growth in the face of ongoing import
liberalisation.

The Real Effective Exchange Rate (REER) index (1990=100) constructed by the IMFand
quoted in World Bank (199a) shows a 5.6 per cent real devauation of the Taka between 1990 and
1996; however, by 1998 the REER had appreciated by about 4 per cent.'* An exercise in the
presenting section have found insignificant correlation.

The objective of maintaining a competitive price by lowering the REER for exportables
through devaluation could be frustrated if export activities depend significantly on imported inputs,
which is generaly the case in Bangladesh.. The competitive price outcome would be eroded as
higher import costs would force exportable prices to rise. In some cases, direct subsidies may be the
more efficient policy rather than devaluation to protect the gains of exportersin the face of adverse
international relative price movements.

Mahmud (1998) has suggested another explanation of how currency devaluation may lead to
inflation in Bangladesh. Bangladesh's dependence on externa aid and remittances may have given
rise to a variant of the ‘Dutch discuss, whereby demand from dollar denominated inflows causes
returns in the nontraded service sector to rise relative to the traded commodity producing sectors.
This would draw resources away from the tradables sector to the non-tradables sector. Nominal

1% Difficulties surrounding the measurement of the degree of misalignment of the currency are well-known; these
difficulties may stem from the need to choose appropriate price indexes, the choice of base year, etc. Hossain et.al.
(1997) constructed six alternative measures of the real exchange rate (RER) and concluded that there was little sign
of currency misalignment upto 1994.
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devauation may further reduce the relative returns in agriculture and industry compared to services
and cause further inflation, rather than lead to any real depreciation.

Empirica studies give mixed results regarding the link between devaluation and inflation. A
study by Jamsheduzzaman (1998) has reported two-way Granger causality between inflation and
devauation. Estimating a regresson model linking inflation with money supply and devaluation,
the study reported a 0.564 per cent rise in inflation for 1 per cent devauation over a period of two
months. On the other hand, Hossain and Kapoor (1998) used data for about the same period (July
1995 to April 1998) and reported that the null hypothesis of devaluation not causing inflation could
not be regected. Using a somewhat differently specified regresson model linking inflation with
devauation and money supply, the authors found a stronger correlation of money supply with
inflation but no statigtically significant correlation at al between devaluation and inflation. The
conflicting results of the two studies regarding the devaluation - inflation linkage may have
stemmed from multi- collinearity which resulted from using two inter - related variables, money
supply and devauation, as determinants of inflation, with consequent falure of both model
specifications to precisely pick up the separate effects of each.

Even if ER depreciation is successful in maintaining price advantage in world markets, it can
only be atemporary solution. Overvaluation of the ER basically suggests high domestic production
cost of exportables. The disease cannot be cured by continuoudy depreciating the domestic
currency; the resulting inflation will eventually frustrate the aim of the devaluation itself. A more
fundamental and lasting cure would be to increase factor productivity and lower costs of production
in the long run.

Box 4.1: Impact of Trade Liberalization: Voices of the People

‘It is necessary to prepare the economy and the society before making any policy change. By
preparation | mean to make necessary changes in social condition, working culture, technological
preparedness, skilled workforce, access to capital market, administrative and judicia reform etc.
Bangladesh has liberalized its trade regime without such preparation.” — An Entrepreneur.

‘Due to liberalization without preparing industrial base in the country, many finished
products are now coming into the local markets which our entrepreneurs can produce as well. As a
result, many small industries (e.g., khadi of Comilla) are being wiped out from the market. Our
producers can produce good quality biscuits. However, biscuits are being imported. Consequently,
many of the local biscuit producing industries are being forced to close down.” — An Entrepreneur.

‘Ours is the country of khoi-muri-chira. We can produce them cheaply and easily and have
them fresh. However, we are importing corn flacks which is not necessary at all.” — An Entrepreneur.

‘As asmall country, we should have been able to expand our export-oriented industries. But
the government has not been able to provide necessary support for investment. Ministry of Industry is
not doing anything substantial for industrial development in the country. Government should have
taken initiative to popularize our indigenous products (e.g., organic food product like khoi- muri-chira-
gur etc.) in the international market which didn’t happen. As aresult we are falling kehind in export.’
— An Entrepreneur.

‘We are now unemployed. We have tried hard but nobody is willing to provide us with
employment at this age. Even when they come to know that we were workers of a closed industry,
then thev think that we are not aood workers. We also do not find anv self-employment opportunity,
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which we can carry on’. — A Worker of AB Biscuit Factory of Tongi.

‘“We can now have many foreign goods cheaply. But government should take care of our own
industriesaswell’. — A Rura Consumer

‘| was a labouer of AB Biscuit Industries of Tongi. The factory is now closed for last eight
years. | am unemployed. | am not getting any other job and | do not find any self employment
opportunity to carry on. Now | can not support educationa expenses of my children. My elder
daughter is astudent of class VII. Her admission feeis Tk. 500 but | am unable to pay the fee. | could
not send my only son to school. He is 11. He is now sent to a workshop to do something for the
family. | am now in a sea of problems.” — A Female worker of AB Biscuit Factory.

‘My husband tortured me physically after | had lost my job. He is unemployed. | have one
child. I am now living in my brother’s house. | have invested the money that | received but the return
is insufficient to maintain my family.” — A Femae worker of a Textile of Tongi..

‘In the competitive market, the entrepreneurs are less careful about the environment of the
work place. There is no proper system of discharging industrial effluents in many industries. Workers
have no voice in this regard as they are concerned to keep their employment sustained.” — A Labour
Leader.

‘Corruption has not reduced. Many items are now coming into the country under the package
of computer since computer items have zero tariff’ — An Entrepreneur.

‘My sdary was Tk. 2,000. | was able to bear the necessary expenditures of my children. In
fact, | was able to manage two private tutors for my children. One of my daughters is a student of
class ten and the other one is the student of class five. | have lost my job. Now | find it very difficult
to send my daughters to school. | don't know what | should do now. | have tried my best to find
another job but couldn’t find any. | will probably have to stop sending my daughters to school. My
husband is alow paid worker. The wage he gets is not sufficient to maintain our family. So, I am now
inacrigs after | have lost the job. Some of my old colleagues are even working as maidservant. Some
of them are facing torture from their husbands. Families of some of them have aso been broken down
due to losing their jobs” — A Femae Worker.

‘Female workers are aso in worse situation with respect to using the money that they got at
the time of retrenchment as compared with their male counterparts. Mae workers could spend or
invest that money on their own but the female workers had to give that money to their husbands.
Many of them can't even ask where and how that money was spent or invested. Some of their
husbands have aso fled away with that money. Some of their husbands have deserted them and
married again with that money. Some of their husbands have left them saying that ‘| married her only
because of her job, now she has lost her job, | don't need her anymore’. How awful the situation can
be for those who are the victims of such desertion.” - A Female Worker. *Hundreds and thousands of
workers are now becoming unemployed due to closing down of both state owned and private
industries but the government is virtually not doing anything for them. The workers who have lost
their jobs are now living a sub-standard life. Many of them have been compelled to withdraw their
children from schools. Their children have now become child labour, sex labour. They have become
maidservants. They are now breaking the bricks on the streets. Should the government do anything for
them? - A Femae Worker.
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45  Concluding Remarks

A closer look at the manufacturing sector points out a undiversified and squeezed sector, dthough at
the aggregate level, trade policy reform is found to have been associated with an increase in the
growth rate of manufacturing output and increased levels of imports of capita goods and
intermediate inputs in the 1990s compared to the 1980s. Firgtly, large and medium-scale industries
appear to have benefitted from import liberaisation while small and cottage industries have been
adversely affected. Secondly, within the large and medium:-scale manufacturing sector, a handful of
export-oriented industries, notably ready-made garments, and a few import-substituting industries
like pharmaceuticals have posted growths during the era of import liberalisation. A large segment of
the import- substituting industrial sector appears to have been adversely affected by liberdisation.

A contraction in industrial employment has occurred during the phase of accelerated
liberalisation; employment in the manufacturing sector has falen. While employment in the large
and medium-scale manufacturing sector may have increased, employment in the non-formal
indwstrial sector has shrunk. A qualitative analysis of existing data seems to indicate that import
liberdisation has exerted some negative effect on employment in the non-formal sector.

Policies should be put in place to increase factor productivity in the country rather than using
devauation to stimulate export growth. Such policies may include skill training of labour and the
introduction of new and more efficient technology.

There were of course other factors such as absence of efficient performance in transport,
telecommunication and bank, etc. had inhibited a supply response to trade policy reforms.
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CHAPTER 5: IMPACT OF FINANCIAL SECTOR LIBERALISATION®

51 Introduction

The financial sector reform is one of the key elements of the structura adjustment package. The
sectoral reforms were backed by a number of adjustment credits and large-scale technical
assistance programme. The chapter tests the hypothesis: Has the financia sector in Bangladesh
experienced an efficient allocation of resources in terms of access to credit and market mediated
equilibrium price for credit, following the financial sector reform programme?

The liberating government nationalised and reorganised all financia institutions excepting a
few foreign bank branches out of historic necessity. The total number of branches increased 13.36
percent annually during 1973-83. At the same time, population per branch reduced from 50,946 to
20,716. The urban-rura proportion of branches, deposits and credit improved in favour of rura
areas during the period to satisfy the objective of the government of extending baking services to the
rura area. The profitability, defined by net profit deflated by balance sheet tota, of nationalised
commercial banks (NCBs) fell down from 0.32 percent in FY 74 to 0.23 percent in FY 83.

As the policy of the GOB regarding the role of private sector changed particularly since 1976,
the government decided to denationalise and privatise to generate competition and improve the level
of operational efficiency of the sector. The profitability of the banking institutions went down form
0.23 percent in FY83 to 0.19 during FY86. The period aso witnessed unprecedented undue
influence of vested interest groups in credit decision making process of the financia ingtitutions
(both nationalised and private) resulting in not only misdirection of credit but aso non repayment of
credit. Nearly 30 percent of NCBs loan portfolio became non performing by 1986 (Watanagase,
1990). The pervasive politica patronage of the military government during FY82-FY90 in the
allocation of resources chocked the sector and in June 1990 defaults on loans from BSB/BSRS
alone amounted to Tk 10.5 billion,

The morasses of the financial sector called for immediate vitalisation and the GoB in 1986 set
up a Nationd Commission on Money, Banking and Credit. Subsequent to the contracting of policy
based lending, the World Bank prepared the Financial Sector Reform Programme (FSRP) during
the period 1987-1989. Following the government's letter of development policy of 5™ of June, 1900,
credits for atotal of US$ 190 million were disbursed during the fiscal years 1900 to 1994. A key
component of the FSRP was a grant of 18.4 million US dollars from USAID which supported a
high-level advisory group aiming to create intellectual and informationa basis for policy reform
across the financia sector. The reform agenda included measures to liberalise interest rates, improve
effectiveness of monetary policy, abolish priority sector lending, strengthen central bank
supervision and regulation of banks, improve environment for debt recovery and broaden capital
market development. The salient features of the finacial sector reform as outlined in the PFPs are
givenin Table—5.1.

15 The chapter is based on the background paper Choudhury and Raihan (2001).
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Table5.1: A Summary of Structural Adjustment Polices Related to Financial Sector

POLICY OBJECTIVE STRATEGIES AND MEASURES TIMING
Monetary policy:Support Growth of broad money to be consistent with targeted growth in Ongoing™
economic growth while nominal GDP.
steadily reducing the rate of
inflation.
Encourage savings and Maintain positive real interest rates. Ongoing
efficient allocation of
resources.
Improve efficiency of Enhance technical and legal aspects of monetary management, 1987/88
monetary management. including creation of technical unit at Bangladesh Bank. onward
Shift from direct credit controls towards indirect and more flexible | 1987/88
monetary instruments. Bangladesh Bank to manage flexibly the onward
liquid assets and reserve requirements, introduce general rediscount
window, issue its own interest-bearing securities, and conduct open
market operations. | dentify interest subsidies and shift burden of
such subsidies from state-owned banks to govt.
Interest rates: Liberalisethe | Move towards a more market-determined level and structure of 1988/89
structure of interest rates. interest rates; adjust monthly. onward
Allow banksto charge different lending rates based on borrower 1990/91
credit risk. onward
Phase-out interest rate subsidies. 1990/91
onward
Financial sector reform Setting of annual overall recovery targets subject to close 1986/87
Improve operation of the monitoring. Establish targets for repayments by 100 defaulters of onward*
financial system and credit loans from state-owned banks. Improvement of information system
recovery. on defaulters.
Meet targets for repayments by the largest 100 defaulters of loans 1990/91
from NCBs. onward
Minimise fiscal impact of agricultural loan forgiveness and 1990/91
compensate credit institutions. onward
Expansion of credit passbook system for agricultural crop loans. 1986/87*
Establishment of a new comprehensive data base on credit 1986/87
recoveries and anew credit information system at the Bangladesh
Bank; and creation of a high-level committee comprising the
Cabinet Secretary, Governor of Bangladesh Bank, Finance
Secretary, Agriculture Secretary, and the Home Secretary to take
policy decisions on agricultural and industrial credit reforms.
Introduce legal and administrative changes necessary to take action | 1988/89*
against |loan defaulters.
Complete study by Bangladesh Bank on agricultural credit 1986/87

institutions’ capacity to collect.

16 «Ongoing” without the year marked within the parentheses refers to reform measures that have started before the

PFP for 1986/87-1988/89.
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Strengthen rural credit
institutions.

Encourage development and
deepening of financial
sector over the medium
term.

Strengthen financial
institutions.

Implement recommendation of the study.

Establishment of Agricultural and Rural Guarantee Fund (AGRF)
with participation of Bangladesh Bank, the banks and the
government.

Based upon Banking Commission recommendations (July, 1986)
and the follow-up study in November 1986, identify and implement
medium term reform programmes.

Strengthen bank supervision and establish Legal Department in
Bangladesh Bank. Extend supervision to non-bank financial
intermediaries.

Improve the loan classification system to identify non-performing
debt and provide adequate provisioning for debt.

Rai se the minimum reguirement for paid-up capital and reserves for
nationalised commercial banks.

Increase bank autonomy by allowing private sector participation in
state-owned banks.

Recapitalise nationalised commercial banks. Strengthen bank
supervision by Bangladesh Bank.

Ongoing
1986/87-
1987/88*

1986/87 —
1988/89

1987/88
onward

1988/89*

1988/89*
onward
Ongoing.

1990/91
onward

Source: Bhattacharya. D and Titumir, R A M (1998): Towards Demystifying a Process. The structural Adjustment
Policiesin Bangladesh, Dhaka: SAPRI, Bangladesh.

5.2  Assessments Of Policy Outcomes

I nterest Rate Policy

The financial market structure is an important factor to determine nature of pricing and
competition. Nominal interest rate spread can be treated as a proxy for competition in the banking
sector. In a competitive market, relationship between the lending interest rate and deposit interest
rate can be derived as follows:

|I - Id -

k

_
1 - k d

where, k =required reserveratio
ig = Interest rate on deposit
ii = Interest rate on lending.

During 1990s the interest rate spread remains very high, equal to or more than 7 percent
(Table- 5.2). The interest rate spread was rather low during 1980s. With a reserve requirement of 20
percent, spread between lending and deposit rate should have been around 2 percent in a
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competitive market. There appears to be no observed relationship between bark rate and market
interest rate. If the bank rate adongwith the interest rate spread is considered, the Bangladesh
financial market is till distorted and fragmented.

Table5.2: Indicator of Market Structurethrough Interest Rate Spread

(In percent)
LENDIN DESIRAB SPREAD
VEAR | BANK G I'?\IETP&SQ LE DESL'EAB ACTUAL | ADJUSTED
RATE |INTERES| ; oa g |LENDING| oo | SPREAD FOR
T RATE RATE PROVISION
1986-87 10.75 14.7 8.59 10.74 2.15 6.11]
1987-88 10.75 14.66) 8.69 10.86 217 5.97
1988-89 10.75 14.68 8.88 111 2.22 5.8
1989-90 9.75 14.83 9.06, 11.33 2.27 5.77
1990-91 9.75 14.99 9.11] 11.39 2.28 5.88
1991-92 8.5 15.12 8.11 10.14 2.03 7.01 2.282035
1992-93 6.5 14.39 6.51] 8.14 1.63 7.88 1.922934
1993 % 5.5 12.78 5.34 6.68 1.34 7.44 1.498254
1994-95 5.5 1222 4.86 6.08 1.22 7.36 1.375155
1995-96 6.5 13.41] 6.11 7.64 153 7.3 1.790887
1996-97 7.5 13.69 6.67, 8.34 1.67 7.02 1.960303
1997-98 8 13.97] 6.98 8.725 1.745 6.99 2.07445]
1998-99 7 14.15 7.08 8.85 1.77 7.07 1.77

Source: Bangladesh Bank, Economic Trends, various issues
Note: Lending and Deposit Interest rates are taken as weighted average. The data of spread adjusted for
provision isnot available for the years upto 1991-91 as the provisioning was introduced in 1992.

On the lending side, government till has considerable influence on the interest rate structure
due to the dominance of NCBs in the market place. On the deposit side, the interest rate structure is
still distorted due to the presence of severa specia government savings schemes with high rates of
return. The interest rate remained high in real terms (Table 3). Theoreticdly, the high real interest
rates following a period of interest rate deregulation may be expected in a market with oligopolistic
structure and other imperfections like inadequate prudential regulations and supervision framework
and weak and inefficient financia institutions.

One may argue that non-performing of assets (NPA) in banking sector is responsible for high
interest rate spread. But estimates show that NPA cannot fully explain the high interest rate spread
in Bangladesh. As regards price fixation, the banks simply follow one another. The relatively
smaller banks of each club (one club comprising NCBs and the other private banks) generaly
follow the relatively bigger ones. In addition to government’s influence and NPA, collusive
behaviour and misconceived price strategies have resulted in the persistence of high interest spread.
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Table5.3: Interest Rate Structurein the Scheduled Banks (weighted aver age)

YEAR INTEREST INTEREST INFLATION | REAL RATE | REAL RATE
RATE ON RATE ON RATE (1990 = OF OF INTEREST
DEPOSIT ADVANCES 100) INTEREST ON
ON DEPOSIT | ADVANCES

1987 8.62 14.59 10.55 -1.83 4.14

1988 8.80 14.62 11.30 -2.5 3.32

1989 8.94 14.66 8.03 0.91 6.63

1990 9.12 14.87 e 9.12 14.87

1991 9.07 14.91 8.90 0.17 6.01

1992 811 14.98 514 2.97 90.84

1993 6.60 14.17 131 547 12.86

1994 5.48 12.79 181 3.67 10.98

1995 504 12.47 5.25 -0.21 7.22

1996 6.20 13.37 4.02 2.18 9.35

1997 6.83 13.82 3.87 2.96 9.95

1998 7.12 14.04 4.48 2.635 9.56

1999 9.12 14.01 512 3.995 8.89

Source: 1. Bangladesh Bank. Economic Trends, Various | ssues
2. ADB. 1998. Key Indicator of Developing Asia and Pacific. Volume XXIX, Oxford University
Press.

Resource Allocation

The leve of disbursement of loanable funds, after complying the reserve requirements can be
interpreted as efficiency of resource alocation. Alternatively, efficiency is a proxy for how much
loanable funds are available for productive sector. The efficiency of credit allocation in terms of
advances-deposits ratio of al banks has declined from 0.91 in 1990 to 0.82 in 1998. The
advances-deposit ratio after adjusting for reserve also indicates the same trend.

The sectora distribution of advances by the scheduled banks of the country shows drastic
reduction of banks advances to the agriculture sector, largest contributor to GDP, over 1987 — 1998
form 24.94 percent to 12.23 percent (Table 5.4). The small and cottage industry's share in total bank
advances aso declined form 3.32 percent in 1987 to only 1.53 percent in 1998. Large and medium
scale industry sector experienced a little higher share in banks advances over the period, 1987 —
1998, yet this is the sector which also experienced highest loan default. As awhole, thepre and post
reform comparison of sectora distribution of bank advances does not show better allocation of
resources in favour of productive/ priority sectors. The PCBs provision of advances to productive
sectors are not significant in both before and after SAP financia reforms
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Table5.4: Sectoral Distribution of Advances by Scheduled Banks (% of Total)

SECTORS 1987 | 1988 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998

Agriculture 249412293 | 2107|1662 (17.75| 16.70 | 17.32 | 16.31 | 15.36 | 14.09 | 12.23
Fishing 151 | 158 | 162 | 162 | 159 | 151 | 142 | 129 | 1.08 | 1.08 | 143
Forestry 003 | 003 | 0.01| 001 | 001 | 001 | 001 [ 003 | 0.02 0.02
Largeand Medium Scale Industry 2430|1956 | 25.39| 26.48 [ 25.76 | 26.22 | 24.16 | 26.71 | 25.72 | 26.56 | 27.99
Small Scale & Cottage Industry 332 (349|113 | 135|141 139 | 161 | 151 | 109 | 143 | 153
Working Capital Financing 472 | 479 | 972 | 994 | 914 | 907 (11.09| 935 | 11.73 | 11.43| 1045
Largeand Medium 433 | 446 | 869 | 873 | 805 | 791 | 973 | 8.01 | 10.30 | 10.02| 9.08
Small Scale & Cottage Industry 039 033 | 103 | 122 | 109 115 | 136 | 1.34| 143 | 141 | 136
Construction 322|333 | 389|492 | 512 | 519 | 557 | 540 | 535 | 560 | 5.36
Electricity, GasWater and Sanitary | 0.60 [ 050 | 0.18 | 0.26 | 0.02 | 0.09 | 0.21 | 0.10 | 0.20 | 0.03 | 0.02
Transport and Communications 297 | 250 | 147 | 158 | 151 133 | 1.37 | 156 | 148 | 150 | 141
Storage 087 ( 083|080 | 094 | 089 | 1.25 | 112 | 147
Trade 33701 37.39 | 46.25| 31.76 | 32.69 | 3218 | 20.94 | 29.59 | 28.93 | 29.00 | 2841
Export 575|584 | 908 | 464 | 531 | 609 | 6.20 | 581 | 527 | 563 [ 598
Import 746 ( 841 |1967| 612 | 666 [ 561 | 643 | 655 | 621 | 7.03 | 6.71
Miscellaneous 340 ( 367 | 114 | 460 | 477 492 | 637 | 726 | 7.74 | 817 | 8.69

Source: Bangladesh Bank. Scheduled Bank Satistics, Various I ssues

Loan-output ratio, as an indicator of efficient credit alocation (Table 5.5) aso substantiates the

argument of inefficient allocation of resources. The ratio, in case of agriculture, fell from 0.677 to
0.428 during 1987 — 1998. During the period, the contribution of agriculture sector to GDP aso
decreased but decline of agricultural advances by banks was much more pronounced, as a result,
loan-output ratio of agriculture decreased. In case of industrial sector, the ratio increased over 1987-

1998, which indicates that the rate of growth of bank advances for industry sector was much higher

than the increase of share of industry in GDP. The loan-output ratio for small industry declined form

0.859 in 1987-1998 to 0.398 in 1998, because of sgnificantly larger reduction of bank advances

than decline of sharein GDP.

Table5.5: Credit Allocation Index: Ratio of Advance Proportionsto GDP Proportions

SECTOR 1087 | 1988 | 1989 ] 1990 | 1991 | 1992 | 1993 [ 1994 | 1995 | 1996 | 1997 | 1998
Agriculture 0677 0.649 0598 | 0.49 | 052 | 0513] 0.557| 0.542| 0.509 | 0.474 | 0.428
Industry 2.955| 2.832 3.68 | 3.795| 3519 | 3.478 | 3.315| 3.313 | 3.434 | 3.491 | 2631
Construction and Housing 0237|0233 029 | 0.36 | 0.376] 0.38 | 0.406| 0.395 | 0.396 | 0.419 | 0.40L
Fower, Gas, Water and Sanitation) o 769 | 0537 0.15 | 0.187| 0.013| 0.054 | 0.117| 0.053| 0.105 | 0.016 | 0.011
Egﬂfﬁﬁg’c ston Storage  and| (557 | 208 0.124| 0.207| 0.197| 0.179| 0.191| 0.202 | 0.223| 0.214 | 0.2
Trade Services 3.687| 4.038 511 | 35 |3612]6542(3.194] 301 | 2872 2.854] 2783
Small Scale Indusiry 0859 0.804 0524 0.629| 0.62 | 0.636| 0.745| 0.721| 0.648 | 0.734 | 0398

Source: Choudhury and Raihan (2001)
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Strengthening Financial I nstitutions

The loan classifications and provisioning status of the banking system of Bangladesh show that
classified loans as percentage of total outstanding loan has increased form 27 percent to 43
percent over the years, 1990-99. As it is difficult to compare the figures of proportion of
classified loans in total loan portfolio due to the regular change in classification criteria, some
ratios were used. The growth rate of classified loans of al banks exceeded the growth rate of
advances in most of the years, especially since 1996 (Table 5.6), meaning that Situation is yet to
improve as the growth rate of classified loan is higher than the growth rate of advances.

Table 5.6: Impact of Loan Classification

NCBS PCBS FCBS ALL BANKS

o E‘sé EBE 5“6% 5‘*5-? E‘sé 5'45'-? 5“6% 5‘*5:?

5 |35 |égfy g2 | Sgfg | S8 |38k g2 |Sgfs

> O < OxOod 0x< (O & | O < Ox O o O < (O S|
1993 15.63 35.51 12.70 62.32 10.21 -8.79 14.45 43.78
1994 4.35 342 12.63 11.42 19.88 1.01 7.62 6.51
1995 15.97 12.57 17.46 3.92 40.14 -14.22 17.74 8.67
1996 13.45 19.14 12.05 -0.63 12.12 2.01 33.82 54.23
1997 11.74 25.54 13.84 2.74 17.96 -10.43 11.17 13.03
1998 9.38 20.78 12.81 18.48 16.30 34.42 13.78 24.68

Source: Bangladesh Bank.

As compared to 1992, the provisioning shortfall of the banking system went to 48.73 percent in
1999 form 31.97 percent in 1992. In case of NCBs, the provisoning shortfall increased to 64.11
percent in 1999, for the PCBs it is41.23 in 1999.

In January 1996 banks were asked for re-fixation of capita requirement gpproach (from 6
percent of total demand and time liabilities to 8 percent of risk weighted assets). As on 1998, the
actual capital as percentage of risk weighted assets on the part of all banks, NCBs, and PCBs stood
at 7.43 percent, 6.42 percent and 7.90 percent respectively. The re-fixation or raising of asset risk
based capita standard might have negative impacts on efficiency of resource alocation. As D'Souza
(2000) puts it, "apart from reducing their asset holdings, banks might react to capital requirements
[E/A; where E is equity, (8 percent of RWA) and A is assets] by switching from high risk weighted
assets to those assets with a lower risk weighting. Thus, finding it costly to increase capital, banks
adjust both the composition and level of lending.”

The huge NPAs and continuous non-compliance of provisioning and capita requirements of
the banks indicate that the central bank, Bangladesh Bank (BB)'s inability to enforce effective
supervison

The new legal system aso has not proved to be effective in realising money from defaulters.
The Money Loan Court, till 1999, has been able to realise 9.41 percent of fund out of total suited
amount. The newly established Bankruptcy Courts have not come across any major problems, yet
because of the delays from the government, the process of taking possession of the assets of the
persons adjudged bankrupt is being delayed.

The impact evaduation of FSRP-TA Project (1995) itself recognised that many of the
operationa instruments needed to permit NCBs to function in sound manner had been provided
successfully by FSRP. Cookson and Alamgir (1993) says that "the expected improvement of the
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management of NCBs has not been forthcoming after the financial sector reform measures taken in
Bangladesh."

Rural Banking and Restructuring of Rural Branches of NCBs

The share of rural deposit increased but the share of rural credit decreased during 1980s and
1990s. The net flow of agriculture credit (disbursement minus recovery) was negative (Table
5.7). The proportionate share of rural deposit was higher than that of credit throughout 1990s,
indicating that mobilised deposits, was transferred to urban areas. The low rate of recovery,
coupled with the withdrawal of refinance facility due to financial reform measures induced the
banks, especialy NCBs to reduce their provision of credit to the rural sector. Furthermore, the
situation has been further aggravated by the GOB's branch rationalisation programme, which has
only selected the rura branches for closing down.

Table5.7: Net Flow of Agricultural Credit by All Banks

(Tkin million)
YEAR |DISBURSEMENT| RECOVERY NET-FLOW | % OF RECOVERY
1981-82 42384 31434 1095 4849
1982-83 67855 34233 3362.2 41.89
1983-84 10053 5175.7 48773 418
1984-85 115284 5839 5689.4 3854
1985-86 6317.2 60715 2457 2556
1986-87 6672.8 11075.6 -4402.8 41.27
1987-88 6563.1 5957.8 605.3 2357
1988-89 8076.2 5779.6 2296.6 18.98
1989-90 6867.8 7019.4 1516 17.61
1990-91 5956 62532 297.2 1372
1991-92 7945.9 6621.1 1324.8 15.88
1992-93 84185 8692.3 27338 18.42
1993-94 11007.9 9791.2 1216.7 19.04
1994-95 14900 112411 36589 19.96
1995-96 14820 12730 2090 21.64
1996-97 15173 15942.7 769.7 2361
1997-98 164284 16990.7 5623 24.46
1998-99F 30190 19583 10607 1373

Source:  Scheduled Banks Statistics
* Research Department, Bangladesh Bank
* Excluding Private Banks

Women in Banking

The share of women in banking services has been measured in terms of their share in number of
accounts and amount in deposits as well as credits. Although women are contributing 26.26
percent in total deposit amount, the share in credit is only 1.79 percent. The survey by Saha et. at
(1995) shows a skewed picture of banking services provided to women. Irrespective of the types
of branches (ladies branch, branch headed by lady manager, or branch headed by male manager)
the women are contributing more than what they are getting in terms of accessibility to credit
(Table— 5.8). Even in Ladies branches, women are getting credit access only to 21.52 percent of
total loanable funds. The actual share of women in deposits and in credits would be much less
than shown in the table. Thisis due to the fact that a very high proportion of ladies branches and
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branches headed by the lady managers have been taken in the survey sample. Secondly, male
members are found to run substantial number of female accounts. Finally, the sample branches
are in urban areas, number of female accounts in urban areas are higher than in rural areas.

Table 5.8: Share of Women in Banking Services

?5';‘|IE\ICH SHARE IN DEPOSIT SHARE OF LOANS AND A DVANCES
Share of female Share of female
Tota Female %) Total Female (%)
£ ET € £ ST E
BU) ,,_,9 BU) ¢_49 n 8 BU) _._,9 BU)HQ [%)] 8
sQ |EZ| Q| E= Q £ g9 g = cQ|E= O S
Z< <E|zZz<| < E < < zZ< < E Z<|< E < <
Ladies 22380 519. | 1143 | 290 51.10 | 55.87 | 278 25.2 66 54 | 23.74 21.52
Branches 6 8 3
Branch
headed 22785 733 5358 [ 98.0 | 23.51 | 13.35 | 148 46.3 28 3.1 | 18.92 6.80
by Lady 7
Manager
Branch
Headed 560. 12.
by Male 39896 0 8868 | 88.0 | 22.22 | 15.71 | 1645 1085.8 124 > 7.54 113
Manager
Grand 1813. | 2566 | 476. 20.
Total 85061 3 4 3 30.17 | 26.26 | 1971 1157.3 218 7 11.06 1.79

Source: Saha B et. at 1995. Women in Banking , p. 36.

The survey by Saha et. a (1995) observed that both male and female customers hold a positive
atitude regarding services rendered by women employees. Nonetheless, the share of women
employees in the banking sector (increased form 4.74 percent to 6.23 percent) is still far lower as
compared to that of government sector of Bangladesh and banking sector of other countries.

The gender aspect was completely missing in the financia sector reform project.

Asset Concentration

The post SAP period witnessed the increase in the asset concentration into the hands of few large
borrowers. The largest 1 percent borrowers availed more than 70 percent of total available funds
in the banking sector. They lowest 95 percent of borrowers received only one-seventh of the
total available funds. Asset concentration of the small borrowers decreased gradually over time.
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Table5.9: Asset Concentration

YEAR | SHARE OF LARGEST 1% BORROWERS | SHARE OF LOWEST 95% BORROWERS
IN TOTAL ADVANCES IN TOTAL ADVANCES

1987 72.36 17.92

1988 72.05 18.19

1990 71.69 18.59

1991 70.29 16.63

1992 72.23 15.96

1993 73.86 14.81

1994 72.52 16.36

1995 72.30 14.98

1996 72.91 14.34

1997 73.61 13.34

1998 75.63 12.80

Source: Bangladesh Bank, SBS, Variousissues
5.3  Stakeholders Perception on Accessto Credit: Rural Financial Market

Rural Stakeholders Perception: Demand Side

In the rural Bangladesh, credit is supplied by the formal, semi-formal and informal sectors. The
formal sector includes the regulated financial institutions and agencies while the semi-formal
sector includes micro credit and micro finance ingtitutions and programmes mostly organised by
NGOs. The informal sector covers private transactions falling outside the regulated operations
sources like money lenders, traders and dealers in agricultural markets, shop-keepers, land lords,
friends and relatives. The formal sector comprises the public sector banks especialy two
agricultural banks (BKB and RAKUB) and the rural branches of the nationalized commercial
banks, two co-operative networks under BSBL and BRDB and to a very limited extent, private
banks (NBL and IBBL). About two-third branches of the commercial banks are located in the
rural areas.

Before analysing the access to credit the general features of the rura stakeholders (borrowers
and non:borrowers) are given: among the respondents 55.8 percent are margina farmers, with land
holding within 0.49 acres. 21.7 percent respondents belong to the land holding class between 0.50
acres to 149 acres. Land holding between 2.5 acres to 4.99 acres comprises 7 percent of
respondents. Among the respondents only 6.8 percent are large farmers. In terms of occupation
71.58 percent of stakeholders depend on agriculture as their primary source of income. Of the
respondents, 41.91 percent are wage labourer. It is also observed that wage labour aso congtitutes as
an important source of income for many margina farmers.

The sources of finance for the rura stakeholders are diverse. Among the sources, bank, micro
finance ingtitutions and moneylenders are prevailing in the rura credit market with a market share
of 34.75 percent, 33.16 percent, and 25.19 respectively. The mgjority of the stakeholders largely
depends on the bank credit, tharks to the directed credit policy of the government for the
agricultural sector. Among other sources, Samity captures a 5.83 percent share of the total market.
Relatives or friends are not the mgor source of funds in the rura area (market share less than 1
percent).

If access to individual market of credit [e.g. bank credit market or MFI credit market etc] is
considered, 65.69 percent of stakeholders have no access at al to the bank credit, 46.62 percent of
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stakeholders have restricted access to the bark credit, and only 31.67 percent of stakeholder have
unrestricted access to the bank credit (Table — 10). Bank and MFI's market segments are different in
genera, bank credit are focused mainly to the agricultural loans, where as MFl loans focused
mainly on non-farm loans. MFI emerged as one of the magjor market participant in the rurd credit
market with a one third of the market share, but 43.52 percent of stakeholders of that market
segment have still no access to this credit. It is assumed that a mgjority of the stakeholders in this
group may belong to the hardcore group of poor. Another important finding of the survey is that
money lending is still prevalent in the rura area, moneylenders capture one —fourth of the market
share. Furthermore, 37.12 percent of the stakeholders do not have any access to this source of
finance. The rura credit market is largely unsaturated; the market saturation level is 49.17 percent.

Table 5.10: Accessto Credit by Sour ces

SOURCE RESTRICTED UNRESTRICTED NO ACCESSAT ALL
ACCESS ACCESS

Bank 46.62 31.67 65.69

MFI 80.65 71.61 43.52

Money Lender 90.48 85.72 37.12

Samity - 69.09 30.91
Relatives/Friends 100 -

Others 100

Source: SAPRI Rural Survey, 1999

Note: Restricted access was calculated as the percentage of respondents who have approached for
credit to a particular institution and got credit but with or without some restrictions (e.g. got partial
amount applied for). Unrestricted access is the subset of restricted access, it is percentage of
respondents who have approached for credit and got the credit without any restriction (e.g. full
amount applied for). No access was calculated as the percentage of respondents who have been
refused and who did not apply for credit for the reason other than financial solvency.

Most of the respondents (68.97 percent) who have borrowed from more than one source said
that insufficient amount of loan made them to borrow from multiple sources.

Among the rura nortborrowers 76.79 percent complained about the rent seeking by the barker
as the mgjor reason for not seeking loan. 53.57 percent of the non-borrowers mentioned inability to
fulfill the loan requirements, 44.05 percent did not seek loan due to the time consuming process of
lending, 32.74 percent complained against the complex lending procedures.

The respondents who were refused bank credit mentioned mainly the lack of collateral security.
The second important reason was refusal to provide bribe (26.67 percent). It is noteworthy that
among the non-borrowers, 76.79 percent of respondents mentioned bribe as a mgor barrier to
credit, while for the loan seekers the frequency of complaining against bribe is much low. One
possible explanation may be that most of the borrowers consider bribe as a part of system of
lending.

Rural Stakeholders Perception: Supply Side

Rura credit has to be closaly supervised for ensuring proper end use and timely repayment, but
their ability to undertake supervised credit operations is extremely limited. There are conspicuous
built- in weaknessesin the system of credit operations by the bank officials affecting the profitability
of the branch itsdlf.
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The autonomy and discretion of the banks, especialy the specialised agricultural banks, is often
compromised by the forma and informa intervention. This has the effect of gross distortion in the
credit discipline in the rural finance market and a great set back to the financia condition of the
banks.

The rura banking is considered risky for commercia lending due to the frequent natural
calamities, which affect the repayment capabilities of the borrowers. Currently, there is no safety net
(crop insurance, credit guarantee schemes or compensatory funds for agricultural credit) for
covering unforeseen risks.

The PSBs sometimes also face the problem of shortage of loanable funds in the rural area.
Shortage of funds in absence of good recovery is becoming a great problem for the banks.

5.4 Stakeholders Perception on Accessto Credit: Small And Medium Enterprises (SMES)

Stakeholders' Perception: Demand Side

Small businesses are numerous in Bangladesh and form a large mgjority in the domestic markets.
According the estimate of BSCIC there are about 523 thousands of small enterprises including
cottage industries in the country employing about 2.3 millions of people, which is around 82
percent of total industrial labour forces (Khan, 1999). According to the Bangladesh Small and
Cottage Industries Corporation (BSCIC) a company with Tk. 10 Crore or less assets or
employing not more than 50 is considered as SME.

Most SME entrepreneurs finance the magjor portion of their businesses using a combination of
their own savings and loans from family and friends. Many SMEs use trade credit arrangements to
supplement this. Bank credit is used by small percentage of entrepreneurs and provides financing of
generaly less than 20 percent of their total outlay. Mgjority of the SMEs (59.6 percent) seek finance
for their working capital needs from banks, although only a haf-of them gets loan from banks.
Trade credit is second most important source to many small entrepreneurs with relatively little
problem, athough provided at a much higher rate of interest than banks. Money lenders are not
excluded from the source list of SMEs, they only use moneylendersin emergency situations.

Table5.11: Sources of L oans Sought and Received by SMEs

SOURCE PERCENTAGE OF RESPONDENTS PERCENTAGE OF
SOUGHT LOAN RESPONDENTS RECEIVED

LOAN

Bank 59.6 53.57

Trade Credit 27.7 100

Relatives/friends 21.3 100

Money Lender 6.4 100

Samity 6.4 92.31

Others 2.1 100

Source: SAPRI SME Survey, 1999.

Most of the borrowers (58.1 percent) expressed thelir dissatisfaction with "bribe", as it becomes
pervasive in the banking sector. Complex procedures were mentioned as second most acute problem
in bank credit. Almost half of the borrowers expressed dissatisfaction for collateral requirements of
banks. Borrowers aso complained of the long delay and guarantees required in sanctioning loans
(45.2 percent). The other sources of dissatisfaction as expressed by the borrowers are: high interest
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rate (32.3 percent), inadequate volume of credit (22.6 percent), high sunk cost (19.4 percent), and
harassment (12.9 percent).

Collatera was mentioned both by the borrowers and nontborrowers (79.4 percent) as most
serious barrier of access to credit. The second most important barrier is bribe (66 percent). Most non
borrowers indicated that the requirement for "excessive collateral’ was a mgor barrier for them to
access bank loans. Borrowers noted that raising sufficient collateral had been a problem for them.
Thekind of collatera usually considered by banks, as appropriate security is land or buildings.

SME respondents noticed that a major barrier to accessing bank credit is the complexity of the
procedures, which leads to delays. They indicated that the documentary requirements are not made
explicit by bankers and are aso huge. Borrowers who have direct experience of pursuing a loan
application particularly emphasised the long time required to prepare and follow up on a loan
application. A borrower has to visit a bank on average 15 times to pursue a loan with a maximum
number of 60. Trade credit takes a minimum number of visits, average 1.67 times. However, most
of the borrowers hasto visit 8-15 timesto pursue a bank |oan.

Delays in processing loan applications are noted as between two months and one year, leading
borrowers and non borrowers alike to rank banks asthe worst among the available credit sourcesin
this criteria. Both borrowers and non borrowers indicated that such delays could be extremely
damaging, preventing the business from meeting seasonal demand, stocking at low season prices,
expanding abusiness a a critical time and meeting deadlines of orders. The traditional moneylender
or trade credit provides the only alternative in such situations.

According to the survey estimates bribe to income tax officer takes first position, 34.70 percent
of sunk cost is spent on income tax documents. Potential borrowers particularly noted the difficulty
in accessing land-related documents such as C/S, R/S and S/A documents; 8.64 percent of sunk cost
is spent on collection of these documents (Table 5.12).

Table 5.12: Sunk of Cost of Loan

AVERAGE AS% OF TOTAL AS%OFTOTAL

EXPENSE ITEM AMOUNT IN TAKA LOAN EXPENSES
Bribe to income tax officer 17750 4.61 34.70
Bribe to Banker 11425 2.97 22.33
Preparation of security documents 9535.71 2.28 18.64
Commission of Banker 3200 0.83 6.26
TIN 1567 A1 3.06
Commission of Broker 1150 .30 2.25
Transportation 875 0.23 171
Own "Away from home" fooding cost 840 .22 1.64
Income statement from banks 800 .21 156
Account opening 750 0.19 147
Trade license 650 0.17 1.27
Assistance in preparation of documents 480 0.12 .94
Samp 238 0.06 0.46
Loan Application Form 87.50 0.02 0.17
Nationality Certificate 50 0.01 0.10
Others 1760 0.46 3.44
Average sunk Cost per loan 5.89
Maximum Sunk Cost per loan 21

Source: SAPRI SME Survey, 1999.
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Stakeholders' Perception: Supply Side

The banks have too little market pressure on them to develop banking services for small
businesses. The small businesses tend to be much less dynamic and less competitive because
technical and administrative standards are generaly inferior. Most of them subsist on the
informal sector and have no access to loans through formal channels. On the one hand, there is
massive potential in terms of entrepreneurial talent and initiative; too little of this potential is
actually realised in the form of investment, competitiveness and growth.

Standardised banking norms and procedures are usualy applied very strictly and as a result
SMEs are deprived of funds. Among the reasons why the SMEs did not receive the loan applied for
are. non-fulfilment of loan condition (58.3 per cent of applicant), lack of collateral securities (30.4
percent) insufficient income (17.4 percent) are directly linked to the strict lending rules.

Financing SMEs became further difficult by the policies of prudentiad and supervisory
regulations adopted because of financial reforms measures, which are similar for all categories of
borrowers. requiring by banks to provide detailed financia statements, emphasising on solvency
and liquidity ratios as well as projected cash+flow statements, equity declarations, and income tax
declarations for each client hindered the access to credit by the SMEs.

In the last quarter of 1980s, BB asked all the commercial banks to set aside at least 5 percent of
total demand and time liabilities for providing finance to small and cottage industry sector. In
addition to that, there was one specia credit programme for small and cottage industries (SCI) and
one smal loan scheme (for which banks used to set aside 2 percent of total demand and time
liabilities (TDTL) for providing fund to small business). However, al these "directed credit"
programmes have discontinued after financia reform. Therefore, banks do not set aside any funds
for providing loans to SMEs, rather they are treated on residual basis.

Legal provison regulating the recovery of default loans may also have a negative effect on
access to formal credit on the part of SMEs. Collatera is not always possible to be provided by a
small borrower.

55  Revisting Policy Design

The FSAC related documents of the World Bank have indicated that the financial sector reform
agenda was determined following the economic and sector work by the Bank and the
recommendation of a GOB task force, NCMBC.

The Commission’s recommendations primarily focussed on fundamental problems of the
banking system rather than giving priority to economic deregulations. Specificaly, the commission
was concerned with the problems of overdue loans of DFIs (BSB and BSRS) and agricultural credit,
capital adequacy requirement of NCBs and DFIs, supervision and inspection of financial institutions
including DFIs and lega framework affecting loan recovery and overall banking. The Commission
rather suggested to channelise the flow of credit from loca private and foreign banks to agricultura
and rural sectors at least to the extent of 15 (fifteen) percent of their lending operation. They may
either lend the funds directly or through any NCB or BKB. Banks that would fail to attain the target
should be obliged to deposit the required fund with the Bangladesh bank. (NCMBC Report. p-34).

As regards interest rate deregulation, the Commission acknowledged that proliferation of
lending rates arose because of concessiona rates prescribed for target groups under the priority
sector lending reflecting social concerns and considerations. The Commission also observed that no
scheme of rationalisation relating to interest rate structure should ignore the socia concerns and
congderations. Moreover, in the context of the present stage of development of the financia
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markets in Bangladesh, it would not be desirable to |eave the determination of interest rates entirely
to market forces, which may result in wide fluctuations in interest rates and may cause excessve
uncertainty in the financia market. The Commission suggested afair degree of regulation of interest
rates. (NCMBC Report, p. 82).

Refinance by Bangladesh Bank constitutes an important step for ensuring adequate flow of
credit to the priority sectors. The Commission prescribed that there should be matching between
guantum of refinance and reserve money creation in order to have effective monetary control. The
Commission asked to link refinance with recovery performance of the banks, specially agriculture
credit providing institutions.

The Commission report dealt elaborately with the problem of DFIs (namely BSB, BSRS and
BKB), specially their default problem. Surprisingly, DFIs were dropped in the broad reform
measures prescribed by IDA and adopted by Bangladesh Bank. Not only that, even the restructuring
measures for BSB and BSRS as suggested by ADB and other donors (in 1985) were aso not
incorporated in adopted reform actions.

According to the opinion of the Task Force on Financial Sector (1991), formed during the
regime of interim government in 1991, restoration of “financia discipling” was adjudged as he
most urgent requirement in the financial/banking sector. The Task Force report said, “Banks and
financia institutions cannot grow in the absence of (i) autonomous decision-making on economic
and commercia consideration; (ii) strict enforcement of contractual obligations between the
financid ingtitutions one the one hand and their clients on the other, and (iii) effective authority of
their management over personnel. Absence of these eements manifests in inefficiency as well as
indiscipline in the financial sector.” SAP financial sector reform measures were obvioudy
inadequate to bring back financial disciplinein the financial sector (UPL, 1991).

The performance audit report (of the World Bank) related to FSAC conceded, “the project was
not successful (p.12)". According to the PAR, the causes for this fallure are various. government
ownership of the reform programme and a strong political will to make it succeed were absent. Debt
recovery environment did not improve. The laws are in place to improve bank supervision, bank
operating practices and methods of debt recovery, but commitment to enforce these laws has been
dilatory and lacked resolve. Expectations regarding bank operating practices and the centra bank
supervisory practices through training and technical assistance (FSRP TA) were unredlistic and
overly optimistic. Finally, there were flaws in the design and sequencing of the reform agenda.

The reform agenda emphasised on economic deregulations rather than broadening prudentia
regulation and supervision. The experience suggests that wide economic deregulation in presence of
weak prudential enforcement creates moral hazard problems on the part of the banks aready having
alot of problems and thus further deteriorates their overall financia heath, instead of improving.

The incorrect sequencing of reform measures as adopted in Bangladesh has been recognised by
PAR of the Bank, when it said, "for fundamental financial sector reform, the sequence of reformsis
critical for the overall success of the reform effort and to avoid detrimental side effects. Interest rate
liberalisation with a banking structure characterised by oligopoly, public sector ownership,
inadequate central bank supervison and a poorly functioning debt recovery system will not
necessarily improve resource allocation or the efficiency of financial intermediation. As was shown,
real interest rates smply rose as financialy weak banks sought to cover higher costs of provisioning
for past bad lending decisions. It would have been nore appropriate in Bangladesh to introduce
measures to deal with the "debt default culture® and the management of the NCBs, prior to a more
generd interest rate liberalisation.
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The final report on FSRP TA aso states that interest rate reform efforts alore are not sufficient
to address banking problem, without introducing efforts to tackle the structura weakness of the
banking sector, such asits bad debt and their source and the lack of adequate competition (p.8). The
report also recognises that non-performing loans, which in turn have an impact on lending rates and
capital adequacy, are one problem that the FSRP was unable to amdliorate (p.2). The Capita
adequacy and other regulatory requirements have generaly not been enforced nor have changesin
the interest rate flexibility created the kind of competition desirable among NCBs and PCBs. Indeed
the reforms in interest rate may have contributed to a decline in the financid viability of the PCBs
as higher permissible lending rates and related factors may have contributed to more risky lending
practices.

The mismatch between demand side constraints and supply response (in the sense of
implementing certain financia reform measures), FSAC/SAP was not able to bring desired changes
in the sector. However, it does not necessarily mean that re-imposition of interest rate control and
directed credit would ensure efficient allocation of resources. Being forced/directed to achieve a
higher level of disbursement does not indicate alocative efficiency. Removal of demand and supply
side constraints, in addition to interest and portfolio decontrol, would have ensured sustainable
improvement in allocation of resources by the banks.

56  Conclusion

The analysis shows that the FSAC/SAP has not been able to achieve efficient resource alocation
in terms of access to credit by productive sectors. The credit allocation index deteriorated in the
post reform period. In agriculture, credit allocation index steadily fell from 1987 to 1998, in 1987
the index was 0.677, whereas in 1998 it stood at 0.428. For SME the index fell more than twice
for the period in question, from 0.859 in 1987 to 0.398 in 1998. From the stakeholders

perception survey pre and post reform situation could not be compared, but the prevailing
situation indicates the access to credit by the priority sectors is unsatisfactory. For the rura

sector, 52.68 percent of stakeholders have no access at all to credit (either formal or informal).
Only 42.25 percent of stakeholders enjoy unrestricted access to credit. Although MFI emerged as
one of the major sources of credit encompassing 33.16 percent of the whole rural credit market,
more than half of the rural people is beyond the credit market. 50.53 percent of the SMEs do not
have any access to the credit. Only 35.79 percent of the stakeholders enjoy unrestricted access to
credit.

Competitiveness is Hill asent in the financial market of Bangladesh as shown using the
interest rate spread criteria. The analysis found that the interest rate deregulation was a premature
step before making any dent on government led distortion, NPA, collusive behaviour, misconceived
price strategies are main reasons of failure to reach the desired outcome.

Although a lot of measures were implemented under FSAC for controlling lending risk and
improving management efficiency, the financia discipline is ill in disarray. The newly
implemented loan classification, provisioning and capital adequacy standard are far from infusing
dynamism in the sector. The management efficiercy in the NCBs could not be achieved despite
implementation of new operational and management/ loan quality assessment tools. The reasons
are: sheer negligence of the banks, supervisory and regulatory forbearance, ineffective legal system,
lack of leadership, expertise and motivation, mismatch between loan classification requirement and
improvement in loan screening and monitoring skill, mismatch between economic deregulation and
enforcement of prudential regulations.
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The net credit flow was negative in post reform years. Poor recovery, withdrawal of refinance
and interest rate band aggravated the negative flow. The other reasons of inefficient rura banking
are; faulty borrower selection, over-staff, inefficient staff, complex procedure, low-volume of
business, and wrong marketing and ingtitutional policy.

Although the market share of the NCBs was decreased due to intervention of PCBs and new
FCBs, the dominance of the NCBs is till in place. Moreover, the PCBs failed to improve resource
allocation among the productive sectors.

The most severe problem of the Bangladesh financial system is NPA. The FSAC correctly
identified the policy agenda, but the NPA did not reduce.

A credible future policy design should aim at rectifying and preventing the recurrence of
unacceptable trends and at the same time ensuring sustainable financial sector development. Though
macroeconomic environment has been somewhat favourable, yet political support (especialy in the
sense of government ownership of reform) for effective implementation of reform measures has
been absent and there has been design problem. The FSAC has hardly followed recommendations
driven indigenoudly. The policy framework lacks comprehensiveness, especialy in comprehending
and suggesting measures to combat demand and supply side constraints.
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Annex Table 5.1: Chronology of Financial Default in Bangladesh

YEAR

OBSERVATION

1985

Nearly 30 percent of the Nationalised Commercial Banks (NCBs) loan portfolio is
impaired by overdue repayments (IMF estimate, using NCB's own classification)

1990

Nationalised Commercial Banks: 23 per cent of total loan portfolio is overdue and
24 per cent of largest 100 borrowers. Overdue amount to the four NCBs from 100
largest borrowers amount to Tk 7.4 billion ($ 208 million) whereas total over dues
to NCBs only are approximately $ 800 million (NCB own estimates, quoted WB
1990, p. 22).

1992

Finance Minister discloses that bank defaults amount to Tk 81.5 billion ($ 22
billion), representing one-third of the total outstanding bank loans.

1995

30,000 cases brought under the Financial Loan Courts Act involving $ 600 million
without any legal suit leading to actual recovery. 31 per cent of loans of NCBs are
now classified as non-performing (20 per cent of all advances), whereas this is
39.5 per cent for private sector banks (12 per cent of all advances)- indicating that
on 32 per cent of all advances payment arrears persist.

1999

Of total commercia bank loans Tk 46101 billion ($ 10 billion) 38.3 percent is
classified, of which 80 percent as 'bad'. Including the specialised development bad
debts amount to Tk 197.4 billion ($ 4.3 billion). Provision short falls exceed $ 1.0
billion, eighty per cent of which are with the NCBs (June 1999).

2000

Finance Minister claims that classified loans in the private sector have reduced to
26.5 percent of all loans. An Tk 18 billion ($ 360 million) bonds issue to NCBs is
announced to deal with the 'dead weight' debt of SOEs (June 2000)

Sources. Transparency International-Bangladesh Chapter; The Daily Sar (various items); World Bank
(1900, 1995 and 1997); Ministry of Finance, 1999; World Bank 1997; CPD, 1997 and 1998; IMF, 2000;
Monem, 2000; The Daily Star, 2000, quoted in van der Geest (2001).
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CHAPTER 6: THE EXPERIENCE OF PRIVATISATION: A REVIEWY

6.1 A Chronology Of Privatisation
Post I ndependence Dominance of the Public Sector

Bangladesh inherited a large number of public enterprises, partly because of the active role of the
East Pakistan Industrial Development Corporation (EPIDC) ard in part due to the need to take
over, manage and operate the industries abandoned by the Pakistani owners who had dominated
Bangladesh's private sector till the liberation of the country. A small segment of Bangladeshi
manufacturing enterprises were also taken over in March 1972. The composition of
manufacturing ownership at the time of liberation is presented below:

Table 6.1: Ownership of Fixed Assetsin the Manufacturing Sector as of March 1972

PAKISTANI PRIVATE OWNERS: A7%
E.P.I.D.C. A%
Foreign Owners: 1%
Bangladeshi Owners 18%

43 per cent (by assets value) of the abandoned industries were legally taken over in March,
1972 while the remaining 4 per cent small scale units with asset vaues below Tk. 1.5 million were
offered for sale. As part of the Awami Leagues 11-point electoral pledge of 1970 campaign, 15 per
cent of the fixed assets of the manufacturing sector were nationalised on March 26, 1972. Thus the
size of public sector rose to 92 per cent of all large scale manufacturing fixed assets, of which 87 per
cent were ether inherited from EPIDC or abandoned by the Pakistanis.

6.2  Speed of Privatisation of SOEs
The government began to denationalise the state-owned enterprises since independence, but the

process speeded up in post 1975 era. Although, a large number of units were disinvested during
1975-1981, yet average size and vaue of disinvestments units were much higher during 1983-1990.

Table 6.2: Phasing of the Privatisation Process

PERIOD OF DISINVESTMENTS | NUMBER OF ENTERPRISES
Pre liberation 13

1st Jan. 1972-30 June 1975 114

1st July 1975-30 June 1981 247

1st July 1981-30 June 1991 125

1991-1995 17

Total 516

17 The chapter is based on several studies done at CPD as no background paper was commissioned. The reports are:
Akash and Sobhan (1999), Raihan S (2000), Azad (1999a, b) and Rahman et a (2000)
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| s state-ownership intrinsically inefficient?

A number of studies point to the inherent nonviability of State-owned Industrial Enterprises
(SOIEs) on the premise that state-ownership inhibits the efficient functioning of any industrial
enterprise. Privatisation is advocated as the answer to improve both micro enterprise and macro-
economic performance.

Bangladesh’s SOIEs during FY 74-FY 98 earned positive real net profits at one time or another,
though the sustainability of profits varied, as did the performance of the different industries (Table
6.3). Both BSFIC and BFIDC the smaler corporation, presented a more sustained record of
performance compared to BIMC which registered profits in only 3 out of 25 years and BTMC
which returned profitsin only 4 years.

Table 6.3: Profit Trendsin the SOIEs

NO. OF YEARS (DURING 1973-74 TO 1997-98) IN WHICH
POSITIVE REAL NET PROFIT IS EARNED
BSFIC 11
BCIC 5
BSEC 8
BFIDC 10
BTMC 4
BIMC 3

Source: Raihan (2000).

Trends of Aggregate Real Net Profit

BSFIC, BSEC, BFIDC made positive aggregate real net profits during period 1. BTMC and
BCIC losses were modest and even BIMC kept its losses to an amount of Tk. 72 million. During
period 2 all the six corporations incurred aggregate real losses and the extent of loss increased
significantly for al these corporations. During period 3 these aggregate real net losses escalated
by a significant margin. Period 2 escalation in SOIE losses coincides with the acceleration in the
process of disinvestment. The astronomic SOIE losses in the 1990 coincides with the virtual
abandonment of the SOIE as from the concern of the GOB and a commitment to total
privatisation.

Table 6.4: Aggregate Real Net Profit of Six Industrial Corporationsfor Three Different

Periods
(at 1984-85 prices, in million Taka)
PERIOD 1 PERIOD 2 PERIOD 3

(1973-74 TO 1982-83) | (1984-85TO 1990-91) | (1991-92 TO 1997-98)

BSFIC 27.18 -19.76 -102.49
BCIC -18.07 -76.47 -276.5
BSEC 32.69 -19.94 -70.77
BFIDC 0.72 -2.0 -6.59
BTMC -5.73 -29.04 -159.69
BIMC -71.6 -111.0 -135.24
All -34.8 -258.15 -751.28

Source: Raihan (2000).




The‘Myth’ of Loss
The annual average of the aggregate real net profit/loss of the six state-owned industrial
corporations during those three periods have been calculated and the figures are: In period 1 = -
Tk. 7.87 million, in period 2 = - Tk. 35.2 million and in period 3 = - Tk. 128.2 million

There has been a ‘popular’ saying that another Jamuna Bridge can be constructed if the losses
of the state industrial sector is saved for at least ayear. The cost of building the Jamuna Bridge was
more than Tk. 250 billion, whereas, during those 24 years the maximum average real net loss made
by the total state industrial sector in a year was Tk. 128 million. Furthermore dl these losses were
not compensated from the budget as line item subsidies.

6.3  Performance of the Privatised Sector

There are severa studies on the relative performance of public and private industries. Each has it's
own policy biases. It is quite difficult to find out the exact performance change that could be
attributed exclusively to the change in the form of ownership.

The GOB has made no effort to ascertain the fate of the privatised units except for a brief
survey commissioned during the interim government of President Shahabuddin Ahmad to seeif the
privatised units were actualy functional. That survey in February 1991 found over 50 per cent of
the privatised units were not operational. No other major studies have been attempted. Recognising
the limitations of al studies on this subject in Bangladesh, a CPD paper drew upon the evidence
from the few available studies of privatisation in Bangladesh.

During 1991-96 of the 13 enterprises privatised, the performance before and after was analysed
in aWorld Bank study. The basic data on enterprise level performance, provided in the review, is
summarised below:

Error! Bookmark not | PRE-PRIVATISATION POST-PRIVATISATION
Ctg Cement clinker and | Cap utilisation=52% Cap.Uti=72%
Grinding Co. Sales 49.68 cr tk. Sales=86.45 cr. tk.
Tota no. of workers | Ws=252
(Ws)=316 Profitable
Profitable
Kohinoor Chemicals Highest Loss incurred = TK. | Now Profitable.
6cr. Profit=79 Lac tk.
Losing just before
privatisation
5R. Ltd. Losing. Losing.
Loss=5.64 cr. tk. Loss=47 Lac Tk.
Kishoregan] Textile Ltd. Losing losing.
Loss=64 lac tk. loss=2.16 cr. tk.
Eaglebox and Carton Losing. Losing.
Loss=1.85cr. Tk. Loss=3.13 cr.tk.

72



Error! Bookmark not | PRE-PRIVATISATION POST-PRIVATISATION
Style Fabrics Losing Losing.
Loss=13 lac Loss=30 lac tk.
Hamidia Textile Mills Operational Non-operational. The unit
could not be traced

Dhaka Veg. Oil Operational Closed

BD Cycle Inds. Operational Closed

Madaripur Textile Operational Closed

SinhaTextile Operational Closed

Quantum Pharmaceutical Operational Closed

Source: Akash and Sobhan (1999).

The above table derived from the units privatised since 1991 and surveyed for the World Bank
study show very mixed results. Obviously Chittagong Cement Clinker improved its profits after
privatisation: was profitable under public ownership and remained so after privatisation.
Kohinoor Chemicals also a success story turning losses into profits after privatisation. Four other
units continued to make losses after privatisation, of which three increased their losses. Of the
remaining 5 units under review in the table one, Hamidia textiles, appears to have disappeared.
Four others are closed. In the case of Dhaka Vegetable Qil there is some indication of defraud to
the banks which is the subject of a criminal investigation. The case of Eagle Box also points to
malfeasant behaviour by the private owner which has culminated in the closure of the enterprise.

The World Bank study covers only afraction of the SOEs privatised if aggregated, as was done
in the World Bank studies, gives a positive picture because of the performance of a large unit such
as Chittagong Clinker those results influence the aggregate analysis. The disaggregated data cited in
the above table provides no clear evidence that the performance of SOES has improved after
privatisation.

The BIDS study of the textile mills show that 74 per cent of private textile mills made losses
for at least 5 years out of 7 yearsi.e. 1985 to 1991. In the public sector, 62 per cent of BTMC mills
made |losses in the same period.

35 jute mills were transferred to the private sector by 1982-83. To date most of these mills are
not profitable and face large default problems. It i evident in the jute sector that the main problem
lies not in the ownership but in the policy regime and the management. The specific problems faced
by the jute sector include: the export price of al jute mills tends to be 20-30 percent lower than their
production cost. The main reason for this is the very decrepit nature of the 20-30 years old
machinery in these jute mills. In spite of jute being an export-oriented industry it did not receive any
gpecial policy concessions from the GOB. The jute sector dill has to pay double rates for its
electricity bill while producing at peak hour. If a mill uses its own generator it has to pay VAT on
the electricity generated in its premises. Interest on credit to the jute sector is 15.5 percent whereas
the rate for other export-oriented industries is only 9 per cent.
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Interestingly at present the government still retains a partial ownership (up to 49 per cent) over
some of the privatised mills. When the GOB sought to hand over the remaining shares held by it in
the jute mills to the owners, anumber of them have rejected this offer preferring partia retention of
GOB ownership.

A study by the of BIMC points out that in case of the jute mills both the private and the public
sectors were equaly making losses. WB aso recognises this in one of its own documents, "As the
past performance convincingly shows, under the present policy environment the jute mills cannot
operate efficiently in either the private or the public sector, improvement in policy environment is
therefore a precondition for a successful privatisation” (WB,, 1992).

Industry-wise labour productivity data showed that labour productivity does not depend on
ownership, it depends on manageria efficiency (Sahota, /).

A Sample Survey of 498 disinvested enterprises by the GOB in 1993 (see Sangbad, 8/5/93)
found that 133 were closed, 141 were not traceable i.e. in total 274 privatised units were not
operationa and only 214 were still in production.

6.4  Social Costsof Privatisation

It is assumed that most SOEs have excess labour and needed downsizing. However the process
of downsizing carries a socia cost in the way of disemployed workers and loss of income to their
families since there is no access to unemployment insurance for such affected families.

A BIDS study based on a sample of 112 currently operating enterprises out of the 205 surveyed
privatised units the post divestiture employment was 24 percent lower in the case of production
workers and 25.5 percent lower for the non-production employees. If the workers employed in the
93 mills which were found closed in the BIDS survey were taken into account, over 1 lakh workers
or closeto 40 per cent of the workers employed in 205 surveyed SOESs have lost their jobs.

Another influential study of the employmert Situation in the privatised jute industries by
Bhaskar and Mushtag (1995) points to the tendency of replacing permanent workers with casua
labour by the private employers thereby reducing the overall security of the workers in the
privatised jute mills.

6.5  Participatory Impact Assessment of Privatisation of Jute Manufacturing Industries

All of the participants of the focus group discussions and interviews (i.e., the mill owners,
labourers, and trade union leaders) have unanimously expressed the views that the government of
Bangladesh has initiated the process of privatisation of jute manufacturing industries in the
country quite mechanically. They have pointed out that without preparing a clear-cut guideline
for privatisation and before preparing the private sector to take over the responsibility of jute
sector the government has initiated its privatisation policy. They have also added that
privatisation has been initiated before taking any measures in the mills to correct the
inefficiencies that have been cropped up during the nationalised regime. As a result, the process
has now been stalled and the objectives of privatisation have not been achieved at al over the
last one and a half decades. Most of the sick jute industries, which have already been privatised,
have now turned into dead industries.

The participants have dso pointed out that nationdisation was adso done mechanically
immediately after liberation. All the jute mills at that time were nationalised irrespective of their
nature of ownership — Bengdi or nonBengdi. There were only a few Bengai managers in the 77
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jute mills of the country before liberation. Consequently, there were vacuums in the managerial
positions of the mills and those positions were then filled up from mid leve officials and even from
clerks in some occasions. Many others at various levels were also then recruited politically without
any prior expertise in the field. Many of them were employed against positions were not necessary.
The number of officers and staffs therefore had been increased by about 35 to 40 per cent as
compared with that of pre-liberation period. After the change of regime in 1975, the number of
officers and staffs had again been raised by another 35 per cent to 40 per cent without necessity as
compared with that of the previous regime. The main consideration for recruitment was political.

After nationalisation, the higher authority, mill management and the CBA leaders (with only a
few exceptions) started misappropriation of the funds and resources of the mills. This has obviousy
hampered the quality of the production and ultimately led the mills to a situation where the mills
started incurring losses year after year. As the participants have pointed out, the mill authority had
reported more raw jute than they had actually purchased in many occasions. To hide this fact, they
intentionally had set fire to the jute godowns and reported that all the jute stocks were blazed. In
fact, since 1972 till to date, different regimes, instead of trying to bring positive changes to the mills,
have actually paved the way of privatisation showing gradual losses of those mills.

Workers and employees have reported that large scale corruption and looting have aso taken
place in the privatised jute mills and the owners of the mills have done it with help of their close
associates (relatives) who have been employed by the owners and given the responsibilities of key
positions of the mills. Corruption and looting has taken place at al levels. Workers and employees
have categorically cited some examples in this regard. Suppose, the actual market price of raw jute
is Tk. 300 per mound. The jute purchase officer, who is generdly a pet of the owner, invoices it a
Tk. 400. The owner takes away the difference instantly during the purchase of raw jute in this way.
They do the same thing while purchasing the other raw materias, machine parts etc. They aso
mentioned that in 1985, the owner of Sonali Jute Mill bought a huge quantity of dated raw jute from
another jute mill, situated in the opposite bank of the river named Sagar Jute Mill, but invoiced as
the good quality raw jute. This, dong with some other reasons including excessive manpower, dated
machinery, changes in the demand of jute goods in both domestic and international  markets etc.
have led to the loss and ultimately closing down of the mills. Neither the government nor the mill
owners have actually taken any favourable steps to revive the sector. Consequently, jute sector are
now a the verge of collapse and the ultimate victims are its hundreds and thousands of its
employees and workers who are now living a very measurable live as the study team has witnessed
the fact in the areas of Katchpur of Narayanganj and Phulbari of Khulna.

The following are some of the points that have been noted from the discussion with various
stakeholder groups and individuals:

The Rationale of Privatisation of Jute Mills
The mills were running at aloss due to over manpower and corrupt management.

Instead of taking appropriate measures to rum the profitably, the then government
decided to privatise those mills.

The Process of Privatisation of Jute Mills
The process of privatisation was not fair.

There was no clear-cut policy to privatise them.
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Many corrupt and dishonest entrepreneurs had been able to buy jute mills

Even in cases of the old entrepreneurs who had got their mills back, many of them have
sold them again to the new and inexperienced owners.

Eff|C|ency in the Privatised Mills
Level of efficiency has not improved even after the privatisation.

The owners of the mills, particularly the new owns, have not taken any initiative to
improve the level of efficiency of the mills, rather, have started colossal looting of the
resources of their resources.

The government has also not provided any support to increase the level of efficiency of
the mills.

Government doesn’t have any enforcement of the policies, if any at al, to monitor how
the mills are being run.

Profitability in the Privatised Mills
Since the new owner had started looting of the mill, the question of profitability doesn’t
arisein this case.

Employment Situation in the Privatised Mills
Level of employment has been reduced drastically.

In the Sonali Jute Mill of Khulna, 1165 workers were terminated at a time in the firs
move after the new owner camein.

Alternative Opportunities

It isredly difficult for the workers, who have lost their job, to find respectable alternative
employment.

Some of them are doing odd job (e.g., rickshaw pulling, day labourer, etc.).

Privati sation and Poverty
While the mill was in operation, the employees and workers were living a reasonably
good life. But, after they have lost their job, most of them have falen into hardship.

Many of them have even not been able to feed their children properly let alone sending
them to school and giving them proper treatment.

Some of them have already sold their assets whatever they accumulated over the years of
their job.

Some of them have also sold the land that they had got from their parents.

Most of them are surviving on borrowed money with a hope that either the mill will be
re-opened one day or they will get their payment duly.

Privatisation and Women
Not many women were employed in the mill and therefore no separate implications on
women are actually found here.
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Privatisation and Corruption
The process of privatisation through which the mills had been privatised was itself
corrupt.

It was not done through open tender.

Valuation of the mill was not done properly. It was sold a a very cheap price through
unholy alliance between the owner and the policy makers.

Whatever the price has been fixed, that has not even been paid properly.

Many inexperienced and dishonest entrepreneurs had been able to buy mills giving bribe
to the corrupt authority.

Large scale corruption has been taken place in managing the mills even after it has been
privatised.

The owner himself over invoiced the price of jute, other raw materiads, and the
mechineries, and showed loss in the balance sheet. Buying the raw jute at the rate of Tk.
300 per mound, the owner showed it at the rate of Tk. 400 and the difference has gone
into his pocked instantly.

6.6 Lack of An Articulated Privatisation Policy

It is remarkable that inspite of substantial privatisation and repeated commitments to
privatisation three successve governments have failed to enunciate a clear privatisation policy.
There is strong evidence that in the absence of a clear privatisation policy a state of uncertainty
prevails which is impacting not just on the credibility of the GOB but has led to further losses
amongst the SOEs, particularly those awaiting privatisation. Evidence shows that just prior to
privatisation profitable SOEs became losing concerns and profitable sectors began to make losses.
This indicates deterioration in the governance of SOEs in the 1980s and its continuation in the
1990s.

A more comprehensive review of the outcomes of privatisation should be attempted to see
whether they are at al operational, whether productivity, profits, tax payments, debt servicing, have
improved so as to permit new investment and modernisation. The objective has to be to raise
productivity and production of enterprises whether under public or private ownership. If change in
ownership to private hands can categorically ensure improved micro and macro-economic gains as
well as higher socia welfare moves in this direction will be more acceptable. If however evidence is
weak to establish the merits of privatisation or is even contra- indicative, at least in Bangladesh, then
it is needed to know about (8) how to improve the performance of the privatised units (b) whether
existing public enterprises can at al be reformed. Ideological posturing, based on a poor foundation
of evidence will not solve the problem of misgovernance in both in the public and private sector.
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Box 6.1: Impact of Privatisation of Jute Mills. VVoices of the People

‘I have been working in the Sonali Jute Mill since 1968. About 3,400 permanent and 1200 temporary
labourers were employed in the jute mill at that time. Production target was also fully achieved at that time. Then
after liberation, the mill has been nationalised in 1973. Many new employees had been employed at al levels of the
mill in addition to the old ones. The management had become corrupt and weaker and as a result, misuse of
resources had taken place to agreater extent. However, the mill was running quite well until 1980.

There was corruption in the purchase of raw jute. The officials responsible always over invoiced the price
of raw jute. This, aong with some other reasons including excessive manpower, has led to the loss of the mill.
Instead of taking appropriate measures to run the mill profitably, the then government decided to privatise the mill
back in 1982. The privatisation had not taken place through open tender at that time. As a result, some dishonest
entrepreneurs had been able to buy some of the mills at a very cheap price through unfair practices with help of
some policy makers. The previous owner got the mill back in this case After running the mill for a few years, the
owner sold the mill again to a new owner in 1995. The new owner actually started the colossal looting in the mill
immediately after his arrival. About 1165 workers were terminated at a time in the first move. The new owner did
not pay anything to the terminated workers. Some of them have died without any treatment. Some of them are still
living in the slums or on the streets after losing their jobs. They still have legal claim to their provident fund and
other savings, which are not paid as yet and neither the government nor any other organisations are coming forward
to help them out to get their legitimate payment.

The mill has been closed down for three times since the new owner came in. Firstly, it was closed for one
year and twenty days, secondly, it was closed for three months, and lastly, it has been closed since July 1999 till
date. From the very beginning, the intention of the present owner was not good. He didn’'t pay the workers properly.
He hired mastans to punish the workers. Some CBA l|eaders were also bought by him. At the same time, there were
some dedicated CBA leaders, who really tried to uphold the interest of the workers. Most of the workers are now
jobless. It isreally difficult for them to find alternative employment. - A Worker of Sonali Jute Mill.

The process of privatisation was started mechanically in our country. Privatisation of some mills has been
done without solving the problems created in the mills during nationalised regime. Cutting off head should not be
the solution of headache, rather, proper medicine should be given. Moreover, government has privatised the mill at a
very cheap rate.” — A Labour Leader

‘| was a mechanic of Ajax Jute Mill. | was living a reasonably good life while the mill was in operation.
After the closing down of the mill, my wife got angry with me. She went to Dhaka to work in a garment industry.
She does not keep contact with me as of now. | am here with three children. 1 now try to do whatever job is
available. | pull rickshaw sometimes. | work as day labourers at times. And | pull cart sometimes. | am not able to
send my children to school any more. ...'— A Mechanic of Ajax Jute Mill
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CHAPTER 7: IMPACTSOF AGRICULTURAL PoLIcY REFORMS®

7.1  Introduction

Some of the major reforms in the agriculture especialy relating to input markets came about in
the 1980's, though policy reforms continued into the 1990's. The present chapter begins with a
note on performance of the agricultural sector and then traces changes in policies espoused by
the Bretton Woods Institutions. The chapter, among others, focuses on crop sector profitability,
labour market, food security and well-being. The present study provides estimates on changes in
crop sector profitability over the reform period, estimating policy reforms pertaining to the
(chemical) fertiliser and irrigation markets.

Performance of Agriculture

The growth of the agriculture sector as a whole has been impressive in the late 1990s, at 4.8 per
cent per year compared to the long-term growth of 2.6 per cent per year since independence
(Table 7.1). Acceleration of agricultural growth contributed to improved performance of the
overall economy; the annual growth of GDP increased to 5.6 per cent in the late 1990s from 4.5
per cent in the early 1990s, and the long-term growth of 4.1 per cent during the previous two
decades.

Table 7.1: Performance of Agriculture
(Growth rate in per cent per year)
SECTOR 1997-98 | 1995-96 | 1990-91 | 1973-74
to to to to
1998-99 | 1998-99 | 1998-99 | 1989-90

Agriculture 5.0 4.8 2.7 2.6
Crops 4.3 4.0 14 1.7
Forestry 4.1 4.2 3.8 3.8
Livestock 7.6 7.8 7.2 5.2
Fisheries 8.0 8.4 7.8 2.3

Non-agriculture 5.2 5.9 6.2 6.0

Gross domestic product | 5.2 5.6 4.9 4.1

Source: Bangladesh Bureau of Statistics, Statistical Yearbook of Bangladesh, various issues; and
Monthly Statistical Bulletin, December 1999, produced in Hossain (2001).

The agricultural growth in 1990s was driven by the non-crop agricultural sectors, i.e., forestry,
fisheries and livestock. The robust growth in the non-crop agricultural sector which became visible
since the late 1980s. The growth in the crop sector stepped up to 4.3 percent, compared to 4.0 per
cent for the late 1990s, and a complete stagnation in the early 1990s.

18 The chapter is based on Zohir (2001), Hossain (2001), Murshid (2001) Rahman R (2001) and Rahman A et al
(2001).
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Policy Reforms

Reforms in agriculture sector were initiated before the GOB contracted to structural adjustment.
The import programme credits, beginning of 1980s, focused on increased production efficiency
and insisted on market-oriented reforms (Table 7.2).

Table 7.2: Policiesrelated to Agriculturein Import Programme Credits

IMPORT |APPR |DISB|JUSTIFICATION SECTOR SPECIFIC POLICY ISSUES

PROGRA |O- -

M VED |URS

CREDIT ED

IX 10/80 |06/83 |shift of focus from industry |Greater budgetary allocation for minor irrigation,
and export promotion to drainage and flood control; assurance of adequate
agriculture. Support of policy [supplies of diesel fuel and spare partsto ensure full
reforms introduced or operation of irrigation egqui pment; commission of
planned by the government to| project preparation study for the construction or
increase production additional bulk storage capacity for diesel in rural
efficiency and equity of areas; provision of additional agricultural credit by the
foodgrain distribution. banking system; improvement of institutional
Provision foreign exchange | shortcomings of the banking system — establishment
for importation of raw of additional branches, training of staff, simplification
materials, componentsand | of lending procedures, credit availability for fertiliser
equipment to enable the purchases, recovery of agricultural debts; grater
industrial, construction and | involvement of the private sector in the manufacturing
agricultural sectorsto reach |of minor irrigation equipment and of maintenance and
full production potential. repair services; liberalisation of anti-hoarding

regulations and laws, provision of bank credit to
private traders to build storage facilities and hold
grain stocks, abolishment of the Approved Grain
Dealers and standardisation of private market weights
to improve the private sector’ s marketing efficiency in
grains; commission of astudy to determine the
country’ s storage needs for foodgrains.

X 12/81 |06/84 |Support to increase the Provision of incentivesto farmers, reduction of price
production aswell asthe risks faced by the farmers and improvement in the
efficiency and equity of distribution of key inputs to stimulate foodgrain
foodgrain marketing and production; stabilisation of foodgrain supply and
distribution. Expansion of the| consumer prices during lean seasons; reduction of
private sector role in import, |subsidies for minor irrigation equipment; reduction of
domestic manufacture, sale | budgetary impact of the foodgrain subsidy and
and servicing of irrigation procurement.
equipment to reduce the
public sector involved in
these activities.

X1 06/84 |12/86 [Further initiativesto improve | Recovery of operating and maintenance costs from

the effectiveness.

beneficiariesin major irrigation policies;
improvement of utilisation and maintenance of minor

irrigation equipment.

Source: Bhattacharya. D and Titumir, R A M (1998): Towards demystifying a Process. The structural Adjustment
Policiesin Bangladesh, Dhaka: SAPRI, Bangladesh.
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The 1982 World Bank document Bangladesh: Foodgrain Sdf-Sufficiency and Crop
Diverdgfication notes that “Bangladesh’s agricultura strategy clearly must continue to place strong
emphasis on raising foodgrain production”. It adds that the centra thrust of the medium term food
production plan (MTFPP) should be on “the provision of additiona irrigation, drainage and flood
contral facilities” and “the complementary use of other modern inputs, such as fertilisers and HY'V
seeds, must continue to be increased smultaneoudly if the full potential of improved water
management is to be realised.”

As far back in 1982, the Bank says that GOB had “initiated a policy shift towards greater
reliance on private financia and manageria resources’. The WB document recommends vigorous
pursuit of such policy, particularly in the areas of minor irrigation and input supply and distribution.
Specificaly, it mentions of “handing over responsibility for the procurement, marketing, servicing
and management of minor irrigation equipment to the private sector, direct sde of pumps and
tubewells to farmers and cooperatives, phasing out of seasona equipment rentals, movement
towards full-cost pricing for agricultural production assets and inputs, and vigorous extension
training to improve farmer ability to extract the full potentia from modern inputs’. Following
policy advices, by 1982, the GOB had aready taken measures to switch from the rental programmes
for minor irrigation equipment to a sades programme, and had decided to subsequently move
towards full-cost sales pricing (for STWs and LLPs). The report was critical of the practice of
officially fixing both wholesale and retail prices for private dealers, and recommended an interim
strategy “to fix the wholesale price, to ensure adequate supply at the wholesale level, and to alow
market forces and dealer competition to take care of the rest”.

The 1990's experienced further liberdisation (as shown in Table 7.3), especidly in the trade
sector, having important implications for the crop production. The Rural Rationing was withdrawn
in 1991, largely restricting public offtakes of foodgrains through non- monetised channels and open
market sales. Import of fertiliser by the private sector was alowed in 1992, with specid credit
support provided to the importers. During the same time, private sector participation in import of
foodgrains was also opened up. The 1990's is also marked by significant increase in mechanisation
of crop production, induced by the libera policy towards importation of farm machinery.
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Table 7.3: A Summary of the Structural Adjustment Policies Related to Agriculture and

Food
POLICY OBJECTIVES STRATEGIES AND MEASURES TIMING OF
TARGETS MEASURES
Public Improve operation and Complete study on Operation and Maintenance 1986/87
expenditurein | maintenance of existing and new (O&M) needsin irrigation, water management and
agriculture agricultural infrastructure flood control
Implement recommendation of study 1988/89
Increase the scale and efficiency of | Increase the share of public investment in 1990/91
public investment in agriculture agriculture and water resources and focus minor onward
and water resource management irrigation development.
Expand privateirrigation facilities | Ensure continued unsubsidised private sector rolein| ongoing'®
distribution of minor irrigation equipment.
Institutional Greater private sector involvement | Undertake comprehensive study to review the 1986/87
Reform in the distribution of agricultural functions, operational role and organisation of
inputs and equipment to farmers BADC.
Increased private sector involvement in irrigation 1987/88*
and fertiliser distribution.
Reform BRDB activitiesto revitalise co- ongoing
operatives.
Extend recent liberalisation of restrictions on 1990/91
imports, distribution and selling of minor irrigation | onward
eguipment.
1990/91
Rationalise tax structure on agricultural equipment | onward
imports.
1990/91
Allow private sector imports of improved seed
varieties.
Food Policy Improve public domestic Implementation of action programmes based on the | 1986*
procurement and distribution recommendations of the National Committee of
operation. Phase out subsidies, Rationing as approved by GOB.
except Food for Work and targeted
distribution programmes. Unify ration pricesin various channels, further 1987/888*
reduce subsidies and review open market sale onward
policies.
Introduce floor price for farmers and support it 1990/91
with effective domestic procurement. onward

19 “Ongoing” without the year marked within the parentheses refers to reform measures that have started before the
PFP for 1986/87-1988/89.
*Supported under ongoing IDA policy credits and only mentioned in PFPs for 1986/87 — 1988/89 and 1988/89-

1990/91.
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Raise rations prices, except for well-targeted 1990/91
programmes serving the poor. onward

Remove restrictions on private grain storage and 1990/91
inter-district trade. Allow foodgrain exports, as

agreed with food aid donors.
Remove restrictions on private Permit foodgrain imports by private sector on same | 1992/93
foodgrain imports, storage, and basis of official imports. onward
inter-district trade.
Continue liberalisation of restriction on imports 1990/91
and distribution. Eliminate remaining subsidieson | onward
deep tube-wells.
Input Greater private sector involvement | Reorient BADC' srole from input supply to private | 1991/92
distribution in the distribution of agricultural sector support. onward

inputs and equipment to farmers.
Existing tube-wells maintained on rental basis by 1992/93

public entities to be privatised and remaining onward
subsidies on deep tube-wells to be eliminated.
Fertiliser Eliminate economic subsidy on Elimination economic subsidy on fertilisersat the | 1986/87
Pricing Policy | fertiliser prices. wholesale level. onward
Quarterly reviews of fertiliser prices. Price Ongoing*

adjustments at |east twice each fiscal year to ensure
that economic subsidy remains zero.

Adjust fertiliser pricesin line with world market Ongoing
prices. (1990)

Eliminate remaining restrictions on private traders. | ongoing
(1988/89)

Source: Bhattacharya. D and Titumir, R A M (1998): Towards demystifying a Process. The structural Adjustment
Policiesin Bangladesh, Dhaka: SAPRI, Bangladesh.

7.2 Crop Sector Profitability
The general hypothesis is that policy reforms in the agricultural input markets led to lowering of
prices of fertiliser and irrigation, which subsequently led to increase in their use, and thereby to
increase in ouput and profitability.

Table 7.4 summarises the findings on changes in aggregate profit, expressed per hectare of
land.?® The figures capture changes in the crop mix, crop-specific yidds, changes in input use, as
well as changes in prices of output and inputs. While revenue had increased by 40 percent over a
decade, net returns on a cash cost basis had increased only by about 17 to 20 percent. During the
same period, crop-sector GDP at constant prices (1984-85) increased by about 33 percent. Over the
period, dependence on purchased inputs — both [abour and nor labour — increased; thus, cash returns
to the farming households increased at alower pace than growths in either quantum of production or

20 Details on Crop-specific inputs and output, along with various measures of return from cultivating a unit of land
are summarised in Tables B.2 to B.14 in Appendix B in Zohir (2001). The method of arriving at aggregate crop-
sector profitability isoutlined in Appendix C in Zohir (2001).
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the total value of produce. Returns to aggregate crop cultivation on a full-cost basis however
registered an increase of more than 75 percent. The latter is indicative of increase in the use of
labour for non-crop (and possibly, non-farm) activities by the farming househol ds.

Table 7.4. Aggregate Financial Profitability Before and After SAP

AFTER
HITEM S BEFORE”|BEFORE®| © |%CHANGE"®|% CHANGE ¢
||Revenues
lGross Return 1, Small 5947 13608 | 18835 216.7 375
lGross Return 1, Medium 5677 13077 | 18144 219.6 387
lGross Return I, Large 5663 13043 | 17993 217.8 38.0
lGross Return 1, All farmers 5755 | 13257 | 18410 219.9 389
lGross Return 11, Small 6318 | 14552 | 19985 216.3 37.3
lGross Return 11, Medium 6053 13042 | 19289 218.7 384
lGross Return 11, Large 6040 | 13913 | 19151 217.0 37.6
lGross Return 11, All farmers 6130 | 14120 | 19559 219.1 385
||Costs based on Crop-specific Input Prices
llcash Cost, Small 3255 6098 | 10044 208.6 64.7
llcash Cost, Medium 3079 5813 | 9575 210.9 64.7
llcash Cost, Large 3085 5816 | 9437 205.9 62.3
llcash Cost, All farmers 3134 5000 | 9750 211.1 65.3
lFull Cost, Small 5554 | 11394 | 14579 162.5 28.0
[Full Cost, Medium 5311 10953 | 13993 163.5 27.8
lFull Cost, Large 5278 | 10867 | 13789 161.3 26.9
[Full Cost, All farmers 5376 11066 | 14206 164.2 28.4
||Net Returns on Cash Costs Basis
[Net Return I, Smll 2692 7600 | 8791 226.5 15.7
[Net Return 1, Medium 2598 7264 | 8569 229.8 18,0
[Net Return 1, Large 2578 7228 | 8556 231.9 18.4
[Net Return 1, All farmers 2622 7357 | 8660 230.3 17.7
[Net Return 11, Small 3063 8454 | 9941 224.6 17.6
[Net Return 11, Medium 2974 8129 | 9715 226.7 195
[Net Return 11, Large 2956 8098 | 9713 228.6 20.0
[Net Return 11, All farmers 2996 8220 | 9809 227.4 19.3
||Net Returns on Full Costs Basis
[Net Return 1, Small 393 2304 | 4256 982.5 84.7
[Net Return 1, Medium 367 2125 | 4151 1031.9 95.4
[Net Return 1, Large 385 2176 | 4204 992.2 93.2
[Net Return 1, All farmers 379 2191 | 4203 1009.3 91.9
[Net Return 11, Small 764 3158 | 5406 607.8 71.2
[Net Return 11, Medium 742 2990 | 5296 613.6 77.2
[Net Return 11, Large 763 3046 | 5362 603.0 76.0
[Net Return 11, All farmers 754 3054 | 5353 610.4 753

Note: 'a’ isat 1979-81 average prices, while'b' is based on 1990-91 prices
Crop share before SAP is based on the Census of Agriculture and Livestock, 1983-84
Crop share after SAP is based on the Census of Agriculture, 1996
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The relevant figures in 'a’ were calculated from Tables B.2 & B.5 weighted by the share of the crop in the total
cropped area.

The relevant figures in 'b' were calculated from Tables B.2 & B.6 weighted by the share of the crop in the total
cropped area.

The relevant figures in 'c’ were calculated from Tables B.3 & B.6 weighted by the share of the crop in the total
cropped area.

Source: Zohir (2001)

Increase in crop-sector profitability has however dampened during the 1990's. A comparison
with 1997-2000, upon changing a limited set of variables (on which information was available),
shows net returns on per unit of land, in nomina terms, to have increased at the most by less than 1
percent on full-cost basis (Table 7.5). This is primarily because the wage rates have increased by
more than 25 percent over the period; fertiliser costs have increased by more than 50 percent and
irrigation costs have increased by about 10 percent. In contrast, the prices of most crop-sector
produce have only marginally increased. In rea terms, returns on land declined by more than 25
percent, which largely reflects the persistent decline in terms of trade against crop sector in
Bangladesh. Given that physical quantity of output produced per unit of land did not increase
sgnificantly over the years, the finding on decline in real profitability of the crop sector during the
1990's remains valid.**

Table7.5: Changesin Crop-Sector Profitability beyond SAP

H PERCENTAGE CHANGE
ITEMS 1990-92 | 1997-2000 | Nominal | Real
||Revenues

lGross Return 1, Small 18835 21880 16.17 -21.43
lGross Return 1, Medium 18144 21182 16.74 -21.04
lGross Return 1, Large 17993 20874 16.01 -21.53
lGross Return 1, All farmers 18410 21426 16.38 -21.28
lGross Return 11, Small 19985 23030 15.24 -22.06
lGross Return 11, Medium 19289 22327 15.75 2171
lGross Return 11, Large 19151 22031 15.04 -22.19
lGrossReturn 11, All farmers | 19559 22575 15.42 -21.93
||Costs of production

llcash Cost, Small 10044 12018 19.66 -19.07
llcash Cost, Medium 9575 11482 19.92 -18.89
llcash Cost, Large 9437 11288 19.61 -19.10
llcash Cost, All farmers 9750 11676 19.76 -19.00
IFull Cost, Small 14579 17623 20.88 -18.24
[Full Cost, Medium 13993 16959 21.19 -18.03
IFull Cost, Large 13789 16660 20.82 -18.28
[Full Cost, All farmers 14206 17190 21.00 -18.16
||Net Returns on Cash Costs Basis

INet Return 1, Small 8791 9861 12.18 -24.13
INet Return I, Medium 8569 9700 13.19 -23.44

21 Note that our estimate on changes in profitability over the recent past is only suggestive and does not capture the
changesin land productivity.
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7.3

Land Ownership, Tenural Arrangement And Wages

INet Return 1, Large 8556 9587 12.04 -24.21
[INet Return 1, All farmers 8660 9749 12.58 -23.86
INet Return 11, Small 9941 11012 10.77 -25.08
INet Return 11, Medium 9715 10845 11.64 -24.50
INet Return 11, Large 9713 10744 10.61 -25.18
[INet Return 11, All farmers 9809 10899 11.11 -24.85
||Net Returns on Full Costs Basis

INet Return 1, Small 4256 4257 0.02 -32.35
INet Return 1, Medium 4151 4223 1.74 -31.19
INet Return 1, Large 4204 4214 0.23 -32.20
INet Return 1, All farmers 4203 4236 0.77 -31.83
INet Return 11, Small 5406 5407 0.02 -32.35
INet Return 11, Medium 5296 5369 1.36 -31.43
INet Return 11, Large 5362 5371 0.18 -32.25
INet Return 11, All farmers 5353 5385 0.6 -31.96

Note: Output per unit of land isretained at 1990-92 level. Output prices for main produce have been

included. Irrigation cost for 1997-2000 has been arrived at by applying the ratio observed for MV Boro
cultivation. Fertiliser prices andwage rates are not specific to cropsin 1997-2000.

The changes in the structure of landownership indicate a trend of growing pauperisation rather

than concentration of landholdings. At the other end, nearly 5.4 million households (46 per cent
of rural households) were functionally landless (owning less than 0.2 hectare) in 1983-84; this
number grew to 10 million (56 per cent) by 1996 (Table 7.6). The landless households increased

by 3.6 per cent per year compared to 2.1 per cent for all rura households and 1.2 per cent for
farm households. The number of households owning more than 3.0 hectare of land declined at
over 3.0 per cent per year over the 1983-96 period.

Table 7.6: Changesin the Distribution of Landownership, 1983-84 to 1996

1983-84 1996 ANNUAL RATE
SIZE OF
LAN [zgé\g\gRHl P No.of Percent of No. of E;rjsﬁn;zg

Househol ds(000) |Househol ds{househol ds %)
Nil 1,198 8.7 1,815 10.2 3.4
||0.01 t0 0.49 5,200 376 8,172 458 37
0.50 t0 2.49 4,639 336 5,473 30.7 1.4
2.50 t0 4.99 1,598 11.6 1,458 8.2 -0.8
5.00 to 7.49 650 4.7 541 3 -1.6
7.50 to 24.99 504 3.6 350 2 -3
25.00 & above 28 0.2 19 0.1 3.2
Total 13,818 100 17,828 100

Source: Bangladesh Bureau of Statistics, Report of Agricultural Census, 1983-84

and 1996.
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The land tenure situation has aso undergone substantia changes (Table 7.7). The composition
of the owner and tenant farms has remained almost the same at 60:40 ratio. Most of the tenants are
owner-cum tenants who have some land of their own, and rent-in some more land for better
capacity utilisation of the farm establishments (family workers and draft animals). The average size
of tenant holdings was higher than for owner holdings which was noted by al previous agricultural
censuses including the 1960 census held in the era of Pakistani rule. The proportion of area under
tenancy has, however, increased from 17 per cent of the operated area in 1983-84 to 22 per cent in
1996. This change may be due to an increase in area under absentee landownership with the rapid
rural-urban migration of the rura population, and the abandonment of margina landholding in
favour of taking up rural non-farm occupations by the ‘ resource-poor’ households.

There is dso a dramatic change in the structure of tenure arrangements. The sharecropping
tenancy, which provides disincentives to agricultural investments and the adoption of input-
intensive new technologies, is giving way to different fixed-rent tenancy and medium-term leasing
arrangements. The area under share tenancy has declined from 91 per cent of the tenanted area in
1960 to 74 per cent in 1983-84 and further to 62 per cent in 1996.

Table 7.7: Changesin Land Tenure Situation, 1983-84 to 1996

INDICATORS 1983-84 | 1996
Owner-farms (000) 6,239 7,250
Average size of owner farm (ha) 0.86 0.65
Tenant farms (000) 3,730 4,548
Average size of tenant holding (ha) 1.02 0.76
Land rented-in (000 ha) 1,541 1,837
Per cent of operated holding under tenancy 16.8 21.6
Arearented-in under share cropping arrangements (000 ha) 1,140 1,093
Arearented-in under fixed rent & other arrangements (000 ha) | 400 672
Number of farm holdings (000) 9,969 11,797
Operated land area (000 ha) 9,180 8,181
Source: Bangladesh Bureau of Satistics, Report of Agricultural Census, 1983-84 and
1996.

A comparison of wage on irrigated and nortirrigated areas has been used to test whether the
shift in labour demand has been trandated into an increase in wage rate. While a comparison of
cross sectional data can capture the impact of the increase in the use of irrigation, and other modern
inputs, representing a major part of the changes associated with reform policies, a time series of
wages rates can revea the balance of the forces operating under the cover of economic reforms.
Such forces not only include the labour demand arising from increased productivity in agriculture,
but also the possible impact of transfer of [abour to rura non-farm activities or to the urban areas.

Some of the cross sectiona data on the impact of irrigation shows that a higher labour demand
is reflected in arise in wage rate (Mugtada and Alam 1986, Rahman 1980). Multivariate analyses
have been carried out by some studies to isolate the impact of irrigation/modern variety on wage
rate. Hossain in his early study (Hossain, 1988) obtained a positive coefficient of irrigation on wage
rate. His later study (Hossain et a 1994) obtained an insignificant impact of irrigation on average
wage rate for two seasons. Another recent study (Rahman, 1996) obtained a positive impact of
irrigation on wage rate in the month when the irrigated crop in harvested, but not in the non

87



irrigated seasons.  As a result, the impact of irrigation on the total earning of wage labourers is not
significant.

The differences in the empirica results on the impact of agricultural modernisation on wage
rate is mainly due to the difference in how the ‘wage variable is defined: only for the pesk
agricultural season or as an average for different seasons. Even if the peak season wage rate rises
sgnificantly, it may not have alarge impact on the earnings of |abourers because the duration of the
peak season is short.

A hypothetical calculation will make it clear that poverty will continue if the average value of
real wages cannot be improved. Consider that an increase in employment takes place due to output
growth associated with liberalisation, and a person gets wage employment for the whole year. At
the prevailing average wage rate, she/lhe will be able to maintain a fimily of only two and half
persons above poverty. In contrast, the current data shows that the average family size islarger than
five persons.

There is a supporting data set on rura wage from a recent large scale survey which collected
panel data ranging over a period of 5 years. This data (Table 8) set shows a dight decline in the
rural real wage rate between 1989-90 and 1994-95. In 1994 a day's wage could support 2.54
persons above poverty level as compared to 2.68 persons in 1990. Wage rates provided by other
sources (BBS 1998) show alarger decline in terms of poverty level income. Thus, whatever impact
SAP had on agricultural growth, this had been insufficient to make an impact on rea wage of
labourersin the rural aress.

Table 7.8: Rural Wage Rate and the Poverty Line

YEAR | WAGE RATE WAGE RATE POVERTY LEVEL PERSONS SUPPORTED BY A
(TAKA/DAY) (TAKA/DAY) INCOME DAY'SWAGE
BBSDATA FROM BIDS (TAKA/PERSON/D BIDS BBS
SURVEY AY)
1990 314 34.0 12.67 2.68 2.45
1994 34.9 43.7 17.22 2.54 2.03

Source: Rahman (1996) for col. 3, 5, BBS 1998 for col. (2)

74

Food Consumption

The level of consumption of different food items reached in 1990s compared to the norms for
achieving balanced nutrition can be seen from Table 7.9. It can be noted that the consumption of
cereals has reached a level much higher than the minimum requirement; there is marginal deficit
for tubers and vegetables and fish, but substantial deficits for pulses, oilseeds and livestock
products.
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Table 7.9: Per capita consumption of different food items compared to the norm for having
balanced nutrition, 1991-92 and 1995-96
(Grams per day per person)

FOOD ITEMS MINIMUM RURAL AREA URBAN AREA

INTAKE 1991-92 10995-96 1991-92 10995-96

REQUIRED

FOR

BALANCED

NUTRITION
Rice 390 481 479 416 391
Other cereals 100 42 43 55 51
Tubers & vegetables 225 176 201 209 206
Pulses 30 17 13 2 19
Oils & fats 20 9 8 16 17
Spices 10 26 35 36 45
Fruits 50 16 25 23 39
Sugar/gur 10 9 9 11 10
Fish 45 32 42 48 52
Meat & eggs A 12 12 20 30
Milk 30 18 27 23 36
Total 944 838 894 879 896

Source: Bangladesh National Nutrition Council for the norm of minimum food intake required for balanced
nutrition. Report of the Household Expenditure Survey, Bangladesh Bureau of Satistics for per capita food
consumption in rural and urban areas, produced in Hossain (2001).

7.5 Participatory Well-Being Analysis
The Participatory Poverty Assessment was done in three villages ¥ intensively irrigated village
(11V), moderately irrigated village (MIV) and least irrigated village (L1V). The participatory
well-being analysis (PWA) was conducted through the participatory ranking technique. The
PWAs were conducted by the villagers themselves using the criteria set by themselves for
collectively assessing the well-being status of each household of their village. The well-being of
all the households of the villages were assessed by at least three groups of participants of each
village using a set of mutually agreed criteria for the four economic categories of households,
e.g. very poor, moderate poor, middle and well-off. Broadly, the former two groups constitute
the poor category and the latter two are placed under the non-poor category. Using these criteria,
the well-being status of each of the households was rated by all the participant groups on a 1-100
points scale. On the basis of the average score, each household was placed under either of the
above four categories of households. The specific ranges of scores were defined as 1-25, 26-50,
51-75 and 76-100 for very poor, moderate poor, middle and well-off categories respectively.

Two poverty indices have been used to measure the status of well-being at the households level
() 'category-wise household count index' of well-being (CHCI), and (ii) 'category-wise average
well-being score’ (CAWS).

Apart from the PWAS, some additiona data were aso collected through the village census to
supplement the PWAS.

As measured by the ‘category-wise household count index’, the PWASs show that the overdll
prevaence of poverty declined over time in al the study villages regardless of the intensity of
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irrigation coverage, but the reduction rate has been the lowest in the village where irrigation
development has been the highest. The proportion of the poor households in the total dropped by 2.6
(from 66.7 per cent to 64.1 per cent) 4.4, (from 53.3 per cent to 48.9 per cent) and 2.97 (from 51.44
per cent to 52.47 per cent) percentage points over the last 10-12 years in the 11V, MIV and LIV
respectively.

The condition of the very poor ether worsened or they benefited the least over time in both the
intensively and moderately irrigated villages. In terms of proportion of the households, hardcore
poverty (very poor) worsened (from 37.2 per cent to 38.5 per cent) in the intensively irrigated
village. The condition of the very poor improved in other villages, although very marginaly (from
14.4 per cent to 13.3 per cent) and moderately (from 21.78 per cent to 17.82 per cent) over the 10-
12 yearsinthe MIV and LIV respectively.

Unlike hardcore poverty, moderate poverty improved in the intensvely and moderately
irrigated villages but not in the least irrigated village. The reduction rate for moderate poverty has
been the highest in the village where irrigation coverage has also been at 3.9 percentage points
compared to 3.3 percentage points over the 10-12 years. However, moderate poverty worsened in
the LIV over the same time.

In terms of average well-being, the condition of the very poor worsened over time in al the
three villages. The average well-being of the moderate poor improved only in the 11V but declined
in the other villages. This implies that moderate poverty improved in terms of both number and
average level of well-being in the I1V. However, moderate poverty improved in terms of number
only but not in average well-being in the MIV. Moderate poverty, however, worsened in the LIV
over the years.

The overdl condition of the non-poor in general and the well-off category in particular
improved in terms of both number and well-being over time in al the three villages, athough at
varying rates. The well-off category of both the [1V and MIV have been the gainers most compared
to those of the LIV. The improvement in the condition of the well-being was found the highest in
the I1V. This suggests that the well-off gained the most out of irrigation services, but the very poor
appear to have gained amost nothing.

The inequdity in well-being worsened in al the three villagers over time, athough at varying
rates. In terms of the ratio between the average scores of the well-off and the very poor categories,
the well-being inequality was not only worst in the 11V, it worsened at the fastest rate in the 11V
(from 5.6 to 6.8) aswdll in contrast to the other villages 3. from 4.5t0 5.1 and from 5.1t0 5.4 in the
MIV and LIV respectively.

The results of the self-assessment by the household heads conducted in the I1V show that 46
percent of al the households believed that their condition had improved over the last 10-12 years
whereas 47 percent were of the opinion that their condition had worsened over the same time. But
the PPA results show that 14 percent of the households could cross over to the upper categories and
6.4 percent dipped to the lower categories with the rest remaining unchanged over time.

The results of the self-assessment also indicate that agriculture-related factors such as increased
production; increased number of crops; increase in landholding; etc mainly contributed to the
improvement in the condition of the households. On the other hand, demographic and socia factors
including large family size; fewer earning members; bresking up of the families; etc had negative
impact on the condition of the households. The worsening condition of the households were aso
attributed to severa agricultural factors such as smal landholding; landlessness; increased cost of
production, etc.
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The perception of the poor participants of the 1V indicates that the crises that currently afflict
them most are diseases; marriage, and rise in foodgrain price. Loss of job/unemployment;
landlessness, and natural calamity were found to be minor now, although it had strong influence
before in the village. The poor of the MIV currently face various crises that mainly stem from
diseases; natura calamities; rise in foodgrain price; loss of cattle, and landlessness. Earlier, they
used to face loss of job/employment, and dropping of agricultural production.

The poor households of the 11V usualy resort to various coping mechanisms, eg borrowing
from informa moneylenders (35 per cent of the borrowers); selling agricultura produces (15 per
cent); selling trees (10 per cent); sdlling farm animals, borrowing from NGOs. Borrowing from
NGOs is increasing but its share was found still too low (5 per cent) in the village. In the M1V, the
major coping mechanisms presently wielded by the poor include borrowing from NGOs; selling
agricultura produces,; forward sale of labour, and dissaving. In the past, they resorted to other
mechanisms, namely borrowing from moneylenders, borrowing from relatives/friends and forward
sde of labour.

Regarding the safety net programme, VGD was found to be the mgor programme currently in
operation in both the villages covering six and four households in the 11V and MIV respectively.
The beneficiaries al were found from the very poor category. Besides, post-flood rehabilitation, and
relief programmes were also found in operation at present benefiting only two households in the
MIV.

Landless and land concentration, the two manifestations of the same pauperisation process, set
in motion worsened over time in the study village. In the 11V, 31 per cent of land is presently
concentrated in the hands of about 4 percent of the large farm households (5.0 acres +) in
comparison to 29 percent of land owned before by 6 percent of the same class of households of the
village. In the M1V, 3 percent of this class of large farmers presently own around 20 percent of land
and there had been no large farm before in this village. In terms of farm size, the gap between the
margina and large farms is not only fantastic, it also worsened rapidly in both the villages. In the
11V, the ratio between the average farm size between margina farm and large farm currently stands
at 1:63, as againgt 1:27 before. Theratio for the MIV now runs at 1:37 in contrast to 1:16 before.

The increasing polarization process happened through large-scale land transfer over time in
both the villages. Out of the total area of land sold in the [V during the last 10-12 years the poor
and non-poor households accounted for 51 percent and 49 percent respectively whereas they bought
16 percent and 84 percent of the land bought during the same time respectively in the village.
Similar isthe case with the M1V where the poor and nonpoor sellers sold 53 percent and 47 percent
of the land sold in the village over time compared to 2 percent and 98 percent of the land bought in
the village by them respectively over the same time. This is how landlessness and land
concentration worsened over timein the study villages.

The poor households sold land due to a variety of reasons. Poverty-related factors such as
unemployment/hunger; obligation for credit repayment; repairing houses, etc compelled the poor
households to sdll their land. They were also found to sell land for meeting a number of socia
obligations such as marriage.

The increasing polarity between land-poor and land-rich households were found to have been
facilitated by the PSI banks working in the study areas. Particularly in the 11V, bank finance was
mainly channeled to the nontpoor households for the acquisition of various assets relating to
irrigation (STW/DTW), land preparation (power tiller), processing food and oil seeds (eg
husking/grinding mill), etc. Apart from financing the procurement of capital goods, bank finance
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was a so provided for meeting the need for working capita relating to buying agricultural inputs. In
addition, bank finance was used by the nonpoor borrowers to buy land for re-lending as well. The
land-rich farmers could increase the flow of their income by expanding and harnessing their
resource base. The poor households, on the other hand, had to face a number of congraints in
accessing bank credit. Although some of them could avail themselves of bank credit, corruption
eroded the potential benefit to be derived from it. Thisis how bank finance lubricated the process of
widening resource gap between the poor and nontpoor, between the land-poor and land-rich
households of the study villages.

The intensively irrigated village witnessed a worsening trend in both food deficit and food
insecurity over time. Both the participatory assessment by the agricultural workers of the 11V and
the individual self-assessment show that the prevalence of food-deficit increased over time.
However, the assessment conducted by the poor farmers of the M1V revealed that the prevalence of
food deficit declined over time in the village. Based on the relative importance of the coping
mechanisms used over time targeting at food-insecurity, the self-assessment indicates that the
proportion of food-insecure households increased over time in both the villages. The use of those
type of mechanisms such as borrowing to buy food; liquidating household assets; undergoing
starvation; mortgaging out of land; depending on the handouts; gathering foodgrains on the field, etc
were found to have been on increase in both the villages. These mechanisms were wielded more in
the M1V than in the [1V. But in the absence of the views of the several stakeholders on the issue, the
finding cannot be cross-checked. However, the increased demand for informal loan for buying food
inthe IV aso confirms the worsening trend in food insecurity over time.

7.6 Some Observations

The present study raised the problem in periodisation in order to adequately assess the impacts of
structural adjustment policies on the crop sector profitability in Bangladesh. The present exercise
shows that net returns from crop products increased in 1990-92 period and declined in the late
1990s.

Increase investment in irrigation opened up several new concerns, which needs to be
adequately addressed in the future. They include,

Current practice of irrigation through flooding of land promotes rice cultivation, and in the
absence of appropriate design of field channels, cultivation of minor crops in association with
rice within the same command area has not been in vogue. Thus, increased dependence on
minor irrigation has led to increase in the extent of monoculture practice in the crop sector.
We have also observed that revenue from rice production has declined in real terms; and it is
necessary to promote other crops in order to reverse the trend.

Excessive extraction of ground water is believed to have led to drying out of aquifers during
the dry season. In parts of the country, this has led to digging the well deeper, and often
switching from shallow to deep tubewells. Such technological switch necessitates significant
ingtitutional rearrangements. Moreover, irrigation with deep tubewell at the latter’s economic
price, is yet to prove financially viable. These two aspects remain to be resolved in the future.
Extraction of ground water, in excess of the natural recharging capacity of the aquifers, is
also believed to have led to the arsenic problem, which is considered to be a mgjor heath
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disaster during the recent past. It is therefore important to bring in balance between the
alternative uses of water and between aternative sources of water.

On withdrawal of subsidy, the experience shows that there had always been two opposite
views, upheld by the World Bank and the GoB, without any party ever engaging in any major
confrontation. GoB was able to continue its subsidies on imported fertiliser until 1992; and is
alleged to continue with implicit subsidy on urea through administration of mill- gate prices.
Unfortunately, the debate was never based on meaningful reference prices. In the specific
context of Bangladesh, where urea is locally produced and MoP and part of TSP are
imported, it is necessary to define the objectives of a price policy (including tax and subsidy)
more explicitly. Simplistic reference to the world price is no less dubious than an ad hoc
continuation of subsidy on fertiliser on political ground. In future, it is therefore important to
resolve tis issue, not only within the context of the crop sector, but also upon taking
cognizance of the externalities that fertiliser use cause for other sub-sectors of the economy.
Private sector participation in procurement and distribution of fertiliser gave rise to severa
vices of the market forces. Two noteworthy ones are, (i) since the content of any particular
fertiliser is not visible, it has been easy for profit-seeking firm to fool the customers and sdle
poor quality fertiliser (say, TSP) at a price normally associated with higher quality fertiliser;
and (ii) due to differences in demand for fertiliser across seasons and across space, market
segmentation (across time and space) and oligopolistic pricing has often been observed.?
Effort by the current Minister for Agriculture in regulating the market forces through
persuasion and threat (to cancel dealership) is generally perceived to have been effective. In
future, it is important to ingtitutionalize regular monitoring of the market forces and regulate
market forces, which deviate from fair play.

The policy focus on fertiliser had largely dealt with three major types of fertiliser — urea, TSP
and MoP. The concern with environmental degradation due to fertiliser use and due to more
intensive cultivation of land requires future policies to address use of micronutrients as well.

22 An extreme conseguence of which was observed during the fertiliser crisis of 1994-95,
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CHAPTER 8; CONSEQUENCES OF ADJUSTMENT POLICIES ON THE POOR™

8.1 Introduction

There was no sectoral specification regarding poverty in the first PFP (1986/87-1988/89). In
response to wide-ranging criticism, a section related to poverty was added in the second PFP
(1988/89-1990/91) though focus remained the same: achieving macroeconomic balances and
acceleration of economic growth through greater reliance on markets. The strategies and
measures proposed in PFPs (Table 8.1) are neither comprehensive nor programmatic like
policies related to liberalisation and have been bundled together to shun widespread criticism.
Poverty rolled in to CAS 1995 and 1998 A specia report was prepared for detailing out the
strategies for 'making the poor count’ (WB 1998a). The range of policy agenda for poverty
aleviation suggested by the Bank in its CASs is rather narrow and traditional in content. They
do not take into account the possibility of adopting policies for redistribution of assets, and for
reducing the inequality.

The Bretton woods view is that the acceleration of the growth of the economy has a poverty
reducing impact and growth induced by reforms and its impact on poverty may materialise with a
lag. The chapter reviews the trend of poverty incidence to test the hypothesis of ‘lagged
improvement.” The chapter also envisages comprehending impact of SAP on the wage labour
market since an overwhelming majority of the wage labourers are poor. Since the mgjority of wage
labourers are outside the purview of formal market, the chapter will also focus on the linkages effect
in relation to poverty. Labour retrenchment associated with privatisation is an integra part of SAP
in Bangladesh. It is argued that demand contraction policies erode the income flows of the poorer
sections of the society, the chapter will also analysis socid sector expenditure (health) and the
access of services for the poor. A general approach for most sections of the chapter is to consider
mid-eighties as the beginning of SAP, the late eighties as the early adjustment period and the
nineties as the later period of adjustment.

Table 8.1: Summary of the Structural Adjustment Polices Related to Poverty Alleviation®*

POLICY OBJECTIVES STRATEGIESAND MEASURES TIMING
Raise living standards of Target subsidiesto lowest income groups. Ongoing
lowest income groups. (1988/89)

Improve the efficiency at Provide full funding for high priority programmesto improve 1989/90
public expenditure for and expand primary health and family planning. onward
poverty alleviation.?®
Target subsidies and government programmes to lowest Ongoing
income groups. Expand employment opportunities through (1990)
FFW, minor crop diversification programme, small and cottage
industries, and non-traditional export sector.

Develop institutional Further Streamline project clearance process for NGOs; 1990/91
framework for poverty establish foundation to channel funding to NGOs and onward

2 The chapter bases on the background paper, Rahman R (2001).
24 There was no sectoral specification regarding poverty in the first PFP (1986/87-1988/89). It first appeared in the
second (1988/89-1990/91). This section was renamed “Human Resources and Poverty Alleviation” in PFP for
1990/91-1992/93.
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programmes. strengthen existing programme of BRDB and improve
development impact of targeted food aid programmes.
Reform co-operative system. 1990/91
onward
Develop human resources Raise budget allocation for health, education, and family Ongoing
planning. (1988/89)
Develop institutional Examinerole of government organisations; reform co- 1988/89*
framework. operative system; expand access of assetlessto formal credit onward
institutions.

Source: Bhattacharya. D and Titumir, R A M (1998): Towards Demystifying a Process: The Structural Adjustment
Policiesin Bangladesh, Dhaka: SAPRI, Bangladesh.

8.2  Estimatesof Poverty

The existing research on poverty trends demonstrate a lack of concern about the contrasting
trends of poverty estimates provided by various sources. The Table- 2 shows the BBS estimates
based on 'direct calorie intake' (DCl) method and the estimates based on 'cost of basic needs
(CBN) method used by WB 1998b. The following aspects of the trends of poverty are worth
highlighting:

1. There has been a decline in head count ratio of poverty (HCR) between 1983-84 and
1995-96. Both World Bank and BBS estimates show such decline.

2. According to WB estimates, the decline in HCR of poverty took place between 1991-92
and 1995-96. Before this period, poverty in fact increased. BBS estimates based on DCI
show a different timing of the improvement of poverty situation: between 1983-84 and
1988-89 the decline had taken place and after that the poverty Situation remained
virtually unchanged.

3. Use of the CBN method does not ensure that similar magnitude or even similar trends of
poverty will be obtained in the studies conducted by different researchers. Depending on
the 'basket' and the price index, not only the magnitude, but also the trend of HCR may
vary. Thisisillustrated by the findings of WB and Ravallion and Sen. Between 1988-89
and 1991-92, the percentage of urban poverty showed an increase in the former but a
decline in the latter.

Table 8.2: Trendsin Rural and Urban Poverty, 1983/84 to 1995/96 (head count ratio)

YEAR WORLD BANK (1998) BBS (VARIOUS YEARYS)
Rural Urban National Rural Urban National
1983/84 59.6 50.2 58.5 61.9 67.7 62.6
1985/86 53.1 429 51.7 54.7 62.6 55.7
1988/89 59.2 439 59.1 47.8 47.6 47.8
1991/92 61.2 449 58.8 47.6 46.7 475
1995/96 56.7 35.0 53.1 47.1 49.7 475

% This objective was added in PFP for 1990/91-1992/93.
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It is difficult to reconcile the contrasting picture of poverty obtained by the CBN and DCI
methods. Observation 2 mentioned above implies that the improvement in the income poverty
during the nineties has not been transformed into an actual improvement in the calorie consumption.
The improvement in the ‘command’ over the bundle of basic needs may not be trandated into
improvement in the standard of calorie intake due to lack of knowledge about nutrition requirement
and due to a variety of social problems like addiction to smoking, drugs etc. The contradiction
becomes even more glaring when one compares the urban figures in the two estimates. 1n the WB
estimates urban poverty decreased between '91-'92 and '95-'96 by about 10 percentage points,
wheresas the DCI estimates show an increase during this period. The following explanations may
underlie this discrepancy:

a) The obvious explanation will be that the urban poor spend a significant part of income on
nonbasic needs. When income increases, urban poor may increase the proportion of income
spent on these items. Though one has to stretch ones imagination to visualize a scenario
where this would take place at the cost of a decline in food consumption.

b) It is conceivable that lack of education in general and absence of knowledge of nutritional
requirement may result in inadequate calorie intake. But it is unlikely that with an upward
shift in income, calorie intake will decline.

c) An alternative explanation of this contradiction (rising poverty in terms of calorie and falling
poverty in terms of expenditure required for command over basic needs) lies in the changes
of prices of food and nonessential nonfood. A price index of nonfood basic need
expenditure is incorporated into the calculation of the poverty line. But the actua
consumption pattern may include a much larger percentage of non-food and nonessential
non-food (e.g. smoking), especially in the urban areas. If the prices of these items increase
more than in proportion to the price index of the package of nonfood basic needs basket, and
the quantity consumed remains fixed, then the alowance for food and thereby the actual
calorie intake may decline. Thus a comparison on the basis of CBN is not free from the
biases built in the baseline ‘consumption basket' and/or price vector.

d) Another factor contributing to the observed trend is that the household expenditure in HES
survey include imputed expenditures for many items. Total expenditure may show an
increase due to the increase in the value of these items. More specifically, many of the urban
poor living in slums construct their own shacks on the public land. No rent is paid for these
dwelling units of the ‘owner-occupant’ whereas, those who rent a room in a slum pay the
'market rent’. Such market price would be imputed for the owner occupants. When the
market rent of these lum houses rise, so does the imputed expenditure and the tota
expenditure of the owner-occupants. However, there is no means for transforming this
increment of expenditure into calories.

The above discussion suggest that the controversy on methodology of poverty measurement
and data quality cannot be resolved simply through the use of CBN method. . The WB report
(1999) claims superiority of CBN method and takes the view that Household Expenditure Survey
Report (BBS 1999) provides estimates on the basis of DCI method, just to ensure comparability
with the previous report. Since none of the methods are satisfactory, a combination of CBN and
DCI methods should be used in poverty analysis, the former providing a hypothetical picture and
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the latter providing the actual, in terms of calorie intake. Moreover, the BBS method provides a
consistent estimate of poverty which ensures comparability over time, even though the welfare
implication is narrow.

According to BBS estimate, poverty declined by 15 percentage points between FY 84 and FY 96
and according to WB estimates, the decline has been 5.4 percentage points. According to BBS,
most of the improvement took place between 1983-84 and 1988-89. According to WB estimates,
the substantial improvement took place between 1991-92 and 1995-96 and claims that the fruits of
economic reform policies are shared by the poor who have been able to prepare themselves to
respond to the new economic opportunities,

There are some methodological problems in making direct long-term comparison of poverty
incidence for the period 1973-74 to 1995-96. However, the data for 1973-74 and 1981-82 are
comparable and 1983-84 and 199596 are comparable. The difference in the rate of poverty
reduction is so large between the two periods that most researchers agree that 'the incidence of
poverty declined at afaster rate in the first period than in the second period' (BIDS 2000).2°

Human Poverty

BIDS (2000) shows that Human Poverty index has undergone a sharp decline between 1983
and 1997 (Table 3). A larger improvement in 'human poverty' accompanied by a much smaller
decline in income poverty estimates has the following implications:

a) An improvement in human development is not being trandated into higher income. This
may be due to the lack of opportunity for productive utilisation of human capital.

b) An increase in HPl may have taken place through improvement in the situation of the
nontpoor. In that case, this may have a positive impact on income of this group which
will not have a poverty aleviation impact.

Therefore, the substantial increase the value of HPI is a positive feature of the development of
the country, but it cannot be used as a sufficient indicator of an improvement in the situation of the
paoor.

Table 8.3: Changesin Human Poverty Index

YEAR VALUE OF HPI | PERCENTAGE POINT CHANGE IN HPI PER YEAR

1981-83 61.3
1993-94 47.2 -141
1995-97 40.1 - 2.37

Source: BIDS (2000) and author's calculations
8.3 Labour Market And Poverty
Urban Wage and Employment

Wage liberaisation is advocated on the ground that the minimum wage policies and public sector
wage policies have a negative impact on competitiveress through their positive impact on formal

% The same view has been expressed by Azizur Rahman Khan in his recent public lecture on Globalization,
delivered on September 12, 2000 at BIDS.
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private sector wages. Minimum wages for many industries have not been revised during the
recent years’’ due to the emphasis on reducing government intervention in the labour market by
the proponents of liberalisation with the belief that the market will be distorted and the
government lacks administrative capacity to enforce minimum wages. The inflationary pressure
during these years, however, led to increases in market wage rates, exceeding the minimum
wages.

If wage rate indices in urban of FY82-FY86 (pre-reform), FY86-FY90 (early years of
economic reforms) and FY-90-FY 94 (later period of reforms) are compared, a clear dow down of
the growth in wage indices is visble (Table 8.4). During the three periods wage indices in
manufacturing increased by 23, 13 and 6 percentage points. In the construction sector the changes
have been 6, 13 and -7 percentage points. Thus the deceleration in wage rate in both formal and
informal sectors has been substantial during FY90-FY 94. The average annua change in wage rates
between FY80-FY86 and between FY86 -FY97 have been 4.7 and 3.0 percentage points
respectively, showing a diminishing growth trend.

Table 8.4: Wage Rate Indicesin Urban Sectors (1969-70 = 100)

YEAR CONSTRUCTION | MANUFACTURING
1979-80 e%} 74

1980-81 96 80

1981-82 9 79

1982-83 99 82

1983-84 99 95

1984-85 91 91

1985-86 100 102
1986-87 106 109
1987-88 117 108
1988-89 120 110
1989-90 113 115
1990-91 107 114

1991-92 104 113
1992-93 109 119
1993-94 106 121
1994-95 100 121
1995-96 105 123

Source: BBS, Satistical Yearbook of Bangladesh (various
years)

Conventional wisdom predicts that an increase in employment is associated with the sower
growth of wage rate. This did not materidise as the manufacturing sector failed to absorb the

27 Most awards of minimum wages were revised last time in 1986.
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‘surplus labour' from rural areas. Employment expansion did not even keep pace with the growth of
urban population. Rather, there has been an absolute decline in the size of labour force employed in
the manufacturing sctor (Table 5). The decline has been partly due to the retrenchment of the
workers of the industrial units privatised during this period.

Even though industrial growth accelerated during some years of early nineties, there has not
been parale increase for employment. The burden of the growing labour force in the urban areas
has been borne by the informal sectors like community and personal services, trade & hotels and
congtruction.  Wage rate index in some of these sectors fell during the latter period under
consideration.

Table 8.5: Average Annual Growth Rate of Employment by Industry and Gender

MAJOR INDUSTRY 1990-91 (000 1995-96 (000) ANNUAL GROWTH RATE %
Both sex Male Femde | Both sex Male Femde | Both sex Male Femde
Total 50159 30443 19716 54593 33762 20831 18 22 11
Agri. Forestry, fisheries 33303 16560 16734 34530 18382 16148 0.7 22 -0.9
Mining & quarrying 15 15 - 23 22 1 10.7 9.3 100.0
Manufacturing 5925 4240 1685 4085 2586 1499 -6.2 -7.8 -26
Electricity, gas, water 40 39 1 103 90 13 315 26.1 240.0
Construction 525 485 41 1015 936 80 18.7 18.6 19.0
Trade, hotel & restaurant 4285 4162 123 6060 5573 488 8.3 6.0 59.3
Transport, storage, comm. 1611 1600 11 2380 2263 45 9.5 8.1 61.8
Finance, business 296 284 12 213 197 16 56 6.7 6.7
Services
Community and 1909 1647 262 5092 3343 1748 333 20.6 1134
Personal services
Household sector & 2249 1411 838 1163 369 794 -9.7 -14.8 -11
not adequately defined

Note: Details may not add to totals due to rounding. Source: LFS (Various years).

The trends described above have transmitted serious negative implications for poverty. A
deceleration of wage rate in manufacturing had occurred but the optimism that *... by expanding
opportunities for forma employment, reforms would benefit the vast magjority of the poor' (WB
1995) has not been transformed to redlity.

Rural Labour Market
The increase in demand for labour is assumed to result from the cultivation of modern rice
varieties, encouraged through the impact of liberalisation of imports of $idlow tube wells
(STWSs). A comparison of wage on irrigated and non-irrigated areas can show whether the shift
in labour demand has been trandated into an increase in wage rate. Some of the cross sectional
data on the impact of irrigation shows that a higher labour demand is reflected in a rise in wage
rate (Mugtada and Alam 1986, Rahman 1980). Hossain (1988) obtains a positive coefficient of
irrigation on wage rate while (Hossain et al 1994) finds an insignificant impact of irrigation on
average wage rate for two seasons. Another recent study (Rahman, 1996) shows a positive
impact of irrigation on wage rate in the month when the irrigated crop in harvested, but not in the
non-irrigated seasons. As aresult, the impact of irrigation on the total earning of wage labourers
is not significant.

The differences in the empirical results on the impact of agricultural modernisation on wage
rate is mainly due to the difference in how the ‘wage variable is defined: only for the pesk
agricultural season or as an average for different seasons. Even if the peak season wage rate rises
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significantly, it may not have alarge impact on the earnings of labourers because the duration of the
peak season is short.

A hypothetical calculation will make it clear that poverty will continue if the average value of
real wages cannot be improved. Consider that an increase in employment takes place due to output
growth associated with liberdisation, and a person gets wage employment for the whole year. At
the prevailing average wege rate, She will be able to maintain a family of only two and half persons
above poverty. In contrast, the current data shows that the average family size is larger than five
persons.

In a gdtuation of shrinking forma sector employment (employment opportunities in the
manufacturing sector had declined) and stagnant real wage rate, rural wages rate will be subject to a
downward pressure.?®

Wage rates show alarger decline in terms of poverty level income (BBS 1998). A recent large-
scale survey, which collected panel data ranging over a period of 5 years, shows a dight decline in
the rural real wage rate between 1989-90 and 1994-95 (Table 8.6). In 1994 a day's wage could
support 2.54 persons above poverty level as compared to 2.68 persons in 1990. Thus impact the
SAPs had on agricultura growth had been insufficient to make an impact on real wage of |abourers
intherura aress.

Table 8.6: Rural Wage Rate and the Poverty Line

YEAR | WAGE RATE WAGE RATE POVERTY LEVEL PERSONS SUPPORTED BY A
(TAKA/DAY) (TAKA/DAY) INCOME DAY'SWAGE
BBSDATA FROM BIDS (TAKA/PERSON/D BIDS BBS
SURVEY AY)
1990 31.4 34.0 12.67 2.68 2.45
1994 34.9 43.7 17.22 2.54 2.03

Source: Rahman (1996) for col. 3, 5, BBS 1998 for cal. (2)

Retrenchment and Poverty
Privatisation of state owned enterprises (SOE) is an essential element of SAP and associated
retrenchment is popularly viewed as poverty and sufferings enhancing. During 1995-1997 about
89 thousand workers have been retrenched and another sizable part of labourers are awaiting
retrenchment, resulting from upcoming privatisation (ILO 1999). Given the government salary
scale and the definitions of income poverty level, most of them are above poverty threshold
during their employment. The retrenched labourers are a significant percentage of employed
workers, though the number is not a significant percentage of the total population of the country.
Moreover, such workers are in most cases likely to be the head and/or the major earning member
of households.

Had the retrenched workers households plunged into poverty as aresult of retrenchment? The
answer to this question is contingent upon on two factors. whether (and how soon) they found new
employment and whether the amount of compensation received was used for gainful income.

28 WB (1996) simulation of the impact of a rise in minimum wage produced the pessimistic scenario that rural real
wage will decline by 2.5 per cent if urban wage rate increases (by 50 per cent) through a minimum wage legislation.
As shown below, without any such move, rural real wage has declined during some of the recent years.
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55 per cent of the retrenched workers are above age 50. Only because of age, they will have
little prospect of getting new jobs. Few of these workers are below age 35 (ILO 1999). Only 4.4 per
cent of retrenched workers are non-production workers in the category of officers managers etc.
ILO (1999) uses indirect evidence to conclude that about 60 per cent of the retrenched employees
are illiterate and their overal educationa levels are low as the profile of skill and educational level
of the workers are not available. Low education and possession of experience related to only the
current job reduces the chances of getting new employment. Low education also implies that they
come from poor households since there is a negative relationship between poverty and education.

Retrenched workers compensation, popularly known as 'golden handshake,' is expected to help
them generate a future stream of income. Whether this will be sufficient to enable them to live
above the poverty threshold (not to speak of maintaining the current level) will depend on the
amount of compensation and how this is utilised. Data on compensation received by workers
retrenched form some of the jute mills are presented in Table 8.7.

Table 8.7. Compensation Received by Retrenched Workers of Jute Mills
AGE OF WORKERS (YEARS) | AMOUNT (TAKA) RECEIVED PER WORKER
35-50 44,000
50 + 80,000
Source: 1LO (1999).

Even if we exclude severe alegations of nonreceipt of compensation and the general attitude
of settling outstanding social obligations or financia liabilities, the entire amount received as
compensation, (in fixed interest bearing national saving schemes with say, 12% rate of interest),
would earn about Taka 800 per month from an investment of Taka eighty thousand. ?° Which is not
even 25 per cent of the final wage of the worker earning about Taka 3500 per month. If they invest
in some self-employment activity and generate 25% profit annualy, the income will be much lower
than the poverty threshold.

A training course of short duration has been organised for the retrenched workers of the jute
sector. Between November 1995 and November 1997, about 88 hundred workers were trained in
28 trades. This constitutes a small percentage of the workers retrenched and most of the trainees
consdered that the course was inadequate to help them in generating income through self
employment. Thus on the basis of indirect evidence, the future of the retrenched workers does not
appear as poverty-free.

The retrenched workers described health related problems and lack of means for seeking health
care services among the most important forms of sufferings. During employment, the workers used
to avail the free/subsidised health services provided by the employers. Thus, these workers may not
be counted as poor on the basis of minimum calorie requirement because they may use the
compensation money to maintain their basic consumption level. Nonetheless, the sufferings and
insecurity faced by these workers should not be ignored ssmply because they are not below the
poverty threshold by the commonly used criterion. Even if they are not enumerated as poor
households, immediately after retrenchment, they are likely to join the rank and file of poor

2 World Bank comments on the draft paper mentioned that ‘the information we have is that the separation, pay
received by jute sector employees was about Taka 106 thousand'. The difference of 26 thousand does not change
the arguments presented here.
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households after afew years. Discontinuation of education of the children and the declining health
standard of earning members may aso imply an increase in the number of ‘tomorrow's poor.'

8.4  Public Expenditure and Poverty

There is a strong view that the SA policies affect the poor through the adverse impact on public
expenditure, an opposing view also prevails. According to this view, increase in public
expenditure is not the only way to improve the access to social sector facilities and standards.

Moreover, it may be argued that an increase in public experditure may not be sufficient for
improving services for the poor. The proponents of this view argue that in developing countries
like Bangladesh, the government action in the health sector is neither efficient nor equitable. The
inefficient allocation of resources in the social sectors may result from the bureaucratic
interventions and from the biases among the powerful groups of service providers. These groups
may be driven not by the motivation for maximising the health care services for the poor but by
the considerations of prestigiousness of the projects.

The PFPs for Bangladesh opted for raising the expenditure in the socia sectors as a strategy for
aleviation of poverty. There were, however, no policy based lending in socid sectors. The sector-
wide approach, Hedth and Population Sector Programme (HPSP), recently initiated carries the
principle laid down in SAPs. It is, however, early to make an examination of the impacts it has
leaving on the poor. The chapter, thus, limits to the analysis of public expenditure in the health
sector and the benefits availed of such expenditure by the poor households.

Public sector expenditure on health in both current and constant prices increased at a significant
rate during FY81-FY 85 (before adjustment), FY86-FY90 (first phase) and FY-91-FY 95 (second
phase). The rate of increase is, however, not uniform: the growth has been 20%, 13% and 18%
respectively (Table 8.8). In congtant prices there has been a clear deceleration in the growth of
health sector expenditure, the average annua growth has been 6%, 5% and 3% respectively during
the three periods.

Table 8.8: Public Expensesin Health Sector in Current and Constant Price (1984/85=100)
(Tk. In Crore)

PERIOD TOTAL EXPENSES AVERAGE ANNUAL INCREASE
Current Price Constant Price Current Price Constant Price

1980-81 129.22 197.0

1981-82 149.25 205.8

1982-83 167.07 212.8 19.7% 6.0%
1983-84 209.65 233.2

1984-85 256.43 256.4

1985-86 260.96 237.6

1986-87 304.11 249.5

1987-88 364.22 277.6 13.3% 4.7%
1988-89 382.04 270.3

1989-90 434.86 293.3

1990-91 521.95 321.8
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1991-92 549.29 325.0
1992-93 730.39 431.6 18.5% 3.1%
1993-94 887.38 500.9
1994-95 1005.21 537.9

Source: Begum and Sen (2000) and author's calculationS

Access to Public Health Services

A number of studies conducted at different points of time show that poor households have
greater access to public health care services. WB (1990) provide the following data (Table 8.9).
The expenditure was estimated on the basis of aper cent of households availing the services and the
cost of providing servicesto an individual. In the rural areas, the ultra poor receives about double of
the expenditure of non-poor households. The pro-poor bias is observed to be much higher in the
urban aress.

Table 8.9: Gross Health Service Expenditure Incidence by Income Group

INCOME GROUP EXPENDITURE/HOUSEHOLD (TAKA)
Urban Rural
Ultra Poor 821 90
Poor 476 85
Not poor 93 44
Average 293 67

Source: WB (1990)

Recent data (Begum and Sen 2000) on the per capita health expenditure from public sources
among the decile groups (of per capita income) show that the amount is higher in the lowest decile
group, compared to most of the higher decliles. However, the decline is not continuous. The fifth
and tenth decile show even higher incidence of public health expenditure.

The above estimates, however, are subject to the bias that a larger per cent of the poor
households are subject to sickness episodes at a particular point in time (Table A.4). Therefore, data
on what percentage of sick persons from the poor and non poor receive trestment from public
hospitals should be considered along with the analysis of incidence of expenditure. Though such
data is not available for the poverty based groups, data from rural households, classified by land
ownership can be used as a subgtitute. Land ownership is strongly correlated with poverty, and
more than 80 per cent of the landless and margina landowning households live below the poverty
threshold. The lowest land ownership group, a substantially higher percentage of the sick persons
obtained treatment from government health care centres.

It is however to be seen whether the service obtained by the poor continue to remain high in the
government-operated health outlets as a result of massive restructuring that has been initiated under
HPSP.
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8.6  Concluding Remarks

The improvement in poverty situation has been rather small in comparison to what is required.
The World Bank document (WB 1998b) on the changes in poverty trend has not shown
sengitivity to the contradictory and contrasting evidence on estimates of poverty incidence
obtained by various studies. The WB estimates, using CBN method and based on BBS data,
show a decline of poverty by 5.7 percentage points between FY92-FY 96 while BBS, applying
DCI method using the same set of data, estimates a decline of poverty between FY 84-FY 89 and
stagnation during FY89-FY96. Poverty declined at a faster rate during the pre-reform period
FY-74-FY 82 (1.29 percentage point per year) compared to the post reform years FY 84-FY 96
(0.92 percentage point per year).

The wage labour market has been one of the important channels through which the SAP related
factors contributed to the worsening of poverty. Government's reluctance to intervene through the
minimum wage legidation process led to stagnation in real wage in most sectors (and a decline in
some of the informa sectors) without accompanying increase in employment in manufacturing.
Since poverty is concentrated among the wage labourers, these processes have adversely affected
the poverty situation.

Information on labour retrenchment and data on the average compensation of jute mill workers
shows that such retrenchment works as a poverty accentuating factor. Even if the retrenched
workers do not immediately plunge into poverty in terms of ‘poverty level expenditure,*° they
become vulnerable and may be considered as tomorrow’ s poor.

Hedlth sector expenditure did not decline, athough the growth of such expenditure, especialy
in real terms decelerated during the adjustment period. Poorer sections obtained a larger share of
the public sector hedth services, adthough this may be due to the poorer quality of such services
which results in a preference for private and paid services among the richer households. Moreover,
during the early nineties, the increase in government’s hedlth sector expenditure was possible
through a redllocation of budget, which may not be feasible in future. Furthermore, the impact of
health sector reformis yet to be discerned as the sector-wide programme, HPSP has recently been
initiated.

30 The retrenched workers are likely to use the compensation money to maintain the minimum consumption
reguirement
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Annex Table 8.1: Alternative Estimates of Poverty Using CBN Method

YEAR HEAD COUNT RATIO

Rural Urban
1983/84 53.8 40.9
1985/86 459 30.8
1988/89 49.7 35.9
1991/92 52.9 33.6
1995/96 51.1 26.3

Source: Ravallion and Sen (1996)

Annex Table 8.2: Estimates of Extreme Poverty by DCI Method

YEAR HEAD COUNT RATIO

Rural Urban National
1983/84 36.7 30.4 36.7
1985/86 26.3 30.7 26.9
1988/89 28.6 26.4 28.4
1991/92 28.3 26.3 28.0
1995/96 24.6 27.3 25.1

Source: BBS (Various years)

Annex Table 8.3: Comparison of Poverty Trends between FY74-FY 82 and FY 84-FY 96

PERCENTAGE POINT CHANGE PER YEAR

1973-74 to 1981-82 1983-84 to 1995-96
Urban 2.97 2.93
Rural 1.10 0.40
National 1.29 .92

Source: BIDS 2000

Annex Table 8.4: Morbidity Rate among Households in Various Income Groups

ANNUAL HOUSEHOLD INCOME (TAKA) | MORBIDITY RATE
00001 — 06000 14.8
06001 — 12000 13.2
12001 — 24000 11.3
24001 - 36000 11.2
36001 — 60000 9.3
60001 — 84000 6.6
84001 + 8.1
All 111

Source: Khan (1994)
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Annex Table 8.5: Sick Personsfrom Various L andowner swho Received Treatment from

Government Medical Centres

LAND OWNERSHIP

PER CENT OF SICK PERSONS WHO RECEIVED
TREATMENT FROM GOVERNMENT MEDICAL CENTRES

00 175
0.1-.50 13.2
.51 -1.00 11.6
1.01-1.50 14.7
1.51- 2.50 11.0
251-50 8.4
501+ 8.0

Source: Khan (1994)
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CHAPTER 9: IMPACT OF STRUCTURAL ADJUSTMENT PoOLICIES ON WOMEN®!

9.1 Introduction
Gender concerns were incorporated much later, appeared in the second PFP (1988/89-1990/91).
The approach is sectoral, and lacks macro perspective (Table 9.1).

The Strategy Paper on Women and Development (WB 1990b) devises a drategy for
mainstreaming women in to development activities, but how gender concerns are not seen from
macroeconomic perspective. This is a serious omission in the context of SAP, since most of the
policies undertaken under SAP relate to macro policy, and significantly aters the socioeconomic
environment for women. Thus the focus of SAP on growth and efficiency, withdrawal of the state
from key areas, focus on private sector development and de-regulation, trade liberalisation,
adequacy of safety nets, all need to be evaluated for their impact on women. Trade liberalisation and
privatisation policies have had a significant impact on employment and earnings of women. Greater
import penetration of the rural economy has directly affected women producers in the handloom and
other small-scale sectors, as has privatisation policies leads to widespread labour retrenchment.
Women have aso been indirectly affected by loss of male jobs and reduction in family earnings. In
agriculture, women are affected by changes in the system of distribution of inputs such as fertiliser,
seeds, and irrigation, as well as agricultural extension advice. Women are traditionally involved in
homestead gardening, and have also been increasingly involved in farming in recent years, so that
policy changes in agriculture have implications for worren.

The other significant gap is in terms of squarely addressing the issue of gender differentia in
earnings though it is implied by the differential access to productive resources, and differential
attainment in terms of education and training. The differential however is as much due to market
segmentation factors as well as attitudina variables, restricting women's participation in the
economy to certain sex stereo-typed jobs and occupations. These structural constraints have been
ignored in designing SAP.

Table 9.1: Summary of the Structural Adjustment Polices Related to Women®?

POLICY OBJECTIVES STRATEGIES AND MEASURES TIMING
Enhance role of Women in | Expand programmes for income generating activities by | 1989/90
development™ women through training, increased access to credit and | onward

technical assistance.

Increase access of girls to primary and secondary education by
increasing number of female teachers, providing adequate
facilities for girls, and providing scholarships for girls at | 1989/90
secondary level. onward

31 The chapter is based on K hundker (2000).
32 There was no sectoral specification regarding poverty in the first PFP (1986/87-1988/89). It first appeared in the
second PFP (1988/89-1990/91). This section was renamed “Human Resources and Poverty Alleviation” in PFP for
1990/91-1992/93.
33 There was no sectoral specification regarding women in any PFPs nor was mentioned in the first PFP (1986/87-
1988/89) and second PFP (1988/89-1990/91). This section was first incorporated in PFP for 1990/91 -1992/93.
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9.2  Effect of SAPS on Labour Market

In the case of Bangladesh, structura constraints such as gender segregation of the labour market
have limited women's participation in forma manufacturing employment both in extent and type.
There is a'so segmentation by tasks, so that women are relegated to the low-skill low-wage segment
within an occupation or industry, including agriculture. Both demand and supply side factors are
aso important in explaining the limited participation of women, where besides cultural and
attitudinal norms, women's disadvantaged status within the household, in terms of education and
training, and access to productive resources, al militate against them.

The specific impact of SAP on women's employment and earnings are therefore not as much
due to policies constraining aggregate demand in the short-run, or as aresult of long-run growth, as
to re-alocation of resources, mainly to the export-oriented sectors. Women, especially rura women,
have also been adversely affected by the import penetration of the economy, due to import
liberalisation, and policies encouraging privatisation of state-owned enterprises (SOES).

Census of Manufacturing Industries (CMI) data for instance show that female employment as
percentage of total employment in al industries covered by the CMI increased from 3.04 per cent in
1985-86 to 15.29 per cent in 1991-'92. There has therefore, been a net increase in women's
employment in forma manufacturing over the SAP period. Asiswell known, thisincrease is again
due to the growth of the readymade garments (RMG)>* and apparels industry, which according to
the CMI data accounted for approximately 68 per cent of total femae employment in those
industries covered by the CMI in 1985-'86, rising to over 69 per cent by 1991-'92. According to
BGMEA gatistics, the RMG industry employed 1.5 million workers in 1997-98, 90 percent of
whom were women.

The CMI data also show decline in women's employment in hand-loom textiles, from 2,323 in
1985-86 to 2,309 in 1988-89, though there is an upward trend again from 1989-90 to 11,704
workers. The decline has been particularly sharp from 1985-86 to 1987-88.

Further gender disaggregated data is needed for retrenched workers in SOEs, particularly jute
and cotton textiles, to get a clearer picture of the effect on women's employment. However, women
are affected not only through direct loss of jobs but indirectly through loss of jobs and earnings of
their husbands. Some estimates by the ILO (1999), collected from different Corporations and
Monitoring Cell of the Ministry of Finance, Government of Bangladesh, show that atotal of 89,971
workers lost their jobs in the six sector Corporations till 30 June, 1997, and mgjor retrenchment
occurred during 1991-96. A further 88,612 workers were also to be retrenched due to privatisation
in the next two to three years. Among the retrenched workers, 42 percent are skilled, 22.5 percent
semi-skilled, and 28 per cent are unskilled, while officers congtitute 4.87 to 7.3 per cent of the total.

Women directly losing their jobs are likely to be in the unskilled category. A survey of 1,000
workers by the National Wages and Productivity Commission 1998 finds that on average there were
1.2 earners per worker household, so that workers losing their jobs mean a maor income loss for

34 Growth of the readymade garments industry in Bangladesh was partly due to a secured market owning to multi
fibre arrangement (MFA) and incentives provided by the government such as "back-to-back" letters of credit
extended by commercial banks, and bonded warehouse facilities were key factors in promoting the fast growth of
this industry. Under the former, the exporters of RMG are able to import fabrics and accessories against export
orders, easing the working capital needs of entrepreneurs. Under the latter arrangement, RMG units can access
imported inputs at zero-tariff. It is apprehended that the global environment will become intensely competitive for
Bangladesh with the abolition of quotas after 2005 and imposition of a more liberal world trade regime. This may
negatively affect female employment in the RMG industry in Bangladesh.
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their families. Most retrenched workers also find employment in the informal sector or with reduced
wages in the private sector. Till now, very few training schemes for alternative employment have
been arranged for retrenched workers. The PRA exercises conducted as part of SAPRI show that
women face even fewer aternative job opportunities once they lose their formal sector jobs in mills
and factories affected by privatisation or import liberalisation. The PRA findings aso show that job
loss and reduced family earnings exposed women to a greater degree of violence, abandonment, and
led to reduced expenditure on housing, health, and education of children.

It should in addition be emphasised that interventionist measures such as provision of credit
and other inputs, as well as organisational support, by Grameen Bank and other NGOs have
significantly increased self-employment of women, mostly in rurd areas in the last two decades.
Thus the proportion of the self-employed women in the non-agricultural sector increased from 15.9
percent in 1983-84 to 63.1 percent in 1990-91 (LFS 1983-84, 90-91). This indicates the relative
importance of interventions, as opposed to SAP led market liberalisation measures, in improving the
well being of women.

Wages and Working Conditions

Most of the women employed in the readymade garments industry are young, between 15-24 years
of age, and are migrants from rura areas. This new export-oriented industry is also in the nor+
unionised sector, and offers lower standards in terms of occupational safety and health. Women
work long hours, including overtime and night work, sometimes without weekly holidays, and aso
face other problems such as arrearsin terms of payment of wages. A number of fire hazards in this
industry have led to loss of lives, highlighting the poor standards in terms of occupationa safety,
which is again due to the fact that factories are mostly located in the heart of cities and are not
functionaly built.

The nominal wages for garments workers varied from Taka 300 for helpers, to Taka 500 for
semi-skilled workers to Taka 800 for skilled workers in 1985 (Bhattacharya and Rahman 1999).
Over time however, rea wages have increased in all categories, the increase being highest for
skilled workers (40% from 1980-1997, as against a 24% increase for hel pers (see Table 2).

Table 9.2: Trend in Nominal and Real Wage in Gar ments by Skill Category
Error! Bookmark not defined. Taka per nonth

Wor ker category 1980 1985 1988 1990 1993 1997 % change
(1980- 1997)

Tr ai nee/ hel per
- Nomi nal 130 300 400 500 500 500 -
- Real 195 300 267 337 296 242 24. 10

Sem -skill ed

- Nomi nal 300 500 600 800 1000 1000 -

- Real 423 500 420 540 591 484 14. 42
Skilled

- Nomi nal 500 800 1000 1500 1800 2200 -

- Real 760 800 762 1012 1064 1065 40.13

Source:  Bhattacharya and Rahman 1999.
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These wages are less than in other formal manufacturing industries, and the wages of
helpersin particular correspond more to informal sector wages.

BBS data also shows that the real wage index in 1991-92 was only 84 in wearing apparel
(1985-86=100), compared to 98 in textile manufacturing, 99 in leather, 127 in paper, 143 in food
manufacturing, etc. Moreover, UNIDO data show that from 1981 to 1992, labour productivity in the
appard industry increased by around 14 per cent, compared to a wage increase of only 11.5 per
cent. The expansion of femae employment in the RMG industry has some positive features as
many of the workers were previoudy unemployed or were in domestic service, where wages are
lower and lesser scope for upward mobility. Nevertheless, wages and working conditions in this
industry are worse compared to other formal sector industries.

Whether the earnings of different categories of women workers similarly declined due to SAPs,
particularly because of import penetration and fal in domestic demand, is an issue of concern. The
percentage of paid women workers earning less than Taka 150 per week declined and adverse effect
of SAP were perhaps not pronounced between 1983-84 to 1990-91, in both urban and rura areas
(Table 9.3). Smilar data on earnings of small producers is however needed to vaidate these
findings. Self-employed hand-loom workers have been badly affected due to import penetration as
well as technological displacement in recent years. There is data (BBS) on looms which are not
operational, but these are not gender disaggregated by ownership and nor there is data on earnings.

Table 9.3: Weekly Earnings of Paid Workers During the Reference Week

Error! Booknark 1983- 84 1984- 85
t
ggfi ned. ekl y Ur ban Rur al U ban Rur al
earnings (TKk.)
M F M F M F M F
Bel ow 50 2.6 26.9 5.9 42.6 1.1 10.6 3.5 28.6
50 - 99 12.5 40.3 34.3 42.3 5.8 31.5 23.0 38.8
100 - 149 20.3 18.1 33.3 9.4 14.6 27.1 36.1 18.1
150 - 199 20. 4 4.8 13.9 2.1 14.8 9.4 15.8 9.0
200 - 249 16. 3 4.8 8.2 1.8 17.5 6.3 12.9 4.0
250 - 299 7.3 2.8 1.7 1.2 12.3 5.8 3.5 0.6
300 & above 20.6 2.5 2.5 0.5 33.9 9.3 4.6 5.2
Error! Bookmar k not 1990-91
defi ned. Weekl y ear ni ngs
(Tk.)
Ur ban Rur a
M F M F
Bel ow 50 24.5 19.5 61.5 18.8
50 - 99 3.0 19.0 2.3 20.8
100 - 149 3.5 18.5 5.2 14. 6
150 - 199 2.2 6.0 4.1 3.2
200 - 249 3.4 4.6 4.0 2.3
250 - 299 7.0 4.6 5.1 1.7
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300 & above 56.4 27.8 17.8 8.7
Source:BBS, Satisti cal Yearbook, various years.

Real daily wage rate (without food) has risen from 1.07 in 1980-81 to 1.27 in 1984-85 for
female agricultural labourers (Table 9.4). The daily wage rate for women agricultural workers was
also 36.59% of 3.5 seers of rice in 1981-82 rising to 42.01% in 1984-85 (Table 5). The wage rates
for women are also seen to be 40-50 per cent of those of men.

Table 9.4 Average Wage Rate (without food) of Agricultural Labourers

Error! Real daily wage rate (without
Bookrmar k Daily wages rate (without food) | food) of agricultural |abour
not of agricultural |abour (1969-70 constant prices)
def i ned.
Year

Bot h sex Mal e Femal e Bot h sex Mal e Femal e
1973- 74 6. 60 6. 69 3.23 2.61 2.65 1.28
1974- 75 8. 93 9. 05 4.73 2.19 2.22 1.07
1975- 76 8.70 8.82 4,26 2.29 2.32 1.12
1976- 77 8.81 8.93 4,31 2.31 2.34 1.13
1977- 78 9.31 9. 44 4,56 2.11 2.14 1.03
1978- 79 10. 73 10. 88 5.25 2.21 2.24 1.08
1979- 80 12. 29 12. 46 6. 02 2.19 2.22 1.07
1980- 81 13.78 13. 97 6. 75 2.19 2.22 1.07
1981- 82 15. 27 15. 48 7.48 2.15 2.18 1.05
1982- 83 16. 82 17.05 8.23 2.22 2.25 1.09
1983- 84 19. 31 19.58 9. 46 2.32 2.35 1.13
1984- 85 24.21 24.54 11. 85 2.59 2.63 1.27

Table 9.5: Daily Wages of Agricultural Labour (without food) as percentage of 3.5 seers
(33.27 KG) of Rural Price of Rice (Coar se)

Error! Daily wage rate | Rural Daily wages as percentage
Bookrmar k (wi t hout f ood) of | price of | of 3.5 seers of rura
not agricul tural | abour | rice price of rice
defi ned. (Tk. per person) ( Coar se)
per seer
(I'n Tk.)
Bot h Mal e Femal e Both sex | Male Femal e
sex
1978- 79 10.73 10.88 5.25 3.92 78.21 79.30 38.27
1979- 80 12.29 12.46 6. 02 5.28 66. 50 67.42  32.58
1980- 81 13.78 13.97 6. 75 4.56 66. 34 87.53 42.29
1981- 82 15.27 15.48 7.48 5.84 74.71 75.73  36.59
1982- 83 16.82 17.05 8.23 6.31 76.18 77.22  37.27
1983- 84 19.31 19.58 9. 46 6. 99 78. 96 80.05 38.68
1984- 85 24.21 24.54 11.85 8. 08 85. 82 86.99 42.01
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Note: Under the minimum (rural) wage ordinance, daily rural wage rate should not be less than the going market price
of 3.5 seers of (coarse) rice. A comparison has been made here between the trends in wage rates and rural prices of
coarserice.

Source: BBS, " Socio Economic Indicators of Bangladesh", July, 1986, p.90.

The nominal wage rates for both sexes of agricultural labourers rose from 13.97 Takalday in
1980-81 to 31.15 Taka/day in 1988-89 and 31.19 in 1990-91. In 1996-97, it rose to Taka 38.04/day.
Thusin the 1990s, nomina wages rose by 22 per cent. In the 1980s, nominal wages rose by 123 per
cent. We can expect that gender differentials in wages have been maintained, and this is validated
by the PRA findings. One important informal sector occupation for women is in construction,
especidly brick breaking. The real wage rate indices in construction declined from 120 in 1988-89
to 114 in 1997-98.

The data thus show very modest gain in wages of women workers over the SAP period, with a
decline in real wages in some sectors.

The PRA findings give some additional insight on the changesin rurd areas. It has shown that
female wage employment has increased only marginaly. This only dight increasse in demand for
female labour was due to the change in crop mix away from crops for which there was a significant
demand for femae labour (processing of aus paddy and jute), and a general decline in labour
demand due to mechanisation.

Femae labour market participation was also found to be farly low. In terms of homestead
gardening, a traditionally women's activity, there has been some increase, but again as a result of
NGO and Department of Agricultural Extension (DAE) activities. The range of problems identified
for increased participation in this activity was inadequate land and scarcity of good quality seeds,
which it seemed the market had failed to provide, affecting productivity. The PRA findings
smilarly show an increase in poverty-focussed activities which include gathering fuedl, collecting
water, constructing/repairing house in the study villages for both men and women. The findings also
show an increased workload for women in terms of participation in traditional household, market-
related and expenditure saving activities. The PRA findings thus suggest the socioeconomic
environment for poor women to have changed in important ways in rura areas over the SAP period,
some of which could be attributed to SAP related measures such as more intensive irrigation due to
liberalisation of imports of irrigation equipment, and change in cropping mix and intensity, and
others due to NGO interventions. While the capabilities of poor women were enhanced in terms of
greater income earning opportunities, more involvement in decision making at the household and
farm leve, there may have been a decline in overdl well-being due to the increased workload and
accompanied stress.

9.3  Effects on Education and Health of Women

In the case of Bangladesh, atrend growth rate of 4.8 per cent was maintained throughout the period
1981-1995 for primary school enrolment, 5.7 per cent in secondary education, 10.9 per cent for
college education, and 7.7 per cent for university education (Khundker & Kibria 1999). There
achievement in the growth rate of female enrolment may be attributed to special measures such as
free tuition up to Class VIII and stipends, and introduction of a non-forma primary education
program in collaboration with NGOs. The primary school enrolment rate in 1996 was 86 per cent
for girls and 90 per cent for boys. However, dropout rates are still fairly high, and student-teacher
ratios have steadily increased, affecting the quality of education.
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In the Bangladesh, excepting schools in metropolitan cities, education is amost entirely
publicly provided, and the share of private contribution in the form of fees as percentage of total
expenditure is very negligible, and lower for tertiary compared to primary education. Thus the
impact of introduction of user fees and chargesis not very relevant. Public expenditure on education
varied from 12-17 per cent of the recurrent budget over the period 1981-1996, and was in the range
of 3 per cent to 9 per ecnt of the development budget in most years, from 1981-1994.

It is, however, to be mentioned that there was no sector-wide approach nor any policy based
lending programme was in operation which essentialy contain e ements of standard SAP package.
Therefore, it is hard to establish adirect causdl linkage.

Existing studies (Rahman and Ali 1996; Begum and Sen 1998) show that since 1981-82 to
1992-93, the percentage of GDP spent on health, population control and family planning increased
modestly, and has remained a under 1 per cent of GDP. Over the same period, percent of the
revenue budget spent on health remained at 6-7 percent, and at around 2 percent of the development
budget.

Despite these modest increase in expenditure, some improvements were attained in terms of
reducing the gender disparity in life expectancy at birth, which increased from 51.6 years for males
in 1974 to 56.5 yearsin 1991, and for females from 49.7 yearsin 1974 to 55.7 yearsin 1991. There
were similar improvements in the maternal mortality rate and access to safe drinking water and
sanitation, the latter due mostly to the contribution of NGOs.

It is, however, to be mentioned that period mentioned above did not follow any sector-wide
approach nor any policy based lending programme was in operation which essentialy contain
elements of standard SAP package. It is yet to be seen how the sector-wide approach based
programme, Health and Population Sector Programme (HPSP) intitiated recently impact on the poor
and women. It is to be further studied in the view that how poor and women benefit from
conditionality driven HPSP, especidly during the pre-HPSP period the government of its own
increased spending, though less thanrequired rate has increased spending in the sector.

9.4  Food Availability, Food Consumption, and Adequacy of Safety Nets
While there has been a steady decline of food and input subsidies over the SAP period, there has
been some provision for safety nets such as the Food for Work and VGD programme for poor rural
women. The PRA exercise in two villages however find such pro-poor programmes to be very
limited in coverage. Thus the combined effect of these have to be evaluated in terms of food prices,
expenditure on food and consumption, as well as achievement in terms of nutrition, over the SAP
period.

BBS data show that the index of per capita food-grains consumption including minor cereas
declined from 105.9 in 1982-83 to 100.7 in 1985-86, rising to 107.6 in 1991-92, again faling to
103.2in 1995-96 (Table 9.6).

Table 9.6: Net Availability and Per-capita Availability of Foodgrains for Domestic

Consumption
Error! Net availability of Per capita consunption of Net availability Per capita
Bookmar k f oodgr ai ns f oodgr ai ns excl udi ng of f oodgr ai ns consunption
not excl udi ng m nor m nor cereals (Quantity) i ncl udi ng nm nor i ncl udi ng nm nor
defi ned. cereals for cereals for cereals (Quantity)
consunpti on consunption
(* 000' M tons) (d) (' 000" M tons)(f)
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(kg. per (kg. per | ndex (kg. per I ndex

annunm) day) (e) annun) (e)
1982-83 16678 178.4 0. 49 106.5 16723 178.9 105.9
1983-84 17109 183. 6 0. 50 108.7 17143 179.6 106. 3
1984-85 17899 169.8 0. 47 102.2 17932 183.9 108.9
1985-86 16878 16906 170.1 100. 7
1986-87 18022 177.6 0. 49 106.5 18043 177.8 105. 3
1987-88 18182 175.8 0. 48 104.3 18266 176. 7 104. 6
1988-89 18684 177.1 0. 49 106.5 18766 177.9 105. 3
1989-90 19489 181.3 0.50 108.7 19571 182.1 107. 8
1990-91 19981 182.3 0.50 108.7 20061 183.0 108. 3
1991-92 20169 181.1 0.50 108.7 20238 181.7 107. 6
1992-93 19215 169.7 0. 47 102.2 19281 170. 3 100. 8
1993-94 19910 169. 2 0.46  100.00 19981 169. 8 100. 5
1994-95 20742 173.0 0.47 102.17 20812 173.6 102. 8
1995-96 21215 173.8 0.48 104.35 21283 174.3 103. 2

Note: (a) Estimated population as on 1 January. (b) Deduction for seeds, wastage, etc. has been taken as
2.43% of total production of rice and 3.01% of total production of wheat (Master survey of Agriculture).
(c) Deduction for seeds has been taken as 2.5% of total production. (d) Net availability of foodgrains-(net
production-internal procurement)+ off take from ration distribution. () Five years average from 1965-66
to 1969-70=100. (f) Minor cerealsinclude barley, jowar, bajra, ragi and other cereals.
Source: National income, B.B.S.

The district wise CPI for rural families also show arising trend for food prices. The CPI for

food in Dhaka district for instance rose from 449 in 1988-89 to 652 in 1997-98. The genera CHI,
including food, fuel and lighting, housing and household requisites, clothing and footwear and
miscellaneous items also show a similar rising trend (from 480 in 1988-89 to 722 in 1997-98 for
Dhaka district). The base year for this CPl is 1973-74 (Table 8). For an earlier period, the CPI for
food for rura families in Dhaka digtrict rose from 250 in 1981-82 to 433 in 1987-88, and the generd
CPI rose from 261 to 454 over the some period.

A child Nutritional survey conducted by BBS in 1992 show that the prevalence of wasting for

girl children aged 6-71 months declined from 9.5 percent in 1985-86 to 6.6 percent in 1992, while
the prevalence of stunting declined from 57.6 percent to 47.6 per cent over the same period. The
nutritional status was also found to be worse in rural areas, and somewhat better for boys compared
to girls (Table 7 and 8). The PRA findings similarly show a decline in food security and very
duggish reduction in the rate of poverty. The available data thus do not indicate any substantial
improvement in the position of the poor, including that of poor women over the SAP period.

Table 9.7: Prevalence of Wasting (Acute Malnutrition for Children aged 6-71 months)

ERROR! NATI ONAL RURAL URBAN
BOOKMAR

Grls Boys Grls Boys Grls Boys
1985-86 | 9.5 6.8 9.8 6.8 7.1 6.7
1989-90 | 9.2 8.1 9.4 8.2 7.6 7.0
1992 6.6 7.4 6.6 7.7 6.2 4.8

Source: Child Nutritional Survey, BBS.
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Table 9.8: Prevalence of Stunting (Chronic malnutrition for Children Aged 6-71 months)

ERRO NATI ONAL RURAL URBAN
R!
BOOK

Grls Boys Grls Boys Grls Boys
1985 | 57.6 54.8 59.1 56. 3 46. 1 42. 4
- 86 51.3 50. 8 52.3 52.1 42.0 42.5
1989 | 47.6 43. 8 48. 6 44.9 39.8 35.1
-90
1992

Source: Child Nutritional Survey, 1992, BBS.

The PRA findings suggest some regiona variation in consumption of food and other basic
needs. Consumption declined in the intensdy irrigated village for both men and women, with
gender differentials having been maintained. WWomen were found to be better off in the moderately
irrigated village in terms of consumption of basic needs, particularly clothing and medical services,
with gender differentias having narrowed down over time. The main factor appears to have been
interventionist measures, such as access to NGO credit and other services.

9.5  Conclusion and Recommendations

It appears from the review that the SAP design and framework have not adequately address gender
issues. It aso ignores structural features and constraints, tresting the economy as one
undifferentiated market. The gender strategy papers of the World Bank similarly ignore the
macroeconomic policies and their impact on women, especially the effects of privatisation and
liberalisation on wages, working conditions, employment, food security and well being of women.

SAP-led measures such as greater export-orientation of the economy have increased women's
employment in the formal manufacturing sector, particularly in the RMG industry and the export
processing zones. This occurred in the context of a protected global market for apparels and special
incentives provided by the government.

This gain in employment has however to be weighed against lower job quality, wages and
occupational safety in the export-led RMG industry.

On the other hand, structural adjustment neasures have led to widespread retrenchment of
workers, including women workers, for whom there has been very little alternative job creation.
This welfare aspect was completely ignored in the design of SAP. Women agricultural workers are
found to be smilarly displaced due to changes in crop-mix, while hand-loom producers have faced
greater underemployment and loss of earnings due to greater import competitiveness of the
economy.
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It is important to recognise that in the context of Bangladesh, interventionist measures such as
the micro-credit programmes of Grameen Bank and other NGOs have made an important impact in
terms of increasing the income opportunities of women through self employment.

During the period socid sector expenditures has not negatively impacted women since public
expenditure on education and health were not reduced by government. The expenditure on health
has however been very low, and there is need to focus on quality and outcomes in both the
education and health sectors.

The social safety nets at present are found to be limited in coverage, and not enough to
counterbal ance the impact of withdrawal of food and input subsidies.

The recommendations which follow are to continue the prioritisation in social sector spending,
particularly, expenditure on health, and improving the quality and access to education and health
care for women as the sector is undergoing massive restructuring due to recently initiated sector-
wide approach, HPSP.

Similarly, industrial restructuring should not only focus on privatisation or rationalising the
labour force, but aso on modernising the capital equipment, better supply of raw materids
including eectricity, improved management practices and better industrial relations to increase
productivity and efficiency of the industries concerned. While both men and women workers would
stand to gain from such policies, there is need to devise additional schemes for displaced women
workers in urban and rura areas. On the other hand, a much better focus has to be given to
improving working conditions in the new export industries, mainly employing female labour, such
asthe RMG industry.

In conclusion, it can be stated that an appropriate macro policy regime should be focussed not
only on efficiency, but aso on equality. Efficiency again does not imply simply a change of
ownership i.e. privatisation, but a much wider set of measures including better regulation of
markets, and organisationa support and interventions in support of women.
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CHAPTER 10: CONSEQUENCES OF ADJUSTMENT POLICIES ON ENVIRONMENT®

10.1 Introduction

Environment as a policy objective was incorporated much later, first in the third PFP for 1990/91
—1992/93 (Table 10.1), last but one in the series. The strategies and measures suggested are
general, although polices pursued under SAP has been impacting upon the environment through
many channels.

The domain of SAP is very broad and may not be aways well defined, so are its impact on
environment. Instead of commenting in genera on externdities aroused from pursing certain set of
SAP or the package as whole, the chapter captures impact on environment of SAP by analysing two
key objectivesi.e. increasing food production and pursuing an export-led growth strategy.

It is hypothesised that excessive emphasis on (rapidly) increasing yield has led to excessive use
of fertilisers. On the other hand current input pricing policy distorts related prices of various types of
fertilisers (say between phosphatic and nitrogenous fertilisers as we will se later) resulting in the use
of an unbalanced mix of fertilisers. Such pricing policy may have led to use of spurious fertilisers as
well. Liberaisation of imports may aso have resulted in excessive use of fertilisers or use of
spurious fertilisers or use of an unbaanced mix of fertilisers. Thus excessive use of fertilisers, use of
spurious fertilisers and their use in inappropriate mix may have caused land degradation as reflected
in adecline in micro nutrient and erosion of soil fertility.

The second set regarding shrimp management policy relates to the specific structura
adjustment policies of promotion of non+traditional exports and privatisation. Availability of cheap
labour and supply of a product of nature helped shrimp producers and exporters to benefit from
market opportunities outside. Shrimp culture in the coastal region of Bangladesh has resulted in
many negative environmental consequences. One of them is increased sdinity of soil and the other
islossin biodiversity, resulting from shrimp seed collectionand throwing away of by-catches.

Table 10.1: Summary of Structural Adjustment Polices Related to Environment *°

POLICY OBJECTIVES STRATEGIES AND MEASURES TIMING
Protect quality of Prepare environmental impact assessment for major new projects | 1990/91
environment. during Fourth Five-Y ear Plan. Streamline capacity of Ministry onward

of Environment and Forests to direct environmental policy.

Review pricing and administrative procedures affecting the use
of natural resources and modify to reflect sound economic
principles.

1990/91
onward

Source: Bhattacharya. D and Titumir, R A M (1998): Towards Demystifying a Process. The Sructural
Adjustment Policiesin Bangladesh, Dhaka: SAPRI, Bangladesh

35 The chapter is based on Toufique (2000)
3 This policy objectives was first incorporated in PFP for 1990/91 — 1992/93.
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10.2 Fertiliser Policy and Environment

Though the “eraof adjustment” started in Bangladesh from mid-1980s with policy based lending
of the World Bank and contracting of the Structura Adjustment Facility with the IMF, as
reforms in the agricultura policy in genera and fertiliser policy in particular began in 1983/1984
when Bangladesh Agricultura Development Corporation (BADC) withdrew from the retail and
wholesale markets for fertilisers, abolished the licensing requirement for the fertiliser dealers and
so on. There are direct and indirect impacts of SAP: direct impact relates to changes brought to
the use of fertiliser whereas indirect impact relates to use of budgetary savings.®” Table 10.2
draws the timeline for the process of the liberaisation in the fertiliser market in Bangladesh.

Table 10.2: Timelinefor the Liberalisation of the Fertiliser Market in Bangladesh

TIME ACTIONS PRE OR POST LIBERALI SATION? | COMMENTS
SPAN
1963 EPADC or East Pakistan | Preliberalisation

Agricultural Development

Corporation was formed to
procure and distribute fertilisers

1977-78 - BADC became the dominant | Preliberalisation Numerous
player. Fertiliser  distributed problems
through transit, intermediate associated with
warehouses and TSCs excessive
- Private dealers got license to bureaucratic
sell in arestricted area control

- Pricesfixed by government
- Private dealers had to maintain

registers

1978-83 BADC withdrew from retail and | Postliberalisation
wholesale markets

1982-83 Licensing requirements | Postliberalisation

abolished and restrictions on
movement removed

1982-84 Deregulation of fertiliser price Postliberalisation Competitive
market started to
develop

1989 Private traders allowed to | Postliberalisation

purchase directly from factory
gates and port points
1992 Free import from world market Postliberalisation

Source: Extended version of Ahmed (1998)

Ahmed (1995) measured the impact of input market reforms on the production of rice in
Bangladesh by using a multiequation model in which a dummy variable distinguished between pre
and postliberalisation periods and estimated that reform measures contributed to approximately 20
to 32 per cent of the increase in production. This increase is primarily attributed to the impact of
reform on fertiliser consumption and private sector irrigation devel opment.

In 1979-80 the extent of budgetary subsidy on fertiliser was US$83m. This amounted to 28%
of total development expenditure on agriculture and rura development at that financia year.

37 In the literature the direct impact of SAPisonly studied.
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Similarly, in 1983-84 the extent of budgetary subsidy on fertiliser was US$57m. This amounted to
14% of total development expenditure on agriculture and rural development at that financia year.
The cost of distribution also declined from US$25-30 per ton before liberalisation to US$15 per ton
after liberaisation (Shahabuddin and Ilam 1997).

We will now make a few comments on the findings presented so far on the liberalisation of
fertiliser policy. First, the analysis is based on the immediate effects, not on the indirect effects.
These indirect effects, as mentioned before, relate to the use of budgetary savings brought about by
a reduction in subsidy. Unless we make the assumption that the benefits from these secondary
effects is nonnegative we cannot rely on the extent of total benefit (that is the counterfactua
argument). The important issue is how much of these budgetary savings has gone back to the
agriculture sector either in meeting the cost of providing extension services or in devel oping human
capital. Thisis a difficult task since budgetary savings are fungible but it is a vaid question to ask
how these secondary effects can be taken into account.

Second, although the liberalisation of the fertiliser market started well ahead of liberalisation in
other markets the nature of the preliberalisation period has to be understood. It should be noted that
the market for fertilisers involved participation by a large number of private dealers athough they
were constrained in many aspects of their operation. While administered price prevailed along with
some other redtrictions such as limited boundary of operation, at the retail level market-like
ingtitutions did develop at that time. This helped towards the boom of private deders as there was
hardly any ingtitutional vacuum. Thus the ingtitutional arrangements between the preliberalisation
and the postliberalisation may be different in many aspects but they were complementary in some
other aspects. A market-like situation with alarge number of private dealers were aready there and
this property rights set up did not constrain but rather &cilitated the emergence of a new set of
property rights.

Third, asacorollary to the second, privatisation of the fertiliser market never dways delivered
what was expected. The markets ran into frequent troubles and government interventions had to be
made. This is vindicated by the fertiliser crisis of 1995 when the government had to even bring in
the civil adminigtration to distribute fertilisers amongst the farmers. While explanations such as
oligopolistic market structure at the level of factory gates may be convincing, it remains valid that
market interventions can be cdled for when imperfections are detected. Note that these
interventions are not aways those of Stiglitz type (state intervention due to market failure due to
information failure). In many cases markets failed due to political failures (Box 10.1). Thus aluding
to “market imperfections’ is not good enough and in many cases the source of market imperfection
was political patronage where the fertiliser dealers served political interests rather than the interest
of the farmers. A regulatory framework has to be desgned and maintained for expected
performance of the fertiliser market. A regulatory framework may aso be needed because the
private sector may lack the incentive for maintaining adequate warehouse facilities and monitoring
of seasona demand for fertilisers or it may be difficult to generate competition at the factory gate
level due to the size of the market.
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Box 10.1: Oligopoly or political patronage?

A recent news published in a national daily (Prothom Alo, March 28, 2000) reports of
oligopolistic price setting in Bogra. In the northern region of Bangladesh the use of fertiliser is
highest in Bogra. Recently, urea is selling for more than Tk. 300 per bag where the governmert
set factory gate price is Tk. 265 per bag. The difference cannot be explained by transportation
cost. About 35 additional dealers have been approved by the authority in Bogra to stabilise the
price of fertiliser in the current boro season. However, according to the report the selection of the
dealers has been based on political considerations. About half of them is not genuine fertiliser
traders. A prerequisite for getting a dealership is that the applicant should have a fertiliser shop.
A large number of the dealers had no shop for fertilisers, the report quoted.

Finally, the imbalance in general subsidy levels is now generaly acknowledged. The use of
phosphatic and potassic fertilisers has been declining relative to nitrogenous fertilisers since the
reform began to take root Ahmed (1998). The former is crucia for long run conservation of soil
fertility.

Experience suggests that it is difficult for the farmers to differentiate between SSP and TSP that
brought up the issue of spurious fertilisers in 1995 in the limelight. The removal of subsidy from
fertiliser thus went to a point where the relative market price issue was somewhat neglected.
Recently problems associated with sale of adulterated fertiliser are been reported in the printed
media. This again raises the issue of regulating the market.

The Dilemma of Excessive Use of Fertiliser

Removal of subsidy implies increase in price of fertilisers (which has indeed been the case) then
how does one explain the increase in use of the fertilisers? The growth in fertiliser use has
declined from 13.16 per cent in the seventies to 9.98 per cent in the eighties to 6.63 per cent in
the nineties (Shahabuddin and Islam, 1997). The increase in use of fertilisers, though at a
declining rate, can be explained by the attempt of the farmers to apply higher doses of fertilisers
to withstand yield decline problems due to land degradation (Pagiola 1995, p. 18). A recent study
carried out by vindicated this. In a questionnaire survey of 199 farming households, 88 from
Chandina and 111 from Madhupur, about 97 per cent of the farmers about the trend in the use of
chemical fertilisers in the last 10 years believed that the use of chemica fertilisers has been
increasing over the decade. Declining soil fertility (47%) and lower yields (45%) were singled
out by the farmers to account for the increase in use of chemical fertilisers (Toufique, 1999). In
fact in this context the response lower yield is a mirror image of the response of declining soil
fertility.

Evidence on Land Degradation
Soil degradation relates to erosion, waterlogging, salinity and depletion of nutrients. About 10
per cent of net cultivated land suffers from medium and high salinity in the dry season. Another
10 per cent in the hilly areas is considered highly eroded (Brandon, 1998). More than half of the
total land has impeded drainage and they suffer from waterlogging and poor aeration (Karim
1993).

Precise linkage between decreasing yield and land degradation is difficult to establish because
the former can be caused by a host of factors (inefficient application of inputs, for example). Also it

120




may be difficult to isolate long run from short run trends. Thus land degradation may not be
observed in terms of decreased production per se but in morphological evidence of environmental
change that has a negative impact in the productive capacity of land (World Bank 2000).

Direct study of soil quaity shows evidence of land degradation in highland agroecologica
zones. Such land degradation is attributed to increasing cropping intensity (Karim, Z. and M. Miah,
Demonstration/Development of Fertiliser Use in Bangladesh”, quoted in World Bank 2000). Soil
quality is measured as the extent of organic matter between 1969-70 and 1989-90. A BRRI study,
conducted in 1993 and quoted in World Bank (2000), found that application of organic matter in
combination with nitrogen resulted in higher grain production than that produced in nitrogen-only or
organic matter-only plots. However, average annua grain production over a period of nine years
declined with every combination of organic and /or chemica treatment with the decline more
pronounced when organic and inorganic nitrogen fertilisers were applied together. These are, of
course, conflicting results. A more recent BARC study (quoted in World Bank 2000) found that
about 33 per cent of total land acreage falls below the minimum threshold (defined as minera such
as sulphur, zinc content of at least 1.72 per cent) for sustainable cultivation. Severa factors are
responsible for land degradation: inadequate fallowing, absence of soil conservation measures
cultivation of fragile or marginal lands, unbalanced fertilisers use, agricultura intensification,
advance of mono-culture rice, capital constraint, increased use of crop residues and cow manure as
fuel in lieu of leaving them on the fields and FCDI obstructing natura inundation of land

Thus a large number of factors could be responsible for land degradation and some of them are
the outcome of following SAP in Bangladesh. Pagiola (1995) says “if increase in input use had not
counteracted the effects of degradation, yields might have fallen even further” and adds that,
“chemical fertiliser use has increased, but not sufficiently to compensate for the higher rates of
offtake and has been offset by reductions in applications of farmyard manure, which isin increasing
demand for use asfuel.” While Ahmed (1995, 1998) could not find any problem with the reduction
in the use of fertilisers, Pagiola (1995) thought that the rate of use of chemical fertilisers was not
sufficient enough to compensate for nutrient losses. This possibly happened because Ahmed (1995,
1998) did not take account for any environmental factor in his calculation.

There is strong evidence that post-subsidy prices of fertilisers have resulted in unbalanced use
of fertilisers. Bangladesh now subsidises mainly nitrogen, so farmers over-apply it and under-apply
phosphate, potassum type of fertilisers. The corrective measure may be increased subsidy on
phosphate and potassium type of fertilisers. On the other hand there is a strong evidence on land
degradation and increasing use of fertilisers is attempting to make up for this. A remova of subsidy
on fertilisers may possibly has worsened the situation. While policy shift should have taken place in
generating an incentive systems for using more farmland manure and other organic fertilisers, it has
rather gone towards removal of subsidy on fertilisers. One option that was open to the policy makers
would have been to use the budgetary savings from the removal of subsidy on encouraging the
farmers to use organic fertilisers and take necessary measures through the government’s extension
services to stop land degradation. A withdrawal of subsidy from fertiliser will have an adverse
effects (lower profits) on al type of farms, particularly on share-croppers and smal farmers. These
distributional issues should be taken into consideration while reducing subsidy on fertilisers.

10.3 Shrimp Management Policy and Environment

The shrimp sector in the process of pursuing an export-led growth strategy were given

incentives: zero tariff access of imports, fiscal incentives for exports, income tax rebate, speedy
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customs clearance, cheap credit, leasing of private and khas land in favourable terms and
institutional support for setting up downstream factories. Shrimps now account for about 9 per
cent of total national exports (Talukder 1999) and this sector grew at rate of around 9 per annum
during the last decade (Bhattacharya et al. 1999). However, we do not have reliable estimate of
total employment of labour force in this sector. As shrimp cultivation is extensive in nature,
employment may have decreased in this sector (Toufique and Hasan 1998).

Evidence on Environmental Degradation dueto Shrimp Culture

Literature on scientific study of the impact of environment is scant and of limited coverage and
mainly include perception and case studies on socio-economic, politico-economical and a bit on
environmental consequences of shrimp farming (Bhattacharya et al., 1999). Existing literature
reflects three views:

Pessimistic view: shrimp culture is unsustainable because the negative externdities are
systematic, endemic and irreversible and therefore the culture of shrimp has to be banned.

Optimistic view: shrimp generates income, employment and foreign exchange and their benefits
outweigh the associated costs.

Reformist view: there are negative environmental externalities but they can be taken care of
through policy intervention. This is a moderate view trying to minimise the concerns raised by
the first view and maximise the benefits expressed in the second view.

The actions mentioned in the literature, their consequences for development and their impact on
the environment and interventions recommended have been summarised in Bhattacharya et. d.,
1999 (Table 10.3).

Table 10.3: Literature on Shrimp Culturein Bangladesh: A Summary of Environmental

Concerns
ACTION CONSEQUENCES FOR | ENVIRONMENT INTERVENTION
DEVELOPMENT IMPACT ON RECOMMENDED
Land lease by | Use of land only to maximise | - deforestation a. ensure participation of the
outside short-term profit  without | - destruction of | stakeholders in the
entrepreneurs concern for long term | mangrove ecosystems | management of shrimp
sustainability (biodiversity) farming and stricter

- destruction of | implementation of existing
aternative source of | laws

livelihoods b. introduce zoning and
declaring certain parts of the
country to be non-shrimp area

Lease of | Traditional rice culturereplaced | - disentittement of | a. enactment of laws ensuring
government (khas) | by shrimp culture landless participation  of  landless
land for shrimp - intensification of | peoplein any use of khasland
culture poverty

- prevalence of
environmentally
unfriendly practices

Salt water | Increased salinity in the area Gradual degradation in | a. develop land use policy and
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penetration within the quality of land and | environmental guideline for

embankment  for soil-nutrient resulting | shrimp culture

substantial period in accumulation of | b. develop optimal practices
sodium chloride | for rice-shrimp mixed culture
affecting rice
production

Use of extensive | Large area remaining under | a  destruction of [ a encourage semi-intensive
methods of shrimp | water for substantial period of | homestead cultivation, | method of cultivation

cultivation time fruit orchards b. zoning and area mapping
causing b. rupture in the
inundation of subsistence cycle
large tracts of land
Indiscriminate fish | Destruction of fish biodiversity | Over fishing Develop shrimp hatcheries
fry collection and increased exploitation of

preferred species

Source: Bhattacharya et al. (1999)

Manju (1996) applied a before-after approach to identify what might be cdled forced
livelihood diverdfication. In village Chabunia, the percentage of population belonging to the
category of rice-cultivators decreased from 33% to 13% while corresponding percentage for those
involved in shrimp-cultivation increased from 20% to 32%. Manju 1996 found income loss for the
peasant households due to shrimp culture. Income losses occurred from decline in rice
productivity, loss of poultry and livestock and erosion of homestead vegetation and socia forestry.
Manju (1996) found that post-shrimp income level of loca peasant households was only 62% of the
pre-shrimp levd.

Adnan (1991), by applying a with-without approach, found loss in vegetation and livestock:
Haf of jackfruit and mango trees were destroyed and one-third of cattle heads disappeared in the
shrimp polders during 1987-90.

A scientific study sponsored by Nijera Kori (1996) found increase salinity and soil
degradation and vegetation loss.

Economic Costs and Benefits

Bhattacharya et al. (1999) makes an attempt to incorporate environmental costs in measuring the
economic costs and benefits of shrimp cultivation. There are direct (land degradation, health
hazards and mangrove destruction and so on) and indirect (loss in biodiversity, social impact and
S0 on) costs of shrimp cultivation. These costs are not aways immediate and therefore spread
over time. The kenefit (measured by the foreign exchange earnings from shrimp exports) of
shrimp cultivation well exceeds the costs of shrimp cultivation. The environmental costs of
shrimp cultivation would be in the range of 21-30 per cent of total benefits. Some limitations of
this study have been made explicit: only onsite costs of shrimp culture were considered and
some broad assumptions were made and findings from other countries had to be considered.

Note that the estimates by Bhattacharya et a. (1999) are based on macro aggregates. Farm level
study was not done to estimate environmental costs. Talukder (1999) on the other hand estimated
the financial costs and benefits of shrimp culture at the farm level and under different farming
systems but ignored al environmental costs and found that the benefits of shrimp culture far
exceeds its cost. We can now look into his estimates by transplanting environment costs almost
in asurgical way. Assuming that such cost could be as high as 30 per cent, the environment cost
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of shrimp culture at the farm level can be derived by multiplying the value of catch by 0.30. The
results are presented in Table 10.4, Table 10.5 and Table 10.6.

Table 10.4: Annual Profitability of Shrimp-rice Farming Systems

(South-western Region, Paikgacha, Khulna)

OWN OWN AND RENTED
GHER GHER
a. Benefits 50063 44355
b. Financial costs 19767 16959
c. Environmental costs 15019 13307
d. Total costs (b+c) 34786 30266
e. Net Return (d-a) 15277 14090
f. Return per Taka when environmental costs are considered (a/d) 1.44 147
0. Return per Taka when environmental costs are NOT considered 253 2.62
(alb)
Table 10.5: Annual Profitability of Shrimp Monoculture
(Southwest Region)
PAIKGACHA, SHAMNAGAR,
KHULNA SATKHIRA
a. Benefits 65652 110676
b. Financial costs 38258 56814
c. Environmental costs 19698 33203
d. Total costs (b+c) 57954 90017
e. Net Return (d-a) 7698 20659
f. Return per Takawhen environmental costs are considered (a/d) | 1.13 1.23
0. Return per Taka when environmental costs are NOT | 1.72 195
considered (a/b)

Source: Toufique (2000)

Table 10.6: Annual Profitability of Shrimp Farming under Different Methods of
Cultivation (Southeast region)

SHRIMRSALT SHRIMP
CULTURE MONOCULTURE
(IMPROVED (SEMI-INTENSIVE)
TRADITIONAL)
a. Benefits 132728 836980
b. Financial costs 70562 187678
c. Environmental costs 39818 251094
d. Total costs (b+c) 110380 438772
e. Net Return (d-a) 22348 398208
f. Return per Taka when environmental costs are 1.20 191
considered (a/d)
g. Return per Taka when environmental costs are NOT 1.88 4.46

considered (a/b)

Source: Toufique (2000)
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Net returns, after taking into account environmental costs into considerations, from shrimp
farming are still pogtive as can be seen from these Tables. The rate of return declines due to
incorporation of the environmental costs but it is till greater than unity. The strong policy
conclusions that can be drawn from this exercise is that the gher owners can be taxed by an amount
which (as a percentage of the value of catch) can lie between the numbersin g and f, i. e, the tax
rate can lie between the rates of return when environmental costs are not taken into consideration
and when the environmental costs are taken into consideration. However, the tax rates should
adequately maintain the incentives for investing in shrimp farming. The tax revenue thereby
collected can then be spent on those who suffered from environmental degradation in one way or
the other. This is the classic tax-subsidy solution for internalising externalities of environmental
degradation. The only problem of pursuing such policy is measurement and implementation
(political contestation).

The Response of the World Bank

Although the effects of shrimp cultivation on the environment have been fairly well documented,
such concern was missing initialy in the World Bank documents. The changing perception of
the World Bank can be depicted by evaluating its experience with the shrimp culture project and
its plan regarding the Fourth Fisheries Project. Approved in 1986, the total cost of the shrimp
culture project was US$36.7 million. It was evaluated that the project was “largely successful in
achieving the objectives’. The report has the following to inform about its environmental impact
(World Bank, 1994): “there are no environmental effects caused by the projects. The land use
pattern and the ecological balance have not changed as a result of project interventions. On the
contrary, some of the diverse effects which existed under pre-project conditions, such as water-
logging and uncontrolled cuts in embankments for the constellation of sub-standard inlet
structures, have been minimised or eliminated by the project interventions. No mangrove forest
has been destroyed as a result of the project.”

A BIDS evauation of the same project does not endorse the view expressed in this report.
Rahman and Azad (1995) makes the following point: “the traditional shrimp culture even though
did not affect environment in Cox’s Bazaar, there have been a number of negative environmental
consequences of it in Khulna region especialy in non-project areas. However, a part of the project
area in Khulna (e.g. Hanirabad and Munkia in polder 20) was aso affected, mainly because of the
presence of an outsider leaseholder who, due to unplanned culture, created some problems, such as
harvest was prolonged and it affected transplantation of Aman crops. The planned activities of the
project were also obstructed by him for which the environmental condition of the area further
deteriorated. The project could do nothing as he managed to take long-term lease from the
beginning of the project.”

Thus there is an explicit inconsistency between World Bank’s evaluation of the impact of the
project on environment and BIDS' evaluation of the environmental impact of the same project.

The project appraisal document for the Fourth Fisheries Project (World Bank 1999) reflects the
shift in World Bank view and admitted that “the expansion of shrimp farming has raised important
issues regarding land and water use in the coastal areas.” On land use conflicts the document says.
“the contrasting demands of rice farmers and those involved in shrimp farming have generated
frequent conflicts in which poorer social groupsin shrimp farming areas have often been the losers.
As regards adverse impact on the local people the document states. Unplanned shrimp farming
development has led to degradation of agricultural land and negatively affected the livelihoods of
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local people’. The project appraisa document also admitted of the outbreak of fish diseases:.
“outbreak of diseases, particularly “White Spot” may continue to threaten the shrimp culture.” The
adverse impact of biodiversity brought about by collection of wild shrimp fry has also been
recognised: “ The sustainability of shrimp farming is also threatened by its reliance on the collection
of wild shrimp fry. The activity now sustains a large number of households using cheap methods
that supply key seed inputs to shrimp farmers but may, in the process, be gravely damaging wild
stocks of both shrimp and other aquatic species.”

10.4 Conclusion and Recommendations

The pressure to increase food production has resulted in adopting policies such as excessive
emphasis on (rapidly) increasing yield, withdrawa of subsidy and liberalisation of imports.
Adherence to these policies has generaly resulted in excessive use of fertilisers, use of spurious
fertilisers and inefficient use of various types of fertilisers. These had serious impact on the
quality of land: nutrient content in soil declined and fertility of land eroded.

A few will disagree with the objectives of increasing food production; again, there can hardly
be any dispute on the effects of SAPs on the environment. Reduction of subsidy on fertilisers have
resulted in (i) improper mix in the use of fertilisers, and (ii) insufficient use of fertilisers to
compensate for nutrient losses. Therefore, the issue of fertiliser subsidy has to be reconsidered on
the ground of efficiency, environment and equity. The issue is how land degradation is addressed
and aternatives could be worked out as compared to reducing the use of fertilisers by removing
subsidy. For example, encouraging farmers to use organic fertilisers through NGOs or the
government’ s agricultural extension networks.

The negative effects or externalities of increasing shrimp production are lossin biodiversity and
increasing salinity of soil. Of course, there are other related environmental concerns but these came
up clearly from the consultative exercise. Regarding shrimp cultivation the World Bank is taking a
more cautious approach, albeit gradualy. Initialy the environmental impact was either ignored or
considered to be of secondary importance. A total ban on shrimp production will have strong
macroeconomic effects and at the same time an unbridled production of shrimp will have serious
environmental consequences. As shrimp culture is profitable even when environmental costs are
taken into consideration at the farm level, there is a need for regulatory set up to ensure that shrimp
cultivation is done in planned manner.

Fertiliser Policy
- Theissue of fertiliser subsidy has to be reconsidered not only on the ground of efficiency

and equity but also in the context of its relation to environment.
The imbaance in general subsidy levels has to be removed/reduced. Bangladesh now
subsidises mainly nitrogen, so farmers over-apply it and under-apply phosphate,
potassium type of fertilisers. The latter is crucial for long run conservation of soil fertility
and hence it has to be subsidised more.
A regulatory framework has to be designed and maintained for expected performance of
the fertiliser market.
To halt the process of land degradation the farmers should be encouraged to use organic
fertilisers. This can be done by the NGOs or by the government’s agricultural extension
networks.

126



Shrimp Policy
Shrimp production will have to be done in a planned manner (for example, zoning), not
in a haphazard way. A regulatory set up should be in place.
Existing laws relating to shrimp production has to be strictly enforced.

The Role of Government, Civil Society and the NGOs
- The NGOs and the civil society at large should promote local resistance to environmental
degradation. Promoting community response towards the right direction can help to
decrease environmental degradation.
Substantive quantitative study on environmental impact assessment is required for
formulating environmental policy.
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CHAPTER 11: ADJUSTMENT AND THE STATE OF CORRUPTION®

111 Adjustment, Governance and Corruption

The basic idea of SAPs is to establish a market-determined regime through containment of the
role of the state in product and factor markets. The state, which was earlier identified as the
organised force for propelling growth, was identified by the neo-liberals as the prime source of
distortion manifested through regulation, control, and protection. The basic premise was that
such policy adjustments and withdrawal of state control would reduce costs due to transactions
and inefficiency, and decrease rent-seeking activities.

Corruption or rent seeking in essence is an ingtitutional failure caused by market and/or policy
inadequacy. Corruption has been perceived as a cultural problem. The necessary conditions for
corrupt practices are (a) existence of power and/or position of power and/or protection of powerful
persons and (b) existence of opportunity to use such power deliberately for persona or parochia
gain (De, H K, 1998). Sufficient condition adds (c) absence of an accountability and watchdog
agency (Hafizuddin, 1998).

On the other hand, Susan Rose-Ackerman (1999) brought forth the relation between principal
and agent and suggested that without an appropriate system of remuneration and monitoring the
agent would find it rational to create alternative channels of remuneration. The existence of
pervasive corruption indicates presence of inefficient principa-agent relationship. The inefficiency
creeps in because the monitoring cost is high or excessve price becomes a manifestation of
systemic culture promoted by monopoly, discretion and sharing of benefits of corruption. Thus in
the public domain the issue becomes a system of adminigtration i.e. whether recruitment, promotion
and posting are rule based for efficiency and not personalised or politicised for explicit or implicit
gain in cash or kind for service to the decision-marking principal or a parochial group chosen by the
principa. The SAP does not address the issue directly except for reducing the size of the
government and increasing the efficiency of governance including the public sector.

Reputation and hostage taking works when the exposure of corruption is reciprocal. One such
possibility is employment of the agent in future in a position where bribe giver is the decision maker
(e.g. employment of civil servantsin adonor agency). In countries like Bangladesh, the assumption
of neoclassical economics of absence of ties between the 'service-seeker' and' service-provider' is
inoperative and embedded interpersonal network based on strong interpersonal relatiorship fail to
draw lines between official functions and impersona market exchanges.

In case of Kleptocracy,>® 'monopolist' bribe taker maximises gain by restricting output of the
economy while he strives for productive efficiency. This is presumably happened in the Telephone
Sector and Energy Sector of Bangladesh where supply did not respond to demand in order to
maximise rents in licensing a the top leve of the government. While people have looked at rent
seeking at the bottom tier, the decison makers have worked with the levers a hand. Trade
liberalisation understood as lowering of tax and tariff is consstent with Kleptocratic corrupt
politico-economic system. Consistent with the liberdisation, regulation is a favoured area of
operation of Kleptocrary. The exercise of deregulation without simplification of bureaucratic
process in redlity allows the control to remain. Mere abolition of license Rgj or creation of afree list

38 The chapter is based on Ahmad (2001)
39 susan Rose-Ackerman has identified four polar cases i.e. Kleptocracy, bilateral monopoly, competitive bribery
and Mafiadomination.
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for commerce and industry does not necessarily shorten the long hand of bureaucracy and existing
law. The SAP in its exuberance to promote private sector did not take into account the Kleptocratic
dimension of inherited colonial administration extended through non-democratic nature of political
party culture and entrenched patronclient culture of historical vintage. Since the cost is not to be
borne by Kleptocracy, such a system prefers an inefficient, confusing and contradictory regulatory
regime. The best examples are executive orders and SROs which seem to supersede the enactment
of the parliament which in effect encroach on the law making authority of the supreme nationa
ingtitutions in Bangladesh and similar other countries.

Kleptocracy favours privatisation where it brings private gain and oppose it were it may loose
monopoly control which if run efficiently bring better opportunity for private gain. Weak
Kleptocracy also uses privatisation to broaden its coadlition with business and bureaucracy.
Kleptocrat may become an enthusiastic privatiser if gains take any of the forms. cash, surrogate
ownership or broadening of coalition. Reportedly privatisation and licensing for banks and
insurance companies in Bangladesh has seen similar manifestation.

In bilateral monopoly gains are shared by the bribe-taker and bribe-giver according to their
strength (Kahn 1996). Bilateral monopoly conditions often arise for particular contracting deals e.g.
oil and gas franchise. The Kleptocrat distorts contracting priorities, supports projects to hide
kickbacks, establish long-term relationship with few multinational and negotiate a deal that permit
sharing of nations wedth at the expanse of ordinary people. Karnaphuli Fertiliser Company
(KAFCO), ajoint venture, is acase in point.

In Mafia-domination few bribe givers face multiple bribe takers. The function of the Méfia, as
an organised crime group providing protection to bribe givers and/or bribe taker, is to limit entry
and competition and even engage in eimination of competition. The Méfia is interested in quick
profits through extortion or collusive process. The size of pie depends on the nature of the product
and such mafia domination is possible in weak state where capacity to control them in limited or
abdicated (Diego Gambetta 1993). The emergence of mastan in Bangladesh is a manifestation of
mafia-domination in certain sectors particularly public construction and procurement. The
interference of so-caled trade union in the function of public sector eg. banks aso manifest
presence of the mafia phenomena. Banking Sector Reform has failed to address the issues because
of politica ties of union leaders.

In competitive bribery government functionaries deal with large number of members of the
public. Competitive bribery, unlike competitive market does not promote efficiency except that the
payment has an 'equilibrium’ value or 'maximum’ limit unless upward spira of corruption crestes a
systemic corruption which distorts the balance. The large is the number of corrupt official the lower
is the risk of paying a bribe and even lower may be the per-person share but the total payment
increases with the number of corrupt officias. As the level of bribe increases with the increase in
the number of corrupt officials number of bribe givers do not decrease as the incidence of cost may
be shifted or gains could be manipulated or expected to rise. The utility and public service sectorsin
Bangladesh are good manifestation of competitive bribery.

There is no smple correspondence between the level and consequences of corruption and the
organisation of the government, which has been assumed in the SAP and subsequent reform
advocacy by donors.

The organization of electoral and legidative process is crucia as a disincentive for corruption
in democracies. Development of strong political parties and necessity to develop persona following
are related to political structure and the nexus of such structure with private wealth including mafia
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dons. Buying poalitical influence and buying votes are common manifestation of political corruption
in many countries including Bangladesh. As money is needed to be active in politics and participate
in election, financia need and pressure make politicians easy prey to accept payoffs unless he has
own wedlth to undertake such activities. The loss of ideologica focus caused by need to finance
palitics has given rise to 'Businessman Politicians in Bangladesh.

One of the conditions for arresting corruption under democracy is that legidators must be
independent and accountable so that they are not individually and collectively beholden to vested
wedlthy interest lobby. But today's prime concern is use of public office to further one's private
interest. A survey on the Members of Parliament in Bangladesh indicates a growing involvement of
MPs with business in terms of ownership and lobbying. The code of conduct, ethics, and issues of
conflict of interest have not been accorded a high priority for legidative and administrative reforms
in Bangladesh.

Bangladesh like many other countries that have committed to economic reforms ard pluralistic
democracy (i.e. competitive political system) has not put in place laws to govern markets and judges
have very little experience in resolving the problems arising out of the deals in markets. Bangladesh
auffers from theills of archaic laws, and ill equipped judiciary including the bar creating uncertainty
and bad fit between law and redlity which promotes attitudes for circumventing the court including
adoption of extra lega measures (Dasgupta and Mookherjee 1998). The goal of reform affecting
operation of private markets, as the SAP attempts to do, requires well drafted, relatively clear and
generaly available consstent set of laws to reduce the opportunities for corruption. Even with
clearly drafted laws, crisis of confidence in judiciary due to delays and backlogs create conditions
for pay off to speed up decision even when judges themsealves are not corrupt (Buscaglia 1995).

Containment of corruption is best done when citizens have a convenient mode of lodging
complaints for which a precondition is easy availability of information about standards of official
behaviours, about activities being undertaken, alocation and use of resources. Besides auditing,
legidative review of expenditure through open Public Accounts Committee hearing is helpful if it is
not set as a contest between legidature and executive or set in an adversarial condition between the
governing and opposition parties. Availability of block/secret funds or even 'non discussion’ areas of
expenditure (e.g. Defense) create abstacles to public scrutiny and proper accountability. There is a
presumption about freedom of information, which is congtrained by Officid Secrets Act of
Bangladesh. Thus curbing corruption is predicated by limits on power by giving power to the people
to complain, by giving power to media to uncover, by providing access to information, by
protecting proper whistleblower and by creating transparent methods of decision-making and
accountability in all organisations whose activities affect common people. While such provisions
are put in lega statue, an independent judiciary need to play a proactive role.

11.2 Corruption: Perception, Prevalence and Practices

Newspaper Reports
Newspapers publish "all that fits to print' as there is selection and reporting bias at the reporting
as well as at the editorial levels. As access to information is limited, information may be
incomplete and there is often little follow up on the story. Hence inclusion of all reported
incidents is not possible. With those limitations, Transparency International, Bangladesh (TIB)
has produced two news scan analysis of reported cases during January-March 1997 and January-
June 2000. The picture is as follows:
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Table 11.1: Distribution of Reported Cases of Corruption

1997 (JANUARY-MARCH) | 2000 (JANUARY-JUNE)
Police, BDR, Ansar etc. 46.0% 30.0%
Local Government 13.0% 17.0%
Education 10.0% 16.0%
Health 5.0% 11.0%
Taxation (Income, Customs, VAT etc.) 6.0% 6.0%
Financial Institution (Banks, Non-Formal | 7.0% 6.0%
micro credit)
Forestry 4.0% 6.0%
Water (including Water Board) 4.0% 5.0%
Transport (including Water Transport) 4.0% 2.0%
Sub-Total 390 (100%) 927 (100%)
Others (188) (418)
Total (N) 578 1345

Source: Transparency International, Bangladesh

Thus the reported case of corruption has increased overtime. Further, it is important to note the
reported corruption by type. The corruption reported are mostly petty ones or systemic in nature.
These are more of a competitive bribery type than kleptocratic or bilatera monopoly. However the
issueis by passed in SAP

The Table 11.2 indicates misuse of power because of discretion, misuse of resource because of
weak monitoring as well as embezzlement and extortion are prevaent as a form of corruption. The
bribe taking is high amongst law enforcement agency, taxation Officials, land administration, and
telecommunication departments. Embezzlement and extortion are high in loca government,
education, health sector and financid institutions. though it is present significantly in all the sectors
reported.

Thus the financia sector reform, taxation administration reform or simplification of procedures
are yet to have impact in reducing corruption, if at al it can. The picture relates to competitive
bribing and mafia domination mostly, though case of bilateral monopoly is not absent.

Table 11.2: Manifestation of Corruption by Types and Sector (2000)

MISUSE OF [BRIBE EMBEZZLEMENT [MISUSEOF |[NEGLIGENCE

POWER TAKING |& EXTORTION [RESOURCES [OF DUTY
Police, BDR, Ansar etc. 48.0% 20.0% 12.0% 1.0% 18.0%
Loca Government 18.0% 5.0% 58.0% 8.0% 8.0%
Education 22.0% 9.0% 49.0% 7.0% 11.0%
Health 20.0% 6.0% 42.0% 5.0% 26.0%
Taxation 34.0% 30.0% 30.0% - 6.0%
Financial Indtitution 26.0% 4.0% 67.0% - 4.0%
Transport 37.0% 12.0% 27.0% 10.0% 14.0%
Water 17.0% 5.0% 52.0% 25.0% -
Post, Telegraph, Telephone- 28.0% 23.0% 25.0% 10.0% 13.0%
Telecom
Land Administration 22.0% 38.0% 31.0% 3.0% 6.0%
Forestry & Environment 24.0% 20.0% 39.0% 12.0% 5.0%

Source: Transparency International, Bangladesh
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Peoples Experience with Corruption

A nationa baseline survey, not an opinion survey but actual experience of household, validated
by participatory observation and wherever possible by discussion with relevant or reported
officials, was conducted by TIB in 1997.

The respondents viewed misuse of position and power as the prime manifestation of corruption;
it is only obvious that such misuse is possible when discretion and nontransparency are present in a
persons work. Its relation with regulations is obvious but such regulations are subjected to
interpretation by the appropriate persons. The second most frequent perception of corruption is
negligence of duty. Such negligence is a manifestation of the misuse of position and power. Thisis
directly related to non-accountability and absence of monitoring system, asiit is the case in a weak
sate. The third most frequent perception of corruption is engaging in activity outside the normal
process laid down by rules of business or service rules. This is possible because of 'systerstic
linkage, 'indulgence by superiors, 'existence of grey undefined areas, and 'reciprocity’. This again
involves the concept of systemic discretion. Bribing and misuse of power and public resources for
persona gain are seen as corruption but these are less frequently mentioned, partly because people
have come to accept certain types of payment as 'normal’ for getting even a legitimate work done.

The offices identified as most corrupt are police stations (Thana), lower judicial courts, public
hospitals, sub-registrars office, land record office, thehsil office and scheduled banks. That desire to
become rich quickly, mora degradation, absence of accountability are the prime reasons for
persistence of corruption in public offices and among officials. However a significant member
(about a third) thought that protection/absence of action by political parties and inadequate salary
and compensation package are aso important factors. This leads to a proposition that low level but
extensive corruption in a week state persist because of absence of an appropriate system of
accountability and proper incentive to remain honest and dutiful. This politico-bureaucratic culture
ismanifest also in areas related with structural adjustment programme.

Decentralisation did not create competitive market condition. In effect it resulted in
augmentation of demand and segmentation of markets. Of the households involved in cases before
lower judiciary, more than two thirds made payment to court officials and a sixth to the opponent’s
lawyer. The discretion in fixing a date for hearing and nonaccountability are stated to be the basic
reason for this sorry state. The 'monopoly’ of police power including discretion is aptly clear from
the reported action. Nearly four-fifths of households which were involved in land transfer and two-
thirds of households involved in registration of deeds made extra payments. Nearly haf of the
households that obtained loan from banks made payments or used influence. As regards payment of
water-hills, nearly athird of the household reported underpayment though arrangement and about a
fifth made extra payment to get water connection. Similar was the reported condition with respect to
payment of electricity bills and getting electricity connection. Power sector was subject to
reorganisation and decentralisation. Expected improvement in this regard was not achieved. With
respect to payment of holding tax about half of the respondent households made arrangement with
municipal officials to reduce assessed tax and of the households engaged in business about a half
reported payments to obtain trade license. Thus it appears regulation and ability to control provision
of services create opportunity for bureaucratic deviation and thisis quite pervasive. Decentralisation
and even contracting out does not eliminate conditions of deviant behaviour.
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Focus Group Discussion

Focus group discussions were held in eighteen district towns with a cross section of
representatives from al walks of life. Even though the discussions were on specifics of
corruption, certain generalised conclusions came out.

First, the idea of public wrong, of which corruption is one of the important manifestation, is not
properly understood by public, civil society, professionals including kwyers, businessmen, public
office holders and public officials.

Second, the private and public wrong is directly and positively related with wealth, influence,
connections and authority.

Third, public administration has lost its eminence as it has become subject to influence and
loyalty has come to be more valued than efficiency and neutrality.

Fourth, cost of being el ected has increased which created the linkage between public office and
black money, which in turn created linkage with groups that engage in extra-legal activity including
crime.

Fifth, the system of administration being a contamination of archaic colonial system which
lacked transparency but valued hierarchical control, did not foster public accountability and easily
got immersed in the degenerative disease that affect the body politic. As a result there has been a
systemic decline in public ethic.

Sixth, the ingtitutional decay of bureaucracy has helped conversion of collective goods into
private property through pay offs as seen in the reports on gifts, grafts, embezzlement, extortion,
misappropriation etc.

Seventh, role models in civil service, eected office holders and civil society organisations are
today alost phenomenon.

Eighth, corrupt practices in public offices are prolonged largely because of collusions with
private actors and ingtitutional misperformance is promoted by motives for gaining advantage.

Ninth, cost of misperformance and deviant action is low in the absence of deterrent action and
presence of systemic linkage in many cases.

Tenth, public confidence to receive redressal of legitimate grievance is aimost absent as lega
remedy is time consuming, expensive in real terms and not free from abuses. A paralel independent
system or vigilant proactive civil society is not present as a remedy.

Eleventh, political will to create corruption free society or curb corruption is conspicuousy
absent.

Lastly, corruption has been viewed as a governance failure on the one hand, and as response
failure on the part of civil society on the other hand. This situation persist because of high tolerance
on the part of many and collusion on the part of afew i.e. between authority and wedlth, between
vested interest and decison makers, between extra-legal action seekers and extra-lega action
protectors, between agents of power in office with low public ethic and purported supporters and
beneficiaries of power in private sector.

Perception of Governance and Corruption

A survey was undertaken in 1999 in conjunction with Mahbubul Hag Centre for Human

Development at 1slamabad on governance and corruption. The salient findings of that survey are

reported below. First, more than half of the respondents did not have confidence in the political

system and in the organisation of the political parties in the country. The respondents are mostly

male, aged between 25-30, live in rura areas, have a monetary average income of Tk. 5000 per
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month and less than 10 years of education. However over 90 per cent of respondents believed in
adirectly elected system of governance and nearly half of them support one or the other political
party. Nearly two-thirds of the respondents said that political parties do not properly represent
their ideas, opinions, interest or priorities.

Second, the elected officials a the national level are not accessible, nor do they try to solve
problems of their constituency or of their constituents. This opinion was expressed by about two
thirds of the responds. Similar opinion was expressed about local level eected office holders; only
in this case the percentage of respondents holding this opinion was about half. The respondents
identified 'nonraccountability’ to electros, 'importance of personaised and coterie interest’ and
‘dependence on central authority in government and party' as reasons for such sorry state.

Third, nearly two thirds of the respondents were of the opinion that legal system as it functions
in the country did not protect adequately the interest of the common man. The reasons cited were
ignorance about legal remedy, not easy accesshility to the system, presence of influential
intermediaries (e.g. police, court officials, lawyers) and unsympathetic, subject to influence and
collusive courtymagistracy. In the opinion of the respondents the worst victim of such a judicial
system were the poor, women and minority.

Fourth, the policy and programs of the government or development organisations are not
presented to the public in a transparent and easily understandable way; hence the issue of public
accountability remains an obscure and unheard of concept. This view was expressed by three-
fourths of the respondents. In this context they mentioned about alocation and use of budgetary
funds, particularly for the service and development sectors e.g. education, health care, agriculture,
small industry, etc. They found much of the service ddlivery to be quantitatively inadequate and
qualitatively poor. In this respect they particularly mentioned administration, police, and judiciary in
addition to banking and credit facility. Except for non-formal education the respondents did not find
services delivered by private or NGO sector to be differentially better in quality or quantity. The
lega aid provided by NGOs was considered to be inadequate and selective. The credit facilities
provided by private sector including NGOs were considered to be selective, biased, externaly
determined and often extortive.

Fifth, corruption was perceived as abuse of power and position, negligence of duty and misuse
of position and power for persona or coterie gain. The most corrupt departments identified were
police, and least corrupt department was agricultura extension. More than two-thirds of the
respondents believed that corruption has increased overtime during the last two decades and of the
types of corruption embezzlement and extortion were considered to have increased more rapidly
than others. Specific mention was made of law enforcement departments and lower judiciary and
these departments were described as dishonest, not committed to public service, but extent and
expanse of corruption amongst law enforcement authorities increased overtime while in the
judiciary there has been no secular increase. The other departments mentioned were health care;
land administration, education, taxation and general administration.

Sixth, extra illega payment and poor quality of service was reported by three-forth of
respondents in the case of dectricity, two-thirds in case of water supply and one-third in the case of
gas connection about a half for registration of deeds and bank loan. The amount of excess payment
was around 15% on average.

135



Survey of Public officials

A survey of public official was undertaken in late 1999. The objective amongst others included
perception with respect to fairness or otherwise in the recruitment process, posting and
promotion, perception with respect to salary and compensation package, incentives, reward and
punishment and opinion about certain specific interaction with business in connection with
procurement, payment of bills etc. The survey was carried amongst class | officials in most of the
development and regulatory ministries, directorates and departments, however response rate
varied despite repeated visits. A typical respondent was male, about 45 years of age, with 15-20
years of service having graduation of better education and training but not feeling adequately
prepared for his job. In matters of recruitment most of them felt that recruitment was done
generally on merit but in matters of positing and promotion it was kss so. The significant
observation was that in the case of administration and overseeing projects, persona and political
ties have become a factor to live with: Similar views was expressed in matters of posting in law
enforcement authorities. Payments for positing and promotion was said to be prevaent but not
widely except in taxation and law enforcement departments. From the respondent’s response it
appeared that many of them felt that they did not have adequate authority to perform their jobs
properly and consultation with superior official is a norm in the matters of disposing of certain
files, while routine files are disposed off as per rules of business. The respondents felt that there
was absence of transparent policy with respect to reward and punishment which included
positing to certain positions. They also were of the opinion that disciplinary process was time
consuming. Punishment in the form of making one OSD or sending someone to an
unfavourable/unimportant post in common. Despite public perception of wide prevalence of
corruption and misuse of power and position, few case of punishment for such reasons is on
record. The respondents were of the opinion that monetary compensation in public offices are
low compared to private sector but most of hem have multiple sources of income including
income from property which they could acquire because of having the government job as
information and opportunities are available only to the privileged. The extent of income from
‘corrupt’ practices varied on average from 10 per cent to 500 per cent of basic income depending
on positing, level of authority and nature of decisions involved. Because of budgetary cuts and
expensive undertaking of work, non-congruence with release of funds, bills upto 50 per cent
remain unpaid at the end of the fiscal year. For the payment of bills no constant rules are
followed and variation in practice do give rise to favour, pressure and extra-legal payments.
Influential party does have an edge. In maters of procurement there are stringent rules but at
times because of oversight, mistakes in documents, subsequent variations, corrupt practices do
creep in and influence of external parties cannot be ruled out. The respondents however felt that
prevalence of such practices are exceptions and not widely prevalent.

Propensity of bribe

Bribery or corruption is not a one sides affair. An endeavour was made to understand the
phenomenon of propensity to bribe. A structured questionnaire was administrated to CEO/his
representative in multinational companies, CEO/his nominated person in large national
companies, Directors/Senior Personnel in Accounting Firms, Manager/Senior Personnel in
Commercial Banks and Financial Institutions, Retired Government Officials, officials in selected
law firms and officials in the commercial section in the Embassies. The number of respondents

136



was 196 of whom little more than 50 per cent were CEO/representative of multinational
companies and officials of commercial section of the foreign embassies.

Of the respondents 63 per cent were of the opinion that corruption in recent years has increased
while only 2.6 per cent were of the view that it has decreased. Second, nearly two thirds of the
respondents were of the view that companies have become more willing to fay bribes to win
business. This opinion was expressed more frequently by those engaged in industry, trade and
finance. However, a sixth of the respondents replied that companies have become less willing to
bribe. This opinion was expressed mostly by multinational companies, and EU country and US
company officials and officials of commercial section of the embassies. However only 15 per cent
of respondents, all of them from multinational and US companies, knew about OECD convention
regarding business expenses involving bribery.

Third, about half of the respondents replied that paying bribe is not the only means of
influencing decisions to gain unfair business advantages. Aid, arrangement for visits abroad,
incluson of scholarship in the proposa, offer of consultancy etc. beside diplomatic overtures
influence unfair business decision. Fourth, most of the respondents, were of the view that financia
liberalization, government anti-corruption investigation, freedom of press, privatisation of state
enterprises, indtitutionalisation of democratic process, or improvement in corporate governance in
public and private sector do not have any desired effect on corruption. They were of the view that
corruption in public procurement process has remained the same or worsened, and privatisation
process was manipulated. Not having equal access to information about decisiortmaking in
government and private corporate sector the corruption climate has worsened. Self-imposed or
owner interest induced censorship in media encouraged non-disclosure of corrupt practicesin public
and private sector. Further, immunity of high elected and appointed officias as well as low saary
with authority work as obstacles and low mora and low administrative capacity have caused
corruption to increase in Bangladesh. Fifth, the countries that were named as very likely to engage
in corruption to win favourable decison for their business, besdes Bangladesh, were India,
Pakistan, China, Indonesia, Japan, Maaysia, Philippines, Russia, Singapore, South Korea, Thailand
and Taiwan, followed by Itay, UK, USA and France. The sectors in which corrupt practices are
most prevaent are consultancy, industry, transport, energy, tele-communication, financial services
and public works.

Experience of Commerce and I ndustry
During the last half of 2000, an administrated questionnaire was sent to members of business
community. Of the respondents 54 per cent reported undesirable payments (e.g. extortion, bribe
etc.) has reduced their returns on investment; 41 per ent thought unfavourable government
policy decisions reduced their return on investment (ROI), 17 per cent identified reduction in
tariff on imports and smuggling caused reduction in their ROI. About 40 per cent of respondents
affirmed payment to electricity supply officials for keeping supply regular and/or reduction of
electricity bill, further 7 per cent said that they made payments to officials of electricity authority
to get electricity connection. About 45 per cent of the businessman made payments for getting
telephone line, 7 per cent make payments to keep telephone lines in workable condition or to
reduce telephone hills. About 5% of respondents made extra payment to get gas and water line
connection and 3% reported payments to keep the lines on or to reduce hills.
About 46 per cent of businessmen make extra-legal payments to mastan, 15 per cent to police,
11 per cent to bank officials, 39 per cent to political parties or their front organisation, 7 per cent to
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ingpectors (e.g. factory, fire, sanitary etc.), 4 per cent to municipal officias, 12 per cent to labour
unions, 15 per cent to various organisations, 11 per cent to taxation officials, 24 per cent for renewa
of licenses and 7 per cent for getting government contractors for supply or constructions. The range
of extralegal payments was between 2-20 per cent of the gross turnover.

Democratic Process and Corrupt Practices

Survey of randomly selected households in fifty one wards in seventeen municipalities indicated
that majority of them were of the opinion that a corruption free administration through elected
officials become possible only if election commission would disclose available information
about the candidates e.g. their income and source of election finance, past record of social
service and malfeasance (e.g. criminal record, encroachment on other property, misuse of public
resource, being a party to public wrong etc.).

11.3 Privatisation, Deregulation and Corruption

Privatisation

Privatisation as an indigenous policy approach was not unknown. Government was willing to
reduce the burden of 'not necessary' units through revisions of industrial policy which expanded
scope of the private sector. But no governments articulated privatisation policy and units for
privatisation were often selected arbitrarily. Second, in the absence of valuators, the real value of
assets calculated on historical cost basis led to under valuation as potentials of developed sites
and aternative investment opportunity were not considered appropriately. Third, the bid
documents were generic in nature and did not provide al information to all bidders as a
prospectus/annual reports/audited accounts for new investments do. Fourth, conditionality
basically assumed production in the same area and protection of employment while other
conditions remained unstated leading to scope for obtaining inside information and negotiation
on other conditions. Fifth, as a necessity for reducing fiscal crunch and later as an element of
structural adjustment, governments felt obliged to divest at any price and under any condition
which created scope for taking advantage of influence and connections as well as
corrupt/discretionary bureaucratic dealings. Sixth, the supervision and monitoring were lax for
privatised units and divestiture failed to create competition for efficiency in those units. Hence
the performance of privatised units have been mixed and assets turned into non-performing ones
as economic rational made the new owners behave in that manner. Seventh, divestiture and other
reforms (e.g. tax administration, financial sector reform etc.) were not related and the unethical
practices increased and often remained hidden from public eyes in the absence of parliamentary
scrutiny or departmental disclosure. Eight, politics of divestiture had an upper hand over
economics of the same which created conditions for corrupt practices. It is interesting to note that
only 13 per cent of respondents of business community were of the opinion that divestiture were
effective in promoting private sector and economic efficiency.
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Table 11.3: Views of Selected Interviewees on Privatisation during last thr ee decades

(Percentage)
RETIRED OFFICIALS BUSINESS HOUSES
Senior Level Supportive Direct Knowledgeable But
Level Beneficiary Not
Beneficiary
Policy clearly articulated 71 69 35 13
Process clearly refined 71 67 25 11
Bid document clear, unambigenous | 63 59 27 09
Conditionsfor finalisation of deal 57 49 25 05
clearly defined and adhered to
Scope for discretionary decision 12 17 30 21
making absent
Scope for negotiation of conditions | 37 32 27 19
absent
Political & bureaucratic influence& | 41 59 49 78
connections mattered/hel ped
Additional unstated conditionswere | 33 61 43 87
negotiated and facilities offered
Valuation of assets properly done 49 52 71 32
Inside information made availableto | 39 67 53 91
selected parties
Favorable Tax rate, loan from 45 30 76 79
NCB/DFI , Favourable Tariff,
Reduced oversight, and
relaxed/revisable
Payment conditions were influential
conditions
Conditions given in bid documents | 81 79 59 67
were not adhered to ultimately
Corruption, Nepotism Favouritism 63 57 29 73
and collusion were present

Deregulation

The purpose of deregulation is to increase competition and the laws related to business regulation
is awfully complex as the legidation has evolved over the two centuries in piecemea manner.
Bangladesh has no Monopolies Commission or Competition Act for control of merger, anti
competitive practices, cartels, etc. But the Ministries of Industry (including Jute and Textile) and
Commerce have wide authorities, besides those of Health, Environment, Finance, Agriculture,
labour, etc. The laws are designed to protect public interest, which is a broad concept. There is
no law to promote competition to enhance economic efficiency or consumer welfare.

The judicid interpretation of law for restricting ‘inter- linkages ‘insider trading ‘unfair practices
has remained limited, nonfocused and not always coherent. It may be recalled that Bangladesh
lega framework is the creation of the colonia power and even today its laws are interpreted in the
light of the common law practices and its evolution. A Survey of consumers in 10 wards of Dhaka
City indicated that the consumers are not aware of their rights with regard to quality and
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information. (Ahmad, 1998). Further the consumers were of the view that most dominant suppliers
practice collusive exclusion and no agency of the government investigate to uncover secret and
collusive arrangement except for 'unlicensed' production units or infringement of ‘trademark’ law.
There are standards but no agency to enforce standards. The inadequacy of regulatory laws not only
limits its territory but dso investigatory powers and pendty that can be imposed under these
regulations.

The deregulation under SAP was intended to promote entry with no or little transaction cost but
it was not designed to enhance consumer rights and protect them from corrupt business practices as
it was believed that a competitive market condition would take care of these concerns. The
consumers are likely to benefit from sector specific competition law (e.g. telecom) backed by a
general competition law.

A survey of businessman and consumers addressed the issue whether Bangladesh economy has
become nore competitive because of deregulation or is due to factors not related to deregulation.
The prime source of competition identified is ‘illegd’ import which most businessmen have
characterised as destructive. The other part of thisillega import is transactions involved in making
entry or restricting entry into the market. Thus it may be presumed that reduced tariff and expansion
of free list could be most beneficial in promoting competition. But alleged collusion of importers
engaged in such import does lead to non-competitive business practices which the consumers face.
There is not meredy commodity and route concentration of such imports but aso market
concentration which recent studies on smuggling seem to suggest. Thus deregulation of import with
attendant reduction of tariff in the presence of unfair and collusive business enlarges supplier's
surplus and extortion by regulators.

A survey of commercial law practitioners in Dhaka bar indicated that the interface between law
and economics is an area of darkness in this country. Failure to articulate a consistent doctrine on
each of the key elements of deregulations and competition has been the single most reason why
deregulation is an area so narrowly understood. However regulation cannot necessarily be designed
as a replacement for competitive market unless regulation itself responds quickly and effectively to
changing market conditions which are difficult to predict. Thus in Bangladesh, deregulation has not
necessarily promoted competition as synchronised changes in inter related laws and rules were not
undertaken, as consumer movement is weak and as courts have not moved to define and refine the
basic concepts. As aresult of fragmented approach, the scope of bureaucratic deviation has indeed
increased and with supplier concentration market imperfection has intensified. Here comes the role
of watchdogs, which can only be effective in a transparent environment for promoting expanded
vista of deregulation in the interest of competitive entry. Despite deregulation costs of getting
licenses and permission involving payments to officials has increased overtime and account for 5
per cent of avoidable expenditure. Survey conduced about cost of doing business found that, 36.6
per cent of respondent believed that government regulations of their business has increased, 48.5 per
cent were of the opinion that it has decreased and 14.9 per cent through it has neither increased nor
decreased.

The survey of business community did not identify reduction in tariff as a cause of their
ailments but 41 per cent of the respondents indicated that such liberalisation without consideration
of market realities and domestic competitive advantage did harm their business prospect. It is not
the trade liberalisation but nontransparert intervention through SRO and discretionary
interpretation by the implementing bureaucracy that create problems for the business. A survey of
businessman indicated that payments made to customs and taxation officials has increased by 9 per
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cent and 2 per cent on average during the 90s. The payment in percentage terms increased with the
size of business. The payment made to the taxation officials account for 1-5 per cent of increase in
business cost.

114 Conclusions

According to public perception both petty and general corruption has increased in Bangladesh
like many developed and developing countries. Experience of officials and members of business
community corroborate the perception.

The areas most prone to corrupt practices are public procurement, contracting including
contracting out and consulting, public works, energy sector including exploration and generation,
public services ddivery including healthcare and education; utility and municipal services,
regulatory bodies including telecommunication and financial services. These are corroborated by
surveys undertaken for TIB.

The causality between structural adjustment programme and increase or decrease in corruption
cannot be established from the evidence/opinion/experience available. SAPs if implemented in an
appropriate environment is likely to increase consumer's surplus through reduction in transaction
cost and increase in efficiency through heightened competition. But no such situation seems to have
manifested itself in Bangladesh. Many causes suggest themselves including bureaucratic deviation,
collusive restriction, unfair trade practices and so on.

The logica conclusion seem to be more reforms and ingtitutiona capacity for good economic,
political and socia governance in a regime where civil society is vigilant and performs watchdog
functions diligently.

In Bangladesh the causes of secular increase in corruption is related to cronyism, connections,
activities of family members and relatives, politica donations, and bureaucratic deviation along
with oversight of fraud and extra legd activities. These are governance issues. The checks on such
corruption are possible through strong politica commitment, comprehensive and independent anti
corruption commission, transparency of decision-making, enforcement of accountability and civil
society vigilance. These are again concern of governance, which alone can make corruption a high
risk activity and ingtitute reward and motivation for predictable rule-bound transparent and
enforceable decision-making. The SAP does not diminate 'gate keepers nor has it promoted time-
bound ‘one stop' predictable decision making in the bureaucracy, nor has it enforced reforms to
reduce transaction cost of getting government approva or clearance through promoting ease of
decision making in these areas. The grey areas have indeed increased.

World Bank however believe that deregulation and expansion of markets, public arrangement,
legal and judicid reform and transparent procurement management are important to reduce
corruption even when government plays a role in policy formulation. Of these a degree of
deregulation has been in place in the country but markets remain imperfect and thus its impact on
controlling corruption is not visble. The ingitutional reforms merit consideration on their own
strength and its relation to SAP is now highlighted as hindsight.
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