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ABSTRACT

The economy of Bangladesh wos mainly based on agriculture for a long time. The post

independence Government tried to develop industries by laking the policy of nafionolimtion

which could not =ntribute an expected result. Then after 1975,when the r;x>liticalscenario of

Bangladesh wos changed, then the government shifted to emphosize on privatlzalkm and took

different favorable policies. Thisattracted the country's entrepreneurs to estabnsh induslries.

At the same time some international framework under different agreement helped us in

industrial development especially in Reodymode Garments. Bangladesh slarted exporting RMG

in a smoll scole in the year 1978.But nOW the total export in this seelor isoboul4.5 billion US$per

year. II contributes around 76% of the total export of the country. The contribution in GOP is

about 4.3%. Now obout 1.6 million iobors ore working in mort thon 3500 gorments industries.

Among them almost 80%are women.

This sector contributes in nationol economy by direct foreign currency eorning os well os
indirectly by creating the scope of establishing backward Iinkoge industries, banks, insurance.

ports, hotels & tourism, transport telecommunicotion etc. It also affecls positively in increasing

the purchasing power of the people and that helps to expand our consumer market.

Although Bangladesh's RMG sector enjoys different quota 'y,tem and other facilities under

international policies and got roam of facilities by the govemment as well in export. But in the

changed condition of international policies as well as post WTO environment Bangladesh is

facing a challenge in this ,ector from early nineties.

The paper discussed about the growth in the garment sector during the 80's and 90's and

related technological. socio-economical and fiscal policies. The changing situation of highly

competitive market arisen due to introduction of wro, globalization, SA8000 multi fiber act.

generalized system of preference, labor market. micro-macro environment etc has somewhat

leod to the stagnation and erosion in the sector. The reasons for such stagnation have been

identified and suggestion, ore mode for overcoming all the related extemal ond intemal

constraints. The external constrains includes duly free access, the integrated framework for

lechnical assistance, compliance with non-tariff bamers, market diversification etc. The internal

constroints such as reducing the lead lime. backword linkage, port locilities, infrastructurel

problems. enhancing productivity, strengthening the efficiency, training, improving industrial

relation etc ore included and suggestion were made for the covering the slagnalion loward

achieving Ihe growlh.
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1.1lntroduetion

Bangladesh Is stili predominantly an agrarian 8CQnomyWIth nearly a quarler of the Gross

Domestic Product (GOP) originating in agricu~ure. As the supplier of raw materials and wage

goods, and a major earner of foreign exchange, agncuUure plays a critical role in the overall

development of the economy. Agricu~urallncome also constitutes the main source of domestic
demand for manufactured goods and selVice. Hence, rapid growth of the overall economy

remains contingent upon satisfactory growth of the agricultural sector. But, limtted availabiltty of

land, slow pace of lechnological development and reslncted scope of enhanced value addttion

imposed limits on the prospect of rapid agricultural development. Also, in the global markel,
agrlcu~ural products suffer from unfavorable movements in the terms of trade.

In conlrast, these limttaUons are much less acute in the case of industry, whiCh renders the

induslrial sector more sullable lor spearheading economic development and assuming the role of
the engine of growth for the overall economy. The association between economic development

and structural shift from agriculture to industry is well evidenced in both developed and

developing countries. In countries like Bangladesh, which face the problem of limited resource

base and rapidly growing labor force and where the scope of sustained growth in agriculture

remains saverely constrained due to a variety of socio-economic factors, the need for and the

urgency of such structural shift towards industry assume special importance. The imperatives of

Industrial development become even stronger in the conteJdof the "export-led growth strategy",
which developing countries like Bangladesh are required to adoplto circumvent the restrictive

size of!helr domestic markets and to Integrate themselves with the globalize world e<:onomy.The

region now called Bangladesh had shown potential for Industrial growth in several historical

points but could not sustain. Desptte constraints and weaknesses cottage industries continued 10

SUMYe from extinctjon lor thousand years, but could not expand to create a, sustainable

Industrial base, II faced major setback at the very beginning of Brttish colonial rule. Coercive

actions against artisans, destruction of small enterprises followed by permanent setllement in

land tenure system and discriminatory trade policy practices were instnutionalized as an!i_

industrial strategies. In the later part of British rule, same industries were, allowed to flourish In

India, but these Industries were mostly concentrated In the vlcinlly of the port areas like Kolkata,
Madras and Mumbal, Bangladesh region continued to remain as peripheral one.

At independence in 1971, most obselVed of Ihe newly emerge country took a peSSimisticview

about the development of Bangladesh. Many thought that the country WIll remain permanently

Cbop!..-.m



locked In a 'below poverty level equilibrium trap', Allhough there is a lillie room for complacence

Bangladesh has made a way from there. About two fifth of the economy now connected with the

global economy through export-import factor and commodity markets: ttle degree of openness of

ltle economy currently stands at 40% Bangladesh can now rigtltfully claim ttlat stle tlas
graduated from a predominantly aid l"OCeiYingnation to a trading nation.

The export--llriented "Ready Made Garments. Sedor has made contribution to Itlls

aboYementoned transformation of Bangladesh economy. The role of Our RMG entrepreneurs,

domestic fiscal and financial. Institutional poUcy support and incentives put place by successive

governments, substantial RMG supportive linkage activtties wtttlin the domestic economy and

global market opportuntties combined to create a story which is, to be ttle honest and true,

unparallel in ttle developing wortd. When jute and jute goods were loosing ttlelr traditional

markels, with the prospeel of drastic fall in foreign earnings fl is ttle RMG seelor, which comes in

first 10 replace fl, and ttlen to overtake fl. Vllhile tradmonal export sector could not yield expeded

resulis, ttle RMG seelor gradually injected dynamism in the export as well as the domestic
economy through backwaro and forwaro linkage economic acliYllies.

1.2 Objective of the Study

As Table 1.1 and Fig,-1.1 below shows, global trade in ready made garments was worth around

US$200 billion In 2000. and accounted for 4,3% of total world manufactured exports. Clothing

exports grew rapidly during the period 1985-19110,wilh an annual growth rale of 17%,During the

1990s the rale of growth slowed, but has again picked up since 2000 following two years of ItttJe

Orno growth, Ii is unclear, however, whetherlhe current down tum, lOncemid 2001, will allow this
global improvement to be sustained for much longer.

TabIe--1.1: World Trade in Textiles and Clothing, 2000

Value US$199 billion

Annual Growth Rate
1980-85
1985-90
1990-00
1998
1999
2000
Share in world merchandise trade
Share in world export II of manufacturi

Source: BIDS



Fig.-1.t: Growth Rate l1f RMG Export in Total Manufacturing Export

Annu" Grnwtfl Rate(%)

E1AnnualGrowth
R_>

80-85 85-00 90-95 95-(lO

In addi~on to lhe rapid growth In the global ROO sector, the most marked feature is the shff! In

production from developed to de~eloplng countries (fable1 ,2). In 1960, the major developed and

de~eioping countries separntely accounted for around 30% share of world RMG llJ(p0rls. By

2000, lhe share of total worid RMG exports accounted for by the major developing countries had

risen to 42% whilst that of developed countries had fallen to around 20%. Furlhermore, there

were signlftcant changes within lhe developil'\g world, While some countries demonstrated

Impressive growth in garment exports (e.g, Meltico and Turkey), there was a virtual

disappearance of garmant exports from many of the newly industrialized economies such as
Korea and Taiwan,

Table-1.2: Structure of Global Garment Trade, 2000

Value tn Share In World Exports/Imports (%)
BIlnon US$

'''' 1980 "" ""
Major Developed Countries 42.19 31.8 27.8 21,1

Major Developif19Countries 83.07 '" 36,6 42

50uree: BIDS

The Baf19iadesh'sexporl pos~ion to the leading world markets are mainly lhe EU and the USA.

While not a major supplier to Japan (unlike Vietnam), Bangladesh Is an Imporlant player in the

EU and the USA markets, It was the fourlh biggest exporler of woven garments to the EU In 2000

and SIxthlargest exporler of knitted garments to the USA.



A striking feature of the current structure of global garment industry is the eldensive variation

amongst tile leading Suppliers 10 the three major global markets-. Ihe EU USA _" J' II"... apan.
Although there are a few similarities, lhere is only one country, China that makes It into the top 10

of alllhroo markets. There is a very strong regional component 10 Ihe top ten exporters 10 each

major market. Leading regional supplies to the US market include MexiCO and several countries

from the Caribbean Basin. Turkey, as well as Eastern European and North Aflican countnes are

among the top len eJlpllrtars to Ihe EU, Whilst almost all top len exporters to Japan are in Asia.

The garments industry of Bangladesh started rising since lale 70s and reached to a peak up 10

early nineties. Than stared a stagnation due to world economic policy and different regional

agreements. Bangladesh had 10 face cIlailenges of competition of some other developed and

developing countries. In this research work an attemj:t has been made to find out the reasons for

the stagnation and the probabje solutions 10 achieve a miOOmum growth.

1.3 Methodology and Organization of the paper

This is an analytical research based on mainly secondary source of data sel. But a small scale

sUlVey has also been operated withm some garment industries. Compiling both types of data a

conclusJon has been drawn about the stagnation occurred in this particular industrial sector and

has made suggestions for the flourishing oflhe sector

In the following second chapler alIemj:t has been laken to get an idea about histOrical chronOlogy

of the industrial enterprises from British regime 10 lill date. Ii helps to understand the gradual

changing pattem of industrial formation and entrepreneurship.

The followirl{l two chapters are focused on factors for overall industlial development and lhe

strategies of development.

The fifth chapter deals about the growth of the 'Ready made Garment' seclor In BangladeSh.

Then In the following parts the labor market situation for RMG seclor and the seclo~s contribution

to the society as well as economy has been discussed.

Aflerthat, concentration has bel:!n made into some ted1nical aspect related to the development of
the garment industries.

In fine, in chapter ten the reasons of stagnations have been analyzed and probable suggestions

were made for overcoming the problems and the way of growth.
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EPIDC

Private (Non Bengal~

Private (Bengal~

Private (Foreign)

Total

HISTORICAL BACKGROUND OF MANUFACTURING INDUSTRIES

2.1 Introduction

At the time of independence In 1911 Bangladesh was a predominantly agricultural country that inherited a

tiny manufactunng sector, 80 percent of which owned enher by Pakistani business houses or slate

agencies. Only 18 percent of those owned Bengali were mostly small industries. Table.2.1 given below

depicts more vividly the structure of owneffihip of industrial enterprise prior independence In 1971.

Table-2.1 StruClure of OWI'lef5hipof industri.l nterprises prior to independence

Ownership Number value (miNIon taka) Share (%)

53 2091 34

125 2885.1 47

2253 1118.8 18

20 36 1

3051 6137.5 100

S"""'.: 8oI>Mn ~nd Ahmod (1910)

In 1972 more.than 800 large, medium and small enterprises were nationalized mostly of which was the

leftover by the Pakistani non-Bengali ownen>. Six sector corporations were formed to manage and

operate those enterprises. Nalionalization ollndustlies, in fad, look place due to the compulsion of the

prevailing circumstances rather than as a part of planned economic decision. The events Ihat follow,
nationalization provide evidence that there was no preparation or welf-p1anneddesign to build public
sector In an effect<veway. Apparent anarchy, bad management and wrong decisions in public sector

resulted in sysiematic leakage of resources and contributed to create a 'black' ""anomy. It also helped a

portion 01plivate sector to grow.

Suhsequently, n was not long to reverse the pror:ess of building a strong public sector. In the beginning,
private investment in industry was discouraged by Imposing a r:elllng of 2.5 million takes .11was, however,

revised to taka 30 million in 1974 and the end of 1975 n reached to taka 100 million. In 1976 a new
induSliial policy was announced where ceiling was Withdrawn and different incentives for prtvate

(especially foreign and export oriented) sector investment were inniated. In March 1975, disinvestments

boardwas formed 10better coordinate and to intensffy the process of disinveslments.

In order to analyze the industrial system, growth and stagnation of garments Industries in Bangladesh

who is oontributing aboul 76% for foreign exchanges during 1985-2000 II ~ necessary 10 have a briel

,



h~tory of Industrial system along with the entrepreneurship development and the contribution of the state

in this respect. In the following paragraphs the historical growth, stagnation behavior is given for the three

regime British, Pakistan and Bangladesh respectively.

2.2 Before 1947

Before 1947 Bangladesh was a part of British India. During the British rule, the policies in respect of the

public sector and of Industrial development had to sun the priorities of the Imperial Order. aune naturally,

the British rulers pursued a policy package that manifested two characteristics.

(a) The exploilalive relation between the Unned Kingdom and India, i,e., it salVed the imperial interest and

subordinated India's Interest and

(b) The dominance of the Blitish over the Indians. At least up to 1914, India being the biggest single

protected markel for export from the U.K. was subjected to a policy under which the govemment

extended patronage to British manufacturers to the effective exclusion of others. This was strengthened

by a policy of reselVatirm of pos~lons of profrl for the British.

The first generation of India entrepreneurs came from an enlightened group 01 the educated class-

doctors, lawyers and iandlords in addnion to a few financiers and traders. The British entrepreneurs

concentrated on plantation and extractive industries, trade, construction and manufacturing. The Indian

entrepreneurs concentrated primarily on trade and industries for loeal consumption. The relative

composrlion of Indian entrepreneurs as well as the relative position of British and Indian groups changed

over time, After the First World War the lrading class as a group emerged as the dominant one in the

Indian entrepreneurial class. In this also, those with special links with the ruling Glass fared beller. \Nith

the government policy of protection, the Indian entrepreneurs expanded their irwoNement In industry.

This histoneal development also saw a concentration 01 industry in Calcutta (for Jute) and Bombay-

Ahmedabad (for collon) and rise of primarily non-Bengali as well as non-Muslim errtrepreneurshlp In the

early part of the cenlury. During the Inter" war years and particularty dunng the Second World War, one

notices e great expansion of Indlen entrepreneurial endeavors, due to the weakening of links between the

Indian economy and thai of the metropolis and the need to meet the need of the war error. There existed

a malted economic disparity between the non- Muslim entrepreneur and profeSSionals who were

predominantly in trade and industry and the Muslim upper class who controlled landed interest and the

Muslim mkldle and lower income groups. The situation was complicated by sooial, demographic, polnicai

and adminislralive factors. At the time of the w~hdrawal of the British from India, the Muslim trading and

industrial bourgeoisie was small in number and they gradually migrated to Pakistan over lhe first few

years foliowing the partition of India in 1947.
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During the primacy of British rule in India, the public sedor was lim~ed, following the decades of the

laissez faire philosophy and socio-poilllco-economic interest of the ruling class. Thus the prtme concem

was adminlstra~on for law and regulation for protecting the imperial interest. The govemmel1l monopoly

was retained In the sphere of post. teiegraph and telephone as well as telecommuniC3Uon. But in the

sphere of roads and ocean and air communication the government encouraged private enterprise, as in

lhe cases of banking and insurance. Even social areas such as hea~h and education recetved lim~ed

government attention.

2.3 From 1947 to 1972

During Pakistan period, situation did not change much in favor of local entrepreneuffihipto grow, In 19-47.

There were only a handful of large-scale industrial units -a fuw colton Textile milis with 99,000 spindles

and 2,583 looms; a few sugar mills with a total capac~y of 39,000 tons; one cement fadory with a

capacity of 100.000 tons; and a number of Jute balling presses and in 19-49150, contrtbution of the

manufadurill{J sector to the GOP was only aOOIJl3 per cenl. Large scale enterprises contriblJled just over

half a per cent". In the 19505 and 1960s the manufaduring un~s established In the then East Pakistan

were mainly Jute and Colton industries and these were mostly established by the West Pakistani

business hOUseor by the state agencies like East Pakistan Industrial Development Corporation (EPIDC).

Bengali participalion in establishing induslries was no! signlfK:ant. State sponsored industries and private

sedor dominated by non-Bengali entrepreneurship shaped the Industrial sedor in this region.

Land reform in 1961-62, discriminatory allocation and development policy constrained Industrial potential

in the then East Pakistan. The leading Pakistani economist Mahbub ul Haq obselVoo tile sUuation In the

early 60s and ~erated "investment 10 East Pakistan full short of Us saving as a resull of a compulsory

transfer of savings from Eastto West Pakistan, Gross Investment was 5 per cant". He categorically stated

that, "U appears lhat 4 10 5 percent of East Pakistan's income has been transferred annually to Wes!

Pakistan and that the rate of transfer increased in the firs!. plan period. Consequently, he continued

narrating the s~uation prevailing here at the time "East Pakistan lags far behind West Pakistan in respect

of most econ-omic and social ovemead facil~ies" .. East Pakistan is predominantly a rural society,

depending on agricullure for Us sustenance, employment and e:<porl. II is less diversifIed and far more

vulnerable to fluctuations than West Pakistan, its Industrialization is rudlmerrtary. its monetization Is

lim~ed, and its financfal superstructure is inadequate. II has undergone a very modest structural change

in tile last len years."

Establishment of Pakistan Industrial Development Corporation (PIDC) in 1950 and ~s division for the two

wings (EPIDC & WPIDC) In 1962, Paklstan Induslrial Cradit and Investment Corporation (PICIC) in 1957,

the formation of East Pakistan Small Industries Corporation (EPSIC) in 1957 and Industrtal Development



Bank of Pakislan (IDBP) in 1961 Wllre all aimed at patronizing entrepreneurs to develop slate sponsored

industrial sector In the then Pakistan. But the growth of East Pakistani entrepreneurs in the process

remained InsJpid. Only a handful of local investors' participated but that was also dependent on stete

support. because "on average, private Bengali investors contributed about 24 percent of tha investment In

the establishment of Jute mills whila 19 percent came /rom public equity and 58 per cent from public loan

advance; and in fact, in some cases, the share of the Bengali entrepreneur in the finances need to set up

ajute mili was as low as 1a percent."

Pakistan inhemed this outlook 01 limtting the role of public entelprise to tM extent possible and of

encouraging a small group of migrant of naflve trading bourgeois through ali kinds of Incentives, as was

done by Ihe British for the British interests in India. The industrial policy announced a year after

independence-limtted public ownership to the manufacture of arms and ammunttlon, the manufacture and

operation of railway, telephone, telegraph and wireless and genaration for hydroelectric power. The

Economic Appraisal Committee emphasized the role of the government as regulator, general

edministrator, promoter and facilitator. but noted the need for expanded state involvement In agriculture,

finance, transport and social sectors. In pursuance of the policy of entrepreneulial support, a number of

agencies Wllre established in the public sectors Including the Pakistan Industria! Development

Corporation(PIDC) Inttially wtth the responsibiHty of promoting Industries In jute, paper, heavy chemicals,

heavy engineering indudlng iron and steel, shipbuilding, fertilizer, cement, sugar and textiles. PIDC was

to seek association of private capital of divest the units to them aner successful operation.

In spJte of the prodalmed reliance on private entelprise, the first Five Year Plan of Pakistan (1955-60)

provided for concomitant expansion of the public sector for growth of Ihe economy and support of the

private inttlative. The expansion of Ihe public sector was sought to provide agricullura extension services

for making modem Inputs, Including inigation and fiek! coll!rol measure, available; to build capacity for

transport, communication and electrical power; to establish financial institutions for short and long term

credit for general commerce and specialized activllles, to promote education training and research and In

the field of industry, the PIDC was 10 wof1( towards the growth of a national industrial entrepreneurial

class and in doing so would allsorb the milial risk. of the individual venlure In new areas. During the First

Five Year Plan period, the total revenue expendtture of the provincial and central government in the East

Pakistan increased from Rs.1710 million In 50/51-54/55 to Rs.2540 million and tolal public sector

development expendtture increased from Rs.70a million in 5OI51-54J55 to RS.1970 million. The private

sector investment Increased from RS.300 million to Rs.730 million forthe corresponding period.

It can be seen from the above discussion that the public sector in East Pakistan continued to expand and

remained the main instrument for development. However, this aggregate picture hides the basic charaoter

of the public sector outlay. The character of the ouUay reflects the character of the group In power and the
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character of the influential external group. which provided finance to carry out the programs. The

important characteristic of public sector investment is investment in infrastructure for helping private

ente..,rises to utilize public resources. Agriculture production Is completely under the control of the private

sector Brifish rule did not play meaningful role in is development.

This role of promoting Bengali industrial entrepreneurs was ably supplemented by the publicly owned or

controlled frnancial inst~utlons ably supplemented this role of promoting Bengali Industrial entrepreneurs.

The Industrial Development Bank of Pakistan lent Rs,1060 million in Bangladesh to linance 229

manlJfacl.urlng industries. The Pakistan Industrial Credit and Investment Co..,oration had lent Rs. 1,148

million to 148 Indusl1tal projects. The Equity ParUcipation Fund provided equity support of Rs. 38.5 million

to 82 linns In Bangladesh, The investment corporation of Pakistan had financed equity investment of Rs,

39.1 million. In addJtion, ~ uooerwrote public issues arrangement, ~ was possible for Bengali entrepreneur

with proper links to own and manage a substantial Industrial un~ With a minimal investment. There were

7005 percent loans, most of which came in foreign exchange from the development banks; of the equrty

EPIDC picked up half of the remaining 30125 percent: a part could come as equity participation and then

the rest could be provided through land, labor contracts, recycling surplus from over-valualion of imports

and a loan against mortgage from commercial banks. In the area of small industries, the EPSIC provided

entrepreneurial support through a financing operation, which was extended literally to a thousand

projects.

In the economy of East Pakistan, non-Bengalis dominated the modem private sector. They controlled

30% of fixed assets in modem industry and they were prepol1derant in banking, insurance, trade and

construction. Because of state patronage, there OOO1rreda concentration of economic weallh in the

hands of 43 business houses of which only one was Bengali. The polilical process in Pakistan,

particularly during the presidency of Ayub Khan, a!templed to create a Bengali cap~alist class through

patronage, which fell a material stake in the pe..,etuation of the regimes. This period saw the emergence

01 36 Bengali controlled un~s in jute, 25 In conlein textiles, lOin other industries, 16 in jute export, 12 in

inland waler transport, 12 in insurance, 2 in banking, 39 in import trade aoo the material advance of

Bengali civil seJVants, professional and others. These groups constlluled the Bengali upper bourgeois

with a comprador character althe time of liberation in 1971.

2.4 From 1972.1975

The Pakistan AmlY and counter confmntation by 'Freedom Fighters' and the Indian Army liberated

Bangladesh in December 1971 after nine months of military operalions. The liberation movement was led

by the Awami League because of their sweeping victory in the first ever generai election held in 1970.

The Awami League's strength was largely drawn form the lower middle class, rioh peasants and petty



bourgeois. In the manifesto In the 1970 election, the Awaml League promised the establishment of

socialist economy, nationalization of banking, insurance, jute, cotton textile, basic and heavy indust~es,

land reform to change the strudure of land ownership in favor of the landless and tax reforms to relieve

the common man. Not much attention was paid to It, as lhe Awami League Itself termed the election as a
referendum for the autonomy of East Pakistan, which WOuld virtually tum Pakistan into a loose

conlederalion.

AI liberation, Ihe liberalors inherited a paralyzed provinciat administration, which had to be converted into

a national administration to lake up the task of policy making for a devastated economy and a divided

society. The war damaged much oflhe physical facilllies In the lranspo~, power and telecommunications

seclors. In the financial sedor, except for two small banks, one financial instllullon and 14 small

Insurance companies, all others and their headquarterli in Pakistan and there was no Cenlral Bank to
start with. In the trade sedor, the disappearance of non-Bengali houses severed past links with the

outside world and state trading had a small establishment to cater to the needs as perceived by Ihem. In

Ihe Industrial sector, non-Bengalis owned 30% of Ihe fixed assets and there was an established publio

sedor industrial corporation. The dislocation came because of the departure of non-Bengalis. who left

wllh whalever liquid assets they could muster In connivance with the banking sector; the hunied

appoinlmenl of administralors for the abandoned units, whose raw material and finished goods stocks

ware sold without accounts or aooountabillly by them; lhe occupation of fadories by workers and self-

promotion of poillically strong groups. This was complicated by lawlessness all around. These conditions

were left to Sheikh Mujibur Rahman to respond 10the mood of change and transform the class base of

his political power. He seemed 10 speoify the milllan!S through pronouncement of SOCIalismwhile his

loyally to his colleagues forced him 10mainlain the middle class character of the party and thus of the

state.

Between 10 January 1972 and 26 March 1972 issues related 10abandoned property, nationalization and

public sedor were debated within the cabinel, lhe party, Ihe bureaucracy, the intelligentsia and the

pressure groups. The outcome of this debate, through Ihe perlional intervention of Sheikh Mujibur
Rahman, was the laking over of all abandoned units with a bcok value to take 1.5 million or above, to be

placed under newly organized Industrial seclor corporations. These limits were later made applioable to
transport, service amt other sectors. The lesser units were to be disinvested through public bidding, with a

buill in preference for worl<erscooperatives. Further, the decision was extended to nationalize jute and

textile industries owned by Bangladeshis. The banks and Insurance companies were also later

nationalized. But the dialectics did not end with the policy pronouncement by the powerful Prime Minister

The nationalization policy expanded Ihe publio sector in manufacturing from 53 to 250, lI/(c1uding

departmental undertakings. This meant Ihat 69% of all industrial fIXed assets came under public

ownership.
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Consequently, the dependence on Ihe public seelor increased. In the Fir1>tFive Year Plan (1973-78), out

of a tolal financiai outlay of Take 44,520 million, only Taka 5,030 million was expected 10 be invested by

the plivate seelor. This is barely 11.2% oflhe toial.

Table: 2.2 Structure of Manufacturing Sector In Bangladesh (1991/92) by Scal. of Operation

(Value in million taka)

Segments No of Firm Fixed Pen;ons Gross Output
Assets Enaed

Large
(a) Private un~s w~h SO 5627(1.OS} 11«<130.58 1-«19606(37.07) 285259.79(60.76)
or more worken;
(b) state owned un~s 208(0.04) 581604.70 219830(5.47) 23144(4.95)

Medium: 33617(6,26) 48760.31 727816(18.10) 92-«19(19.66)
Un~s wilh " " "workers including
handlooms
Small: 118286(22.04} "' 337675(8.40) 3960307(844)
Non.household units
with ,,~than "worken; including
handloom
Cottage: 379007(70.61) 3560.56 1244096(30.96) 28984.13(6.12 )
Household based units
w~h leas than "workers

From Table-2.2. we get a concise picture of the size. oompocsWonand performance of the manufaeluring

sedor in early 1990s.Large industries belrl\l 1.09 percent of total number claim aboul 66 percent of total

output and employ about 43 percent 01 worktorce in manufacturing, In this scale of operation private

seelor now dominates the scene. Number of enterprises, however, IS the largest in cottage level that

stands neariy 71 percent, which produces only 6 percent of gross output, but em~oys about 31 percent of

iaborforee in Bangladesh

2.5 From 1975.1990

In 1982 another 'new Induslrial policy 'was declared which was later revised in 1986. AftelWards the

industrial policy announced In August 1991 allowed Individuals 10 invesl upped TK. 300 million wilhoul

seeking permission from the government. The series of industrial policies devlsed since 1976, In fact

moved in a linear fashion in the sense that all sui)sequent policies paved the wey 10 further liberalization

of prrvate investment, privatization, opening up sectors for investment, providing incenlrves for export

oriented and foreign Investment. In the process of denationalization, by 1992, number of enterplises

"



under the corporations came down to 154, as a result, sedor corporations were trimmed in operation and

their command over production was substantially reduced.

2.6 From 1990 and onward

In 1990 another new Industrial Polley was declared, The objectJve of that policy is to evolve a realistic

industrial refolTll program after a careful evaluation of the problems and prospects of the existing

industrial unns. In this regard in-depth studies were undertaken to assess the problems of various

industrial units and suggest corrective actions. Rwas another objective was to assisting industrial growth

in the medium and long lelTll. That was to pave the way of rapid expansion of Ihe existing private sector

and lor Its transfolTllation into more competitive marl\et economy. To ensure these objective

• regulatory complicahons and controls were reduced

• a maf1(et based competitive price and interest structure were developed

• expanded export-oriented, export-linkage and efficient import-subslituting industries

• encouraged industries which are most utilizing local raw materials and ingredients

• dispersed the industrial base ovar a large geographical area 10 keep the socia-economic balance.

• encouraged agro based and agm supportive industries

• expedned development of the labor intensive Industries through acquisition and improvement of

appropriate technology.

• measures were taken to improve the productivity of the existing industries and the product quality,

As a result an IMustnal sectar became the most rapid developed sectar in the economy far last one

decade. Mare than 10 billion dallan; were invested by both foreign and domestic entrepreneurs and a job

created fer mere than 30 million in this sedor.

But the rapld trnde liberalization of the early 1990s had both positive and negative impacts on the

manufacturing sector. The positlve Impacts resulted from easier access 10 Imported raw materials while

the negative Impacts were due to displacement by competing imports. While import of paper facilitated

growlll of industries using paper as the input, e.g. laws, rules, books and periodicals etc, the paper

industry itself experienced negative growth throughmJt 1990s due to displacement by competing imports,.

A wide range of small and cottage industries, which are based on imported metals, chemicals, plastics

etc, were net beneficiaries, They faced less displacement because their products were competitive and

catered to an Income group whose consumption basket is less Import-intenslve. A recent study

corroborates this story of mixed impact of trade liberalization on tile manufacturing sector. The study

found that during the period of 1992-93 to 1997-98, a majority of the films expel1enced growth In total

factor productivity. About 30 per cent of the sample filmS, which belonged mostJy to melal works, steel re-

roiling and rubber products, however, showed decline in tolal factor productiltlty.



As would be expected, Bangladesll's exports Ilave failed to climb up Ihe value ladder significantly during

Ihe past two decades. The readymade garments Industry, which has been Ihe prime mwer of exports

during this period, remained concentraled at Ihe relafively lower end of Ihe mar1<.etsegment producing

ma;nly T-shirts, pajamas, ordinary shirts, shorts, caps, women's and children's wear etc. Diversification

into higher valued jackets, shirts of compl;eated designs, and brand ilems etc has been slow, Similar has

been Ihe experience wllh Ihe export of leatller goods.

While adverse impact on inefli~ent import suhsmuling Industnes is nol an unexpected olJlcome of Irade

liberalization measures, in Ihe case of Bangladesh the displacement by competing imports seems 10have

been more substantive due to ra~dimplementafion of the import liberalization measures without prior

announcements. Thus, an important shortcoming of Bangladesh's approach to trade liberallzafion Ilas

been Ihe failure to announce In advance the timetable of planned changes in Ihe Irade policy. Such prior

announcements would have given more time 10 the local firms to adjust and respond to tile ensuing

compelilion from Imports. The olher major limltaIJon of Ihe past trade liberalization measure in

Bangladesh is Ihat It has not been accompanied by complementary reforms in other areas to faellitate

adequate supply response to the liberalization measures. Special areas of deficiency were Ihe non-

availability and higll cost of credit, irregular supply of power and other lJIilitles, deflcienllransport and

communication infraslructure, poor end unreliable port facilities, deleriorating law and order situation,

bureaucratic red-taplsm and lack of improvements in labor skill. All these factors raised the cost of doing

business in Bangladesh rendenng the products of domestic industries Jess competitive againsl imports.

2.7 Growth and Development of Garments Industries in Bangladesh

Tracte in textile and clothing is. probably after agriculture, one of the most regulaled sectors in Ihe world. II

remains so even after the liberalization efforts of the Uruguay Round. The Multi Fiber Arrangement

(MFA). introduced in 197-4. attempted to bring some order to an ever Increasmg number of bilateral trade

agreements that restricted Ihe exports of lextile and clothing from developing 10 industrialized countries.

Its aim was to provide lemporary respite 10 developed counlry producers 10 undertake Ihe cIlanges

necessary 10 compete against lower costs producers from tile Soulh. II has, however, provides an

effective framework for extending the protected position of developed country garment manufacturers,

while also providing some developing counlries preferential quota access 10 leading markets.

Slarting in late 70's as a small nontraditional sector of export, Ready-made Garmenl (RMG) emerged as

a promiSing export eaming sector of the counlry by Ihe year 1983.lt was not untillhe ear1y 80's tllal other

clothing exports sucll as Korea and Sr1 Lanka lacing quota reslriclions in Ihe main export markets, had to

look tor a~emative and quota free locations to produce garments, Garments exports enjoyed pllenomenal

n



gruwlh and in 1985 the US and other countries imposed quota on Bangladesh. Since 1992 access to EU

market has been regulated by the GSP. Bangladesh, as a LDC, has virtually tariff and quota free access

10EU maillet, mainly for several categories

There seems to be a general agreement that even taking the extremely low wages in Bangladesh into

account, the key behind the success of Bangladesh garment export industry Is Its quota free character

and the imposlfion of quotas on some of tts main competitors, Bangladesh was quota free in the EU and

in the USA it faced quotas only 14 categories, about the same as India, the country with the least ttems

under quota restrictions.

struck by the 70s' polttical turmoil in Sri Lanka and price hike in other Asian countries, garment buyers in

the international markets explored the potential of the newly bom Bangladesh, Fortunately. wnh the timely

policy support from the govemment, entrepreneurs' talent and efforts as W(!II as the labor of the work

force, the ready-made garment (RMG) Industry could impressrvely succeed and the buyers got

confidence in n. Now its development rate Is, on an average, 20% per annum. With a huge supply of cost_

effective labor force, country's economic fadors are in favor of development in this relatively low capnal

and high labor intensive Industry,

Historically, apparel exporls from Bangladesh have grown at an annual rate of more than twenty percent,

roughly doubling every three years. In 1996-1997 the exports In gross leOlls equaled three billion dollars.

At this rate, thase exports could potentially reaell six billion dOllars by the year 2000 and possibly exceed

ten billion dollars In the not too distant future. However, in the year 2004, the Munf-Fiber Arrangement

(MFA) quotas will end, ushering in a globally campetmve malllet for dothing products. One of the most

important factors responsible for the success of this industry has been dynamic entrepreneurship. In faet,

tt was believed that the garment entrepreneurs should rece",e a national award for their creat",e

inniat",es in overcoming the crises during this period. The Industry presents a model that entrepreneurs in

other sectors could emulate wnh benefit The many hurdles the industry overcame In 1998 include the

floods, the shocks from the most severe economic collapse and currency devaluafion in East Asia

econcmles in recent history, and other domestic c1ises.

starting With 19 RMG Industries in the country for export of garments now it is nearty 2700 industries are

functioning in the country, Of the total 2700 units, about 1932 garment factories are located in Dhaka

while about 1 55 and 415 factories are located in Naryanganj and Chiltagong respect",ely. These 2700

garment factOlies having about 1.5 million workforces is eaming 73% of the country's total foreign

currency. About 1 5 million people are directly dependent on this sector. The gruwlh of Freight Transport,

Bank, Insurance, hotel etc, in the country is the gift of the gaOllent industry. In a nutshell, the gaOllent

industry has become the pivot of the country's economy .

•
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The growth rate in overall exports from Bangladesh peakad in 1994-1995 at 40 percent a year. However,

export growth has remained strong. Currently, the garment exports alone bring in close to four billion

dollars in gross terms. The imports of fabrics and relaled Intermediate goods account for $2.3 billion

resu~ing in net eamings of approximately $1.7 billion. The garment and knitwear exports accoullled for

lhe bulk of these exports. The knitvrear sector has been especially dynamic in recent years Given the

fad that the market for knitwear exports is unprotected by quotas, this bodes well forthe post MFA future

of the industry. Bangladesh apparel exports can now poirJI to a proven track record of successfully

competing in the global competitive environment. Unfortunately, other potentially promising exports from

Bangladesh- leather, jute goods, and frozen foods - have not fared as well over this period. This has

accentuated the already narrow export base of the country and Is a matter of concern for pollcymakers,

The excessive dependence 01 the economy on the garment sector for foreign exchange earnings and

export growth demands policies that WOulddiversify the export base olthe economy.
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FACTORS AFFECTING INDUSTRIAL PERFORMANCE

3.1 Introduction

To achieve the desired Quip'" i.e Ihe optimum peltO/mance of industries depends on different factors.

Some of these come out from Inside Ihe Industry and S<lme other due to external rellSQn. These have to

control for better industria! growth. A number of factors are discussed bellow.

3.2 Industrial Sickness

In the industrial seelor ()f Bangladesh, except for a small subset of the sector, which comprise mainly of

export industries and a handful of domestic market oriented industries: bulk of the industries stagnated or

experienced retarded growth overlhe past two decades. The cumulative losses of consecutive years and

repealed failures in debt servicing have pushed many of these enterprises into a slate of industrial

sickness, a phenomenon that is not uncommon in the context of market driven industrialization process.

However, Industrial sickness In Bangladesh seems to differ from cases of su~h si~kneS$ in developed

market economies both wjth regard to causes and consequences, While recessionary trends,

displacement by new products, changes In demand patterns or crisis in the supply of inputs are some of

the common causes of induslrial sickness in the developed economies, the problems in Bangladesh

seem to relate more to Irregularities In Induslrlal flnance, inadequate working capttal finance,

management Inefficiency and unfavorable trade and 8)(change rate policies oftha government. Similarly,

while industrial sickness In developed economies ultimately lead ellher to takeover, merger and

restructuring for fresh slart of the enterprise or declaration of bankruptcy for ils final BJliI, Industrial

sickness In Bangladesh seems to perpetuate wilhout any resolution,

In 1SS7, the Ministry of Industry received applications from 1960 pnvale enlerprises claiming 10 be sick.

Of these, aboul 1265 enterprises were manufacturing units wjth 10 or more workers. These constlluted

about 4,4 per cent of all manufacturing enterprises and 6 per cen! of employment belonging to

manufacturing units wtth 10 or more workers. Many sick untts did nol apply 10 be listed wilh Ihe Ministry of

Industries Hence: the true number of sick manufacturing enterprises is likely to be signmcanlly higher

than thai reporled above.

The highest incidence of sickness (28.4 per cent) was observed in the case of Textiles foliOWfld by Food

Manufacturing (14.3 per cent), Non.electric Machlnef)/ (5.7 per cent) and Leather Products (5.4 per cent).

The dominant size eategof)/ of sick enterprise was 10-49 woJ1lers (54.2 per cent). Most of the Slck unils

(58.5 per cent} were sanctioned during the period 1981-85 while anolher 23.4 per cent were sanctioned

during 198£-90. About 74 per cent of the applicants were interested in rehabmtaling their projects while

the rest expressed their desire to axil.



A recerll sample surve~ of abotJI 200 sick. manufacturing enterpnses showed that problems relating to

finance were the main reasons behind the sickness of the enterprises. Comparison with a sample of non-

sick. unils in similar activities showed that a higher proportion of the sjck untts had availed instittJIional

finance. The shere of debt in c:apttal financing at start up was 39 per cent for the sick. untts. which was

more than double of that observed in lhe case of non-sick. untts (19 per cerll). During the period between

start up of the enterprtse and the surve~, the share of debt increased by 24 per cent in the case of sick

untts while lhey increased b~ only 2 per cent in the case of the non-sick units. Thus, the sick. enterprises

since their inception started with a heavy burtlen of debt and over time Ihis burtlen intensified along with

the collapse of operation of lhe enterprises.

In most of the sick untts the feasibiltty stud~ of the project was done by the financing bank. Nearty 42 per

cent of the owners of the sick units thought that the qualtty of the feasibility study was unsatisfactory. In

contrast, 5S per cenl of the non-sjck untts had carried out their own feasibility studies and only 4 per cant

of them considered the quality of the study 10 be unsatisfactory.

Non.avallabiltt~ of wor1o;ingcapital on time has been one of the most pervasive problems of financing

contribtJIing to sickness of the enterprises. About 92 per cent of the sample sick units had applied for

wor1o;ingc:apltalloan btJI onl~ 11 per cenl were provided with such loans Again, whatever wor1o;ingloan

was provided, tt was not delivered timely in many cases. Neariy 59 per cent of the sick units that got the

sanction of workmg capital loan were deplived of full use of loan due to non-availabiltty of the loan on

time,

3.3 Industrial Finance

The tradliional source of industria) term lending in Bangladesh since the Pakistan days was Development

FinanCial Institutions (DFls). Dwing the late 1970's and early 1980's Ihe DFls indulged in extensive term

lending that were moHvated more by pomical patronage distribution and collusion between bonuwers and

agency personals rather than by the soundness of investment proposals. As a resull. these institutions

ran into huge amounts of loan defaull and became virlually defunct once aid agencies cut off the flow of

fund for further disbursement of term loan.

The vacuum in industria) financing continued for some time untii In the earty 1990s, Ihe nalionallzed

commercial banks (NCBs) sharply raised Iheir leve! of term loan. The disbursement of term loan b~ Ihe

NCBs increased from Tk.3550 million in 1990-91 to Tk. 22,140 million in 1994-95, indicating an annual

compound growth rate of 57.7 per cent.

The explosive growth of term lending by the NCBs was fought with two criticel problems, The main source

of fund for these term lending was the bank's own loan able fund based on the depos~s with the banks.

This means that the banks were borrowing short and lending long - an unvlable arrangement for long
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term industrial financing. Secondly, the quality of Ihe loans suffered from !he same types of problems as

were observed in Ihe case of the OFI lending. II is not surprising, therefore, that the number of non.

performing loans of the NeBs started piling up quite rapidly. By the end of 1996, classified loans

increased to a staggering level of Th. 110,545 million, which was 31.1 per cent of the total loan portfolio of

the banking system In Bangladesh. The share of NCBs wilhin the classified loans was nealty 64 percent,

About 72 percent of all classified loans were categorized as "bad loans. as on June 30, 1997.

The experience of the 1990s has proved the point that commercial banks in Bangladesh are inappropriate

replacement of the OFls for meeting the country's potential demand for term loan financing. Because of

inadequacy of expertise and mismatch in the maturity structure of their assat portfolio Ooans) and

liabilities (deposits), these banks are nm designed to serve this purpose. Indeed. the OFls came into

existence in the Pakistan days precisely because ofttlese limitations of the commercial banks to provide

lerm loan.

The virtual demise of the OFls and stncter control on tenn lending by the NCBs, has nearly starved the

industrial sector of Bangladesh of Instttutional credtt in recent years. A number of investment oornpanies

thai came into existence to cater to this nlNld totally failed to realize their statutory objective because Of
therr limtted capacity to mobilize funds and their conscious choice to operllte as quasi-commercial banks.

The contribution of non-banking financial institutions including the leasing companies has so far been

limtted in attending this concern. The growth of the stock me~el and the inflow of FDI have also baen
grossly inadequate to make up for Ihe short fall In instllulional finance, This defICiencyin industrial finance

was largely responsible for the persistence of the high Interest rate and the consequent slowing down of

Ihe industrial sector in the second half olthe 1990s.

Ck!arty, there is nead for new inslnulional inttiatiYe to resolve the problem of industrial finence in

Bangladesh It will need to be sponsored by !he government as joint venture so that the agency can

generale funds from a wide range of sources including NCSs, local privete banks, foreign banks,

Investment finance companies particularly those atlached to il1lematfonal development agencies, GOB,

global financial marKet, FDI, non-resident Bangladeshis and the local cap~al market However, the main

distinguishing feature of the instttution will be that it will be run in line with best practice methods of

investment financing, which will require highly competent professional staff devoted to identifying

investmel1lopportunities and following them through marketing of outputs of supported enterplises, The

govemmel1l may finally disinvest its share to the private sector and must guarantlNl !he full autonomy of

the institution and its purely professional operation at all stages,
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3.4 Trade Liberalization

Historlcalfy, Bangladesh like many other developing countries pursued a development strategy that was

geared towards import substttuling industrialization. The economic case for this inward looking strategy

was buin around the arguments of conservation of scarce foreign exchange and the need to create an

industrial base through the provision of protecteddomestiCmalKet. The main shortcoming of !his autarkic
strategy was !hat tt createda d~OfIed incentive structure resulting in allocativeand productive ineffidency; tt

alsogave rise to anti-exportb~s and discouragedgrowth of export.To promoteexport In the face of!his bias,

special export incentive schemes were put in place. With regard to ineffidendes entailed In import

substitution, the proponents of the strategy argued that tt would be minimized in the long run through

domesticcompetrnon.

The outcome 01this autarkic policy, however, has been disappointing in terms of export development,

balance of payments situation, and development of the overall economy in sharp contrast to the rapid
growth of the East Asian economies, which followed a more outward oriented development strategy.

Disenchanted with the impcrt substitution strategy and pursued by donor conditionalities, the policy

makers in Bangladesh as also in other developing economies, began to tin towards a more open--

economy policy since the late 1970s. In implementing the policy reforms, Bangladesh like other

developing economies undertook substantial trade liberalization and adopted a market oriented ro«:hange

rate policy.

Bangladesh carried out wide-ranging trade policy reforms during the past two decades. The reforms
covered both tariff and non-tariff barriers. With regard to non-tariff barriers, the locus has been on

deregulation of Import procedure and elimination of quantitative restrictions. In the case of tariff barriers.

the attempt has been to rationalize the tariff structure, reduce the number of duty slabs. and bling down

tariff rates and their dispersion amongst slmiiarcommodttles,

Bangladesh has come a long way in terms of dismantling its non-tariff bamers. The system 01import

license has been virtually eliminated and the Control List of Banned and Restricted items have been

brought down to a minimum. Table 3.1 shows the change in the level of quantitative restrictions between

1995-97and 1997-2002 measured at the Iour-digit leveL

Table 3.1: Number of 4-<1igltH.S.-lines und<:!rQuantitative Restrictions

Reasons Item 1986-87 1990-$1 19117-2002

Trade Reasons Banned '" 93 5
Restricted 151 " ,
Mixed " " H

Non-trade Reasons " " 96
Total ." 239 124



As a !east developed courJIry. Bangladesh has been exempled in Ihe Uruguay Round of agreemerJIs from

making commitments regardirJg lariff reduction. However, rationalization of the tariff structure has been one of

!he key elemerJIs of trade polfcy" reforms in Bangladesh. Prior 10 1986, Ihe tarill' code had 24 larill' slabs,

whICh were nOl based on easily discemible principles for essigni~ different rates 10 different produds. The

duty rate varied widely. nol only among differerJI industries, but also between products in Ihe same industry

depending upon Ihe Iype of importer, end use of lhe prodllCl, geographical location of the firm. or Ihe size

category of Ihe industry.

Between 1980181 and 1990/91, Bangladesh's lolal exports In curren! US $ value grew al an annual

compound rate of 9.2 per cent (Table 3.2). The annual growth rale was 14.4 per cent during Ihe period

1990/91 10 1999/00. In fact, Bangladesh experienced double dign export growth in most of the years

during Ihe 19905. However, Ihe growth rate look a nosedive 10 2.9 per cent in 1998/99 bul bounced back

10 8.3 per cent during Ihe rollowing year (1999--2000). DUling Ihe first 6 months of 2000-01. exports In

curren! US S has registered 23.3 per cent growth over the same pertod last year.

Imports, on Ihe other hand. grew aI an annual compound rale of 4.4 per cent and 10.9 per cent during

1980181-1990191 and 1990/91-1998!91l respectively. T11egap belween export and import widened from

$1572 million in 1980/8110 $1792 mlllfon in 1990/91 and further 10 $2814 million in 1999/00, although Ihe

share of export eamirJgS in import payments steadily rose from 31 per cent in 1980/81 10 67 per cenl in

1999/00.

The openness of the economy as measured by tolal extemallrade as a proportion of GDP went up from

around 21 percent In 198018110 nearly 30 per cen!ln 1999/00 wnh Ihe share of export in GDP rising from

5 per cent to 12 percent during Ihe same period.

Table 3.2: Exp0rl$ and Imports of Bangladesh during 19105 and 19905

Description 1930181 1990/91 1999/00 Annual compound
growth r.rte (%)

19105 1990$

~rt millionS '" 1716 5752 " 14.4
1m ort million $) "" 3510 .,," 4.4 10.4
Trade deflCil million $ 1572 1792 2814 " ,.,
Ex art as % of import 31.1 48,9 67.1
Ex ort as % of GDP '.0 " 12.1
1m art as % of GDP 16.0 15.0 '"0 nness of the econom 21.0 "., ""Source; Expotf I'rom<ltI<>nSur•• " ..,d WorldBatl~

The rapid lrade liberal;zation of Ihe early 19905 had bolh posillve and negative impads on Ihe

manufacturing seelor, The POS~lvll impacts resulled from easier access 10 imported raw materials while
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the negative impacts were due 10 displacemenl by competing imports. While import of paper fecilitated

growth of Industries using paper as the input, e.g. bldl, books and periodicals etc, the paper industry ~self

experienced negative growth lhroughoul1990s due 10 displacement by wmpeting imports. In the case of

silk industry, the pre-weaving sitk acllv~les were adversely affected by the large-scale import of silk yam

whiie weaving of silk fabric got a strong stimulus from easier avaiiabilrty of imported yam, A wide range of

small and cottage industries, which are based on imported metals. chemicals, plastics etc. were nel

beneficiaries. They faced less displacement because Iheir products were competitive and catered 10 an

inwme group whose consumption baskells less import_intensille.

The proximate reason behind informal trade is Ihe swpe of arMrage opened up by Ihe asymmetric

relative prices for a tradable wmmodrty caused by the diverse trade restrictive factors such as tariff and

non"lar!ff baniers. The price differentials have declined over lime because of lrade iiberalization

measures In Individual wuntries but Ihey are still high enough 10 encourage informal trade. Several

tactors have corrtributed to the persislence of significarrt border-price differentials. In Ihe first place, the

pace and extent of trade policy refurm varied slgnlflC!lntly with Bangladesh canylng out more extensive

refurm Ihan India. Sewndly, Ihe Ihree rounds of SAPTA negotiations failed 10 have any significant impact,

as the product categories wilh highest export potentials did not receive adequate preferential treatment

and vestiges of non-tariff and para-tariff measures and stringent rules ot origin rendered the benefrts of

tariff reductions virtually Ineffect;ve. Finally, the exchange rate policy of Bangladesh discussed below.

also contributed to the persijSlence of price differentials.

3.5 Exchange Rate Polley

To enhance export competitiveness, the govemment of Bangladesh has been pursuing a markel oriented

exchange rate policy, Bangladesh shined from a lIxed exchange rate regime to a 'managed' system of

noating exchange rate in 1979 under whicl1 Ihe nominal exchange rate was allowed 10 adjust with

nuctualions In the currencies of major trading partners. Since then, frequent depreciation of Ihe nominal

exchange rate of Taka was made in small amounts overlhe years. The adjustment aimed at keeping the

Real Effective Exchange Rale (REER) unchanged or depreciates ~ marginally.

Further steps towards liberalizing lhe exchange rate regime were undertaken during the 1990s. In

October 1993, Ihe govemment announced rts inlentlon to move to CUJTentaccount convertibilrty. Finally in

1996-97, 8arlQladesh government accepted the condrtions of Article VIII of the IMF by making the Taka

tully convertible for intemational CtJrrenl account lransactlons, other measures include permission to

exporters 10 retain a part of1heirforeign exchange eamings, enhanced foreign exchange entrtlemenls for

business and travels, w~hdrawal of restrictions on non-resident's portfolio investmenl, greater f1exibilrty of

the authorized foreign exchenge dealers wrth respect to lixinglhe selling and buying rales and foreign



exchange liquid~y etc. Restrictions on the remillances of dividends, royaRies, and the repatnation of

capjtal have also been lifted,

Dunng the same period. other economies of South Asia that are important export competitors of

Bangladesh also followed a competilive exchange rate policy Taka has been devalued against dollar by

aOOI.ll53% since 1989190. BI.II other South Asian economies devalued their currency by an even greater

elden! as a resull of which Taka has appreciated vis-ii-vis Indian and Pakistani Rupee eroding the

competitiveness of Bangladeshi exports (Table 3.3).

Table 3,3: Trend in Exchange Rate

Vue Taka per US $ Taka per Indian Rupee Taka per Pakistani Rupee

1980-81 "" '''' 1.65
1964-85 25,96 2.15 1.73
1989--90 33,33 1.93 1.58
1995-96 40.72 1.24 1.27
Hl\I9-00 51.00 1.17 0.99

To ascertain wIlat impact these refolTTl measures had on export, one needs to look at the trend in the

"Real Effective Exchange Rate (REER)". The estimation of the real exchange rate, however, is often

problematic because of the difficulty in finding appropriate domestic and international price indices. In the

case of Bangladesh, II has been found that aRernatlve choice of price index causes REER to appreciate

rather than depreciate. However, the balance of evidence tends to suggest that depreciation of REER has

been relatively small during the reference period.

The evidence implies that the lIexibilily of exchange rate in Bangladesh was restncted by the attempt to

safeguard the REER. To the extent that the REER deviated from the true equilibrium exchange rate, this

approach to exchange rata adjustment may have eroded the competrtiveness of Bangladesh's exports to

soma extent. One indK:atKln of this ts the appreciation of taka vis-a-vis the currencies of India and Pakistan,

who are major competllors of Bangladesh's main export ilems, The evidence also implies that while the

pursuit of the ma~et oriented exchange pnllcy was generally supportive of export growth, exchange rate

adjustment did not provide the key stimulus to growth of export in Banglatlesh.

The appreciation of taka vis-ii-vis Indian rupee also contributed to increased illegal imports from India

causing displacement of many indigenous products. Studies have indicated that during 19905, Illegal

imports from India had a rising trend Cotton saree, silk saree, made up textiles, rolled fabric, sugar,

toiletries, milk powder, bicycle, auto parts, electric fan etc are some of the major manufactured ~ems

illegally imported from lnelia.



3.6 Fiscal policy

Custom duty is the single largest source of tax revenue accounting for nearly 27 per cent of tax revenue

in 2000-01. VAT was introduced at a flat rate of 15 per cent in 1991 as a trade neutral consumption tax.

But a number of VAT exemptJoncases still exist and as of now VAT covers only a small part of retail

sales. VAT from domestic sources account for 14 per cent of tax revenue while the share of VAT on

imports in tax revenue is nearly 20 per cent. Supplementary duly (SO) was introduced to enable flat VAT

rate to be enhanced by sumptuary taxafion, intended to apply equally to imported and domestic luxury

goods, in 2000.01, SO on imports accounted for 7 per cent of tax revenue while the share of SO on

domestic product was about 11 per cent,

Current fiscal incen~ves to industry include five to seven years' tax holiday depending on the

geographlcalloca~on of the enterprise. There is also the proviSionof accelerated deprecia~on allowance

In lieu of lax holiday. Import 01capttal machinery and spares are also exempted from VAT and enjoy lax

rebate depending on location. However, there are three other duties on Imports, which though individually

small at 2.5 per cent level, colledJvely raise the cost of import by a significant level, These are: (a)

advance income tax, which Is very often not offset against the importer's actual obligations, (b)

infrastructure development surcharge, which was introduced In 1998 as a temporary revenue measure

but has not been phased out, and (c) regulatory duty, an illSlrument that was discontinued a decade ago

but not legally abol~hed so could be reintroduced for revenue reasons as an a1temafiveto raising the top

customs rate.

Export industries are provided with a variety of fiscal incentives. Currenlly, enterprises exporting at least

80 per cent of their products are identified as export induslries. Enterprises located in the Export

Processing Zones lire allowed to import raw materia~; supplies and capital goods free of dmy and are

exempted from inoome tax for ten years after setting up the enterprise. Export industries located outside

EPZ also enjoy duty free import of capital machinery and are provided dmy-free access to Imported Input

lhrough the provision of dmy drawback. Currently, a flat rate of drawbacks is applied under which

drawback is paid on !he basis of pre-determined input coeffrcient and periodic calculation of the average
percentage of value of customs, excise duties, and sales tax for the product. There is also the facilily of

bonded warehouse lor 100 per oent export and "deemed export" oriented industries. Exporters of

handicrafts and cottage industry products are fully exempted from ;ncoma tax, other export industries

enjoy 50 per cent tax rebate.

A cash compensatory scheme is administered by the Bangladesh Bank at the rate of 25% of FOB export

value to promote backward linkage. The facimy has been made available to readymade gannents,



hosiery, and specialized textiles units that are e~her not covered by bonded warehouse and duty

drawback faoil~ies.

3.7 Legal and regulatory framework

The legal and regulatory framework in Bangladesh is characterized by pelVasive, archaic, unnecessary
laws, vague and discretionary regulations, and flawed and weak enforcement. Amongst these, the

following are some of the more critical ones.

• Contract enforcement and dispute resolution - the courts face a huge baoklog of cases and current

procedures facilitate delaying tactics.

• 8ankruptoy _ a recant law has improved the legal basis but it rs not clear how well ~s implementatlon

will fare.
• Copyright protection - Bangladesh is covered by the TRIPS agreement, but local firms lack the

knowledge of their rights and obJlgations.

• Labor laws _ existing laws are inadequate to discourage politicization 01 labor relations, whiell has

been a major deterrent to investment. Trade union activities were earlier not allowed in the EPZS.But

under pressure from some olthe OECD govemments, particularly USA, Bangladesh govemment has

agreed to allow trade union activities in EPZSby 2004.

• Land tifting and transfer procedures remain very cumbersome and corruption prone.

• Company reglslratlon and factory licensing - Inveslment sanctioning requirement has long been

abolished and regIstration 01enterprises made voluntary. But investors still complain about a let of

regulatory requirements, whiellthey need to fulfill before an enterprise can be set up, These include,

trade license to be obtained from local municipal authorities, environment safety clearance to be

obtained from the department of environment, registration w~h the Inspector of Factories, export
registration with the Export Promation Bureau, import regrstration with the Controller of Import, VAT

registration with the revenue department eto. While the case for enterprise registration for the

purpose of safety and public health, environmental concems, fiscal purposes and monitoring etc is

well taken, in the absence of coordination between different authorities, the entrepreneurs have to

oblain these clearances separately from eaell agency involving duplication of efforts, time lOSS,

harassment and unofficial payments.

3.8 InfrastnJcture

Infraslructure const~utes one of the major Impediments to industrial development in Bangladesh. II is

wk1ely acknowledged that greater Investment andlor better performance from existing infrastructure

facilities would have high retums in terms of reduced costs of doing business, In a recent perception

survay or a sample of exporters, it was found that exporters oonsidered electricity and port facilities to be

the most serious Infrastructure related bottlenecks encountered by them (Table 3.4).



Export Dwersificalion Project Coordination Unij under Ministry of Commerce, GOB conducted a survey

11IIed'Sludy of Constraints to Growth and Diversification in Ihe Export Sector in Bangladesh" in Augusl

2001.The resuRsollha survey can be summarized in Ihe following lable.

Table 3,41nfra5lructure Constnints to Grow!tI and Diversification in the Export 8eeI<lr

No problem Includes excellent or good servIce reClllved
1Score based on: Excellent = 1, good service =- 2, no problem = 3, moderate = 4, severe '" 5

s~: _ S""k SI,," s.....-ey

Constraints Severity ofth~blem (% of res ondents) Average score

EI~~

No problem Moderate Severe

• " " .."
Customs , " " ..'"
Port services • " " .."
Tele~e •• " 9 3.46
Airfre' hi " " H 3.45
Water '" " " 3.16
Raillrans ort " " , 3.16
Road Irudin " " , ,."
Secu' 'eolice 90 7 , 2,03
• "

3.8.1 Power

Bangladesh faces serious problems of power shortages. Power generation capacijy in 19[19was 3681

MW, But average daily generation in 1998-99 was 66 per cent I.e. 2400 MW. Average daily demand for

electricity during this period was 2650 MW, which amounted to a daily load shedding of 250 MW.

Accordingly. consumption of eledricijy percapija in 1999was only 110 kW, which is less than one third of

per capija electricity consumption in South Asia, Demand for electricity grew at a rate of 8.5 per cent

during the past decade but supply has grown at an average rnle of 4.8 per cent only. The supply demand

gap has thus been widening over time. The annual load shedding durntion was 113 hours in 1991 ami

763 hours in 1995 and 2870 hours (33 per cent oflolal ope-ratiflQhours) in 1997-98.

Fig.-3.f: PowerSupply Demand Pattern
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The main reason behind the power shortage is lack of new in~estment as well as inadequate

maintenance of the existing capacity. Due to lack of maintenance investment there is a continuous

deterioration m the operallng efficiency and quality of selVice. Plant efficiency is estimated at abolll 30 per

cent. Up to 20 per cent of electricity is lost due to aging transmission lines. There are acllle shortage of

funds for lhe maintenance of the power infrastructure The financial crisis of the power sector are largeiy

due to rampant corruption and serious management deficiencies within parastatal power organizations

Power Development Board (PDB) and Dhaka Electric Supply Authority (DESA), There are problems of

oven;laffing and high system loss averaging more lhan 30 per cent, and large unpaid dues. The

combined net system-loss of PDB aOODESA in one year is estimated at US$100 million, which could in

~self, provide the necessaf)/ in~est able fund for a! least one 250 MW gas turbine, The olllstanding due

on DESA alone is Tk. 2,5 billion. Apart from internal problems of ~s power system, Bangladesh has also

been exposed to a complete disruption in the a~allabMy of ODA forthe power sector from its multilateral

and bilateral donon; because of the slow pace of reform in the sedor required under World Bank's Energy

Sector Policy Loan of 1989, and also due to changed polley of donon; for using FDI for power sector.

Demand forecasts suggest Ihat maximum demand would grow from 3150 MW in 2000 10 4600 MW in

2005 and to 6780 MW in 2010, Finally, by 2015 maximum demand would reach 9900 MW. To meet the

forec:astdemand will require investment of US$4.4 tNllionin generation and US$2,2 billion in lransmissioo

during Ihe current dec:ade. The overwhelming need to generate and adcl around 1200-1500 MW of

electricily 10 Ihe present system up 10 2002 is inesc:apable.Given the supply shortage scenario, the

govemment formulated a private power policy in October 1996 with a view 10attracting FOI, Agreements

were signed within 2 years (19'97-99)for Ihree 100 MW each floating barges. During the same perrod, 2

major land based contracts were also signed for supply of power of aboul 800 MW (combined cycle)

c:apacily by 2002. The govemment has also laken several steps 10augment PDB electricity generation

c:apacity, The opening of Ihe power generation activities to Ihe private sector has been a posilive

development. Bul pouring more power inlo the system is nol the only way 01 coming to 9ripS with

problems in this sector. Much more needs to be done with regard to ouldated transmission and

distribution lines, load management and above ali hugesystem, transmission and distribution losses.

3.8.2 Port

Dysfunctional operation of Chmagong port imposes high costs on the economy. Port actMties are often
struck by indisciplined labor force. Even when il is in operation Ihe port is highly inefficient. Handling 01a

20 TEU eqUivalent ship costs $660 in Ctlillagong against $360 in Colombo and $220 In Singapore. Apart

from high monelary costs inflicted by Ihese Inefficiencies, n has also oomed Bangladesh a poor

reputation for delivef)/ in the time-sensnive and highly competitive maF1letsfor galTTlents,shrimp and other

exports.



3.8.3 Tel&communlcatloflS

Tele<:ommunieationsirtfrastructure constitutes the backbone of today's Infonnation technology. The high

rates of return and the extenswe social and economic benefit that Bangladesh can derive for wider

segment of the society through the application of Infonnation technology cr1tlcallyhinges on her ability to

rapidly upgrade the existing telecommunication infrastructure. By world standard, the existing

telecommunication faclltty in Bangladesh is a primttlve one. In 1980 there were 120,000 telephone lines in

the count!)', which increased to 241,190 by 1990. By 2001, number of telephone lines increased to

590,000. The current teledensity of 0.5 telephones for every 100 pe~ens compares very unfavorably with

1.5 In India and 2,5 in Pakistan. Digitaltechnelogy was first introduced in the domestic telephone netWOf1(

in the late 198Ds.Currently, 71 per cen! of the telephone lines are digital,

Ftg.•3.2: No. of Telephone Demand andAv.ilability Comparison
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By 1981, the coum!)' had two earth stations for satellite communicatiens and more were added during
1990s. These earth statiens are much too smali for the requirements of data communicatiens, Data

communicafion ISthere/ere dene with VSAT connections to salelltte, a method that does nll! give all the

bandwidth necessary for large Imeme! provision. The appropriate provision for high-speed data

communication is Optical Fiber Gateway. When the Asian IT Highway - the undarsea optical fiber cable in

the Bay of Bengal - was laid in ea~y 1990s, the government declined participation. The present

government is now looking for a cost-effective way of connecting to the IT Highway through arrangements

with Singapore Teleoom for laying a submartne cable between Bangladesh and Singapore. BTTB's

perfonnance has been extremely poor; tt takes years to ge! fixed telephone connections, costs are high

and the selVice highly ineffICient The sector was opened up for private investment in 1994. Since then

the opening up of the mobile telephone sub--sector for private investments improved the situation

somewhat The use of Bangladesh railway's fiber optic cable by one of the mobile phone operato~ has

signmc:antlyimproved local telephone S6lVice.There are some 654,318 mobile telephones provkled by

the private sector in 2000-01 of which 123.370 have link with BTTB ne!wOIKwhile the rest 530,943 are



mobile-Io-mobile subscribers. There are also a large number of plivate Internet Service Providers.

Add~ional Improvements of domestic service and low cost reliable access to international

communications will reqUire breaking BTTa's monopoly further and setting up an Independent J'e{lufalory

body to oversee BITB's activmes. Recent importanl steps towards the development of the

telecommunications sector include enactment of National Telecommunications Policy in 1998 (NTP 98)

and relaxation of controls by the public body Bangladesh Telegraph and Telephone 8<Jard(BTTB) The

NTP98 has the provision for setting up an independent regulatory Bangladesh Telecommunications

Regulalory Commission (BTRC).

3.9 Effect on RMG Sector:

The structure of export has changed significantly over the past two decades. Bangladesh seems to have

made the transition from resource-baood to process_based exports. In 1980-81, pnmary commodity

constiluted nealiy 29 per cent of total exports. In 1990-91, thiS share came down 17.8 per canl and

further down to 7.9 per cent in 1998199(Table 3.5).

Table 3.5: Changing Structure of Export: 19150-&1-1999-00
(Million $)

"m 1980-8.1 111911-91 19lJ9.00 Growth (%)1990-1999

Rawjute
11'1'~\ ~~\ I;;) Negative
18.8 , L3

T" {:~\ {;~\ {~~\
Negative

'" " ,.,
Frozen food " (14il ". 10,3

"" " 16.0)
Other pnmary

(1
9
3) '~, " "(j.O ,;;;"

Manufactured goods
I;O~) I~'~) ~;8;1

15,8

"" "Jute goods
I~~ '" "" Negative116.9\ 14.'6\"Leather & leather goods ,;~\ ).,3~, 19;, ..,,., 9 •Woven garments , n,
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However, when one takes a closer look at the disaggregate picture, the feature that strikes the eye is the

shift from Jute-centrictc garments-<:entricexport. In 1980-81, raw jute and jute goods together constituted

68 per cen! of lotal expcrts. Between 1980-81 and 1998-99, export of bcth raw Jute and Jute products

declined in absolute terms and their total share came down to only 7 per cent in 1998-99. In contrast,

woven and knn garments together accounted for less than 1 per cent of exports in 1980-81. Their

combined share In exports rose to nearly 76 per cent in 1998-99

The evidence presented blings cll! the basic weakness of Bangladesh'S export sector. In spile of the

rapid grow!h in export, partlcularty of manufactured axports, the export base has remained extremely

narrow In fact, It has become narrower during the 1990s. The obselVed grow!h in export has been

propelled mainly by grow!h in the export of garments - both woven and knn. Two other ~ems that

registered significant grow!h during the 1990$are frozen food and chemical products.

If one looks behind the export perfcnnance of Bangladesh, one finds that the spectacular growth of

garments industry was trtggered by the relocation of their trade in Bangladesh by East Asian exporters in

an attempt to circumvenl binding quota restrictions in their own country imposed under the Mufti-Fiber

Arrangement (MFA) particularty for the North American mart.et. This resulted in the direction of

Bangladesh's garments export to remain focused towards USA and Canada.

Tabl. 3.6: Percentage Distribution of Exports by Destination

'i': ";,,,;;teat,', ""'" ,,;% of"Export toJJS~':i: ,; L%,bf ,Export,to EU:+> ,% ,9f,;Export 1(lDlhe:r.Countriell"
"'"'''''' -',', ---- ","", ",,,,Ii;-; -,,>,', '" ' ,'-- ''''''''':',!,:,,,>,,!,,,!: "",' ,;-,,'" :!" LFi !;!;!},,+:+ "',,,',',''''''''','''<':'

1991-92 49.14 46.42 •.«
1992-93 48.72 45.69 5.59

1993--94 38.08 55.43 6.49

1994-95 45.15 49.36 5.49

1995-96 39.33 55.11 5.50

1996-97 41.49 54,11 4.40

1997-98 44.23 51.14 4,63

1998-99 43.24 52.38 4,38

199-2000 45,83 49.93 4.24

2000-2001 45.24 50.49 4,27

Average «,05 51.01 .."
The other factor that oonlnbuted towards the rapid growth of apparels sector particularly of knitwear in

Bangladesh was the zero-tariff access to the EU mart.els under the Generallted System of Preference



(GSP). A significant proportion of exports to EU. most of which were textile products, were covered under

the GSP facility. Because of these twin benerrts of MFA and GSP, 91 per cenl of all apparels exports from

Bangladesh were directed towards North Amelica and EU markels even in 1998-99.

Fig.- 3.3: Export Destlnation Percentage
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Two issues are 01concern in connection with direction of export - (a) the spread ofille eJqJortmarkel. and

(b) the share of growing economies In the export markel. If the export of a roglon is narrowly directed to a

handlul of economies, it remains vulnerable to nuctuations in the economic perfolTllance of these

economies. Again, a larger share olthe developed and growing economies in the export markel indicates

a higher Incidence 01 income-elastic products in the export baskel and hence higher potenUais lor growth

of export along with the growth of these oconoml~.

As would be expected. Bangladesh's exports have failed to climb up the value ladder signmcanfly during

the past two decades. The readymade garmenls industry, which has been the prime mover of exports

during this period, remained concentrated at the relatively lower end of the marne! segment producing

mainly T-shirts, pajamas, oruinaJY shirts, shorts, caps, women's and children's wear elc. Diversification

into higher valued jackets, shirts of complicated designs. and brand items etc has been slow. Similar has

been lhe experience with Ihe export of leather goods. Jute goods, another Important ilem of

manufactured exports lost in unn value due 10 displacement by synlhetics and slowing down of world

demand, In the case cf primary commodities such as raw jute. tea, and fi"ozen food, export price index

virtually stagnated, The overall export prtce index thus, registered only modest rtse during the past two

decades (Table 3.7). With Ihe import price index rising by a higher margin, Ihe lerms of Irade deteriorated

dUling Ihe 19905, The siluation became particularly bad in 1998-99 when all major export nams of



Bangladesh except W<IvenRMG. experienced decline in unit value by a margin of 5-40 per cen!, As a

result the overall export price index rose marginally by 0.6 per cent, This was largely the allennath of East

Asian financial ertsls thai led to W<Ir1dwidefall in commodijy prices, and ij contributed significan~y to the

sharp fall in Bangladesh'sexport earnings in thai year.

Table 3.7: Price Index of Ellport Ilnd Import

Description 1979-80 1990-91 11199-110 Yearly growth (%)
1979-1999

Export Price Index 100 101.9 140.6 1.7
Import Prk:e Index 100 107.4 158.0 2.3
Tenns ofTrade 100 94.9 89.0 Negative

Thus, rapid trade liberalization carried out by Bangladesh does not seem 10 have contributed to broad

based growth of export industries. The observed growth in export has been very nalTOWiybased

facilitated mainly by MFA and GSP and supported by pro-active export promotion measures of the

government.
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STRATEGY FOR INDUSTRIAL DEVELOPMENT

4.1 Introduction

The roview of the past industrial sedor performance of lhe country and anarysis of the faelors that

contributed to ar hindered ns growth suggest the following as important elements of a strategy for

ir1dustrial development.

4.2 Privatization

Bangladesh's experience wilh privatization clea~y sIlows lhat the process cannot be hastened unless the

government decides to assert political will in favor of plivatlzation. This will mean giving the Privatization

Commission the support II needs in the form of leadership, operational autonomy, and staff resources 10

do its work efficiently. Setting a firm timetable for privatization may also be helpful in sel\ding a clear

signal to Ihe bureaucrats and public enterprise staff who may continue \0 oppose the program. To

address Ihe problem (If inadequate number of bidders, Ihe Privatization Commission should carry out

prior feasibility study through independent experts 10 identify Ihe units Ihat need to be liquidated and not

privatized. The Commission's involVement is also needed 10 expedile the resoiulion of Ihe problem of

outstanding debt wnh creditor banks and registration of sale. The government will also have 10 lake

necessary measures to reduce social cost of labor adJusimenlthroll\lh appropriate safety nets end by

helping retrenched workers on targeted basis 10 reintegrale Into Ihe labor market,

4.3 Fiscal Incentive

Fiscal incenlives 10 export industries should be conlinued and extended further. For Ihis purpose, the

deftnnion of export industries should be broadened to include enterprises exporting at least 60 per cent of

Iheir oul put. To stimulate backward linkage, the requirements should be brought down 10 50 per cenl for

"deemed exporters". The coverage of bonded warehOUse facilny should also be extended 10 new export

Industries.

Despne Ihe use of flat rates for repaymenl of duty. Ihe prevailing system of duty drawback remains

cumbersome. The process of duty reimbursement should be left with dealing banka so as to make the

process more efficienl and less costly.

The prevailing cash compensation scheme of 25 per cenl 01 export value lacks adequale safeguards 10

prevenl abuses. Moreover, Ihe scheme cannot be continued due to WTO regulations. Hence it needs 10

be phased out and replaced by appropriate measures to ensure compelniveness of domestic industries.



Corporate tax for industrial companies whose shares are publicly traded currently stands at 35 per cent

While the rate for those ccmpanies whose shares are not publicly traded is 40 per cent. ,These rates

compare unfavorably with many South and South East Asian countries. Hence appropriate downward

revision in the corporate tax rate needs to be made so as to allOWBangladesh to be attractive in a

regional context.

4.4 Development Of The Capital Market

A comprehensive plan should be designed to address the reasons for the stock market boom and bust of

1996 with a view to restoring investor confidence through greater transparency and accountability of the

trading 01the exchanges. The plan to introduce the Central Deposttory System (CDS) stwuld be speedily

implemented in this regard. Updaling the rules and regulations guiding these irelRutions in order to

facilitate surveiUance and enforce compliance of rules should strengtflen the stock exchanges. Plans
shculd be taken up to develop professlonalism amongst the market operators, speclally the dealer-

brokers. New and wide-ranging instruments shouk! be introduced. which provide minimum returns with

certainty to investors, such as preferred stocks, equity warranls etc.

4.5 Up-Gradation Of Technology

Globalimt;on has been changing the dynamiCSof world trade and tfle notion of competitiveness, The

increased level of international compet~lon has ted to internationalization of production and has

stimulated technological innovation. The tradnional approach to raising competttiveness was redudion in
unn cost of labor. But the decisive fadors Inworld ccmpetitionloday are production related scientific and

technological rasearch, the training and systematic upgrading of human resources and management
skills compatible wnh the global economy. As mentioned earlier, deficient skill and technology are major

supply-side bottlenecks in Bangladesh that have constrained growth and diversification of the industnal

base in general and the exporl sector in particular. Also, Ihe need fer technological improvement has

assumed special importance in the light of enhanced health, santtary and phytosanilary standards being

imposed by imporllng countries as non-tariff measures 10relein protection alter reducing tariff as part of

WTO agreements. Skill and technology up gradations are also necessary for attracting foreign direct
investment in high-iech industries and for complementing the etforls of trade liberalization moosures by

facilitating adequate supply response. In this respect, Ihe government should enhance investments in

vocational training systems and make them more relevant to current needs of the industrial sector.

Technical training lnstttutions in the public sector are mostly poorly equipped and staffed, Public

instnutions such as Bangladesh Instnute of Managament (BIM), Bangladesh Industrial and Technical

Assistance Center (BITAC) and National Productivity Organization (NPO) etc need to be strengthened to

cater to the needs of skill and technology development. There should also be support to in--factoryskill up



gradation and training activities through fiscal and other incentives. Technology acquisttion, adaptation

and up gradation musl be given top pMorityand Bangladesh should be actively involve<! in global and

regional inttiatives in support of transfer ofteohnology favoMngdeveloping countMesand the LOGs.

4.6 High Priority For Energy And Infrastructure Development

The opening up of lhe energy and Infrastructure sector for private Investment has facilrtate<!inftow of

col\Siderable foreign investment into lhese sectors, Further progress in these area will require

restructuMngand reform of the relevanl parastatal bodies such as Power Development Boaro. Dhaka

ElectMc Supply ALJthority, Bangladesh Telagraph and Telephone Boaro. Chmagong Port AuthoMty.

BIMAN etc to provide more room and efficient support to the private sector. and creating complementary

infrastructure facilities such as generation, lransmission and distMbLJtionof power, optic fiber gateway for

telocommunications and information technology. A critical area of aelion in the next decade will haw to

be the improvement in the physical facilities and management of the country's major ports, to faclillate the

growth aftrade and commerce. A master plan should be designed for transforming Bangladeshi ports into

regional hubs. Concrete steps need to be taken towards thls by developing inland container freight

stations at strategic industrial and commercial locations to enable mulli-modal handling of containers,

Meanwhile, private investment in competllive S6lVlcesshould be encourage<!vigorously, In this respect

the decision to allow establishment of private EPZ should be implemented expediliously.

4.7 Improving Tax Administration

The customs clearance procedures for importing Inputs and for extemal shipment 01 exports are

cumbersome, lime-consuming and characlerized by rent seeking behavior of concemed oflldals, The

progress already being made in reforming customs and improvements in VAT and income tax
administration should be accelerated and made sustainable through appropriate reorganization of the

Natlonai Board of Revenue (NBR) fO provide strong Incentives for integrity and good SBlVlces to the
taxpayers. The customs reform should be extended to cover Chittagong Port ALJthorttyand other

agencies present at sea. air and inland carga terminals to ensure speedy import and export clearance.

The outstanding problems relating 10 Pre-shipment Inspection (PSI) should be resolved and effedive

implementation of the system should be ensured.

4.8 Improving Industrial Statistics

The state of industrial statistics in Bangladesh is dreadful. Firms preparing to produce or aCQuiregoods

can learn very little abClutpotential demand and supply from lhe official data on existing production, The

requirement to register w~h the 801 has been made optional, and moreover 801 data shows only



intended investment with no clue whatsoever regarding realized investment, There is urgent need for

revamping the irldustrial statistics wing of the Bangladesh Bureau of Statistics (BSS). Coordination

between different registration authorities should also be sought to obtain consistent set of information on

industrial investmenl, output and employment.

4.9 Attracting Foreign Direct Investment

Globalization has baen changing the dynamics 01 wo~d trade and the notion 01 competitiveness, The

increased level of International competilion has led to internationalization 01 produelion and has

stimulated technoJogical innovaton. The decisive factors in W{)rld compe@on loday are produelion

related scientific and technological research, the lraining and systematic upgrading of human resources

and management skills compatible wtth the global eoonomy. Daficient skill and technoJogy are major

suppry-side bottlenecks in Bangladesh that have conslrained growth and diversification of Ihe Industlial

base in general and Ihe export seelor in particular. Also, the need for technological Improvement has

assumed special importance In the light 01 enhanced heallh, santtary and phytosanllary standards being

Imposed by importing countries as non.laliff measures to retain prolection atler reducing tariff as pa~ 01

WTO agreements. Skill and technology up gradations are also necessary lor attracting foreign direct

investment In high-tech industries and for complementing the efforts 01 trade liberalizatIOn measures. in

Ihls respect, Ihe government should enhance investments in vocationallraining systems and make Ihem

more relevanllo current needs of the industrial seelor. Technical training instllulions in Ihe public sector

are mostly poorty equipped and staffed. Public instttulions such as Directorale of Conlinulng Education,

BUET, Engineering Staff College, IEB, Bangladesh Instttule of Management (BIM), Bangladesh Industrial

and Technical Assistance Center (BITAC) and Nalional Productivity Organization (NPO) etc need 10 be

strengthened 10 cater to the needS of skill and lechnology development. There shouid also be support 10

in-factol)' skill up gradation and training activtties through fiscal and other Incentives. Technology

IlCQuisition, adaptation and up gradation must be given lop priority and Bangladesh should be actively

involved in global and regional initiatives in support of transfer of technology favoring developing

cOuntries and the LDCs.

4.10 Export Promotion

£Xpo~ers in Bangladesh are required to surrender most of Iheir foreign exchange proceeds. Hence, for

subsequent import purposes they remain locked into the UC system, especially tts deferred payment

back-to-back version. This raises exporter's costs. One means provided by Bangladesh Bank to give

exporters an allemative to the back-to-back UC system comprises of the Elcport Developmenl Fund. This

Is a faciltty to rediscount W{)r1<.ingcapital advances by commercial banks 10 pay for their exporter clienl's

raw material Imports. The size oflhe fund needs to be expanded substantially as It now covers only 1 per



cent 01 RMG's import needs. Prov~lon 01 a facility by the Bangladesh Bank wnh external support to

underwrite the risks associated with "Cash Against Documents" (CAD) can also help ease the problem of

export financing The Matching Grant FacUny (MGF) to encourage diversification of export items and

market development should be expanded. Producers' association should be encouraged to utilize this

facility to establish export mal1<.etintelligence tor their member firms.

4.11 Supportive Measures For Small And Cottage Industry

Small and cottage industJ1es call for special attention because of their labOT-intensive character and their

tocus on catering to the demand of low and medium lilCOme consumers and the capacity for import

substnution, Recent studies conflnn that the retonns did have positive impacts, which are reflecled In a Iliirty

rapid gr<ll'M of the sector during the pa91decade. Howevt!r, because of their structural weaknesses the small

and cottage industries may need more pm-active policies for their development beyond the removal of the

policy biases. These Include increased public investment In the sector particularty In the area of training,

extensicn, research, market promotion etc .. provision of finance, and preferenfial fiscal measures. There

is urgent need for leglslafive reforms to expand and simplify the use of non-real estate security tor

lacilnating access of small and cottage enterprises to institutional finance and the implementation of an

effective credit guarantee scheme.

4.12 Capacity Building Of Related Organizations

A major challange 01 Bangladesh in the coming days wlll be to ensure compliance wnh her commnments

under the WTO rules. These are expected to have important implications in tenns of the manner in which

industrial and external sectors of the economy will need to operate in future. wro provisJons and

commitments In the area of TRIPS, TRIMS. GATS and ADA wiii require important regulalory changes in

such areas as subsidies. tariff regimes, conformny wnh patents, and copy rights standards etc. There will

be the need for familiarizing lhe producers and exporters wnh lhe provisions of lhese agreements as well

as with lhe procedure 10 achieve standards such as ISO.9000 and ISo-14000. Bangladesh will also need

to playa more pro-actlve role in putting into effect the S&D commitments in lhe area of trade related

technical assistance and ensuring greater market access and preferenfial treatment for her exports.

Finally, there should be arrangements to support exporters In countering unjustified anli-dumping or

countervailing actions through mrgation and arb~ration in lhe dispute selllernent body 01 the WTO. The

capacny olthe WTO cell of the MinistJ)t of Commerce will need 10 be revamped accordingly.

4.13 Emphasis On Specialized Sectors

To attain a high level of contribution to GOP, the latest lndustnal Policy has emphasis the need 10

concentrate to some specialized sector such as Readymade Garments, Textile, Leather and Lealher



Products, InfOimation Technology, Agro-Based Industries These have identified as the main thrust

sectors of Bangladesh's industrial ou~ook,

4.13.1 Retaining competitiveness of RMG flXporls beyond 2005

The concem wnh competttiveness of Bangladesh's RMG sector after 2005 has so far remained confined
to efforts towards setting up of backward linkage industries. Bullhere is need for careful assessment of

the IOrlg-terrnviability of the different segments of backward linkage industries on considerations of cost

effectiveness. There is also the urgent need for attending other factors that significantly influence the

compelttiveness of Bangladesh's export, which includes skin up-gradation and training arrangements for

the workers, better management practices, improved maintenance of machinery, adoption of belter

technology, better workmg condnions, polttlcai unrest, frequent power failures, deteriorating law and order

situation, high dependence of the exporters on Intermediaries, delays in port clearance, port congestion,

corruption and bureaucratic red_tapism,and the problems of export finance. As mentioned eartier, there is

very little skill up-gradation and training arrangements for the workers in the clothing industry.

Entrepreneurs are reluctant to invest in the training of workers because of high turnover rates. The

situation calls for collaboration between the chamber bodies, the government and national and

international training instttutes. The successful establisllrnent of the design and fashion institute is an

example in this context. There is also the need for the use ot better management practices, improved

mamtenance of machinery and adoption of better technology for raising the level of productivtty at the

planllevel. Atthough the incentlves provided in the export seelor in Bangladesh are not insignificant, there

is Iormida~e difficutty in aclually accessing such incentives. The resutt of a recent survey shows that it

takes on average 12 days lor export oriented inputs to be released through lhe customs, 9 days for

clearance for exporting a shipment, 7 days to dear all the documents required for exports and 52 days to
obtain refund trom the Duty Exemption and Drawback Office (OEOOl. Bangladesh will also have to attend

the questions of work environment and labor standards in the garment factories. The sooner this is dane

better will rt be for the industry as it will help improve the moral and motivation of the workers and will

contribute signitic:anllytowards raising labor productivity in the Industry.

Chaptcr-<J4





GROWTH OF GARMENT INDUSTRIES IN BANGLADESH

5.1 Introduction

The export oriented RMG sedor in Bangladesh, started its journey In the Iale 1970 as well as non-

trndlUonal seelor of export. Bangladesh exported RMG worth only US$ 69 thousand when Reaz

Garments exported ns first conslgnment to USA in 1978.By FY 2002, within a span of about two

decades exports have gone up to $4.5 billion which ~ 76% of our lotal export. over the past

decade alone, the seclor registered a phenomenal growth rate of 15% per annum, which is

Impressive by the standard. In fact; this was an exceptionally high grGWlh rate for emerging

industry anywhere in the WQrld.The industrial base which was sustained such high growths also

enjoyed a robust expansion, from less than 50 factories in 1983 to more than 3400 in 2002, with

the number of RMG wof1(ers reaching approximately 1.5 million.

Tlible-6.1: Contribution 01RMG in the Natlonal Export Eamings

Year ~~GE~~~ NatioRllI Export Percentage of RMG
Inmillionus In mil.,n US$ •

1983-84 31.57 811.57 3.89
1988-89 471.09 1291.56 36.47
1993"94 1555.79 2533.90 61.40
1998-99 4019.98 5312.86 75.67
2001-2002 4583.75 5986,09 76.57

Soun:.: BGMEA

DeSjlite many diflicuRies faced by the sector over the past yeaffi, its continues to show robust

performance, competitive strength and, and of no less Importance. wcial commitment. RMG's

conllibution to Bangladesh economy is well known, well appreciated and well respected. However
often times the magnitude of this sector has been given overthe past yeaffi and elsothe support it

is currently seeking from the govemment.

Fig.-o.1: RMG Share In Total Export
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In FY 2002 Bangladesh exported RMG products worth 4.5 billion US$. Her share In lotal US

imports of apparels was 3,2%, in EU Kwas 3,3% and in Canada it is 3.0%. Bangladesh is known in

lhese countries as a small country with a strong presence. The RMG sector has helped put

Bangladesh In the map of the wo~d. Everywhere, where our RMG produds go, K selVes as a
flagship of the country. its roving ambassador including peoples' interest In Bangladesh both as

tourist and Investment destination. These are the impads, which are difficull to quantify, yet wKhout

whK:hthe country pell1aps would not have been able to project Itself to a trajectory of high growth

and higher standard of living. Thus RMG contribution to Bangladesh, both direct and Indired.

needs to be recognized for what K Is. The RMG sector played a significant role in the social

metamorphosis in a broader context, It contributes in develnping the Human Development Index

(HOI) indicators such as woman empowerment population control, education, environmental

awareness, elimination of rolld labor etc providing 1.8 million people, of whom 80% are woman
wor1<ers.It promotes the development of other key sectors of the economy, Induding textile.

banking, transportation and Insurance. Several million more jobs In Bangladesh are linked to the

clothing sedor.

The readymade gannent sector has made the worklngwoman a matured, disciplined and

regimented wor1<fort:e.Change In woman's social status and their firm participation in household

decision making is the contribution of the garment industry. The industry helps the WIlman

wor1<forceIn creating saving and empowerment.

Bangladeshi exports have recorded substantial increase in terms of gross earning, yet the receipts

thereof are largely dominated by those from only four or fIVe lIerns of wtIlch the readymade

garment seelor contribute lion share. In fact, the country has become too much dependent on this

Industry.The following Table 5.2 shows the rapid growth scenario of RMG sector.

Table 6.2: RMG IndustTy In Bangladl!sh

Yu, RMG Export Share of RMG Share Employment No. of
in Million Knitwear in in Total (No. In Millton) RMO
US, RMG Export (%) Export (%) FactorIes

1985-86 116.2 " 12.44 0.198 '"1990-91 866.82 15,13 50.47 0,402 '"1995-96 2547.13 23,49 65.61 1.29 2353
2001-02 4583.75 30.25 16,51 1.82 3712
Source: BGMEA

Thls rapid development of the sedor is based on some national and international facilities, SOmeof

the Important factors are discussed bellow.



5.2lntemationallssues

5,2. f MuItI- Fiber A!78ement (MFA)

In order to protect its local manufaC!urers the MFA allows an importing oountry 10 impose import

duty and quant~ative resll1ctions by quota.

Bangladesh's largest Customers in Ihe USA and the EU take advantages of such barriers now to

Iim~ the exporters of many oountries like China, India, Pakistan and Indonesia. Bangladesh is in a

favorable position under MFA as it allows greater market access. Here Bangladesh has a very high

quota in the us. There has no duty and no quole in the EU tor Bangladesh.

The Agreement on Texlile and Clothing (ATC) made under the auspices of the Uruguay Round of

trade agrooments stipulates phasing oul of MFA by the year 2005. The ATC sets out provisions to

be applied by members during a transJton period for the integration of the textiles and clothing

sector into GAIT 1994. The ATC cannot be extended.

In~iaHy, Bangladesh was given "quota free" slatus because ~s RMG industry was underdeveloped,

The number 01garment fadol1es grew rapidly after 1983184 f~lowing the relocation to Bangladesh

of quota- limited shrfling from the Republic of Korea and also from Sri Lanka. After January1985. a

number 01 counllies imposed quota on imports of garments from Bangladesh under the MuRi-Fiber

Arrangement (MFA) as Bangladesh emerged as a good regular suppllerol apparels.

The competl1ive strangle of the RMG sector was due to the availabill1y of cheap female labor.

There are as many as 31 categories of apparels exported from Bangladesh to USA, which are

subjed to quota restridions, and 14 categones in Canada. This meant that even if Bangladesh

agreed to supply these categories on beller terms or at lower prices, it could not exceed the quota

lim~. Quotas were not binding tor Bangladesh, as utilization rates were usually less Ihan 100 per

cent. But quota provided guarantee market for Bangladeshi garments in USA ami Canada without

faCing any oompetition, as buyers were looking for locations where quotas were available.

5.2.2 Generalized System of Preferences (GSp)

The marnet access conditions of the EU tor RMG products from Bangladesh is determined by Ihe

EU regulation on the Generalized System of Preferences (GSP) since 1992. The bilateral

agrooment inmaled on 29 December 1994 was an important texlile and garment trade policy

between the EU and Bangladesh. The categories were 4 (t- shirts and under vest), 6 (trousers) and

8 (men's and boys woven shirts). Export licenses were to be issued by Export Promotion Bureau.



Virtually no quantitative restrictions apply for these categories. This bilateral agreement Is expeeled

to expire on 31 December 2004

The basic rule of the present GSP was that of 1995 where duty free accesses were provided to

Bangladesh if aCC<lmpanied by Certificate of Origin as a leas! Developed Country (LOC). Since

November 1997, Bangladesh has obtained permission to apply derogation from the rules of origin

confening preferential tariff treatment for RMG products imported into the EU, RMG products

manllfaelured in Bangladesh on the basis of imported woven fabrics or yams originating from

ASEAN countlies (excluding Myanmar) or SAARC countries were to be considered as produels of

Bangladesh origin subjeel to specific quantllative annual ceilings, Since January 1999, EU has

changed the re{lulatlon of origin for knitwear products \0 two stages of operation, Hence, Yam can

now be imported from any competitive sources world wide for knitting and Culling and Maklng (eM)

operations,

5.3 Domelitic Issues

5.3.1 Role of the Privaht $6ctor

The growth of the industry resulted from external factors, role of a catalyst as welT as conducive

government policies. The campetllive strength of the RMG seelor was due to the availability of

cheap supply of female labor. Before employment in RMG women In Bangladesh were confined to

the precinel of the household. The role of a catalyst was Important to bring these women out of

their home as well 10 cleat mid-level managers, The most critical faelor in the success of the

garment industry In Bangladesh was tile on-the-Job training and the back-to-back letter of credU

under the special bonded warehouse facility, Moreover, The government provided various export

promallon measures since 1978 as discussed below.

Bangladeshi entrepreneurs took advantage of MFA and GSP facimies to successfully enter the US,

Canada and EU maJ1(et. There grew up a large number of managers, supervisors and skilled

worners. The RMG industry has also propelled the growth of banking, insurance. shipping and

transport sector, Now the RMG seelor has earned the respect of being a good quailly re{lular

exporter. Considering the linkages effects. The future development of Bangladesh's Industries

seelor and service sector (partially) would go greally depend on the future of the RMG industry.

5.3.2 Continuity in Polici&8 in Success/lie GOllemmant

The government has played the role of facilUating the private seelor by taking conducive policies.

The continuity of policies pursued towards Industrlelizatlon has been a key factor in the growth of



the RMG indust')', The validity of the export and import policy were subsequently increased from

six months to one year, and then to two years, Finally it IS now for five years, this will create

confidence that policy reversal wj]l not take place in the short run, Some of the policies, which

benefrtedthe RMG Industry, were:
o Decontrol of the reserved sectors;

o Ceiliflll on prtvate investment was abolished;
o incentives for export.oriented industries were published in the newspapers and

implemented through the guide to investment 9th September, 1978;

IJ Export Credn Guarantee Scheme (1976);
IJ Garment in the Free Sector- (no permission needed) 1963;

o Back.to-back UC and bonded warehouse facilnies;
o Successive industrial policies including Structural Adjustment Policies (1965186-1992193)

continued support for the RMG indust')'.

The shill towards private sector led and export-led growth started sJnce late 1970s. The New

Industrial Incenlive Package (Nllp) 1976 was not however, formally published as a policy at that

time, allhough its provisions were announced in the press. The NIIP 1978 was published as New

Industrtal PoliCY(NIP) 1982, which has, been widely acclaimed for being a comer stone in policy

shill.

5.3.3 Highly Competitive

In a highly compelflive international maltet, n is the price and quality, which determine the

competitive position cf a suppiier. Bangladesh can beat its competrtors on acccunt of price, which

is low due to low labor cost. That Bangladesh has a comparative advantage in hourly wages can
be seen from Table 5.3 Unit labor cost is also the lowest for Bangladesh Productivity per worker

for shirl is higher than that of Sri Lanka, but almost the same as in India.

Table: 6.3: UnillaborCost

Bangladesh

India

Pakistan

West Bengal

Sri Lanka
Soun:.:we" USAID

~~~!iff~~~!.~m.i]rr-~~m~~m~mj]11
011 290 2536

0.26 668 2592

0.43 1343 3100

0.33 595 1626

0.79 570 719



FLgAi,2: Unit Labor Cost Comparison

Uml Lebo, Cost ($lShirl)

!llUnltLaborCost
($lSh,rl)

BO Ind Pak W3 SL

TIle following Table 5,4 shows Ihallhe average prices for Bangladeshi products compared 10 olher

exporters 10Ihe USA. This gives an Idea abolllihe highly compelilivenes5 of the product.

Table 5.4: Average Prices of Imported Apparel in USA by Major Exporters

(In USJ)

Coulltry Men's Knitted Women's Men's Woven Men's Trousers
Shirt Sweaters Shirt & Cotton

Breeches

Average 6.14 7.84 6,77 •."
China 9.35 9.36 6.20 9.49
Ho" K., 10.99 9.55 6.52 10.24

lnd~a 6.16 '.00 '.00 9.20
Mala ia 9.03 - 9.74 -
Pakistan 5.30 - - -
Phill ines 6.10 ,." 8.24 9.12
S. Korea - 6.14 6,76 -
Sri Lanka 8.10 - 5.57 -
Thailand 8,28 '00 - -
Ban ladesh ." 4." 5.07 6.55
EI Salvador 4,23 - - -
Guatemala 4,79 - 7.55 6.79
Costa Rica '" - - 6.13
Honduras 4.67 - 5.44 '"So"",.: !FC(flllll)

They are generally Ihe Iawes! among the major suppliers to the USA in Iheir respective categories.

The prices are 21 per cenl and 42 per- cent lower Ihan the average USA import price, for knitted

men's cotlon shin and women's swealer. Hong Kong, Macao, China. Maiaysia, Mexico, Sri Lanka

and Thailand are the suppliers of high valued products. The counlnes which specialize In low

valued products like Bangladesh are EI Salvador, Guatemala, Costa Rica and Honduras. The price



01 products from China is almost double of that from Bangladesh, For woven men's shirt, China's

price is around 60 percent more, Bangladesh is also the most inexpensive source for trousen>

amongst the major supplies. The average prices are 26 percent lower than Ihe total USA imports,

At present China is competing for the products of the same price range as imported from Indonesia

and Philippines. Of these four producls among the SAARC countries, India is exporting only men's

woven shirts, Paldslan exports only men's Knitted shirts and Sri Lanka exports men's knitted

chiliiest and men's woven shirts. Bul average prices are higher in these counlries than that of

Bangladesh. This suggests that India has diversified to other produCls ARhough at present neither

India nor China are compellng with Bangladesh in low end products imported by USA, but may

change their strategies after 2004. Bangladesh needs to move up markets and divernify its

products.

~ is highly iikely that production may shift 10 China when quotas are eliminated. For example, in

1991 Sweden eliminated all quotas on textile and clothing producls and a massive shift took place

towaros China, whereas countries in South-East Asia and South Asia hardly profiled, Also when

Canada unilaterally removed quotas on shirts/blouses, there was again a massive shift towards

China and particularly a large shift away from Bangladesh,

~ is also important to analYle the trend In the growth of clothing import to USA during the ATe

period 1994-99. Bangladesll has improved her pos~ion from 8th to 7th in the USA market in terms

of value 01 imports, but her position has remained unchanged at 4th in terms of VOlume of import.

Mexico has become the leading importer to USA w~h an average percentage inorease by 36 per

cent. During this time import from Bangladesh increased by 12.13 per cent, Beside Mexico, a
Salvador and Honduras have become Important Importern of garment to USA, But import from

China and India has grown very slowly, Table III further shows that EI Salvador and Honduras are

close competiton> for Bangladesh In USA market for men's knitted shirts. Mexico also competes

w~h Bangladesh for men's woven shirt and men's trousers.

"
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LABOR MARKET SITUATION IN GARMENTS INDUSTRY

6.1 Introduction
The labor market in RMG seelor of Bangladesh has made an epoch making contJibution by

providing about 1.8 million people of which 80% are women. This has influenced the socio-

economic condition In different ways. So for the fulure improvement altha sedor the large labor

force deserves proper attention,

6.2 The Labor Force And The Problem Of Underemployment

Providing employment for the new entrants into the labor force and for the large number of

currently under-employed worner.>in Bangladesh main development ctlallenge. The 1991 Labor

Force Survey estimated the counll)"s work force 10be 51.2 million people. Since than, the labor

force has been growing by 3% per year. so thai for 1994 ~was estimated \0 be around 56 million

poople. More than 1.5 million people enter Bangladesh's labor marne! annually.

The majolily 01WQrke~are unaffected by labor regula~ons. Bangladesh has three types 01labor

market rural Informal urban informal and formal. TIle formal labor market is characterized by a

contractual employment relationship and is governed by labor laws and regulations that protect

the worker, such as minimum wages and allowances and limrtations of the employer's abll~y to

fire employees, The rural and urban informal labor markets are not covered by protective labor

regula~ons. The informal sectors dominate the labor market, In 1991, 47.2% of the labor forces

Wllre classified as unpaid family workers: 15.4% were c1assmedas se"-employed; 13.9% Wllre
classified as casual WQrkersand only 11.7% had full time wage employment- and roughly one-

third of those work in the public sector. About 68% of the work force s employed in agricu~ure;

20% of the labor force works in the selVloa sedor, and 12% are in manufacturing.

6.3 Employment And Wages

In 1986, BBS conducted the fimt ever census of non-farm activ~ies. It has provided three broad

types of economic unilS. (al permanent establishment (b) temporary establishments and (e)

household premise based establishments. According to it's final report, II recorded 531 thousand

manufactUling units of which 365 thousand (68.7%) were household premise based, 1853

thousand (31,2%) had permanent establishment and the rest 0.5 thousand (0.1%) were

temporary establishments. Total number of employment generated was 3,09 million where 56%

was in the permanent establishments. The census also showed that in 1982183 and 1983184,



desp~e Increase in fiJTl1CQveragathe reported size of employment decreased". Overall stagnation

and declining trend in some manufacturing suP-sectors can also be lraced in another data set.

Labor force survey (LFS) conducted periodically by Bangladesh Bureau of Slatisfics (BSS)

provides extensive data set on employment scenario. In Ihe Table-6.1 we have dala from Ihree

surveys conducted between 1989 and 1995/96. According to this data set, labor force

pari1icipation increased from 50.1 million to 54.6 million. Similar trend can be founel InAgrtcullure,

Forestry anel Fishery combined and Construction, Trade, Hotel and Restaurants. Transport elc.

Amongst the sectors where employment has decreased, manufacturing shows the highest rate of

decline. Here employment decreased by nearty 50 percent In 1989, employment in

manufacturtng was 7 million; rt came down to 5 9 million In 1990/91, and by 1995/96 il further

decreased to 4.1 million.

Tabre.a 1: Employment in Different Sectors

III10n\
Features LFS, 1989 I.FS, 1&90.111 l.FS, 1995-96

'''''' 50.1 '" 54.6
Agriculture, Fishery, Forest '" '" 34.5
Mining " , ,.,
Manufacturing T' " ..,
Construction ,., " "Tred., Hotel, Restaurant •., •., "Trans It, Store e U H "Busines~rvlce ,., ,., "Commun' " " ,.,
Household ,. ,., ,.,
Fig.-6.1: Employment in RMG Sector in Bangladesh

Employment(No.ln Millon)

"',
I'iIEmployment(No

In Million)

85.,0090-91 95~6 00.01



6.4 Labor Competitiveness In Garments

A survey data indicates that Bangladesh's unit labor costs in garments are probably lower than in

any other South Asian country. This corroborates other evidence from industrial survays and the

faCl that garment exports have been expanding rapidiy, which indicate that Bangladesh is very

competttive In this area.

Table-6.2: Unit Labor COst ($Idozen)

T-shirts Men's Shirt Jeans

" Min. Max. " Min. Max. " Min, Max.

Bangladesh 1,37 1.00 2.00 ,., 2.25 3.60 '" 5.00 8.02

Vietnam 2,50 1.87 3.86 •." ,,, 6.63 4,81 4.05 7.72

Table 6,2 shows that Bangladesh untt labor cost for T.shirts are much lower than in the

comparato~. Similar analysis was carried out for jeans and men's shirt and supported the same

conclusion of Bangladesh's competttive superiority in the garment sector vis a vis the other south

Asian comparato~. R Is important to note that the two key faclo~ determining untt labor COS1S

(wagas expressed in dolla~ and productrvRy) work in Bangladesh's favor. In T-shirts, It has the

lowes1 wage of all countries and higher producllvtty among all comparators, except India.

A new regional compelttor Is emerging in the garments market. Vietnam is quickly becoming an

Important competttor for foreiQn Investment In the garment sector, To avoid losinQ market share, tt

Is Important that Bangladesh ensure continued labor competillveness vis-a-vis Vietnam. The data

presented in the Table. 6.2 provides some cause for concern, since Rshows that Vietnam is more

competttrve in producing jeans and Bangladesh's unillabor cost advantage in other product lines

is much smaller than Its advantage vis-iI-vis other south Asian countries. Under untt labor force

producing jeans In Bangladesh may be as such as 21% higher than in Vietnam. However

Bangladesh's untt labor cost ror T-shirt and man's Shirt remain lower by some 53 % and 37%

respectively.

Tabie 6.3 shows that Bangladesh's untt labor cos1 advantage in producinQ T-shirts far exceeds

the macro-gap, The wage premium Bangladesh garments wol1c.e~ receive In lower than that

received by worke~ in all comparators except Sri lanka.
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Table 6.3; Decomposition of the Difference in Unit Labor Costs ForT-5hirts

(Percent dlffarel1C6 with Bangladesh IV)

OverallGap MacroGa WageGap
WestBen al -105 -14 -57
India -81 6 .89
Pakistan -133 -58 -95
Sri Lanka -194 -80 13
Boun:.: WoJtd Ban~a~ ""leu/don ""'" S<ltYoydOfa

'" CJlculotodas the n.lUral log.r""", or tho _ 01the ,.,Iable in lla"ll"~""" to rIs ""Iuo In tho oomp.rator. A
negative figure Implle<;0 c<JO!_.nlage for Bangladesh, AI"", not. tho! c<JIurms (2). ~) afld (4) lOU&!add up to
colufAA (1)

Defino<! as 111.n.bJrallOgllrilhm ofth. rot •• of unft l.bor costs in Bangladesh as the oomparowr

'" The wage Imml"m '" donned •• tho .octocs .verage "'"90 dMde<l by tn. agriculture Will!", Ihe wage.g"p I. tile
nOlur.llogarIthm 01lho ratio of tho Wlige prem;,"" In Bangladesh to tho! olll>Bcom""' ••••. country.

~ •• tho n.lulll k>g.rrUlIl1olthe ratio of Jabo' productivity In Banglad""" ar>cllhe comparator.

6.5 Special Labor Market Problems

Faster growth and greater job opportunijies will benefit most W<lr1lers,but some may be left

behind and require spedfic assistance. Two such groups come 10mind: women who face labor

market discriminafion and child labors Ihal are denied Ihe opporluntty for education and better

lile.

6.5.1 Gender Issues

Women face egregious employment discriminafion in Bangladesh. Even within Soulh Asia,
Bangladesh has one of Ihe lowest female eccnomic activity rates(11%).ln alf sectors, working

women in Bangladesh earn less than similarly sttualed men and are more severally affected by

unemployment.

TabJe-6.4; Intemational Comparison of Activity Rates ('AoJ

(exclud9s unpaid family helpers)

,-,-'" ,pountry <;F;; <! ;Year;>: >:-:-:-: ::'f!'Ialei;J ,-,. -i;::; !;;;;i!i;!ii !i:i;;i. ',__::,;-;-:--;' :;::;!;i!:<;:;.. >:-:<i; ""' ..,"----
Ban ladesh
India
Pakistan
Sri Lanka
Mala sia
Indonesia

S""""" ItO, lUI

Cboplo,-1J6

1989
1981
1991
1990
1987
1989
1989

53.1
52.7
49.4
34.2..,
51.2
47.6

10.6
19.8
6.8
32.1
31.1
34.0
8.'

•
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Employment discnmlnation in Bangladesh manifests itself perhaps most significanHy In the fael

that woman ha~e lillie access for formal employment. More than &1% of all female workers are

unpaid family helpers, compared 10 only 20% of all female economically active woman are

agriculture workers. These figures refled tlarriel'5 to bailer urban employment. Indeed, only ".5%

01 wooong women (compared to 13.1% of men) have managed to enter the formal employment

sector, Moreover, women have been unable to obtain government jobs. Even though 15% of

these formal jobs are theoretically 'reserved' for them. women occupy only 6% of government

postllons. This stluelion Is worse in public sector corporation, where only 2% of employees are

female. In addtlion, nearly 11n 5 women wtlh a university degree is unemployed(compared 10 only

1 In 50 men),indicaling that educated women are denied equal access 10 higher paying Jobs and

careers that ate normally available to university graduates. Female workers are also paid lower

wages than male. Micro studies indicate that female workers in Ihe rural and informal sectors

eam between one-third to half of male wages. Govemment tabor markel intelVentlons, such as

minimum wages, matemity leave, restrictions of women's working at night etc., appear 10 be

largely Ignored and to have very lillie impact on the welfare offemale workers.

6.5.2 Child Labor

As a result of poverty and Ihe 'unattractiveness' of the education system, child labor is

widespread in Bangladesh Although Bangladesh ban child labor, the regulations have proved

unenforceable and more than 6 million between the age of 5 and 14 are listed as economically

actlve-20% of all children in this age group and 12% of the labor fcrce. Most Of these children are

mistreated in 'SW<lat shops' Nearly two third of Ihe economically active children are unpaid

helpers offamily farms, However, some children do work for long hours in unhealihy comtitlons in

tile urban informal markel And any child labor invol~ sacrificing the child's present educalicn,

as well as luture prospects that require educallon, for immediate economic gain, Though nea~y

all countries have law against child labor, yet the ILO estimates that In 1990 there were 78.5

million economically active children under the age 1S in the world, nea~y 8 million 01 them under

the age 10.UNICEF's estimate of child labor are even higher. They calculate tIlat in 1991 eighty

million children aged 10 to 14 were engaged in work so long or arduous that it interfered with their

development. Legislation banning child labor has a symbolic value as an expression of society's

desire to eradicate this practice, but will be Ineffective unless accompanied by measures to shift

the balance of incentives away from child labor and toward education. Such an agenda needs at

least two ingredients: safety net prolection for the poor and broader opportunity lor quality

education.

,



6.6 Gender Issues and Child L.abor in RMG Sector in Bangladesh

The experience of garment sector where 80-85% of woJ1<.ersare women provides indications of

the benefit to household's society of Increased female labor force participation. Women's

participation in the fOlTTlal labor malKet leads to Important changes in intra-household

relationships A study of female garment woJ1<.ersshows that 57% of them have control over their

salaries-this is very differenl from the s~uation in rural areas women are generally prevented from

claiming a right over family income. Women employed as skilled wor1<;ersand in better paying

jobs tend to have a more important decision-making role. They sped a higher percentage of their

income on education of family members than male woJ1<.ersin the same enterprise, Also,

marriage prm;pect improve as girts earn as income, which relieves parent from a sense of

urgency to "marry off' their girls. Thus, another positive impact of female employment is to rise the

age of marriage and reduce fertilily. The survey indicates that mas! workers are unaware of

minimum wage and that 42% of women workers are paid less than the minimum. Most

wOrkingwomen prefer e formal job in galTTlents, even if they do not get maternity leave or are paid

below minimum wages, to being an unpaid helper in agriculture.

Bangladesh Garments Manufacturers and Exporters Association (BGMEA) has taken so many

projects with collaboration of UNFPA, MSH.TAI costing about 323000 US$ to fadlrtate general

heallh care, reproductive heallh program and ralsmg awareness about national labor laws and

safety rules.

The recent efforts aimed al e1iminaMg child labor from the garment industries provide a positive

example of what could be done to deal with the problem. They involve collaboration between

employers, wor1<;ers,govemments. NGOs and multi-lateral agencies (ILO and UNICEF). They

involve a serious attempt dealing w~h root cause of child labor poverty and lack of education

posslbJl~ies.

BGMEA in association wrth ILO. UNICEF and some NGOs like BRAC, Surovi, UCEP, GSS etc

started non-formal education program for elimination of child labor. Forthe former child labor they

are providing skill development training and educafion. After that they will be supplied wrth micro-

credit for income generating projects, The project has estimated cost of 1.2 million US$.

'"





RMG CONTRIBUTION TO ECONOMY and SOCIETY

7.1 Macro Contribution

The Bengladesh RMG Industry, with ils woven and kn~ sub-component, is a predominantly export

oriented sector, wijh 95% oflhe woven and 90% oflhe knit exports being directed to foreign markets. The

cumulative foreign currency earnings by the sector, since 1978, when first export registered, are

estimated at 36.6 billion dollars Bangladesh's RMG export stood at 4.58 billion US$. In FY 2002 this

sector contributed 16.6% of the lolal Bangl9desh export of 5.9 billion US$ in the same year. RMG export

in FY 2002 was equivalent to 9,5% of Bangladesh's GDP over the corresponding year. At present the

local value add~ion by the RMG seelor is estimated to be 45%. Accordingly local value addition by the

RMG in 2002 was about 2.1 billion US$ which was equivalent 104.3% of GDP for the same year. This

can be understood from the following lable.

Table-7.1; Contribution of RMG Sector to Bangladesh Economy (In 2002)

s.ct" Contribution of RMG Share in Total RMG
Sedor to Bangladesh Export (%)

Economy
(Million US$)

Local FaMe In uts 952.97 20.79
1m orted Fabrics and other In 2<184.88 5<1.21
Em loyment 329.13 7,18
Linka e 90.81 '"8ankm 36.5 0.79
Insurance 5.90 0,12
Professional Service 3,61 0,08
Tou~ and Travels includin Hotels "-"2 0.10
En ineerin Services 14.17 0.31

1 Ma:~n~ry Trade 30.64 0.67
Shi 'n and Port 64.92 1.42
Transport Sector 27.32 0.60
Petrol and Lubricants 2.86 '00
Real Estate ~ 26.2( 0.57
Infonna~on & Communica~onTechnolo 9.88 0.21
others 'M 0.13
Direct Payment to GOa 8.83 0.18
Indirect ~ en! to GOB 127.67 2.78
Gross Ma in 35661 7.82
Total Export 4583.110 100.0



Considenng that the lotal manufaduling sedor's contribtJlion to GOP was abotJl15.6% in FY

2002. it would be seen that RMG sedor contnbtJled aboul 29.7% of the manufacturing GOP in

the year.

This sedor registered a rapid growth in the eighties due 10 different national and inlemational

favorable conditions but stared decreasing from ninetieS bul now It is a mailer of hope that as

govemment of Bangladesh has taken so many steps nationally and intemationalty. especially

BGMEA ls takirJg a very impressive role for the enhancement of export the sttuation is beirJg

improving day by day.

Fig.-7.1: Trend In Bangladesh's RMG Growth Rate

% Change

Im% Chang!!

1985-
90

7.1.1 Emergence of knit-RMG:

1990-
95

1995-
00

2000-
02

Too growth dynamics of the sedor over the last decade evince two cleany discernible phases: duling the

initial period tt was woven-RMG which dominated Ihe structure of apparel export, whilst in recant years

which could be termed as a second phase, it is the kntt-RMG which emerged as no less of an important

segment in the RMG sedor wtth hs share growing up steadily and local value retention fast approaching

the level of woven_RMG.

7.1.2 Diversification

Wdhin the apparels sedor, Banglaclesh has been able to accomplish product d",ersificalion. RMG sector

has been able to extend ils procluCllink from T-shIrts, pajemas, ordinary shirts, shorts, caps, women's and

children's wear to shirts of oornplicated designs and Jackels; and some brand hems have also emerged

where Ihe tolal value added both the earnings and the local value retention (Table 7.2).

Chap",,-<l7



T.ble-7.2: Main Apparel hems Exported From Bangladesh
(In million US$)

Yn, Shirt T-Shirt Trousers Jackets Sweater

1993-94 805.3<4 225,90 ".56 126.85 -
1994-95 791.20 232.24 101 23 146.83 -
1995-98 807.86 386.38 11202 471.73 70.41
1998-97 759.57 391.21 230,98 309.21 198.60
1997-98 981.13 388.50 333,28 467.19 296.29
1998-99 1043.11 471.88 394,85 393.-44 271.70
1999-2000 1021.17 563.58 48406 439.n 325.07
2000-01 1073.59 597.42 656.33 573.74 476.87
2001-02 686.18 403.98 449.18 296.82 382.23
So<m:e: aGIIft'A

The pertonnance of the indus11)'in achieving the goal of dlversrfrcallon Into higher valued products during

the firslthree years of the plan period has not been vel)' satisfactory. Table 7.3 shows that only 5 nems

accounted for 64 per cent of apparel exports in 1996-97. In 1998-99, the share of the same items in total

apparel export rose to 67 per cent. Thus, very lillie product diversification has been achieved in the

InduslIy during this period,

Table 7,3: Product Composition of Apparel ExpoTt$

H.S. Description Ex orts in 1996-97 Exports in 199&-419

Code Million 0/0of All Million % of All
Taka Apparel T••• Apparel

Export Export
6205 Men's or boys' shirt 27,706 21.7 43,027 22.0
6203 Men's or boys' suits, trousers 24,319 19.0 37,004 19.0

6110 Jerseys, pullovers, sweaters 10,989 " 17,659 '.0
6204 Women's orgl~'s skirts, trousers 9,654 7.' 21,015 10,8

6201 M~~'~, or boys' overcoat, anoraks. 8,745 ,., 12,196 "wind 'ack.e!
Sub Total a1,423 03.7 1,30,901 67.0

Others 46400 '" ••••74 33.0

Total 127823 100.0 195375 100.0

5".,..,0; EPB

The product concentration also led to the continuation of malXe! concentrations, As Table 7,4 shows,

Bangladesh's apparel export has continued to be overwhelmingly dependent on the US and the EU

mar1<ets.
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Table 7.4: Market Concentration of Apparel Ellports

"Ao of Apparel Export
Yft,

USA 'U Other Countries

1996-97 41.5 54.1 2. ,
1997-98 44.2 51.2 4.6
1996-99 44.8 51.0 "1999-00 45.8 49,7 "SoIII'ce. fPB

7.1.3 Incrementa! Contribution

Its share in the country's incremental export growth bes1 brings out the increasing importance of the

apparel seelor in the Bangladesh economy. Table 7.5 shows that the growth of the seelor was enough 10

push upthe aggregate ellport growth rate, and also compensate for the shortfalls in the export earnings In

other seelors,

Table 7.5; Annual Incremental Contribution of ROO Exports

(As % ofToIaJ Incremental Exporf)

Incremental Contribution

2QQQ-Q1
;Q2t>b,,:;UF!'

$oun:e: Cr>mputodli-om fPS DoR

,Year

!1iHHH1HHHftlla4ill!!mt1?;Pjsm
1;89-90

:mf,1ni1'h1~pJ:!M~;m!EHtr02
1998-99

7.1.4 Value Addition in the Manufacturing Sector

The RMG seelor contrtbuted 10 value eddifion aelivifies in the total economy of the counlry. II adds value

wilhln the seelor as well as to the overall manufaeluring seelor. Table 7.6 shows that the conlrtbutlon of

RMG sector In Bangladesh manufaelurtng value added (MVA) went up from 6,5 per cent in 1993-94 to 30

percent In 1996-99. Rallo of the MVA to RMG value added was about 0.3, implying thst10 per cent

growth of RMG exports leads to an Increase In the MVA by 3 percent.

"



Table 7.6: Value Added Ratio (VAl and Contribution of RMG to

Manufacturing Value Addition (MVAl of The Country

Indicators 111&1-82 1993-94 1997-98 1982.94 1994-98 1982-98

~t
m 54937 175096

In ut 128.2 <46" 133090
RMGVA 42,8 10285 42006
VAtoollt lit % 25.0 20.0 24.0
MVA "4-" 159215 203626
Share of RMG VA in MVA 0.18 " 20.6
Growth of RMG VA 58.0 42.2 '"Growth ofMVA 17.3 6.3 '"Ratio of MVA to RMG VA 0,298 0" 0.27

7. 1.5 Employment Creation and Wage Bill

RMG sector is one of the major employers in the economy. Tolal employment at present stands at about

14 iakh about 70 per cent of which are women. As a matter of tact in the 1990s a large part of the

incremental labor force in the manufacturing seclorwas absOltled by the RMG sector. The RMG worKers

received US$ 315.25 mRTlonas their wage in FY 2002. This purchasing power contributed significantly to

the growth of the economy through ttsmukiplier Impact in terms of consumption expendtture and savings.

7.2 $ectoral Contribution

7.2.1 Backward and forward Linkages

Growth of RMG sector has spawned a whole new set of linkage industries and facilttaled expansion of

many service sector activities. The RMG industry not only propelled the growth of spinning, weaving,
dyeing and finishing industries, production of accessories and sperl! parts, but also renderad large

extemaltties by contributing to other economic activities in such areas as banking, insurance, real estate,

packaging, hotels and tourism, recycling, consumer goods utility services and transportation.

As shown in Table 7.7. the RMG sector has overwhelmingly high backward linkage with texllle sector

providing fabrics, yam and other ancillaries. It has important backward linkage with utilities such as

electricily, gas, and machinery and spare parts supplying sectors. It has forward linkage with transport,

communication, banking and Insurance and trade services. Besides, there is a considerable

subconfracting linkage within the seelor. The buying house also plays important role towards bringing the

manufacturers and buyflrs of the finished goods closer. As the input-output table shows, the RMG

Clup""'''' "



value-added ratio to output stood at 19% in 1993-94. Since then Ihe RMG sector has undergone

important changes, with substantial movements In terms, of enhanced value addition. This, the proportion

of direct value adcmlonby the RMG been taken to be 25% forthe purpose of our estimates.

Table-7.7: Inpul..Qutput Ratio with DifferentSec:tor

Inputs Supplying Sec:torallnput-Qutput Ratio

RMG
Yom
Petroleum~ its Products
UrtJanBul~
Electricil
G"
Public Administration
Bankin and Insurance
Communications
So<Jrc.: _ 2fI01

Though the count')' had some base In coIIon textile indust')' even before the emergence 01 export-
oriented RMG sector, tts linkage wtth global mar1l:etwas insignificant. Realizing the importance of the

backward linkage indust')' in terms of supp!ylng export quality yam and fabriC to satisfy the need of the

growing RMG sector, the Bangladesh govemmel1l100k an earty inttiative to declare the textile sedor as a

thrust sector, Since the textile policy was put in place in 1995, the sector registered remarkable growth. In

response tethe incentive provided by the gwemment and a ready mar1l:etprovided by the RMG Indust')'.

private sector came forward 10inves! in backward linkage industrtes. BacJc.wardlinkages and othar relatad

activities mar1l:edremarkable progress in the last decade, particularly sirn:emid 19905.

About US$ 0.5 billion of investmel1l came to sector in the last five years of the 1990s by the private

sector. Many new mills have come under operation and some "thers are being set up. As of 2002

Bangladesh Textile Millis Association (BTMA) comprise 524 members with 158 Spinning mills, 312
Weaving mills, and 58 Dyeing and Finishing mills which meet a substantive part of coIIon yam

raqulrelmlnt for circular kntt export. coIIon faMe requirement for woven export and domestic requirement
for yam and fabric. Again, ins/ailed capacity in Spinning increased from 0.76 million in 1984 to 1,46

million 101995 and to 3,2 million in 2002 (BTMA). Currently BTMA member splnnJngmills have 3.000,000

spindles: Table-7.8 below illustrates the growth in the spinning sector since 1980.

Table-7.1I: The Growth In Spinning SelOtorSince 11110

Year No. Of Mills Spindles G_'
1980-85 " 547662
1986-90 " 929130 70.
1991-95 76 1456846 '"1996-2002 '56 2910204 "'.



Actual production capaCJlyin weaving has increased from 190 million meier in 1996 meter to 630 million

meier In 2000, Dyeing and.finishing capaclty also increased from 366 million meter to 580 million meter

wnhin Ihis time, Wrth expansion of production capacfty, capaclty utilization rate also maf1<.ed.some

impro~emenl.

In FY 2002 the d.omestic textile and. fabrics producers' had a share of aboul 38% in the total export

eamings accrued from the RMGsector. This was equivalent to abokJ!495 million d.ollarsIn FY2002.

There is a captive yam-fabrics markel of 3 billion dollars al present, providing ample swpe forthe growth

of backward linkage industries. To caler to the requirements of garmentlnclustries, a good number of

accessory industries have also been set-up, which earns approximately Tk 200 crore per annum from the

RMG sector,

Data on machine')' import (1989-1999) reveal that import of textile machineries ranged betw&en

10%-17% oftolal machinery import (Table 7.9)

Table-7,9: Import of Textile Machinery

y~, Total Import of Total Import 01 Ratio of Textile
Textile Machinery Capital Goods Machinery
(In Million Ta~a) (In Million Ta~a) (%J

1988-89 1056920 11230000 9.41
1990-91 1998319 16110800 12.40
1992-93 2952158 17252000 17.11
1994-95 2132009 21695000 9.63
1995-97 6283155 45025000 13.95
1998-99 31357241 291424173 10.76
2001-02 52375659 416002067 12.53
Soun:e: NBRo.t.

7.2.2 Banking and Insurance

Growth of RMG sector and the related actillilies have colllribuled much to the robust growth of Ihe

financial sector in Banglad.esh.In FY 2002 the ban~ing sector earned about 37 million dollars from the

busJnesswilh the RMG sector in the form of interest and charges and UC charges, More than one-tenth

of the commercial bank' asset portfolio belongs to the RMG and the textile sector of the count')'. In

FY2001 commercial banks lenl Taka 4400 crure to the textile sector. while the amount lent to the woven-

RMG sector was Taka 812 crore. The export financing businesses of the commercial banks largely

depends on the textile and RMG sectors. The RMG sector received Taka 2175 crure as export-finance in

FY2001 which was 46,14% of the total export-financing portfolio of the banks, A Wo~d Bank survey

revealed that almost all firms (98%) are the clients oflhe commercial banks.
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The RMG se<:lor has also contributed to the growth of the country's Insurance se<:lor. On average, every

year the premium paid by the RMG sector to the Insurance companies was about 6 million dollars. All

firms have Iheir machines and plants insured and, addnionally. 87% of Importers of input and 15% of the

RMG exports get their Imports/exports Insured.

7.2.3 Shipping and Logistics

The RMG seelor has contributed to the shipping business In Bangladesh and stimulated setting up of

several container yards, expansion of port facilities to handle large container trains, increase of cargo

handling and storage facilities. RMG manufacturers also erlenswely use services of Clearing and

fOlW3rding agents for the pUlpOse of customs clearance of Inputs and finished gooos. It is estimated that

port uses fees earned from Ihe RMG sector amount for more than 40% of the income of the port
alllhority. ROO sector contribllled to earnings worth abolll 55 million in FY 2002 by the Shipping business

of the country by way of port charges, C&F Agenfs comm~ons, freight charges, fOlW3rdlng charges etc,

7.2.4 Transport Communication

The growth and development of inland transport services to a considerable erlent owe to the growth of

the RMG Industry. Both wheel transport service and railway service are widely used by RMG sector for

aelivflies related to manufacturing and cargo movement. The concept cf covered van emerged In

Bangladesh for safe transportation of the RMG products In particular. In 2002 the inland transport industry

received revenue from1he RMG sector is estimated to be about 27,3 million dcllalS.

7.2.5 Contribution to Government Exchequer

The RMG sector contributes to the government excheQuer both directfy and indirectly. In FY 2002 the

seelor paid 6.3 million dollars as stamp and postage. license renewal fee etc. Besides paying direct taxes

Le" Income Tax these garments Industries pays also Value Added Tax (VAT) to govemment exchequer,

They also pay import duties at the import stage of their raw malerials.

Payments made for visa form; license form, GSP form and other forms to the Export Promotion Bureau

amounted to 58,85 million dollars In FY2001 (Table 7.10). The seelor also paid US; 2.4 million to the

gcvernment as direct taxes In FY 2002.



Table-7.10: Charges Provided To EPB by the RMG unit (Year 2001}

Components Existing Rate Unit Used Earning
(In Taka) (In Million Taka)

VisaFO~~ 40 61061 2.44
Ucense Form Canada 20 "" 0.11
GSP Form '" 53913 2.70
CO Form 20 60000 1.20
Allocation & Transfer Form 20 40013 0.00
Clearance Form ~ 40 19408 0.78
Visa Fee For 24 hours Delive ,"0 61061 30.53
Visa Cancellation Fee "'0 8" 0,09

~istration FM 2000 'SO 0,30
R istration Renewal Fee "'00 2929 2.92
Du ticate1~cement issue of GSP '000 '00 0.10
Du ticateJRe lacement lssue of CO 1000 '00 0.10
GSP Issue Fee 200 53913 10,80
CO Issue Fee '00 60000 6.00

Total 58.87

7.2.6 Professional Service

The RMG sedor extensively uses professional seNices from CA firms, legal agencies, and business

consuhan!s, In FY 2002 total payment for professlcnal selVices is estimated at 3.61 million dollars,

7.2.7 Engineering Sector

The RMG industry paid 14.2 million dollars to the engineering sector which included payments to

repairing and maintenance service industry (USD 4.29 million), electrical engineering (USD 4.38 million),

transport vehicle maintenance 5elVice (USD 2.87 million), and machine loots service (USD 2.63 million).

7.2.8 Utility Services

Payment of Electricity bill by the RMG industry is estimated to be 14.74 million dollars in FY2002. Utility

payments for gas, WASA etc. amounted to an acldilional 3,75 million dollars.

7.2.9 Information and Communication Technology

The RMG sector also plays e catalytic role In the growth of the country's leT sector. The selVices

consumed by the RMG industry generated revenue forthe ICT sector. Payments for ICT services, which

include communication, hardware and software services, are estimated at 9.88 million dollars in FY 2002.



7.2.10 Real Estate

Demand for real estate de~elopment by the garment Industry to acwmmodate offices and factories of

over 3400 garment units has generafed a 10fof actl~tties in fhe Construelion Industry. The RMG industries

paid approximately 26.24 million dollars as faelory, office and garage rent in FY 2002.

7.2.11 Hotel and Tourism

Abouf 1000-1500 overseas apparel buyers and fheir representati~es vistt Bangladesh every year for

business purpose. in FY2002 the RMG induslry created a business of approximately 4,42 million dollars

for the country's tourism industry.

7.2.12 Waste Recycling Industry

Approximately 0.2 million people are engaged in waste (mainly, fhe waste 0'" pieces offabrics) recycling

induslly of the counlry which get their materials by the RMG Industries. Wrth these waste materials, Ihey

are stuffing toys, patterns, qultts, cushions elc.

7.2,13 Emerging Consumer Manret

The 1.6 million workers in the Industry have created a large demand and for ronsumer goods, A regular

source of eamirlg Increases Ihe basie ronsumption needs such as improved die!, belter heatthcare,

improvements in family utensils and housing eondttions e!c; the seelor has created an increasing demand

for consumption of lew cos! commodmes, eesmelics Items, dresses, footwear. fast food and other

produelS. A whole industry has been crealed to selViee this growing demand and created employment

opportunities for hundreds of thousands of people.

7.3 Backward Linkage

To raise the compe!iIJveness of apparel exports, Bangladesh government has provided incentives for

Selling up of backward linkage textile industries. One such foseel incenlt~e is the duty free import of lextile

macllinery. Available dafa for import of textile machinery (Table 7.11) shows that the industry has

responded fo Ihis incentive and a new generation of textile untts Is coming up.

Table 7.11; Imports 01 Textiles Related Machinery

4-tligitCo,,"..,'
"'".."••••

Type of Machinery

tel<lile fiber ""''20
'"",11182

11195-H

'"""1272
1049
30'•..,

Million Taka
1997-98 1998-99

2467 1593
286 430
736 637
286 303
3n7 2963

s~ NBR-ETAC dotaNS&



As can be seen from !he table, between 1997 and 1999 nearty 7 billkln taka (approximately $135 million)

worth of textile machineries has been imported by !he Bangladashi entrepreneurs. In 1999-2000, the

amount of UCS opened for import capttal machinery forthe textile sector was to the tune of $90 million.

Another major incentive provided by the govemment for promotion of the backward linkage industry is the

Cash Compensation SCheme under which a cash Incentive equivalent to 25 per cent of the value of

exported apparel is given. The cash compensation is given to the deemed exporter of the fabrtc In lieu of

duty drawback faciltty As is evident from Table 7.12, the government has given a cash subsidy

equivalent to $96 million In the year 1998-99 alone. Vv'hile the amount of the back-to-back. UC in the total

export has been increasing, Rs share in total export has been declining secularty. This Indicates growing

domestic supply capacity offaMcforthe apparellndlJSlry.

Table 7.12: Share oflmport under Back.m.8ack UC and Cash Subsidy

(Minion $)

Year Apparel Export Import of tabrir; Share of back Cash Subsidy
under Bar;k to to back UC in

backUC totlIl export

1996--97 3001 1652 55.0% 16.38
1997.98 "" 1888 49.9% 49,58

1998-99 "'''' 1728 42.9% 95.87

In fact as Table 7.13 shows, the share of local fabric in total fabriC used for garment export has increased

steadily durtng the 1990s.

Table 7.13: Domestic Supply or Fabric to Export Oriented Gannents Industries

(MUlion meters)

Year Total Fabric Demand of Export Fabric Locally Local Supply as a %
Oriented Garmentalndustry Supplied of Total Demand

1993.94 890 " "1994.95 "'" '" "1995.96 "" '" 13.0
1998-97 1457 ,,, 15.9
1997.98 1788 3H 17.9
1998-99 1877 '" 19.0

According 10 a study conducted by the Ministry of Textiles, Ihe establishment of an edequate backward

linkage for the RMG sector will need setting up of 135 spinning mnts, 360 weaving mills, 327 dyeing and

finishing mills, 1000 knitting untts and 0.2 million new handlooms. The total investment cost for bringing

this new capacity on-stream is estimated 10 be $1.8 billion. Thus, although the evidence presented above



shows significant progress made In selling up backward linkage industry, there Is still a big gap between

required and realizable capacity.

The large amount of investment required to set up the febric supply capacity is difficu~ for the private

sector to mobilize. There are also questions relating 10the viability of some segments of the backward

linkage actrv~les. In particular, Bangladesh is considered 10 have cost disadvantage vis-a-vis India,

Pakistan and China in spinning and Yfflavlng, Without Ihe support of subsidy, the spinning and weaving

activities cannot compele w~h the imported matelials for gannents export, No such cost disadvantage is,

however, reported in dyeing and f1nlshing,

The case for selling up the backward linkage industry is argued on three counts. First, tt is expected 10

improve price competitiveness of Bangladesh's clothing products. Second, it will help 10reduce the lead.

time, which is now 120-150 days for Bangladesh, 19-45 days for Sri Lanka and 12 days for India. It is also

feared by some that after the phasing oul of MFA and accession of China into WTO, Bangladesh may

face diffICully In sourcing raw matenals from trad~ional suppliers such as India. China and Thailand, whO

will now be compellng intensrvely in the export mal1<.et.Third. backward linkage industries will help satisfy

lhe rules of ongln requirements of zero taliff facilities,

While the above arguments are weillaken. Ihe long-term viabil~y of the drfferent segments of backward

linkage industlies needs to be carefuny assessed on consldeflltions of cost effectiveness, since the
current incentive system of cash subsidy can contmue only up to 2004. It shouid be noted in Ihls context

that there has been little Incidence of foreign investors moving into yarn or fabric production in

Bangladesh as compared to other developing countries in South and Southeast Asia as well as Latin

Amelica,

There is also Ihe urgent need for attending other factors that significantly erode the competitiveness of

Bangladesh's export, As mentioned earlier, there is very little skill up-gradellon and training arrangements

for the workers in the clothing industry. Entrepreneurs are reluctant to invest in the lrainlng of wol1<.ers

because of high lurnovar rates. The situation calls for collaboration between the chamber bodies, the

government and national amI international training institutes, The successful establishment of the design

and fashion instllute is an example in this context. There is also the need for the use of better

management pfllctices, improved maintenance of machinery and adoption of better technology for raising

lhe level of productivity at Ihe plant level.

Attempts by developed countries to include issues of labor standard and other social clauses In

multilateral trade negotiations have been successfully blocked so far. But recen! even!s In seattle,

Washington and other places dearly suggest thet these cannot be kept at bay for all time to come.



Moreover, even before agreements are reached at multilateral forums, pressures may be created at bi-

lateral or even individual buyer's level for social labeling of exports. Bangladesh already had a tasle of

lhatthrough Ihe Harkins's bill on the use of child labor;n gannents factories, and the recent threat of USA

to cui GSP faCility unless trade unions are allowed in lhe EPZS. There were also occasions when buyers

Insisted on examining the working condifions in the factories before placing orders, All this suggests Ihat

Bangladesh will have to attend the questions of work environment and labor standards in the gannents

factOries sooner or later, The sooner this is done betlerwill n be forthe Industry as n will help improve the

moral and motivation of the workers ancl will contribute significanUy towards raising labor productivity in

the industry.

Amongst the exogenous factors, the most important causes of delay and cost escalations include:

political unrest, frequent power failures, elrtortlon and. deteriorating law and order snuation. Unless

concerted sleps are taken to resolve these problems, Bangladeshi exporters will be disadvantageously

placed against their competnors.

One other major limilalion of the clothing industry of Bangladesh is the high dependence of the exporters

on Intennediaries (agents and importers) whose major role consists of supervising and financing gannent

business transaction, and who retain a large portion of the price margin. It is estimated that only 20-25

per cent of Bangladesh's gannents exports are sold directly to retail groups and brand suppliers

overseas. Bangladesh can raise the competniveness of its products significantly by markeling directly and

bypassing the Intennediartes. To achieva this objective, the government needs to give targeted support to

large groups and companies who have developed their own backward and fOlWllrd linkages and have

been successful In penetrating new markets.

Bangladesl1 also needs to improve the state of governance in the export sector management system,

Delays in port clearance, port congestion, corruption and bureaucratic red-taplsm Inhibit the bmely

perfonnance of the exporters leading to cost escalations.

In a recent survey, a sample of 14 major textiles and clothing producers and Iraders in Hong Kong were

asked to Indlcale lhe relative importance offaClors detennining where they would buy clothes or invest in

a quota free world. In order of importance, the ranked factors were (i) politics and s1abiHty in the host

country, Qi) quality of transportation infrastructure, (iii) qualny of telecom infrastructure, Ov) labor cost, (v)

educa~on and training of labor and (vO nature of policies affecting trade and investment.

The phasing out of MFA is so designed that bulk of the clothing categories under quota restrictions will be

Integrated only at the last stage, i.e. beginning January1, 2005. So, Bangladesh has still some time to

prepare itself to face the onslaught of competnion after full integration has taken place. However, as part
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of the implementation scheme of the ATC, the quota limits of each exporting countries are being

increased at each stage of integration. Thus, during January 1, 1995 10December 31, 1998, quota has

been eXjlanded by 16 per cent for each quota bound counlry, The expansion will be 25 per cent during

January 1, 1999 to December 31, 2001. The level of quota umization under enhanced limK gives the

signal weather one exporting country is being displaced by another or not, The evidence on quota

utilization by 8angladeshi exporte~ after the first two rounds of increase In quota shows that quota

utilization came down from 100 or near 100 per cent level to levels between 75.87 per cent for nearty 5

categortesof tradKional ttems.

The threat of displacement by competing exporte~ has become strongar after the enactment of United

Stales Trade and Development Ad 2000 (USTDA), under which 72 countries of Ihe sub-Saharan and

Caribbean region have been granted duly-free and quota free access to the US marKet, which includes
33 of the 48 countries currently belonging to the group of LDGs.While 8angladesh must prepare ttself to

face eventual competttion after 2005, il needs to seek similar support in the form of duty and quota ~

access for rts clothing export during the Interim period from tts major trading partners, particularly, USA,

Canada and Japan.

Table 7,14 shows the trend in demand and supply of yam in 8angladesh. As can be seen from the table

that the domestic production of yam was 63 million kg in 1993-94, which met 19 per cent of tolal yam

demand of 328 million kg. The share rose to nearty 24 per cent in 1998-99when local production reached

the level of 147 million kg agaInst a tolal demand of 606 million kg. The increased share was provided by

the private sector mHisalone. The public sector mills are equipped with oul-dated machinery and are
chronically loss-making concerns. During the first two yea~ Ofthe FFYP, yam production Increased at an

annual rate of 12 per cent, which fell far short of the FFYP large! of 35 per cent based on projected

terminal year (2001.02) output of 522million kg.
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Table 7.14: Demand and Supply of Yam during 1990s

Year Demand for Yarn
Imllli~~

m roduction broken down by,~,Export T","' Public Private Total
mar!let mar!let sector sector

1993-94 '90 '" '" H " "
199<\.-95 '" 902 '" " " "
1995-96 '" 220 '" " "' '"1996-91 2" '" 90' H '" m
1991-98 '" 90" '" , "2 '"H19a-99 2", "" 80' " '" '"Yearly Growth % ••• 17.S 13.1 Negativa 24.4 7.'

The weaving seelor in Bangladesh consists of 1 public seelor mills undar BTMC, aboul1119 private

seelor mills and decentralized power-loom enterprises and anolher 212 thousand handloom un~s, Aboll!

10 per cenl of the faMc originates in fhe handloom sub-seelor. There are no foreign enterprises in the

weaving sector.

Domestic production of fabrics in 1996-97was 1163 million meters. The FFYP set a farget outp"'- of 3551

million meters in lhe ferminal year of the plan (2001-02l, which Implied an annual compound growth rate

01215 per cent. As can be seen lrom Table 1.15, average annual growth of fabriCoutput during fhe first

two years of fhe FFYP was about 10.1 per cent, which though respeelable fell significantly short of the

target. Against a larget of per caprta consumption of domestic cloth of 15.4 meters in the terminal year,

the corresponding figure for 1998-99stood only at 8.4 meters.

Table 7.15: Projectad and Realized Production of Fabrics
(million meters)

• Por capila elmh """"•• mp"'" m 199';-97 was 12.9 "",I<r" lho OOI""c<b<1II~mol/rom Imports

$<lan:""_"II cammlss,"" ami MIrllslryofr ••••1Ios

'rem 1996_97 2001-02- Projected 199-8-99 Realized rate
Projected ,ore of ofgrowth

growth (%) ,%)

Fabric for ~ use 932 2031 16.9 "" 7.'
Fabncfor RMG roduclion '" 1614 47.5 90' 24.1
Toial faMe roduclion 1163 "''' ".7 1424 10.7
Handloom produelion '" '" .., '" ,..
Mill roduClion '" 2953 39.3 '" 15.6
Po ulat;on million 123.8 132,5 '-' 1275 ,.,
Per ca:~~ produ~~n for local 7.' 15.4 14.3 " ,.,
consum ion (mete

As mentioned eartier, domestic production of fabriC for export oriented RMG faelories has increased

significantly over fhe past decade, But in spite of fhe 25 per cent cash subsidy incelltlve, 80-90 per cent of



the woven fabric and 30-40 per cant of the knit fabric for the RMG industry is still imported from abroad.

Bangladesh has also failed, so far, to attract any foreign investment In fabric manufacturing,

Similarly, there exists significant gap between domestic consumption demand for fabric and its local

production. The FFYP estimated per capita domestic demand forfaMc in 1996-97 to be 12.9 meters As

shown In Table 7.15, only 7.5 meters or 58 per cent of this demand was met locally. The plan estimated

per capita domestic demand for fabric in 2001-02 to be 15.2 meters. In 1998-99. per capita local

production of fabric for domestic consumption reached the level of 8.4 meters. The gap between domestic

demand and supply offabric is met by Imports - both legal and illegal.

The spinning and weaving industries in Bangladesh have traditionally enjoyed high protection through

tariffs and quantitative restrictions. During the earty 1990s, restrictions on import of yam were removed

but fabric imports are still restricted. Almost 25 per cant of an 8-dig~ HS code lines in textiles are under

quantitative restrictions. Import bans are in place for all woven faMcs, and gray cloth Imports are

restricted to export oriented industries. TIlis resulted in high effective protection to the weaving industry.

Recent estimates show the weaving sector to be the recipient of the highest level of (statutory) effective

protection ranging between 60-70 per cent,

However, both with regard to price compet~iveness and product quality of its fabric products, Bangladesh

compares unfavorably w~h competitors such as India, Pakistan and China. Low labor cost provides

Bangladesh with relatively low conversion cost. But labor cost constitutes less than 10 per cent of the

value of output while raw material account for around 60 per cent of the cost of gray faMc, High costs of

imported inputs, particularly colton, puts Bangladesh at a relatively disadvantageous pos~ion vis-a-vis her

competitors. Similarly, deficient technology causes the quality of Bangladeshi fabric to be inferior.

Be(:;luse of import restrictions, the incidence of illegal Imports of fabric, particularly from India, is quite

high Cotton and Silk seree, made-up textiles, rolled fabric and winter clothing were found to be major

items of illegal import from India in recent studies. There is also significant leakage of Imported duly-free

faMc from the RMG factories into local markets This has caused erosion of the statutory effective rate of

protection resulting in lower realized level of effective protection rates.

To meet the add~ional demand for fabrics both for local and export markets. Bangladesh should rapidly

expand ~ dyeing and finishing facil~y based on Imported gray fabric, since Bangladesh does not have

particular cost disadvantage in dyeing and finishing in compaJison with her competitors. Adequate

finandng should be provided by the govemment for expanded dyeing and finishing capacilies to be set up

In the private sedor. To fadlitate production for the RMG sector. import of gray fabriC needs to be

continued under bonded warehouse facility, For domestic market, quant~atlve restriction on the import of
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gray fabric should be comerted to tamf and set at level that will discourage illegal imports AI the same

time, vigorous efforts should be made to improve the stale of technology in the weaving sector. The

targets set in the FFYP 10 modernize the weaving mills and replace hand loom by aLJIomatic and semi-

aLJIomatic looms have remained largely unrealized.

7.5 SOCIAL CONTRIBUTION

7.5 1Women Empowerment

It is well recognized that women's participation in income generation activities leads them a better status

within the family and provides them wllh considerable freedom, A job ensures equllable access to

household resources (nutrition) and larger investment on female human capllal (heallh and education).

An employment opportunrty draw attention to women's needs for public facilities such as transportation,

communication, safety elc. and creates a demand for policy response in these areas. It also has created

a demand for education and health. As the income by the female member reduces dependency on male

Income II reduces their vulnerability. II also reduces the possibilily of domestic violence against women.

Expansion of women's employment has contributed posrtively to the IITIprovement of the drills behaviors

of the poor people since women tend to be better savers.Table-7.16 shows the change in different social

Indicators oflhe ganTlents workers which Indicate a posllive change.

Table-7.16: Indicators of Social Changes In Garment Workers

Indicator .,. Female

Before •..., Before •...,
Takes Decision Alone 62.8 77.0 ".• 43,3

Goes Out Alone 90.3 92.0 19.9 47.5

~ sAlone 71.7 "" 23.3 «.•
oestoM~ 84.5 no 11.5 21.3

DoesCookln 9.3 13.3 "" 60.1

Do not Do Housework 37,8 48.9 3A 14,7

Soun:~:BIDSS~

Employment in the RMG Industry has provided direct access to cash income for the first time to many

poor women, A survey, conducted by the BIDS in 1997 showed that for 96 percent Of the female workers

in the non-EPZ areas, work in the garment industry was Ihe maiden wage employments, The sUlVey also

showed thai woman were taking up such roles paying for house rents and schooling expenses for their

children or brothers and sisters. Desplle the fact that they have lower income Ihe female gannent workers

were spending the same amount as the male workers on the studies of their family members. The same

survey further showed that female workers were spending their earnings on their maniage, thus laking a

big burden off their families. The independent eamings also allow these women to have a grater share In



household decision-making. Evidenfly, wage work at the garment industry has empllWered women and

Improved their status,

7.5.2 Savings

Regular earning enllbles a large number of Ihe garment workers to go for some savings. Workers

investing on family pension schemes elc. create savmgs- A BIDS sUlVey conducted in the early 1990s

found Ihat21 percent of bolh male and female workers aged 15 years and above had there own bank

accounts. A higher proporlion of workers (30 percent) had bank accounts in the EPZ. Findings showed

that women are on average belter savers than men and save about 7.6 percent of their otherwise small

income.

7.5.3 Child labor

Over Ihe recent years, intem~tional debate on child labor has intensified. The elimination of child labor is

also among the core labor standards in the ILO Convention. The Harkin Bill Placed at the US senate

ent~led "The Child Labor Deterrence Act of 1993". which called for the elimination of child labor in, Ihe

export oliented manufacturing and mining industlies, As e consequence many garment industries has to

retrench child workers from their factories, In many countries these retrenched children ended up in more

strenuous and less-remunerative jobs or worsltumed to begging in the street. The Bangladesh RMG

sector set a unique example through collective efforts, which eventually led to the development of safety-

net program for the child labOrs, The BGMEAlILOIUNICEF Child Labor project in the garment industry of

Bangladesh. funded by the Intemational Program on the Elimination of Understanding (MOU) signed by

the BGMEA and two international organizations. the ILO and UNICEF, wtth the aim of progressively

phasing out child labor from more Ihan 2,500 factories that are members of the association.

The key Clements of MOU were:

(a) A fact-finding sUlVey to determine the extent of child lebor in the garments industry,

(b) The establishment of an education program In which identified child wol1lers should be enrolled,

(c) The esteblishmenl of a monttoling and verification system;

(d) The provision of income compensation in the from of a monthly stipend of Tk. 300, the equivalent of

(althat time) US$ 7. the costs are to be shared by on filly-fifty basis by BGMEA, the ILO and other

donors.

Many Of the retrenched child workers have been placed in SchoolS and are receiving a Monthly stipend.

Football manufacturing industry of Pakistan has been following the globally acclaimed 8GMEA Model of

Child LaborEliminalion. BGMEA has so far spent over600,OOO US dollars forthe Project..



Successfully addressing of Ihls issue has created a very favorable image aboul Bangladesh abroad and

promised continued market access for the sector.

7.5.4 Population Control

Employment opportun~ies especially for women created positive impact on family planning and

populalion control in the country. Independent workingwomen are getting more conscious about Ihe

advantage of a small family, and are exposed to modern family planning methods, Working adolescent

gins lend 10 avoid eaMy marriage as they have their own souroe of income and are self-dependent, The

mean age at marriage forgiMs working in RMG factories lend 10 be higher than the nallonal average,
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EFFECTIVENESS OF PRODUCTIVITY

8.1 Introduction

In general concept productfvity and expertise are used synonymously. The word 'productivny' has been

playing an Important rale in 'Economio Policy Planning'. By "productivity" n is usually mean that Ihe ralio

of input & ampul where output does not only measure the created merchandise but also the satisfaction

and pleasure associated wllh making n. Input also consists of different elements.

There is a misconception regarding produclion and productivny_ Production is the uRimate output or

volume. In other way, the result of the relation between input and output is the production. When lhe

elements of production increase then, the production also increases. Increasing the inputs without

bothenng about the cost can increase production. For example, the increase in labor force resuRlng from

population inClllase. increase; in raw malerial due to increased nalural weallh etc. Ihis increased inpul will

result in increased output, This is very usual. On lhe olher hand, Ihe productivity related wlIh bolh Ihe

Input and output. Productivity can be measured as input/output.

Here in IhlS chapterlhe ways and means of incffiase of produClivrty in Readymade Garments sector have

been discussed, Before that we focus on Ihe necessity of increasing the productivrty and the factors Ihose

affects the productivrty in manufacturing industries are focused.

8.2 Necessity of Increasing the Productivity

The worker needs more wages 10 lead a better life while the industrialist needs to increase Iheir capital.

The only solullon here is to increase productivrty. II is very necessaf)l for exporl management, It also

inniales good practices like good working oondrtion, humanity elc. II also helps 10 increase lhe GOP and

to build infrastructure.

NElCesslty and benefits of job training and obstacles prevailing in productivity enhancement is Ihe cenlral

to Ihe learning improvements and compeirtiveness of an enterprise. For effective ami innovative actions

10 be underlaken for increasing productivity. Ihe laller performance will first have to be analyzed for

weaknesses and strenglhs. However, the analysis of productivity cannot be accomplished by employing

empirical methods alone; It also requires the dynamic and passive analysis of both Ihe managerial

activities and behind rt and Ihe learning climate In general, Improvements in productivity can be promoted

Ihrough oourses and training events ofvarying lenglh and iniensrty.



Training does not increase the produclfvny only. n also has some other beneffts, To create an

atmosphere of cooperation instead of oonftict in the enterprise between the management and workers,

For elliCiency ami job satisfaction and for start good practices in the working places training is a mus!.

Training makes the workflow smooth, enhance qualny and skills and as well as reduces supervisory cost.

Timely training helps to make effective decisions & eliminate extra tasks ami operation.

8.3 Factonl Influencing Workers Productivity:

The workers produclivity is influenced by different factOl1i. Some important factors are described below:

8.3.1 Climate of/he Watt Place:

Climate has a very important effecl on working environment. SCorching and humid weather makes a

workertire<l. It makes very tough to do works for a long time attentively, On the other hand the people In

oold and dry zone are comparatfvely ellicient. To say about the subcontinent, "The Indian industry will

never reach the European and American standard of efficiency even if they try to copy in detail their

technique, moral ethics and production method. This is because ofthe hot and humid climate of India".

8,3.2 Wages:

As the wage level and standard of living is related to each other, it IS clearly recognized that, wage

influences the quality. If a worker knows how to spend his earning, then he can spend his earnings in the

right way and thus can also Improve his efficiency. Wage also affects the mentality of the wor1lers, The

morethe wage of a worker. the more he can get attentive In the works,

8.3,3 Wotting Environment:

Productivity is also related to the working environment. The factory that has a very poor working condition

will uilimately gel a very poor output

8.3.4 Tools:

Sometimes the level and nature of mechanization influences the produclivny. That's why the use of

modem technology is of modem technology ;s of utter importance now a day. Sometimes week

management creates problems. It works as an obstacle to grow efficiency.



8.3.5 Trade Union:

If the workers are well organized inside and oulskle Ihe organization, then, the productivity will also

increase, But one thing 10 remember is Ihat, the effort should be aimed al productive objective. Else,

productivity will not increase.

8.3.6 Education:

True education enhances man's ability Education helps to build the character of a man. Thus an

educaled wor1ler becomes more efficient because he takes his job as a responsibiltty.

8.3.7 Welfare:

There is a posttiva relationship between the productivity of the wor1lers and Ihe welfare activrlies laken by

the management. It Increases the ability of the wor1lers because they know that management Is providing

all the necessary support they want for their welfare.

8.3.8 NatIonal CharactBlistics:

Efficiency of a wor1ler also depends on his or her helitage & nationaltty.

8.3.9 Charactar

Honesty and fatthfulneSS towards duly also increases people's produclivtty. A dishonest wor1ler can never

be an efficient one. Only worn environment does not influence the efficiency of a wor1ler. Famlly life also

inftuences. The wor1ler who faces adverse sttualion in a family is like to become upset. AmI the

consequence is less productivity. Moreover there ISthe possibittty of aOGence.

8." Way of Increase Productivity in RMG Sector in Bangladesh

Bangladesh's RMG sector has mainly developed for its low labor cost. Bul only low- cost of labor may no

longer be sufficient to maintain the stalus quo because textile giants Qlke China and India) and low cost

producers (like Vietnam, Nepal, Cambodia etc.) may bypass Bangladesh any time. Through preferential

support from US TDA-2000. SSA and CBI countries. with 20% price advantage compared to Bangladesh,

may also capture the major market share of Bangladesh. Their plice is already compelWve than our

produets because of quota free and duty-free access to Ihe USA market. Furthennore, con~nuous

innovation in textile lechnology has down the intensity of labor conlen! and reduces the cost of production



significantly. Continuous efforts should, therefore, be offered to reduce the cost of doing business by

increasing productivity. To enhance the productiv~y of labor, intensive training is essential. Surprisingly

there is hardly; if any such training center for garment wrkers in Bangladesh. The capac~y of recently

established 'BGMEA Instnute of Fashion and Technology (BIFT)' Is extremely ITmtted and it is aimed at

produces only technicians like engineers and fashion designers to replace high paid foreign experts In the

industry. Recently a number of prlvates owned institutions have been established to increase the number

of skilled personnel in this Industry. Among them NIFD (Nationallnsti!u!e of Fashion Design) is serving

this fertile Industry with trained manpower in the field of Fashion Design, pattem making & Grading,

Te:<!ile Design, Apparel manufacturing Marketing & Merchandising courses. Bangladesh Government

should take similar steps. In cooperation with BGMEA, to establish training instrtuteslcenters for RMG

workers, inspectors, supervisors and others. Recently the joint effort of IPE department of BUET, SCDF

and DeE of BUET to train the mid level managers of the garments industries Is a good start towards

strengthening the efficiency.

II is tough to practically measure the real size or number of Input especially in the areas of calculating Ihe

adverse effect on the health of the labor. At the same time, assessing pteasure and sBtisfaction of the

worker is almost ne:rl to impossible. The reason is that lhe concept of"dMsion of labor" enables one to do

a certain piece of wrto; repeatedly and thus aptly. And thus most of the workers cannot see the end

products of the parts they are engaged to produce. The consequence is that, workers have no such

satisfac1ion or they cannot really imply that.

So, the whole thing is that, "produc1ivity" is related to labor, capttal, management and other aspects of

production. Hence productivity is related to both direct and indirect factors.

There ISnumerous ways to increase productivity. Some of them are as follows:

8.4.1 Efficient labor:

Efficiency can enhance by providing labor. Moreover, hard worto;often Increases productiVlly.

That's why motivation is needed.

8.4.2 Increase the Qua/ityof Raw Malerial:

Vlrnen the raw material is good, there is more possibility that the productivity will increase.

8.4.3 C<Jopemtion betw&en the Management and the WOfflers:

The management can motivate the workers by providing the incentive scheme and other welfare

activities. Thus management can have the faith of the worto;ers and thus Increase the produdivlly.



Managemenl efficiency can also increase the productivity. It the management can efficiently manage the

work force then the productivity will Increase. Measunng productivity is an important aspect to measure

the efficiency. Bul measurement needs indicalor. This can be measured ~ by the unijs of olltpllt & inputs

BlIt one has to be careful In selecting the units. The units should reflect the actual relationship between

input and outpllt. Again un~s may vary industry to industry.

Nowthe measures of inpuls also can vary like outputs from industry to industry. One thing to remember is

that the efficiency of result depends on the effLciency of selection of measures The selected unij should

be able 10measure both internal and extemal resun. In thls connection some thing lhat the unit "Taka" Is

lhe best

8,4.4 Productivity and quality control:

Productivity IS analyzed in a quant~ative and a qualitative manner. Activily Is analyzed from numerical

results as well as from a qualijative view such as capac~y, method and wor!<.environment of the eclivity. A

quantitative Indication of productivijy is the numerical measurement of the activily performance, while the

qualitative analysis looks at the composnion of the acti\lity.

8.5 Recommendations:

<0 New procedures and work practices lakes time tor worker to learn. So training is very essential to

adapt wilh the new syslems.

<0 Improving organization of wor!<.processes is the best way to increase product",~y since 11can be

achieved with beller or no cost.

* Introduce fragment changes In tasks to stimulate the workers attention.

+ Sel up semi.autonomous groups to improve efficiency and reduce supervisory cost .. Inlroduce

discussion between employees and wol1<.ers representatives, Discuss the findings wilh the

workers,

+ Training for employers on howto improve occupational safety and health,

Finally, practicing some good practices that can otherwise cllt cost and enhance productivity. Currently

BGMEA is working with ILO tor coming upw~h some of such practices. Moreover. they have another plan

with ILO where ILO would investigate what type of training is needed for Bangladesh to enhance

productivity coming ahead.
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TECHNICAL COMPETENCE AND IMPROVEMENT OF PRODUCTIVITY

9.1 Introdudion

The economical and social importance of RMG sedor in Bangladesh is something that needs very lillie

explaining these days. Newspaper articles on this issue, coverage by the T.V. and Radio on it, seminars

and worXshops and concerns being expressed in govemment levels are almosl daily happenings of the

current ~mes. Bangladesh is on the threshold of a completely free W<lrtd mal1<.etfor facing the severest

challenge of competnion at every aspecl of international business. Since export of RMG occupies a very

large portion (about 70% in terms of value) of our total export business this sector is destined to receive

the major shock. of the free world trade contest,

But unfortunately Ihis sector. which Is the only economic lifeline, has entered very crucial times, Even

before landing on to the real tough time of beyond year 2004, ~ has already started facing utter

d!fficultles. The current world s~uation has pushed the RMG business into an arena where they are to

fight against many odds that are posing like many attacking tentacles of octopuses. SOme of these

include:

'" Fight against the rise of the 72 Sub-Saharan and Caribbean countries aflerTDA 2000 with quota

free and duly free access to the US market

'" Gradually easing and Itfling quota situation and emergence 01 China as mightier RMG

manufacturer and exporter to benefit from the quota free business environment

0- Ever increasing cost 01 production in Bangladesh due to constant rise of prices of utlity and other

services. etc.

• The fact that majoJity of the RMG manutactories 01 the country still remain iess efficient and

poorly managed

'" Recession in the USA

0- The catastrophic effect of8eptemberthe 11 and the Iraq war on the world economy

9.2 Improvement strategy Beyond Free Market Economy

So 'Improving Productiv~y' are the key words that deserve special attention and very clear understanding.

Increased productiv~y means increased efficiency. Iflhe industry is more efficient ~ is less expensive. So

in the changed scenario beyond year 2004 we have to count the following factors to increase efficiency.

•. Price compe@veness

•. Precision of W<lrk i,e. product quality



• Abilityto ensuring shorter lead time

• Readiness for qUick and proper responses to the various needs of customers i e. lab-dipping,

sampling, attending mails, on time shipments, etc,

• Promotions i e. offering new styles, faMes, ideas etc. to customers

• Product Development expertise and capabll~ies

• ObselVance of factory compliances and ethical practices

All the fadors mentioned above affeds the business. But one receives a direct thrust from the first four of

them. If one can' offer competitive prices it does not get business. Also they will not get orders when

buyers have no confidence in there product quelity. Same resufts awa~ if one is infamous for lousy

timings of shipments, Evidently one need to excel in all these departments, which won' cost. So to

achieve competniveness In pnces, attain standard qual~y level and improve enormously of deliwries they

have to-

• Improve productfv~y or plant efficiency by-

e. training the operators end supelVisors to improve their skill

b, engaging worn-study staff to calculate standard Minute Value of each althe operations of

the style intended to produce and setting produdlon targets

c. using gauges, folders, attachments etc.

d. minimizing defects percentages and reducing repair and re-wort.

e. motivating warners and staff.

• Ensure quality products by-

a. practicing Total Quality Management (TOM)

b. preparing and following a quality manual for products

c. training the Quality Contro] and Quality Assurance personnel

d. using gauges, folders, attachments and other modem working aids as and where

necessary

e. introducing Traffic Light System etc,

• Improve the delivery schedules by-

a, improving merchandising efficiency and ensuring efficient Inwntory management

b. improving the productivity

c. improving the qualny

d. reducing the re-worn

e. ensuring excellent machine maintenance and thus reducing machine breakdown, reworn,.,.



Now let's refer to the subject matter of this chapter. "Requirement of technical compelence and improving

productivity in RMG Induslry". In order 10 safeguard the strong presence in the open market at ieast

Bangladesh must ensure Its improved productivity aM achieving the targel of hfgher level of overall

efficiency. There are also other important aspects that needs to be improved too. These ara-

1, Ensure best utilization of overall manpower engaged in all departments,

2. Reduce cutting loss & wastage,

3. Improve marker efficiency,

4. Saving from purchases etc.

5. Improve intemal communication system by introducing computer network w~hin the company so

that managars have quick access to useful data.

6 Ensure broader use of Ihe accessibility to Ihe Intemet and delive mulfifarious benefrts from it.

7. Introduction of a good incenfive system.

Improving produetivfty is not a easy job. Mere wishing won1 help, nor the sincerest efforts only. If Ihe

efforts are aimless and not following the correct procedure then one won1 achieve II, Correct procedure

allen is the correct technique.

Technical competence is the key wolds behind many successes, One have to be complllent technically

to improve productivity, quel~y. reduce re-work, improve the machine to manpower ratio from an

extravagant 1. 3 to Ibout 1: 1.5 ( in Sri Lanka a good RMG factory has this ratio as good as 1 : 1 ),

improve utilization of raw-materials, and so on.

9.3 How To Be Technically Competent

The management have to first identify the key people in the company. Then try to assess their technical

competence. After knowing that who are the weak links, have to arrange training programs for them,

either at the premises or at suitable olJlside places like BGMEA Inst~ute of Fashion & Technology.

Identification of weaknesses or problem areas is very Important. But this is only halfway toward solving

them. The ultimate tal'llet is not to get Ihe satisfaction of treating the patient but to have the patient cured,

Having the trained people posted in their respective places, have to assess their penoJmances against

the target. Than have 10 commend their achievements and cliticize their failures and give them further

targets, A constant foltow-up work would be required to tum all the best practices inlo a permanent hab~.

The at length discussion of various aspects of achieving technical competence would require a lot oflime.

So we W{luld restrict our discussion on Just a few of them and lim~ them in a fewwortls only-

$ Use of gaugesl1emplateslfolders etc. would do a lot of tricks. II will improve productlv~y, ensure

quality, reduce rewofll, reduce operators fatigue, enable perform more than one operation In one

machine at a lime; help reduce number ofhelpersloperators etc.

n



<0 El\1onomic design of the workplaces of sitting and standing workers will reduce the fatigue and

will Improve the prlXluctivity.

<0 Proper work station layout along wtlh a good balancJng of workstation will also increase the

productivity.

<0 Upgrading and modemizing lhe factory by using programmable machines (where affordable),

sewing machines wtlh under trimmer mechanism, specJal machines etc. - this will also help to

reduce helpers and improve productivity.

<0 Introducing CAD (Computer Aided Designing) into the c,,"lng room. This will Increase the

efficiency of paten making and paten grading, and improve marker efficiency through enough

practices. tI will help to reduce manpower in the cvtting room. help to save from purchasing

pallem boaros and preserving markers.

<0 Use of computer sollware In HRD department. in production. In stores, In merchandising

department, in accounl5 department etc. Local peckages are available nowadays at afforoable

prices. Effectlva use of these packagas Is possible after a little training of tile users. This, once

oone, would help to save a lot in terms of reduced manpower. Improved efficiency. better and

faster communication amongst the departments, lesser mistakes, easy and vary quick

accmbiltly to the data bank within the networK

~ Introduction of bar-code to ali the production places will enhance the cost-effective timings,

unearth the bottlenecks and willleoo to operato~s efficiency. This system can guide the Incentive
system In RMG industry,
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REASONS FOR STAGNATION and SUGGESTIONS FOR GROWTH

10.1 Overcoming External Constraint

External issues are those over which Bangladesh has no direct control to solve. At best it can influence

through her policies and bilateral and mulUlateral negotiatillns. These issues include: Inlense competition

from low Clls! sources, frequent policy changes of importing countries, irrtroduclion of new policies gMng

preferential treatment to competitors (TDA 2000) ate. TOA-2000, NAFTA, Bi-Iateral agreement between

USA and many other countries like Jordan, Israel made our export highly competitive. Global recession

and the terrorist atlaas in the US on 11 September 2001 also affacled the global economy. The garment

export is, for !he firsltlme, showing negatfve growth. Hence it should think aboul product and mal1c.et

diver.>if\cation and compliance with sensitfve social Issues.

10.1.1 Seeking Duty Fme Access

In a free mal1c.etcllnditilln it may be diffieuU for the Least Developed Countries (LCD's) 10 be competitfve.

Elimination of quotas under MFA will not reduce garment exports if measure like preferential access is

undertaken The disadvantaged position of the LOCS has been addressed by ATC as _1I as In other

declarations of WTO ministerial meeting in Singapore in 1996. A decision was taken at !he meeting,

where was agreed that LDC's would be given duty free access fortheir products to avoid 'marginalization,

European Umon (EU) has also indicated its decision 10 grant duty-free access to the products of LCD's,

On the other hand, the declaration also renews WTOs commitment to the observation of irrtemationally

recognized core laoor standards. The report suggests Ihat the inlemational Labor Oryanization (ILO) is

the competent blldy tll set and deal with Ihese standards.

At lhe Seatlle Ministerial meeting the LCD's have managed to articulate a set of well thought out

proposals, which is called Comprehensive New Plan of Action (CNPA) for ensuring successful integration

of LCD's into Ihe global trading system and arresting further marginalization. The CNPA had contained

provisions of duly free, quota free and non-reciprocai access of all LDC products into markets of Ihe

developed countries. As there was no consensus on these in the Seatlle meeting, the LCD's should

therefore address these Issues in muUllateral and bilateral fOnJlTls,

It is important to nme that on 19th May 2000. Sub-Saharan Africa (SSA) and Caribbean Basin Initiative

(CBQ countries have been granted duty free access from Od.ober 1, 2000 to September SO, 2008. The

major exporters are Mauritius, Lesotho, Soulh Africa and Kenya who are likety to compete with

Bangladesh. Out of the.a LDC countries 33 countries were in the SSA and CBL There are 15 LCD's In



Asia, Hence, for the rest LCD's bilateral agreement may be sought for duty free access to USA The

common elements of the eligibil~y criteria for the SSA and the CBI countries are: (a) count!)' provides

Internationally recognized wor1lersrights and (b) has a system to combat against Corrupljon. Hence, in

case Bangladesh seeks preferential access, these would be the minimum requirements for eligibility,

Bangladesh would therefore have to deQjdewhether such cornlnions are acceplable. other conditions

were fabric made of USA yam, USA thread for SSA countries. There are clauses for GSP and surge

mechanism. For the CBI countries, the apparel cui and assembled in CBI needs to be made from US

fabric made or US yam. ~ Is not clear whether fabriC dyed and finishing IS allowed. In both case

transshipment penalties are includes and handloom articles, and made and folklore articles are duty free

if certified by the count!)', Certificate of origin is also needed. Therefore, In case of duty free access

Bangladesh may have to: (a) use USA collon/USA yamlUSA fabnc; (b) follow core labor standard; (c)

have certification of origin from the customs: (d) develop a system to combat colT\lpljon.

In order to follow the eligibility criteria of intemationally recognized worlmr5 rights there is a need to

approve and enforce the Labor Law Reform Report 1994 in Bangladesh. This report has reviewed ail the

existing labor laws and has made the following changes: appointment leiter to be made compulso!)',

matemlly leave to be provided for two surviving children, wor1<.ersneed to give 60 day's notice to leave

jobs, standard working hours lor women are to be followed, provision for a one-day weekJy leave, equal

wage to be paid to man and women for equal wor1l; fine for not paying the minimum wage, group of

establishment at the same location can form one union; unions should be as per ILD guidelines, These

provisions will certainly help improve the wage and wor1ling conditions of the RMG sector if they are

properly enforced. Moreover, NGDs and trade unions need to create more awareness aboul labor laws

and mon~or implementations. Unless efforts are made to improve these aspects. trade related

employment would continue to provide dead.end, low.sklll jobs With poor working condliions, Intenslfylng

traditional segregation.

10.1.2InfagratBd Framework for Technical Assistance for LDGs

As a follOW-upof the first WTD Minis!erial Meeting held In Singapore in December, 1996, a High-Level

meetmg on Integrated Initiatives for LOCs' Trade Development was held in 1997, An integrated

framewllr1<.for trade- related t&:hnical assistance; Induding human and inst~u!ional capac~y building to

support leas!-developed countries in their trade and trade related activities was developed. In order to

improve the overall capacity of leas!- developed countries to respond to the challenges and opportunities
offered by the trading system, II was agreed that six agencies, namely, IMF, lTC, UNCTAO, UNOP, the

World Bank and the WTOwould provide trade related assistance to enhance their supply response.

The implementation of the Integrated Framewor1<.for Trade-Related Technical Assis!ance Activities has

been ve!)' slow. Through the integrated framewor1<.Bangladesh can seek to enhance her competitive
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strength by raising her domestic capabilttiesto respond to the global challenges. Hence, as a follow-up of

the integraled framewof1(, a need assessment study began in Bangladesh in September 1997.

Subsequently, all the six multinafional agencies prepared a joint integrated response to that needs

assessment, ITC togetherwtth UNCTAD prepared an Integrated Country Program aimed at strengthening

the supply capacity of Bangladesh in May 1998. The process of implementation of the integrated

1ramewof1(has been very slow and it took two years for the process to come to a Round Table Meeting

(RTM) where a draft report on Multi-year Programwas presented in January 2000. This RTMwas the fi~

01 Its kind in Asia. A list of 34 Irade-related lechnical assistance projeels has been identified as priOrity

projects, Of Ihe 21 sectional projects there are only two related to the RMG seelor. There is only one

fashion instllute, which is funded by BGMEA and Wo~d Bank. There is a proposal for another nalian

aided fashion instllute. Ironically, in 1995, Colton Textile was declared as the "thrust" seelor in Ihe lextile

policy. But '~exlile as a thrust sector" has been tolally Ignored! Surprisingly, there are no projeels

regarding Colton textile restrueluring. There were several projeels, which UNCTAD and WTO showed

interest but were not in Ihe priority list. At the round table meeting held on 22 January, 2000 to discuss

the trade related technical assJstance,II was agreed that the assistance, channeled to the projeels must

be In addllion to the regular lunds which are ealT11af1(edfor Banglaclesh by bilateral and mulmateral

donon; agencies The meeting suggested Ihat Ihere was a need 10(a) prioritize Ihe projeels; (b) create a

separate wing 10co- ordinate private sector project; (c) IT sector needed priority aIIention; (d) laking the

bottom up approach may not be approP!iate as relerence 10mo rules and regulations in public as will

as private seelor was lacking.

The WTO cell 01the Ministry 01Commerce needs to be expanded to a division and II needs to be manned

by trade cadre persons. So that Ihere is continuity in trade related Issues, In order to disseminate WTO

ruies and regulations, there is a need to have a focal point in the key ministries which would be arrested
by Ihe WTO, such as ministry of Agriculture, Ministry of Industry (patent design), Cullural Minislry (copy

wrile), ministry of lextile (ATC). NBR and Tariff CommiSSion (anli dumping) EPB and Ministry 01

Environment (Sanitary and phytosanilary measure). Newsletters could be developed on WTO rules and
regulations and disseminated this is one way of creating awareness both in the pubic and the prtvate

seelor about WTO regulations beyond 2004. Even the farmers and filT11sneeds 10be aware of the effects

ofwro regulations. Trade associations may be involved for dissemination,

10.1.3 Compliance with Non-tariffBan1ers

Companies are under considerable pressure from Iheircuslomers, public and government 10demonstrate

their commllmentlo ethical purchase policies. Intemationally recogni.zedlabor righlls one of the clauses

for providing duty free access to USA. The USA buyen; have already started imposing Social

Accountability (SA) standard on textile and clothing exporting countries .certification process SA 8000

was deveioped for an international standard, which is robust, and independently auditable, hence, II is



likely Ihat ~ may be mandatory 10 have SA 8000 certification in the near future, Exporters may alro

require 10 use sOc4al- labeling 10 assure consumers in importing counlrles that SA 8000 standards lave

been mel. Hence in order 10 remain compeijlive firms will have to meet SA 8000 standard. This is Iikefy 10

increase cost.

In order 10 comply wilh SA 8000 there are four stages in the process of becoming certified. The World

Bank Project on Matcl1ing Gran! Fund (MGF) is currently providing 50 per cenl granl for SA 9000

certification. This year, there were 10 RMG firms certified wrth the help of MGF. There is a need to have a

separate project 10 provide MGF for SA 8000, The BGMEA have arrarl\led seminar for creating

awareness about compliance w~h SA 8000 An earty compliance will give a compel~ive edge. Hence,

Bangladesh could make compulsory by the year 2002.

10.1.4 Market Diversification

Bangladesh has so far exported apparels 10 almos! 85 countries; rts export is wncentrated only in two

large markets, USA and EU. Because of larger quotas granted by USA and GSP privileges provided by

EU. More than 95% of our garmenls are exported to these two markets. Canada as a single country buys

about 2.3% of our total export.

The export share 10 Ihe USA is 45.2-4% in 2000-2001. wllicl1ls 3.7-4% less than that of the year 1991-

1992; however, the wrresponding share 10 the EU has experienced an increase of-4.9% than the year

1991-92, Thus, the increment in the EU share has simply replaced Ihe declining shere In Ihe USA market,

wllidl suggests that instead of diversification, Bangladesh's export markel has still remained concentrated

In these two areas over the past decade. The combined market share of the USA and EU has Ihus

increased from 95.56 percent to 95.73 percent between 1991-92 and 2000-2001.

Recently Canada has provided Duty and Quota free access of apparels of Bangladesh to Canadian

Market. It shouldlry to expand the market share to Canada, which is now only 2-3%.

But explOling new markel is costly There Is a lack of knowledge about howlo enler new market and new

products. Out of a total of US$ 2,068.575, disbursed under Malching Grant Fund (MGF), the RMG Seelor

demanded US$ 561-495, i,e. 27 per cent. As Ihe markel and product studies are costly and 50 per cent is

provided by MGf, these Information could be procured by the Ministry of Commerce and then distributed

to the relevant trade association. This will reduce duplication of efforts.

Bangladesh wuld explore other developed markets like Japan, Sweden, Australia and New Zealand.

Other emerging market is South Afiica, Russia, India and Brazil. 1\ should also II)' to capture thesa two



maffiets by putting greater efforts. There is also maffiet in the middle-east namely the Ha~ maffiet where

each Ha~ marl\et where each haJls buys apparels ''fupi", rubber sandals, towels for ahram, beads and

prayer mats. This marl\et is currently caplured by China. Bangladesh could use regional cooperation like

the OIC to enter the Han maltet duty free,

There Is a need 10move up maltet forthe RMG products, At present the. Back-to-back UC ~n be 75 per

cent of the value of the onglnal UC. But for high value added products ~ could be 80 per cent. There is a

need to raise these lim~s to eo and 90 per cent Respectively. This would make RMG export compe@ve

in the intematicnal mar1lel. There ls a need to set up forward linkages by having own marl\eting

capabllifies. ThiS will reduce the mar1leting margin of the intermediaries. Bangladeshi's needs 10 set up

their own buying houses and diversify produels aFldmar1lets.

10,2 Overcoming Internal Constraint

Internal problems include: cost reduction strategies, establishing backward' link~es, ensuring efficient

management of ports and attaining pol~ical consensus on treating RUG as a top pliolity industry and to

keep it out of all sorts of poltticat disturtlance.

10.2.1 Reducing Lead Time for Export

In order to be compet~rve, reducing lead-time is crucial for Bangladesh Lade time for orders placed in

Bangladesh amounts to 120 to 150 days from the date of order to the date of Shipment from Chittagong.

This is one of the major obstacles to the RUG business. Such long lead-time results due to many faelors.

The lack of domestic supply source of fabnc is only (lne factor responsible for the low level of

responsiveness. The use (If local fabrics WQuld reduce lead-time by four weeks. Besides developing

backward link~e industries there is a need to provide private bonded warehouse and port facll~ies,

solving infrastructure and financial problems and reduce bureaucratic delays especially custom delays,

10.2.2 Backward Unkage Industrr

In textile and c10lhlng trade usually two types of countries are involved: One Iype consists of those w~h

backward linkage Industries such as China, India, Thailand, Indonesia, Korea, Taiwan, Hong Kong etc,

Another type includes countries, which export clothing, but depends (In imported textile for manufactunng

clothing such as Bangladesh. Nepal. Sri Lanka and some Middle East and African countnes, When there

will be no quota those countnes that produce textile are likely to have for vaned linkage clothing

industries, The countnes in the second group will face difficulty in being compet~ive as lead-time is almost

double.

L~_l~



Anhough the RMG industry is already 20 years old no attempt has so far been made to build up backward

linkages textile industry to feed the RMG industry. The RMG industry is highly dependent on imported raw

materials because Bafllliadesh does not have the capacity' to produce export qualtty fabric, Orders are

placed by the buyers on a cutting and making (CM) basis. Whereby the buyers supplied the fabrics from

their Geneva sources or recommended suppliers abroad. Presently. Bangladesh import SO per cent of

woven fabric and 40 per cent of the knR fabric. According to BGMEA, the development of the textile

industry is imperative In view of impending changes of quota free environment. There is a captive market

01 3 billion meters 01 fabric annually. The GOB estimates that Bangladesh will need Tk. 240 billion

investments for the backward linkage Industries. But till date there has not been any move for raising

such funds, Shortage of capRal for backward linkage industries Is fhe major weakness. Atthough

Bangladesh offers' excellent Incentives for foreign investment still they are not coming in a big way for

investment in the textile seelor, India, who produces cotton, has embarked 00 a program of Indian Rs.

25000 cror&S to lis Investors at an interest rate of less than 6 per cent to re-vamp its entire lextile industry.

Considering the importance of fextile io 1992 cotton lextile was declared as the lhrust secto~. Textile

policy was formed in 1989 aod revised in 1995. The objeelive of the 1995 textile policy was: (a) to attain

sel I-sufficiency in textiles for meeting local demand as well as for supplying fabric to the export- oriented

RMG industry and (b) to export fabric directly through the development of the private sector. The export-

oriented RMG induslry has played a vital role in the development of the textile accessories ioduslry such

as buttons, buckram, labels, packaging etc. There is no oonclusive evidence on how far backward linkage

induslries would be compe@veforBangladesh. The IFC (1999) report suggests that Ihe spioning seelor

would nol be able 10 sulVive wllhout the percent cash incentive of 25 per cent paid 10 those fabric

manufacturers who use locally spun yam. M(}reover, Jabor productivity in Indian weaving seelor is higher

and labor cost In Pakislan are around 7 per cent lower oompared to Bangladesh. Allhough Bangladesh

has oosl advantage in lerms of power, which accounts for 10--15 per cent of the cost, this is oeutralized

due to high import duties and taxes levied on auxiliary materials. such as spare parts, Export oriemed

mills in India and Pakistan are allowed to troport such gOods duty tree. Moreover, raw cotton is abolJt 20

per cem and 15 per cent cheaper in India and Pakistan respectively. AI present China and India are the

main suppliers of fabric to Bangladesh. In a reGent study, il was argued that ourrent productivity in lextile

industries is not a good Indicator to evaluale Ihe prospect of textile industry. Productivlly wuld increase

with improvement in lechnology.

Bul a crucial issue of backward linkage would depend on under what "rules of origin" wndition

Bangladesh will get dulylree access In USA. The tlest option would be to get USA wtlon ratherlhan yam

or labric. Duty-free and quota free access 10 be soughl from January 2001. Even if Grey c10lh is imported

from USA under the "rule of origin" Ihen there will be a need to have Ellluent Water treatment p1anl for
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dyeing and printing industries, These dyeing and printing industries could 00 located In one EPZ so that

the plant IS cost-effective.

Two indicators of backward linkage industries are: (a) import of machmery and (b) tax holiday data on

investment and employment. Yamagata (2000) has compiled the trade statistics on import of machinery

from Bangladesh Bureau of staUstics Foreign Trade Statistics of Bangladesh. As most of the

machineries used In texllie are Imported this is a good indicator of trend in vestment in textile industry.

About 25 per cent of the machineries are imported from Japan and another 25 per cent from China and

India.

Data on private sector investment in textiles are limited; tax hoiiday dala are the only available source of

Information on new investment and employment In large-scale imlustries during 1997-2000. In 1999,

about 78 percenl of employment and -41 per cent of investment were created in the RMG sectur, while

cotton textile seelor created 8 per cent of addrtional employment and 27 per cent of addllionallnveslment

in the large-scale seelor.

10.2.3 Provide Private Bonded watehOuS9 and Port Facilities

In order to order the lead-lime, there is a need to establish private sector bonded warehouse facilities as

Bangladesh Imports most of the fabric for clothing. M. present only 12-15 per 12-15 per cent of woven and

about 80 per cent of knitwear is being met from local sources. On an average, after orders arc placed, rt

takes about 20-25 days for transshipment of lhe imported fabric to reach Chillagong port. At the port

another 4--7days are needed to release the fabric, Hence. If Ihere is a private bonded warehouse facility,

then entrepreneurs can stock fabric especially gray cloth, Moreover, if there is a Deep Sea Port then the

Mother-Vessel can anchor in the Deep Sea Port and the fabric can reach Chillagong port in 8-12 days,

Also altemative port at Mongla naeds to be developed further. Private seclor participation In port

development needs to be encouraged,

Bangladesh garment export in volume is Increasing @ 15 percent for the last 20 years. The facilities of

Chlllagong Port and Mongla Port have not increased at the same rate. The handling capacrty of

Chillagong Port is 1.5 lac Total Equfvalent Units (TEU). whereas last year Chlllagong Port handled more

than 3 lacs Tolal Equivalent Units (TEU). The containers kepi stuck up In the Port and many containers

remain jammed for 15-20 days, which is required 10 be released within three days. Bangladesh have

exported 101 million dozens, 111 million dozens and 124 million dozens of apparel In the year 1998-99,

1999-2000 and 2000- 2001 respeclivaly. The amount became 140 miliion dozens In 2001-2002, whereas

it IS depending only on Chillagong Port. Towards kaeping a future demand, if it is unable to find an

aftemative solution to this problem it would jeopardize country's total aconomy. To complete the export



procedure in due time. ~ is very essential to collect raw malerials at right time. If the raw materials remain

idle in the container at Chittagong Port for 10-15 days. the apparellndustl)' would defin~ely face a serious

negative impact.

To complete the process of import and export activ~ies smoothly,

+ It Is necessary to inlroduce modem handling equipment at 'Inland Container Depot (ICD), Dhaka'

as well as at Chittagong port,

+ The port requires highly skilled professionals in dealing with port activities smoothly.

+ Considering the bulk shipment of apparel export In the future, rt is necessary to increase the

space capacity of the port.

<00 The port should operate 24 houl1i a day, 7 days a week to reduce the tum around time for

container vessels

+ Slop all toll collections that take place at the entry and within the port. These tolls cause delay

and increase costs.

<00 Establishing new container terminal to ease congestion of the existing port

<00 The computerization of these port facilities will further strengthen Jls efficiency.

<00 Improve altemative port facilrtles at Mongla.

<00 Introduction of modem machineries for port operation.

10.2.4 Solve Infrastructure Problem

About 80 per cent olthe fabric for RMG is imported and about 90 per cent of the exports are shipped from

the Chrtlagong Port, Most of the factories are located in Dhaka and Chittagong. Thus, there is a need to

have addrtional rail track for the Dhaka-Chrtlagong route and an expressway, Power disruption and

intermrtlent power supply is a crucial problem. This makes production plan dlfflcu~. Hence, measure

needs to be introduced to provfde uninterrupted power supply to all RMG enterprise as well as textile

industries. Small electricity generation plants may be set up for the industrial zones as well as those aides

where garment factories are concentrated.

10.2.5 Solve Financial SectorProblems

The lending rate is the highest in the regiOn. The interest rate shOuld be lowered to 5--7 percents. There is

poor bank-client relationship due 10 which processing is delayed. Also trained and competent people are

needed for processing work. In case of RMG, site UCS has no charges but deferred UCs has 0 9 per

cent charges. All UCS sllould be treated similariy, To solve the stock lot problem, there is a need to

Implement block account as done forthe leather sector, thmugh segregating loans.
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10.2.6 Reduce Custom Delays

Delays in clea~ng are Ihe main problem in customs, Those factories located in the EPZ as the custom

clea~ng is nol done at the port do nol face these delays. There is a need 10 develop similar process for

other factories. A custom clearing zone may be established in Comilla, wtTich will be compule~zed.

Clearance within the same day needs to be ensured to reduce lead-time. Relationship between custom

authorities and exporte~ needs to be improved. There is a need to simpJify Custom and port procedures.

Moreover, custom rules should not be changed without notification,

10.2.7 DivefSifying into New Products

The export of Bangladesh is highly concentrated in two major markets: EU and USA. In 1998/99,

Bangladesh exported 52.4 per cent of its RMG 10 EU, The market share of EU has increased since mid.

1990s due to duty-free and quota-free access to EU, In 1998199, Germany was the main buyer (14.5 per

cent), followed by UK (10 per cent), France (8 per cent), Nethertands (5 4 per cent) and Italy (5.3 per

cent). During 1998199, Bangladesh exported 43.2 per cent of its RMG to USA, while 10Canada It was 2.3

per cent. The narrow base of RMG exports is a matter of great concern and about 45 per cent of its

export will be is vulnerable to competition after 2005. Bangladesh has vel)' little access to Japan, China

and Indian markets for RMG export. Duty free access for RMG may be sought for access to these

countries on a bilateral basis.

Not only the RMG export has been limited to small number countries. but also the products are not

dfve~ified. Bangladesh exports few RMG products such as shirts, T-shirts, shorts, jackets. trousers and

sweaters, As mentioned eartierthese are products for the low end of the market. During the ATC period

1994-99, some dfversificaHon has taken place as the share of shirts fe~ from 63 per cent in 1994/95 to 40

percent in 19981991. Dfve~lfIcalion has taken place to higher value products like trousers and sweate~,

Bangladesh can expand Its production forthe low end cfthe market where it has a competitive advantage

as well as move upward to high pnced fashion clothing.

To be intemationally competltfve, Bangladesh needs to expand Its product range and should begin

producing fashion-wear and higher value added llems. Product diversification IS essential to meet the

challenges of the post-MFA wartd.

Sufficient capacijty building is required for such dive~ification, which involves improving skills such as

fashion design and culling as well as upgrading technology.

10.2.8 Enhancing Labor Skill and Productivity

BGMEA with assistance ti"om the Work! Bank in the form of MGF has set up the Institute of Fashion and

Technology (SIFT) in Janual)' 2000. The institute will produce skilled fashion and design personnel to

make more value added products to meet the challenges after phasing.<lul of MFA. The Institute has a
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leaching staff of 21 and four expert teacl1ers from abroad. As many as 11 graduates and master degree

holders have boon senllo SM Lanka for a soc monlhs Iraining and will join as instructors of the inst~ute. AI

presenl aOOut 6000 foreigners are working as specialist in vaMous Garment industMes. Some oflhem will

be empjoyed as part-lime leaohers. The institute Is expected get affiliation wilh Ihe Universlly of Dhaka

and link wlIh Nottingham Trent Univers~y of UK.

As 6000 foreigners are working In the garment factories, ~ suggests thallhere is a shortage of factory

managers. This is because Bangladesh does not produce MBA w~h major in production. They usually

have a major in finance and marketing. Thus, ~ is urgent 10 introduce production major in Ihe MBA

courses. Soholarship could be introduced 10 suoh major to enoourage more studenb 10 lake Ihis

specialization. Also Ihe Fashion Instilute needs to be used in a better way 10 meet the demand of the

garment sector. Moreover, Bangladesh now has a skilled workforce, which could readily adapt to handling

more complicated des'ans. Appropriate training is needed 10 move up market.

There Is a need to improving the lextile lechnology institute. This Instltllle produces few graduales but

there Is a greater demand for such skilled workers, Moreover, the tectmoiogy used at Ihe Institute is

obsolete. Hence. There is a need to expand and modems Ihe lextile inst~ute.

To Increase productivity, workers musl be trained and working condl~on needs to be improved. Training

facili~es in collaboration wlIh true govemment. BGMEA and international organization can be set up for

garmenl workers and managers. Computerized Information system can also reduce lead-lime. BesJdes

improving working cond~ion, timely payment of wage and overtime, subsidized fount, subsidized

transport, providing free medical facijj~es and protection against fire hazards are likely to molivate

workers and improve productivity,

The labor productiv~y in RMG is lower than countries like China, Korea or even Sri Lanka, Workers must

be trained and well motivated to increase producliv~y. Necessary steps must be laken allhe industry

level totrain and molivate workers

The aim should be 10 move the industry 10the different regime, where competmon will be based on higher

productivity, to meet the new challenges of the post-MFA era. A more concerted action plan shOuld have

been needed in Ihis regard.

10.2.9Retraining of the Affected Wo,*e~

The phasing-oul of MFA will have differential impact on knit and woven clothing in the garment industry

Women form about 65-70 per cent of the labor force in woven garment manufacturing, while their

proportions are only 30-35 per cent of the labor force in knrrwear manufacturing. The share of woven
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RMG in total export to USA is 78 percent and that of knflwear RMG is 22 per cen!. 81.1!in the EU Ihese

shares are 52 per cent and <16per cent respectively. Hence, the phasing oulof quotas in Ihe USA will

have dlfferential impact on men and women working ill the RMG Industry and is a matter ofgreal concern.

It ;s expected that in 8angladesh all factories cannot comply w~h labor standards. Hence. About half the

firms will close down- mainly the smaller ones, But on the other hand, the successful ones are likely 10

grow in sJze. Moreover, lhe higher valued products are mostly of smaller omen; and will therefore need a

smaller skilled labor force, ~ is therefore feilihal a large number ofworken; will be losing their jobs. If the

worken; are given ID cards. Then these worken; could be identmed and retrained for IT or provided self-

employment. If measures are not taken there the end up begin or becoming prostitutes,

10.2.10 Battar Industrial Relations

Improved working conditions. beller lerms of employment, limely over time payment, hea~h care

selVices. etc are likely 10 motivate workers which in tum will improve productjv~y. Productivity increase

eventually decreases cost.

•





CONCLUSION

A coordinated action plan is needed to face the challenges in ready made garments seelor. The
government must accept the fect that if RMG industry collapses, the entire economy of Bangladesh will

be collapsed. There would not be enough lime 10develop another new export-oriented industry to slop

Iha landslide. Therefore, Ills necessary to make all out efforts to protect and promote Ihls Industry. All

kinds of helps and support from government including cash incentives, duty and quota free access to

USA market. to implement SAARC Regional Cumulating facilliies. exemption of VAT from all export

related industries. reduction of different bank charges, commiS$Jonsfrum export-orieme<! industries,

establishment of Central Bonded Warehouse and withdrawal of peak-hour rale will help us to minimize

production cost and lead lime which will uftimately help us to be wmpetnive in the post MFA era after
year 2004. The counlry must be made competitive in price, quality, lead-lime ek:.

There are several avenues by which ne~ative economic shocks from lhese emerging economies can
Impactlhls export industry in Ban~ladesh First. several oflhese nations are also big apparel exporte(1;in

same markets 10which Bangladesh exports apparel. A steep depreciation in lheir currency makes their

products more compe\~ive in both the open and the quota-protected apparel markets. In the markets

protected by quotas, such a development would be a deftationary force pulling down the unil prices and
the profit margins for Bangladesh apparel exporte(1;.Second, given the crunch, these economies would

try to export themselves ollt of Iheir severe recession. In Ihe recent crisis, Ihese regiOll3I and international

forces have greatly Increased compelitlonlor Bangladesh exports. Third, 10help Ihem recover from their

downtum, the U.S. government and othe(1;have already relaxed quota restrictions on exports from the
worst affected economies, making the p1ayiflgfield more difficuft for Bangladeshi exporters. Fourth, prior

10 Ihis crisis, some of these nations were potentlaily big investors in Bangladesh in the lextile and
infrastructure projects. Their economic troubles have meanl a dramatic scaling back In their direct
Investments In Bangladesh,

Flg .•l1.1: Export Trend of RMG in Bangladesh

% of RUG ~ortto TotalExport

Ch.pI..- _Il

eo
" .
'""O. ,"T"" ~~~~~"

,-(\ ".0, -" ~ " "0(" <t'O <t'<f" <t'<f"<t'!l <t'!l <t'"

__ %oFRMG

Exportto
TotalExport



From the above chart tt can be seen that in recent days a lillie rescission being observed in export. So it

should be taken care of in strong manner.

Partly as a result 01 the East Asian economic debacle, there was a massive return of Bangladeshi

W{lrkers from this region that has swelled the urban labor foll'e pool from which garment factories recrutt

their workers. Second, when some 01 these economies weakened, their ability to compete was impaired

from the economic or political collapse. This could mean new opportunities for those competitors who

were unaffected by the economic crisis. Finally, Bangladesh has tned to take advantage 01 the crises by

demanding from the U,S. equal quota conceSSions, pointing to its efforts in reducing the underage worker

problem In the apparel fadories,

One of the biggest threat to apparel exports in Bangladesh comes from the financial sedor. AHhough it

does not anticipate a financial panic similar to the AsIan crisis since the influx of short-term fore;gn

investment (hot money) and borrowing by the private and publiC sector has been rather limited in

Bangladesh, there are some similarities. One common element that is shared wtth these affected

economies is a weak banking sector with little transparency or central bank control. Elements of crony

capttalism and moral hazard are certainly present}n Bangladesh, especially in the nationalized banking

sector and in credit markets, According to the World Bank-Asian Development Bank report, the financial

sector in Bangladesh remains fragile with 33 percent of the portfolios of the NCB's and domestic private

banks in the non-performing category. Notwithstanding the fifty billion taka of taxpayer money that was

used to re-capttalize the nationalized commercial banks (NCBs) in the early 1990s, the system.wk1e

capital inadequacy today is estimated to be taka 133 billion. This situation could cause the entire banking

system to collapse as a result of a large external shock or even from a domestic shock such as a run on a

major financial instttuton. One important lesson from the East Asian crisis is that moral hazard and the

resulting financial panlo can be very costly for an economy, even when the fundamentals are sound.

Wrthout fundamental reforms in the banking sector, the financial sector in Bangladesh remains

susceptible to a financial panic where a speculative price bubble crashing in the real estate sector or

elsewhere in the economy could starl a systemlo self-MIWing orisis. Suoh a collapse could seriously

impact apparel exports, which are critically dependent on a healthy banking system for the instttutional

support in exports and for short-term financing.

other potential hazards Include an overvaluallon of the taka compared 10 the currency of Its competitors

Despite the repeated devaluation in the recent past, according to the World Bank, the taka remains

overvalued in real terms. This could undermine the long- term competitiveness of the industry. FinaUy, in

the year 200.4, under the Uruguay Round Agreement on Textiles and Clothing, MFA quotas will be

phased out. Bangladesh will lose its preferential access to its most important markets and will have to

compete with India, China and other apparel exporters in a truly global competitive envimnment. Many



apparel firms in Bangladesh are not ready for this change, although the more efficient Jarger firms that

have diversified their products and markets are expected to do well in the post MFA world.

Finally, tt is anticipated that the biggest source of problems for the apparel export industry is likely to be

domestic, not extemal. The politicians wuld seriously damage this sector by creating Instabiltty and

attempting to achieve their goals by violent means in the streets instead of the parJiamenl. The bankers,

the bureaucrats, and the poltticians remain a source of threat, In their attempt to further exlract rent from

this sector. they could undermine the long-term viability of this industry. The failure of the iaw
enforcement forces to control the menace of maslans and toll collectors may create a ctimate that

debilitates commerce and production In the ewnomy. Labor disturbances and frequent disruptions in the

Chittagong port a~ remain a source of wncem to exporters in general, Increased wntacts between

factory owners and the union leadership would help the industry. Garment workers remain one of the

hardest-working segments of thil labor force in Bangladesh. The working condllions and benef<tsfor

workers should Improve as the industry matures and human capital increases, In the long run, this is the

best defense against labor union agitation. Investing in worker training and in improved working

wnditions would certainly enhance productivily. The apparel factory owners must be proactive instead of

reactive on this important issue.

Steps must be taken to penetrate into new and potentially rJchmarkets. DiversifiClllion of markets into

Russia, India, Japan, ASEAN wuntries and other regions olllside the European Union and North America

is necessary. Diversification of products, particulartymove !rom low end to h'gh end products

To formulate and implement product diversification as well as marke! diversification strategies, the

following actlvttles must be undertaken: market research on product design and development, market
promotlon through trade fafrs, exhibition etc., and human resource development through training. The

Fashion Design Institute needs to be strenQlhened.

Support for the establishment of backward linkage industries, but with proper assessment of international
wmpe@veness, with a focus on dyeing and finishIng unrts and on smaller unrts, which are less capllal

intensive and less risky as investments.

Encouragement for reiocation of factories outside main clly areas, which will help the members, better

fulfill their commllments to the workers and the intemationai buyers' wmmunily, BGMEA is wurking fur

setting up garment villages. Once the proposed garment villages are set up, it would be easier to ensure

all wmpliance, Inctudlng providing better work place safety and accommodation to the workers and

employees on the campus.

C"",,',,,.11



It is important for Bangladesh to undersland the real strength and wealme5l5 and the strategies of its

oompetnors. For that Government must undertake a detailed study to prepare oomprehensive strategic

plan, which will help Bangladesh for taking specific aelion plan. This might be a oounter strategy to face

the challenges and win o~er the oompettton; during lhe post MFA era. To prepare this strategic plan, an

active collaborsllon betwoon the government and the entrepreneurs ls essentIal.

Golden days of this business are history now and 'survival of the fittesf snua~on prevai!s. BGMEA have to

prove its oompetence in $Very departments of its trade. Dependence on imported faMes will continue to

exist beyond year 2004 and yet have to survive by compe~ng and winning against China, India, Pakistan

and 72 other privileged countries. They have ad~antages, which Bangladesh do not have. So n is

necessary to acquire some merits over them that will help to beat them. And one of those would be its

overall technical superiority and becoming competitive. According to Ihe Director, C.I.T.1. (Clothing

Industry Training Instnute) of Sri Lanka, the lotal earning of the country's RMG sector is 2.5 billion US$

from about 900 factories whereas in Bangladesh it is less than 5 billion US$ from over 3000 factories.

In fine, analyzing the facts prevailing in the gaJments industries n can be said that the medium and large

finn will SUNive and small ones will die, Factories with compliance, quality and good delivery wUl exist.

They need purposefully buill factories and seek direct orden; from retailers. They must maintain price

competniveness MFA will affect woven In both USA as well as EU but Knitwear and sweater will sUNive if

GSP conllnues. Duty free access to USA and EU is essential for the survival ot woven RMG and forthat

~Ies of origin should be carefully considered, The lead time must be reduced and measures to be taken

for balance of payment crisis and mass unempklyment of woman.

The RMG sector in Bangladesh is now at a crossroad, facing the challenges of globalization and

competition. So to maintain ns International competillveness in RMG exports after MFA phase out in 2005

Bangladesh should mo~e in the rtght way of management and polioy. That will remove the stagnation and

ensure the desired growth In RMG sector.
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