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ABSTRACT

The economy of Bongladesh waos mainty based on agriculiure for a long fime. The post
independence Govemment fried to develop indusities by taking the policy of nationalimtion
which could not contribute an expected result. Then affer 1975, when the political scenaric af
Bangladesh was changed, then the govemment shifted to emphasize on privatization and fook

different favorable policies. This atiracted the country's enfreprensurs to estabillsh industries.

At the same time some intemational frameweork under different agreement helped us In
industrial development especially in Readymade Garments. Bangladesh starled exporting RMG
in a small scale in the vear 1978. But now the total export in this sector is abaut 4.5 Bilion US$ per
year. It confributes arcund 76% of the total expor of the country. The contribufion in GDF is
about 4.3%. Now about 1.6 milion lgbors are working in mort than 3500 garments indusities.

Among them afmost B0% are women.,

This secfor contibutes in national ecanomy by direct foreign cumency eaming as well as
Indirectly by creating the scope of establishing backword linkage industries, banks, insurance.
porfs, hatels & tourism, transpor, telecommunicotion etc. It also affecks positively in iIncreosing

the purchasing power of the people and that helps to expand cur consumer morket.

Although Bangladesh's RMG sectar enjoys different quoto system and other facilifies under
intemational policies and got room aof facilities by the government as well in exporl. But in the
changed condition of intemational policies as well as post WIQ environment Bangladesh is

facing a challenge in this sectar from early nineties.

The poper discussed about the growth in the gament sector during the 80's and ?0s and
related technological, socioeconomical and fiscal policies. The changing situafion af highly
compelifive market arsen due to introduction of WIQ, globalization, SAB00D multi fiber act.
generalized system of preference, labor market, micro-macro envionment ete has somewhat
lead to the stagnation and ercsion in the sector. The reasons for such stagrmation have been
identified and suggestions are made for overcoming all the related extemal and infemal
comsfmints. The external canshirains includes duly free access, the inlegrated famework for
techrical assistance, complionce with non-tarilf bamiers, market divensification etc. The infemal
constraints such as reducing the lead fime, bockward linkage, port fadilities, infrastructurat
problems, enhancing productivity, strengthening the efficiency, frining. impraving industrial
relation etc are included arnd suggestion were made for the coverng the stagnafion toward

achieving the growth,
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1.1 Introduction M.

Bangladesh is sull predominantly an agrarian economy with nearly a quarder of the Gross
Domestic Product (GDP) originaling in agriculture. As the supplier of raw materials and wage
geods, and a major eamer of foreign exchange, agnculture Plays a critical role in the overali
development of the ecanomy. Agricultural income alse conslitules the main source of domestic
demand for manufaclured goods and service, Hence, rapid growlh of the overall economy
remains contingen! upon salisfaclory growth of the agricuftura! sector, But, limited availability of
land, slow pace of technological development and resincled scope of ephanced value addition
imposed iimits on the prospect of rapid agricultural development. Also, in the global market,
agricultura! products suffer from unfavorable maverments in the terms of trade.

In contrast, these limitakons are much less acide in the case of indusiry, which renders the
industrial seclor more suitable lor spearheeding economic development and assuming the role of
the engine of growth for the overall economry. The association betwean economic developmen
and structural shift from sgriculture to industry is well evidenced in both developed and
developing counries. in countries like Bangladesh, which face the problem of limited ressurce
base and rapldty qrowing labor force and where the scope of suslained growlh in agricuiture
remains severely constrained due to a variety of socio-economic faclors, the need for and the
urgency of such siructural shifl towards industry assume speclal imporlance. The imperalives of
industrial development become even sironger in the contead of the “expori-led growih strategy”,
which developing countries like Bangladesh are required to adopt to clrcumvent the restriclive
size of their domestic markets and to intagrale themselvas with the giobalize world economy. The
region now called Bangladesh had shown potential for industrial growth in several historical
points bul could not susiain. Despite consirains and weaknesses cottage indusiries continued to
survive from extinclion for thausand years, but couid nol expand to create a, suslainable
industrizl base. It faced major selback al the very beginning of Brilish colonial nule. Cosercive
actions againsl arlisans, destrudlion of small enterprises followed by permanent settlement in
land tenure syslem and discriminatory trade policy praclices were institlionalized as antj-
indusirial siratagies. In the laler pan of Brilish rule, same indusiries were, afllowed to flourish in
India, but these indusiries were moslly concentrated in the vicinity of the porl areas like Kolkala,
Matiras and Mumbai. Bargladesh regicn continued to remain as peripheral one,

Al independence in 1871, most observed of the newly emerge country took a pessimislic view
abowt the development of Bangladesh, Many thought that the counry will remain pormanently
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tocked in & ‘below paverly level equilibrium trap’. Although there is a little room for comiplacence
Bangladesh has made a way from there. Aboul two fiith of the ECOnomy now connecled with the
global economy through exporl-import fador ang commedity markeis; the degree of oponness of
the economy currently stands at 40% Bangladesh can now ngitfully claim that she has
graduated from a predominantiy aicd recelving nalion to a trading nation.

The expert-oriented “Ready Made Gamments™ seclor has made contribulion to this
abovementioned transformation of Bangladesh economy. The rale of our RMG entreprencurs,
domestic fiscal and financial, instituliong) policy suppor and incemives pu place by successiva
govemments, substantial RMG supportive finkage aclivities within the domeslic economy and
globa! market opporunities combined to create a slory which is, to bo the honest and trus,
unparaliel in the developing world. When jute and jute goods were loosing thelr traditional
markets, with the prospact of drastic fal! in foreign eamings it is the RMG seclor, which comes in
first 1o replace it, and then to overtake it. While traditional exporl seclor could not yield expecled
results, the RMG seclor graduaily injected dynamism in the export as well as the domestic
economy through backward and farward linkage economic aclivifies.

1.2 Objective of the Study

As Table 1.1 and Fig.-1.1 balow shows, global trade in ready made gamens was worth around
LIS3200 biftion in 2000, and accounied for 4.3% of tolali world manufactured exports. Clathing
exparts grew rapidly during the period 19851990, with an annuat growth rate of 17%.During the
1990s the rale of growlh slowed, but has again picked up since 2000 following two years of littie
or na growth. 1t is unclear, however, whether the curmrent down tum, since mid 2001, will aliow this
global improvemnent to be sustained for much longer.

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

Value US% 199 billion
Anmnual Growth Rate %
1980-85 4
1985-80 17
1980-00 &
1908 1
1659 J
2000 7
Share in world merchandise trade 3.2
Share in world expoent s of manufacturing 4.3

Source: BIDS

Chagier-1 2



Fig.- 1.1: Growth Rate of RMG Export in Totat Manufacturing Expon
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In addition to the rapid growih in the global RMG sector, the mos! marked fealure is the shift in
production from developed to developing countries (Table1.2). In 1988, the major developed and
developing couniries separately accounted for around 30% share of world RMG axporis. By
2000, the share of total word RMG exponts accounied for by the major developing countries had
risen 1o 42% whilsl that of developed countries had fallen to around 20%. Furlhermore, there
were significani changes wilhin the developing werd. While some coundries demonstrated
impressive growlh in garmem exports {e.g. Mexico and Turkey), there was & virual
disappearance of garment exports from many of the newly indusinalized economies such as
Korea and Taiwan,

Table- 1.2: Structure of Giobal Garment Trade, 2000

Value In Share In World Exports/Imports (%)
Billion US%
2000 1980 1990 2000
Major Developed Courdries 4219 318 27.8 211
Major Developing Countries 8307 315 386 43

Source: BIDS

The Bangladesh’s exporl pasition to the leading world markets are mainly the EU and the USA.
While nol a major supplier to Japan (unfike Vielnam), Bangladesh is an imporani player in the
EU and the USA markels, If was the fourlh biggest exporler of woven garments te the EU in 2000
and sixih largesi exporer ot knitted gamments to the USA.
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A slriking feafure of the current struclure of global garmem indusiry is the exensive variation
amongsi the leading suppliers to the three major global markets- the EU, USA and Japan.
Although there are a few similarilies, there is only one country, China thal makes it imo the top 10
of all three markels. There s o VETy sirong regiona! component to the top ten axporters to each
major markel. Leading regional supplies to the US market include Mexico and several countries
from the Caribbean Rasin. Turkey, as well a5 Easlem European and Morth African coumtnes are
among the top ten exporters to the EU, whilst almaost ali top ten exporters to Japan are in Asia.

The garmenis indusiry of Bangladesh siarted rising since iaie 705 and reached to a poak up to
early nineties. Than stared a stagnalion due to word economic policy 2nd different regionai
agreements. Bangladesh had te face challenges of competilion of some olher developed and
developing countries. In this research work an attempt has been made to find out the reasons for
the slagnation and the prohable sofutions to achieve a maxamum grawth.

1.3 Methodology and Organization of the paper

This is an analytical research based on mainly secondary source of daia set. But a smali scale
survey has also been operaled within some garment industries. Compiiing both types of data a
conchusion has been drawn about the siagnation occurred in this particular induslrial sector and
has made suggestions for the flourishing of the sector

in the following second chapter atlempt has been taken to get an idea about hislorical chronology
of the industrial enlerprises from Brilish regime to till date. i helps to undersiand the gradual
changing patlem of indusirial formation and entrepreneurship.

The following two chapters are focused on faclors for overall indusirial development and the
sirategies of development.

The fifth chapter deals aboul the growth of the 'Ready mede Garment' sector in Bangladesh.
Then In the following paris the laber market siluation for RMG sedlor and the sector's comribution

10 the society as well as economy has been discussed.

After thal, conceriration has been made imMo some technical aspect related to the development of
the garment industries.

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

were made for svercoming the problems and the way of grawth.
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HISTQRICAL BACKGROUND OF MANUFACTURING INDUSTRIES

2.1 Introduction

At the time of independence in 1971 Bangladesh was a predominandly agricultural country that inherited a
tiny manufactunng sector, 80 percert of which owned either by PakKistani business houses or state
agencies. Only 18 parcent of those owned Bengali were mostly small industries. Table-2.1 given below
depicts mare vividly the structure of cwnership of industrial enterprise prior independence in 1871,

Tahle-21 Btructure of ownership of industrial emterprises prior to independence

Ownership Number Vaiue {milifon taka) Share %)
EPIDC &3 2097 M
Private (Non Bengali) 725 28857 47
Private {Bengalf) 2253 1118.8 18
Privale (Foreign) 20 34 1
Tota! 051 6137.5 100

Sowrce; Sphban and Ahmed [1030)

In 1972 more thar 800 lame, medium and small enterprises were naticnalized mostly of which was the
leflover by the Pakistani non-Bengali owners. Six seclor corporations were formed to manage and
operate those enlerprises. MNationafization of dustries, in fact, took place due to the compulsion of the
prevailing circumstances rather than as & part of planned economic declsion. The events ihat follow
nationalization provide evidence that there wes no preperslion or welt-planned design to build public
seclor In an effeclive way. Apparemt anarchy, bad management and wrong decisions in public sector
resulted in sysiematic leakage of resources angd contribuled to creale a ‘black’ economy. it also helped a
portion of private Secdor 1o grow,

Subsequendly, it was not long to reverse the process of building a sirong public seclor. In the beginning,
private investment in industry was discouraged by impasing & cefling of 2.5 million takes 1 wes, however,
evised to laka 3 million in 1974 and the end of 1975 it reached to taka 100 million. In 1976 a rew
industriel polcy was announced where ceiling was withdrawn and different incenlives for private
{especially foreign and export orented) seclor invesiment were initisted. In March 1975, disinvestments
board was formed fo better coondinde and to intensify the process of disinvesiments.

In order to analyze the industrial system, grawlh and stagnation of garments industries in Bangladesh
who is contribuling about 78% for forelgn exchanges during 1985-2000 it is necessary 10 have a brief
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history of Industrial systemn along with the ermrepreneurship development and the contribution of the slate
in this respect. In the following paragraphs the historical growth, stagnation behavior is given for the three
regime British, Pakisian and Bangladesh respedtively.

2.2 Before 18947

Before 1547 Bangladesh was a parl of Brilish india. During the British rule, the policies in respeci of the
public sector and of Industrial develepment had to suit the priorities of the Imperal Order. Quite naturafly,
the British rulers pursued a policy package that manifested two characterislics.

fa) The exploitative relation between the United Kingdom and India, i.e., it served the imperial imeresi and
subordinaled India's interest and

ib) The dominance of the Brtish aver the Indians. At leasl up to 1814, India being the biggest single
protected markst for export from the UK. was subjecied to a policy under which the govemment
exiended patronage to Brilish manufacturers 1o the effedlive exdusion of ofhers. This was sirenglhened
by a palicy of reservalion of positions of prafit for the Brilish.

The firsl gereration of India entrepreneurs came from ar enfigidened group of the educated class-
doctors, lawyers and landierds in addition to a few finandiers and traders. The British entrepreneurs
concentraled on plamtation and exiraclive industries, trade, construction and manufacturing. The Indian
entrepreneurs concemtrated primarily on trede and industries for local consumption. The relative
compasition of Indian entrepreneurs as well as the relative position of British and Indian groups changed
aver time. Afer the First World War the trading dass as a group emerged as the dominant one in the
Indlan entrepreneurial class. In this alsc, those with special links with the ruling class fared better. Wb
the govemment policy of profeclion, the Indian emreprensurs expanded their invalvement in industry.
This historical development alse saw a concentretion of industry in Caloutla {Jor Jute} and Bombay-
Ahmedabad {far cotton) and rse of pdmarity non-Bengali as well as non-Musiim entrepreneurship in the
early par of the cermlury. During the inter- war years and particulardy during the Second World War, ene
notices a great expansion of indian entrepreneurial endeavors, due to the weakening of links between the
tndian econormy and thal of the metropalis and the need to meel the need of the war ermor. There exisied
a marked economic disparly between the non- Muslim emreprencur and professionals who were
predominartly in trade and indusiry and the Muslim upper ctass who conlrolled landed interesl and the
Muslim middle and lower incomie groups. The situation was complicated by sccial, demographic, palitica
and administrative feclors. At the time of the withdrawal of the Brilish from India, the Muslim trading and
industital boungeoisie was small in numbar and they gradually migrated to Pakisian over the firsl few
years following the pardion of Indla in 1947,
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During the primacy of Brilish rule in India, the public seclor was limited, following the decades of the
laissez faire philosophy and socio-pelitico-economic imeresi of the nuling class. Thus the pAime concem
was administration for law and regulation for protecting the imperial imteresl. The govemmert monopoly
was retained in the sphere of post, telegraph and telephone as well as telecommunicailon. But in the
sphere of roads and ocean and air communication the governmenl encouraged private ererprise, as in
the casas of banking and insurance. Even social areas such as health and educalion received limited

govemment attention.

2.3 From 1947 to 1972

During Pakistan period, situglion did nol change much in faver of lezal entrepreneurship to grow. in 1947.
There were only a handful of large-scale industrial units -a few cotion Teuxdile mills with 99,000 spindles
and 2,583 voms; a few sugsr mills with a tolal capacity of 39,000 tons; one cement fadory with 2
capecity of 100,000 tons; and a number of jule balling presses and in 1849/50, contribufion of the
manufaduring seclor to the GDP was only about 3 per cent. Lerge scate enterprises contributed just over
half a per cert™. In the 19505 and 1960s the manufaduring units established in the then Easl Pakistan
were mairty Jute and Cotton indusiries and these were moslly eslablished by the Wast Pakislani
business house or by the slate agencies like Easl Pahkislan Industrial Development Corporation {EPIDC).
Bengali paricipation in establishing industries was not significart. State sponsored industries and private
seclor dominated by non-Bengali emrepreneurship shaped the indusirial sedor in this region.

Land reform in 1961-62, discrdminatory allocation and development policy constrained industrial potential
in the then Easl Pakistan. The leading Pakistani economisl Mahbub ul Haq cbserved the situation in the
early 60s and iteraled "investmemn in Easl Pakistan fefl short of its saving as & result of a compulsory
transfer of savings from East to West Pakistan, Gross investmemt was 5 per cent”. He calegorically slated
thal, "it appears that 4 to 5 percent of Easl Pakislan's income has been transferred annuatly to West
Pakislan and that the rate of transfer increased in the first plan period. Consequantly, he confinued
narrating the situation prevailing here at the time "East Pakistan lags far behind Wesl Pakisian in respecl
of most economic and social overhead fadiities.... East Pakisian is predominamly & rural society,
depending on agriculture for its sustenance, employment and export. it is less diversified and far more
vulnereble to fluctugtions than VWesl Pakislan, ks indusiriatiration is rudimenlary, ils monetization is
limited, and ils financl/al suporstruciure is inedeguate. it has undengone a very modest siruciural change
in the lasl ten years.”

Establishmert ol Pakisian Indusiria? Development Comperation (PIDC) in 1850 and its division for the two
wings (EPIDC & WPIDC) in 1962, Pakistan Industrial Credit and irivestment Corporation (PICIC) in 1957,
the formation of East Pakistan Small Indusiries Corporation (EPSIC) in 1957 and Indusirial Development



Bank of Pakistan {{DBP) in 1881 were all aimed at patronizing entreprenaurs to develop stale sponsored
industrial sector in the then Pzakistan. But the growih of East Pakistani enlrepreneurs in the process
remained inslpid. Only a handfu! of Iocal investors' participaied but thal was also dependent on siete
suppor, because "on average, privale Bengall inveslors contibuted about 24 percent of the investment in
the establishment of jute mills while 19 percent came frem public equlty and 58 per cent from public loan
advance; and in fact, in some cases, the share of the Bengali enrepreneur in the finances need to set up

a jute mill was as low as 10 percent.”

Pakistan inheriled this cullook of limiting the role of public emerprise to the exient possible and of
encouraging a smali group of migramt of native trading bourgeois through all kinds of incentives, as was
done by the Brtish for the Brlish interests in India. The indusiral policy anncunced a year after
indepandence-limited public ownership 1o the manufacture of arms and ammunition, the manutacture and
operalion of raitway, telephone, telegraph and wireless and generetion for hydroeledric power. The
Economic Appraisal Commiliee emphasized the rmle of the govermment as regulaior, general
administrator, promoter and facilitalor, bul noted the need for expanded state involvement in agriculture,
finance, iransport and social sectors. In pursuance of the policy of enlrepraneural suppor, a number of
agencies were sstablished in the public seclors induding the Pakistan Indusirial Dewvelopmemnt
Corporation(PIDC) indially with the responsibility of prometing industries in jute, paper, heavy chemicals,
heavy engineering including iron and sleel, shipbuilding, fertilizer, cement, sugar and texdiles. PIDC was
10 seek association ot private capital of divest the unils to them after successful operation.

In spite of the proclaimed reliance on private emerprise, the firsl Five Year Pian of Pakistan (1955-80)
provided for concomitant expansian of the public sector for growlh of the economy and support of the
privale initiative. The expansion of the public sector was sought to provide agriculture extension services
for making modem inputs, including imigation and field control measure, available; to build capacity for
transpor!, communication and eleclrical power; to establish financial instiutions for short and long term
credlt for general commerce and specialized aclivities, to promete education training and reseanch and in
the field of induslry, the PIDC was 1o work lowards the growih of a nalional industrial entrepreneuris|
ctass and in doing so would absorb the itial risk of the individual veniure in new areas. During the First
Five Year Plan pericd, the total revenue expenditure of the provincial and cerdral government in the East
Pakistan increased from Rs 1710 million in 50/51-54/55 to Rs.2540 million and tolal pubtlc sedctor
development exponditure increased from Rs.700 milllon in 50751-54/55 i Rs.1970 million. The private
seclor investment increased from Rs.300 million to Rs.730 million for the comesponding pericod.

it cen be seen from the above discussion that the public seclor in Easl Pakislan continued to axpand and

remained the main instrumenti for developmeni. Howewver, this aggrepate picture hides the basic character
of the public sector outiay. The character of the outlay reflects the characler of the group in power and the
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characler of the influential exlemmal group, which provided finance to carry out the programs. The
important characteristic of public sector investment is investment in infrastructure for heiping private
emerprises to uilize public resources. Agriculture production is completely under the conral of the private
sector British rule did not play meaningful role in is development.

This ole of promoting Bengali industrial entrepreneurs was ably supplemented by the publicly owned or
controlled financial institutions ably supplemented this role of promoting Bengali Indusinal entrepreneurs.
The Industrial Development Bank of Pakistan lent Rs. 1060 milion in Bangladash to finance 229
manufacturing industries. The Pakistan industrial Credit and Imvestment Corporation had lent R5. 1,148
million to 148 fndustdal projects. The Equity Partictpalion Fund provided equily supporl of Rs. 38.5 miliion
to 82 firms in Bangiadesh. The investmen corporation of Pakistan had financed equity invesiment of Rs.
39 1 million. In addtion, it underwrote public issues arrangement, it was possible for Bengali enmrepreneur
with proper links to own and manage a subsiantial industrial unit with & minimal invesimenl. There were
70775 percend isans, most of which came in foreign exchange from the development banks; of the equity
EPIDC picked up half of the remaining 30/25 percent; a parl could come as equity perticipation and then
the resl could be providad through land, tabor comracts, recycling surplus from over-valuation of imports
and a loan against mortgage from commercial banks. In the area of small industries, the EPSIC provided
entreproneurial supporl thmugh a financing operalion, which was exiended literally to a thousand
projedts.

In the econemy of Easl Pakislan, non-Bengaiis dominated the modem private secior. They controlled
30% of fixed assels in modem industry and they were preponderant in banking, insurance, frade and
construction. Because of stete patronage, there otourred a concentralion of economic wealth in the
hangs of 43 business houses of which only one was Bengali. The political process in Pakistan,
particularty during the presidency of Ayub Khan, atlemnpted to create a Sengali capitakist class through
patronage, which felt a material slake in the perpefualion of the regimes. This perod saw the emergence
of 38 Bengali controlled urits in jute, 25 mn contain texliles, 10 in other indusiries, 16 in jute expod, 12 in
infand water transport, 12 in insurance, 2 in banking, 39 in import trade ard the material advance of
Bengali civil servars, professional and others. These groups consiftuted the Bengali upper bourgeois
with a comprador characier at the time of liperadion in 1971,

2.4 From 1972- 1875

The Pakistan Ammy end counter comfromation by 'Freedom Fighlers' and the Indian Armmy liborated
Bangladesh in December 1971 afier nine monthe of miltary operations. The liberation mavement was led
by the Awami League because of their sweeping victory in the first ever general eleclion held in 1870,
The Awami League's strenglh was largely drawn form the lower middle class, rich peasanis and petly
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bourgeois. In the manifesie in the 1970 eleclion, the Awami League promised the establishment of
sociglisl economy, nationalization of banking, insurance, e, cotton textile, basic and heavy industres,
land reform te change the structure of land ownership in favor of the landless and tax refoms 10 relieve
the comron man. Mot much attention was paid to it, as the Awami League itself termed the eleclion as a
referendum for the autonomy of East Pakistan, which would virually tum Pakisian into & loose
confederation.

At liberation, the fiberators inheriled a paralyzed provincial adminisiration, which had to be converted inlo
a national administration to take up the task of policy making for a devasialed economy and a divided
society. The war damaged much of the physical facilities in the transport, power and telecommunications
seclors. In the financial sactor, excepl for two smali banks, one financial institulion and 14 small
nsurance companies, all others and their headquarers in Pakistan and thers was no Central Bank to
starl with. In the trade seclor, the disappearance of non-Bengali houses severed pasl links with the
outside world and state trading had a small establishmen to caler to the needs as parceived by them. In
the industrial seclor, non-Bengalis owned 30% of the fixed assets and there was an established public
sector industrial corporation. The dislocation came because of the depardure of non-Bengalis, who tefl
with whatever liquid assets they could muster in connivance with the banking seclor, the humied
appointment of administrators for the abandoned untls, whose raw material and finished goods slocks
ware sold without accourts or accountability by them; the occupation of factories by workers and self-
promaion of politically strong groups. This was complicaled by lawlessness all around. These conditions
were left to Sheikh Mujibur Rahman 1o respond to the mood of change and transformn the dass base of
his political power. He seemed to specify the militams through proncuncemernt of soaalism while his
loyalty to his colleagues forced him to maintain the middle class character of the party and thus of the
state.

Between 10 Janvary 1972 and 268 March 1972 issues related to abandoned properly, naticnalization and
public sector were debated within the cabinet, the parly, the bureaucracy, the intelligentsia and the
pressure groups. The ouicome of this debate, through the personal imtervention of Sheikh Mujibur
Rahman, was the laking over of all abandoned uniis with & book value to take 1.5 million or above, to be
placed under newly onganized industrial seclor corporations. These limits were later made applicable to
ransperl, service and other seclors. The lesser units were {0 be disinvested through public bidding, with a
built in preference for workers cooparatives. Further, the decision was extended te nationalize jute and
texdile indusiries owned by Bangladesh!s. The banks and insurance companies were alsp later
nationalized. Bud the dialadics did not end with the pelicy pronouncemen by the powerful Prime Minisier
The nationalization policy expanded the public sector in manufacuring from 53 to 23], exduding
deparimental undertakings. This meamt that 89% of all industnal fixed assets came uwnder public
ownership,
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Conseguently, the dependence an the public sector increasad. In the Firsi Five Year Plan (1873-78), oul
of a total financiai cutlay of Take 44,520 million, only Taka 5,030 million was expetied to be invesled by
the private sector. This is barely 11.2% of the total.

Table: 2.2 Structure of Manufacturing Sector in Bangladesh (1991/92} by Scale of Operation
{Vaiue in million taka)

Segments Mo of Firm Fixed Persons Gro=s Qutput
Assets Engaged

Large
{a} Private units with %0 5627(1.05) 114030.58 | 1489506(37.07) | 285250.79(80.78)
OF more workers

{b) State owned units 208{0.04) 5B164 70 2196830(5.47) 23144(4.85)
Medium: 33517(6.26) 48760.31 T27816(18.10) 92460(19 68)
Linits with 10 1o 48

workers including

handlogms

Small: 118286{22.04) n.a IA7ETS(8.400 39503 O7(8 &4)

Man-hausehald units
wilh less than 10
workers including
handloom

Cottage: 378007{70.61) 3580.56 1244098{30.96) | 28984.13(6.12 )
Household based unis
with leas than 10
wOrkers

Sowrce: WE-USAID, 1958

From Table-2.2, we g&l a condise picture of the size, composition and peformance of the manufacturing
seclor in early 1980s.Large industries being 1.09 percent of 1olai number claim about 88 percent of tolal
output and emplay about 43 percent of workforce in manufacturing. In this scale of operaticn private
sector now dominates the scene. Mumber of enlerprises, however, 15 the largest in cottage level thal
stands nearty 71 percent, which produces only 6 percent of gross output, but employs abeul 31 percer of
labor force in Bangiadesh

2.5 From 1975-1890

In 1982 anolher ‘new industrial policy ‘was declared which was |ater revised in 1885, Afterwards the
industrial policy announced in August 1991 aflowed individuals to invest upped T, 300 million without
saeking permission from the governmerl. The series of indusirial policies devisad since 1978, in facl
moved in a near fashion in the sense that all subsequend policies peved the way to further liberalization
of private investment, privatization, opening up seclors for invesiment, providing incemives for export
ofented and foreign investment. In the process of denationalization, by 1982, number of enterprises
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under the corporalions came down to 154, as a result, seclor corporalions were trimmed in operation and
their cormmand ower produclion was substantially reduced.

2.6 From 1990 and onward

In 1990 analher new Industrial Policy was declared. The objeclive of thal policy is to evolve a realistic
industrial reform program after 2 careful evaluation of the problems and prospecls of the existing
industrigl units. In this regard in-depth stuedles were undartaken to assess the problems of various
industrial unils and suggest cormeclive aclions. it was another objective was to assisting industrial growth
in the medium and tong lerm. Thal was to pave the way of rapid expansion of the existing private sactor
and for ns transformation imto more competitive market economy, To ensure these objective

+ [egulalory complicatians and controls were reduced

+ amarkel based compelitive price and interesl struciure were developead

+ expanded export-oriented, export-linkage and efficient impon-subslitiding indusiries

+ encouraged industries which are mosl dtilizing local raw malerials and ingredients

» dispersed the industrial base over a large geographical area to keep ihe sccio-economic balance.

s encourapged agro based and agre supportive industries

»  expedited development of the labor ilenshive industrias through acquisition and improvement of

appropriale lechnolopy.
s measures were taken to improve the productivity of the exisling industries and the producl quality.

As a resull an Indusinal seclor became the mosl rapid developed secier in the economy for last one
decade. More than 10 billion dollars were invested by both foreign and domeslic emtrepreneurs and a job

created for mare than 30 million in this sector.

Bul the repid trede liberalization of the eary 19805 had both positive and negative impacts on the
manufacturing sector. The posihe iImpacts resulted from aasler access to Impored raw malerals while
the negative impacts were doe to displacement by competing imporls. While import of paper facllitaled
growth of indusiries using paper as the input, e.g9. laws, rules, books and periodicals elc, the paper
indusiry #self experienced negalive growth throughout 19905 due to displacement by compeling impoarls..
A wide range of small and cottage indusiries, which are based on imported metals, chemicals, plaslics
elc, were net beneficiaries. They faced less displacemen! because their products were compelitive and
calered to an income group whose consumption baskel is less import-inlensive. A recent study
comoborates this story of mixed impact of trade liberalizalion on the manufacturing seclor. The sludy
founc that during the pariod of 1992-93 to 1897-08, a majorily of the firns experienced growth (n tofal
factor preductivity. About 39 per cent of the sample firns, which belonged mostly to metal works, steel re-
roliing and rubber products, however, showed decline in tolal Rador produdtivity.
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As would be expected, Bangladesh's exports have falled to climb up the value iadder significantly during
the pasl two decades. The readymade gamenis indusiry, which has been the prime mover of exporls
during this period, remained concentrated al the relatively lower end of the market sepment producing
mainly T-shirts, pajamas, ordinary shirts, shorts, caps, women's and children's wear eic. Diversification
imo higher valued jackets, shins of complicated designs, and brand items etc has been slow. Similar has
been the experence with the exporl of legther goods.

While adverse impad on ineflicien fmport substifuting indusiries is not an unexpecied outcome of trade
libaralization measures, in the case of Bangladesh the dispiacement by compeling imports seems to have
been more subslamtive due to rapid implememtation of the impori iiberalizalion measures withoul prior
anhouncements. Thus, an important shorcoming of Bargladesh's appreach to trade liberalization has
been the failure to announce in advance the fimetable of planned changes in the trade policy. Such priar
announcements would have given more time to the lecal fims to adjusl and respond to the ensuirg
compelilionr from impods. The other major limitalon of the pasl trede liberalizalion measure in
Bangladesh is that It has not been accompanied by complemeniary reforms in other areas to faciiate
adequate supply response to the liberalization measures. Special areas of deficiency wore the non-
availability and high cost of credit, imegular supply of power and other utilities, deficient 1ransporl and
eommunicatien infrastruciure, poor and unreliable porl facilities, detedorating law and order situalion,
bureaucratic red-tapism and lack of improvemnenis in labor skill. All these faclors mised the cosl of doing
business in Bangladesh rendenng the products of domestic industries less compelitive against imports.

h)
2.7 Growth and Development of Garments Industries in Bangladesh

Trade in textile and clothing is, probably afler agriculiure, one of the mosl regulatad sectors in the world. It
remalns so0 even afler the liberalizalion efforls of the Uruguay Round. The Multi Fiber Arrangemenmnt
{MFA), inlroduted in 1974, attempled to bring some order to an ever increasing number of bilateral trade
agreements that resiricted the exporls of texdile and clolhing from developing to industrialized countries.
s aim was to provide temporary respite to developod country producers to undertake the changes
necessary to compele against lower cosls producers from the South. It has, however, provides an
efledlive framework for exiending the protecied position of developad country gamment manufaciurers,
while alse providing some developing countries preferential quota access to ieading markels.

Staring in lale 7%'s as a small norraditional seclor of exporl, Ready-made Gamment (RMG) ememed as
& promising expoit eaming sector of the country by the year 1983.1t was nol until the eary 80's that odher
clolhing exparls such as Korea and Sri Lanka facing quola regtrictions in the main exporl markels, had to
leak for atemalive and quota free [ocaions to produce gamenis. Gaments exporls enjoyed phenomenal
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growlh and in 1985 the US and other countries imposed quota on Bangladesh. Since 1982 access to EU
market has been regulated by the GSP. Bangladesh, as & LDC, has virtually tarifl and quota free access
to EU marked, mainly for several calegories

There seems to be a general agreement thal even taking the extremety low wages in Bangladesh into
account, the key behind the success of Bangladesh garment exporl indusiry Is iis quota free characier
and the imposition of quotas on seme of its main compelitors. Bangladesh was quota free in the EU and
in the USA it faced quolas only 14 categories, aboul the same as india, the country with the least items
urder quota restrictions.

Struck by the 70<' political tummot in Sii Lanka and price hike in other Asian countfies, gament buyers in
the imtemational markets explored the polental of the newly bom Bangladesh, Fartunately, with the timely
policy support from the govemment, ermtrepreneurs’ talermt and efforls as well as the labor of the work
force, the ready-made garment [RMG) indusiry could impressively succeed and the buyers got
confidence in it. Now ils development rate is, on an average, 20% por annum. With & huge supply of cosl-
effective labor force, country’s economic fadors are in favor of development in this relatively low capital
and high labor imtensive indusiry,

Historically, apparel exports from Bangladesh have grown at an annual rale of more than twarty percent,
raughly doubling every throe years. In 1986-1997 the exports in gross temms equaled three billion dollars.
At this rale, these exports could potemially reach six billion dollars by the year 2000 and possibly excead
ten hillion dollars In the not too distant future. However, in the year 2004, the Multi-Fiber Arrangement
(MFA) quotas will end, ushering in a giobally compeditive markel for dothing producls. One of the most
imporiar factors responsible for the success of 1his industry has been dynamic emlregreneurship. In fac,
it was believed that the garment aptrepreneurs should receive a nalional award for therr creative
initigtives in overcoming the crises during this period. The indusiry presenils a model that entrepreneurs in
other seclors couid emulaie with benefit. The many hurdles the industry overcame (n 1998 include the
flonds, the shocks from the most severe economic collapse and cumrency devalualion in East Asia
economles [n recemnt history, and other domestic crises.

Starting wih 19 RMG industries in the country for exporl of garments naw it is nearly 2700 indusiries are
functloning in the courlry. OF the total 2700 units, about 1922 garment faclories are located in Dhaka
while aboul 1 55 and 415 factories are located in Maryanganj and Chittageng respeciively, These 2700
gament factories having aboul 1.5 million workforces is eaming 73% of the country’s total foreign
currency. About 1 5 miflien people are directly dependerl on this sector. The growth of Freight Transpor,
Bark, Insurance, hotel elc. in the courtry is the gifl of the gamemnt industry. In a nuishell, the gament
industry has become the pivot of the country’s economy.
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The grawih rate in overall exports from Bangladesh peaked in 1984-1895 at 40 percent a year. However,
export growth has remained strong. Cumently, the garment exports alone bring in close to four billion
dollars in gross terms. The imporls of fabrics and refated intemmedigle goods account for 523 billion
resulting in net eamings of appraxmately $1.7 billion. The garment and knitwear exporis accounted for
the bulk of these exports. The knitwear seclor has been especially dynamic in recent years Given the
fact that the market for knitwear exports is unprotecled by qualas, this bedes well for the posl MFA fulure
of the industry. Bangladesh appere! experls can now point t0 a proven track record of successfully
competing in the global compelitive environment. Unfertunatety, other polentially promising exporls from
Bangledesh- legther, jule goods, and frozen foods - have not fared as well over this peried. This has
acconiugled the already narrow expert base of the couritry and [s a matter of concem for policymakers.
The excessive dependence of the economy on the germent seclor for foreign exchange eamings and
export growlh demands pelides thal would diversify the export base of the economy.
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FACTORS AFFECTING INDUSTRIAL PERFORMANCE

3.1 Intmduction

To achieve the desired outpul i.e the optimum performancs of industries depends on different faclors.
Some of these come out from inside the indusiry and some cther due to extemnal reason. These have to
control for better industrial growdh. & number of factors are discussed bellow.

3.2 Industrial Sickness

In the industrnal seclor of Bangladesh, excepl for a small subset of the seclor, which compnse mainly of
expor industries and a handful of domestic market oriented industries; bulk of the indusiries slagnated or
experenced relarded growlh over the past two decades. The cumulalive losses of conseculive years and
repeated failures in debl servicing have pushed many of these enterprises ime a siate of incfustrial
sickness, a phenomenon that is not uncommeon in the context of market driven industrializalion process,
However, industrial sickness [n Bangladesh seems to differ from caeses of such sickness in developed
market economies bolh with regard to causes and consequencas. While recessionary trends,
displacermnent by new products, changes in demand pailerns or crisis in the supply of inputs are some of
the common causes of industrial sickness in the developed economies, the problems in Bangladesh
seem to relale more to imegulariles in Industrial flnance, inadequate working capital finance,
maragement ineffidency and unfavorable trede and exchange rale policies of the government. Similady,
while industrial sickness in develppad economies ultimately lead either to takeover, memer and
restrucluning for fresh stan of the emterprise or dadaration of bankruptoy for its final exit, industrial
sickness in Bangiadesh seems 1o perpetuate without any resoiution,

In 1597, the Ministry of Industry received applications from 1980 privale enterprises ctaiming to be sick.
Of these, about 1265 enterprises were manufaduring unils with 10 or more workers. These constituted
about 4.4 per cent of all manufacturing emerprises and 6 per ceml of emptoyment belanging to
manufacturing units with 0 or more workers. Many sick units did not apply to be listed with the Minisiry of
Indusiries Hence; the true numbor of sick manufacturing enterprises is likely to be significantly higher
than that repored above.

The highest incidenca of sickness (284 per cent) was obhserved jn the case of Texliles followed by Food
Manufacturing (14.3 per cenl), Non-electnic Machinery (5.7 per cent) and Leather Products (5.4 per cent).
The dominant size calegory of sick enterprise was 10-49 workers (54.2 per ceni). Most of the sick units
{58.5 per cent} were sandlioned during the perod 1981-85 while another 23.4 per cent were sanciionad
during 1986-90. Aboul 74 per cant of the applicants were interestad in rehabililating their projeds while
the resl expressaed their desire 1o exit.
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A recem sample survey of about 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 units in similar activities showed thal a higher proportion of the sick units had availed inslitutional
finance. The share of detd in capital financing at slat up was 39 per cent for the sick units, which was
more than double of that observed in the case of non-sick units {19 per cent}. During the pericd belween
siart up of the enterprise and the survey, the share of debl increased by 24 per cemt in the case of sick
units while they increased by only 2 per cent in the case of the non-sick units. Thus, the sick enlerprises
since their inceplion slarled with a heavy burden of debl and over lime 1his burden intensified along with
the collapse of aperalion of the enterprises.

In mosi of the sick units the feasibility sludy of the project was done by the financing bank. Mearly 42 per
cenl of the owners of the sick unils thought that the quality of ihe feasibility study was unsatisfactory. In
contrasl, 8% per cent of the non-sick units had carrted out their own feasibility sludies and only 4 per cent
of them considered the guality of the study to be unsatisfaciory.

MNon-availability of working capital on time has been one of the mosl pervasive problems of financing
contributing to sickness of the enterprises. Aboul 82 per cent of the sample sick units had applied for
working cagital loan bt only 17 per cent were provided with such loans Again, whatever working loan
was provided, it was not delivered timely in many cases. Mearly 58 per cent of the sick units that got the
sanction of warking capital loan were deprived of full use of loan due to non-availability of the loan on
time.

3.3 Industrial Financea

The traditional source of industrial term lending in Bangtadesh since the Pakislan days was Development
Finanwal Institutions (CF!s). Curing ihe late 1970's and early 1880's the DF1s indulged in exlensive term
lending that were molivated more by pofitical palmnage distribudion and collusion between bormowers and
agency personals rather than by the scundness of invesiment proposals. As a result, these inslitudions
ran into huge amounts of loan default and became virually defunct once aid agencies cul off the flow of
fund for further disbursemen of term loan.

The vacuum in indusiral financing cordinued for some time until in the early 1880s, the nationalized
commercial banks (NCBs) shamply raised their leve! of térmn loan. The disbursement of term loan by the
NCBs fncreased from Tk.3580 million in 1930-91 to Tk. 22,140 million in 1984-85, indicaling an annual
compeund growlh rale of 57.7 per ceni,

The explosive growlh of term tending by the NCBs was fought with two crilicel problemns. The main source
of fund for these iem lending was the bank's own loan able fund kased on the depesits with the banks.
This means that the banks were borrowing sherl and fending long — an unviable amangament for iong
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term industrial financing. Secondly, the quality of the loans suffered from the same types of problems as
were ohserved in the case of the DFI lenading. It is nol surprising, therefors, that the number of non-
performing loans of the NCBs started piling up guite rapigly. By the end of 1888, classified loans
increased to a staggering level of Tk, 110,545 million, which was 31.1 per cent of the tatal loan portfolio of
the banking $ystem in Bangtadesh. The share of NCBs within the classified loans was nearly 84 per cenl.
About 72 per cerl of alt classified loans were categorized as "bad loans” as on June 30, 1997.

The experience of the 1990s has proved the peint thal commercial banks in Bangladesh are inappropriate
replacement of the DFI(s for meeting the country's polemtial demand for term loan financing. Because of
inadequacy of expertise and mismatch in the maturty struclure of their assel portfolio (loans) and
liabilties {deposits), these banks are not designed to sarve this purpose. Indeed, the DFIs came into
exislence in the Pakislan days precisely because of thess limitations of ihe commercial banks to provide
term loan,

The virtual demise of the DFIs and stncler comtro! on term lending by the NCBSs, has nearty slarved the
indusirial seclor of Bangiadesh of institutional credit in recent years. A number of investment compantes
that came into exislence to cater to this need totally failed o realize their sialulory objective because of
thermr mited capecity to mobifize funds and their conscious choice to operate as quasi-cornmerdal banks.
The contribution of non-banking financial insttulions including the leasing companies has so far been
limited in atending this concem. The growlh of the stock market and the inflow of FDI have also been
grossly inadequale to make up for the short fall in instititional finance. This deficiency in indusirial finance
was largely responsible for the persisience of the high imeresl rete and the consequent slowing down of
the industrial sector in the second baif of the 1880s.

Clearly, there is need for new inslitvional intislve to resocive the problem of irdusiria] finance in
Bangladesh K will need to ba sponsared by the gavemment as joim vemture so that the agency can
generate funds from 2 wide range of sources including MCBs, local private banks, foreign banks,
mvesimern finance compenies pariculary those atlached to imemational deveicpment agencies, GOB,
global finandial market, FDI, non-resider Bangladeshis and the local capitat market. However, the main
dislinguishing fealure of the institition will be that it will be run in line with besl practice methods of
imlvestiment financing, which will require highly compelenl professlonal staf devoled to dentifying
invesimer opportunities and following them through markeling of outputs of supported enterprisas. The
governmemnt may finally disinves! ts share W the private secler and musl guarames the full astonomy of
the inslitution and its purely prifessional operation at all stages.
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3.4 Trade Liberalization

Historically, Bangladesh like many other developing countries pursued a development siralegy thal was
geared lowards imporl subslituting industriaiization. The economic case for this inward looking stralegy
was built around the arguments of conservalion of scarce foreign exchange and the need to creale an
indusirial base through the provision of protected domestic market. The main shortcoming of this adlarkic
siratery was thal it crealed a dislorted incentive structure resulting in allocalive and productive inefliciency; it
also gave rise to anti-export bias and discouraged grawth of export. To promote export in the face of this bias,
special export incenlive schemes were put in place. With regard to inefficiencies entailed in import
subsiitution, the poponents of the strategy amgued thal it would be minimized in the long run through
domestic compeliion.

The outcome of this autarkic policy, however, has been disappoimting in terms of export development,
balance of payments situation, and develgpment of Lhe oversll economy in sharp contrasi to the rapid
growth of ihe East Asian econornies, which followed a more cutward ariented development strategy.
Disenchanted with the impert subslitulion strategy and pursued by donor conditionalities, the policy
makers in 8angladesh as also in other developing economles, began io lilt towards a more open-
economy policy since the late 1970s. In implementing the policy reforms, Bangladesh like other
deveicping economies underook subsiantial irmde liberalizaticn and adopled a mamis ortemted exchange
rede palicy.

Bangladesh camied out wide-ranging trade policy reforms during the pasl two decades. The reforms
covered both tarff and non-tarift bemers. With regard to non-tarfl bamiers, the focus has been on
dereqquiation of imporl procedure and elimingtion of quantitative restrictions. In the case of tanff bamiers,
the atlempl has been to ralionalize the 1arff structure, reduce the number of duty slabs, and bring down
Lariff rates and their dispersion amongst Similar commodities.

Bangladesh has come & long way in terms of dismaniling s non-tariff bamiers. The system of import
license haz been virlually elimineled and the Contml Lisi of Banned and Restricted items have been
brough! down {0 a mintmum. Table 3.7 shows the change in the leve! of quaniitative resiriclions between
1588-87 and 19572002 measured al the four-digit laved.

Tabde 3.1: Number of 4-digit H.S.-Lines under Quamtitative Restrictions

Reasons ltem 1986-87 1990-91 1997-2002
Trade Reasons Banned 252 93 s
Resfricled 151 47 &
Mixed a6 39 17
MNon-trade Reasons a1 80 o5
Total 650 239 124

Soarce: Minisiry of Comararce, Impor! Polfcy Orders
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As a jeasl developed country, Bangladesh has been exempted in the Uruguay Round of agreements from
making commitments regarding tarifl reduction. However, rationallzation of the 1ariff siructure has been one of
ihe key elements of trade policy reforms in Bangladesh. Prior to 1988, the tanff code had 24 tanff slabs,
whch were not based on easily discernible prnciples for assigning differert rates 1o different produdts. The
duly rate varied widely, nol only among different induslries, bul also between products in the same industry
depending upon the type of importer, end use of the produd, geographtcal location of the firm, or the size
catepory of the indusiry.

Between 1980/81 and 1990/81, Bangladesh's total exports in curent US § value grew at an annual
compound rale of 8.2 per cenl {Table 3.Z). The annual growth rate was 14.4 per cent during the period
1960/01 to 1995/00. In facl, Bangladesh experienced double digit exporl growih in mosl of the years
during the 1690s. However, the growth rale took a nosedive to 2.9 per cent in 1998/99 but bounced back
te 8.3 per cenl during the following year (1896-2000). During the firsl 6 months of 2000-01, exports in
current US $ has registered 23.3 per cenl growlh over the same period last year.

Imports, on the cther hand, grew at an annual compound rate of 4.4 per cent and 10.9 per cem during
10B0/B1-1990/91 and 1590/91-1968/58 respectively. The gap between expaort and import widened from
$1572 million in 1980/81 tv $1792 milken in 1990491 and furlher 1o 52814 million in 1968/00, although the
share of exporl eamings in import paymenis sieadily rose from 31 per cen in 1820/81 to 67 per cenlin
199540,

The openness of the economy as measured by tolal extemal trade as & proporticn of GDP went up from
around 21 percend In 1980/81 to nearly 3Q per cent in 199900 with 1he share of exporl in GDP rising from

5 per cenl to 12 percen duning the same period.

Table 3.2; Exports and Imports of Bangladesh during 1980s and 1990s

Description 1980/81 | 1990/91 | 1999%/00Q Annual compound
growth rate {%)
1380s 19905
Export {million: §} 710 1718 5752 92 14.4
Import {millian $) 2282 2510 8566 4.4 10.4
Trade defickt Imillion ) 1672 1792 2814 1.3 o1
Export as % of import 3141 48.4 671
Export as % of GDFP 5.0 7.3 12.1
Import as % of GDP 16.0 15.0 17 5
Openngss of the economy (%) 210 22.3 300

Source: Export Prommotion Bureao and World Bank

The rapil trade liberalization of the early 1990s had both positive and negalive impads on the
manufacturing seclor. The positive impacts resulted from easier access to imporied raw materials while
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the negalive impacis were due to disptacement by competing impors. While import of paper facilitaled
growih of industries using paper as the input, e.g. bidl, bocks and periodicals etc, the paper industry itseif
axperienced negative growih throughoul 1990s due to displacament by competing imports. In the case of
silk industry, the pre-weaving silk aclivilies were adversely affected by the large-scale imporl of silk yarn
while weaving of silk fabric got a strong stimulus from easier availabilily of imporied yam. A wide range of
small and cottage indusiries, which are based on imported metals, chemicals, plastics elc, wers net
beneficiories. They faced less displacement because their products were compstitive and catered to an
income group whose consumtion basked (s tess imporl-intensive.

The proximate reason behind informal trade is the scope of arbitrage opened up by the asymmetric
relative prices for a tradable commodity caused by the diverse irade restrictive faclors such as tariff and
non-tarff bamiers. The price differentials have dedined over ftime because of trade liberalization
measures in individual countries bul they are stil high encugh 1o encourage informal trade. Several
factors have conlribuled to the persistence of significanl border-price difflerentials. In the first place, the
pace and exient of irade policy reform varied significantly wilth Bangladesh camying out more exiensive
reform than India. Secondly, the three rounds of SAPTA nagotiations faited to have any significant impadt,
as the product categories with highest export polentials did not receive adequate preferential ireaiment
and vestiges of non-tarilf and para-lariff measures and stringent rules of origin rendered the benefits of
tariff raductions virtually ineffeclive. Finally, the exchange rate policy of Bangladesh discussed beiow,
also contibuied to the persistence of price differentials.

3.5 Exchange Rate Policy

To enhance export competitiveness, the government of Bangladesh has been pursuing a market oriemed
exchange rate policy. Bangladesh shifted from a flxed exchange rate regime to a ‘managed’ syslem of
floating exchange rate in 1979 under which the nominal exchange rate was allowed to adjust with
fluctuztions in the currendes of major treding partners. Since then, frequent depreciation of the nominai
exchange rate of Taka was made in small amounts over the years. The adjustment afmed at keeping the
Real Efedtive Exchange Rate {REER) unchanged or depreclates it marginally.

Further steps towards liboralizing the ewchange rate tegime were underlaken during the 1990s. in
Ocober 1993, the govemment anrounced its intentlon to move to cument account convertibility. Finally in
15968-97, Bangladesh government accepted the conditions of Adicle V1N of the IMF by making the Taka
fully converlible for imemational curreni accourd transactions. Other measures include permission to
exporters 1o relain a parl of their foreign exchange eamings, enhanced foreign exchange enttlements for
business and travels, withdrewal of restridions on non-resident's portfolic irvestiment, greater flexibility of
the authorized foreign exchange dealers with respedt to fixing the selling and buying retes and foreign
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exchange fiquidity etc. Restrictions on the remitlances of dividends, royalties, and the repatriation of
capital have also been lifled.

During the same period, other economies of South Asia that are important export compelitors of
Bangladesh also followed a compstitive exchange rate policy Taka has been devalued against doflar by
about 53% since 1988/00. But other South Asian economies devalued their currency by an even greater
exient as a result of which Taka has appreciated vis-3-vis Indian and Pakisiani Rupee eroding the
competitiveness of Bangladeshi exports (Table 3.3).

Table 3.3: Trerd in Exchange Rate

Year Taka per US $ Taka per Indian Rupee Taka per Pakistani Rupee
1980-81 16 34 204 1.65
1984-85 25.98 215 1.73
1985-90 33.33 1.93 1.58
1995-98 4072 1.24 1.27
1899-00 51.00 .17 0.98

Source: Workd Bank, World Develapmont indicators

To ascertain what impact these reforn measures had on expert, ane needs to look at the trend in the
"Real Effective Exchange Rate (REER)". The estimation of the real exshange rate, however, is often
problematic because of the difficulty in finding appropriate domestic and international price indices. In the
case of Bangladesh, it has been found that altermative choice of price index causes REER {0 appreciate
rather than depreciate. However, the balance of evidence tends 1o suggest thal depreciation of REER has
been relatively small during the reference peried.

The evidence implies that the flexibiity of exchange rate in Bangladesh was restncted by the attemnpl fo
safeguard Lthe REER. To the extent that the REER devialed from the true equilibium exchange mte, this
appoach to exchange rate adjusiment may have emded the compelttiveness of Bangtadesh's exports to
soms axtent. One indication of this s the appreciation of taka vis-&-vis the cumencies of India and Pakistan,
who are major competitors of Bangladesh's main expert tems. The evidence also implies that while the
pursuit of the markel orienled exchange pollcy was generally supportive of export growth, exchange rale
adjustmedt did not provide the key stimulus 1o growth of expert in Bangladesh.

The appreciation of taka vis-a-vis indian rupee also contributed to increased iltlegal impors from India
causing displacement of many indigenous products. Studies have indicated ihat during 1290s, illegal
imperls from India hag a rising trend Cotton saree, silk saree, made up textiles, rolled fabric, sugar,
toiletries, milk powder, bicycle, awto parls, electric fan etc are some of the major manufactured items
illegally imperted from India.
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3.6 Fiscal policy

Custom duty is the single largesl source of tax revenue accounting for naary 27 per cent of tax revenue
in 2000-01. VAT was inroduced at a flat rate of 15 per cent in 1991 as a trade neutral consumption 1ax.
Bul a number of VAT exempllon cases slill exisl 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. Suppiementary duty (SD) was iniroduced to enablke flal VAT
rate o he enhanced by sumpluary taxation, imended to apply equally to imported and domeslic fuxury
goods. {n 2000-01, SD on impors accounted for 7 per cent of tax revenue while the share of 5D on
domestic producl was aboul 11 per cenl,

Currert fiscat incentives o indusiry include five to seven years' tax holiday depending on the
geographical location of the enterprise. There is also the provisien of acceleraled depreciation allowance
in lieu of tax holiday. Import of capital machinery and spares are also exempied from VAT and enjoy tax
rebate depending on location. However, there are three ofher duties on imports, which though individually
small al 2.5 per cen level, colleclvely raise the cost of import by a significard level. These are: (a}
advance income tax, which is very ofien nol offsel against the imporier's aclual obligations, (b)
infrasiruclure developmen surcharge, which was imroduced in 1888 as a temporary réventia measure
but has not been phased cut, and (c) regulgtory duty, an instrument thal was discontinued a decede ago
hut not legally abolished 50 Goukd be reintroduced for revenue reasons as an altemative to raising the top
customs rale.

Export industrias are provided with 2 varfety of fiscal incentives. Currenily, enterprises exporting ai least
80 per cent of their producls are identified as expert indusiries. Enlerprises located in the Export
Processing Zones sre allowed to import raw materials; supplies and capital goods free of duty and are
exemnpted from income tax for ten years after setling up the enmerprise. Exporl induslries located outside
EFZ also enjoy duty free import of capital machinery and are provided duty-free access to imported input
through the provision of duty drawbeck. Cumrently, a flal rale of drewbacks is applied under which
drawtack is paid on the basis of pre-determined input coeflicient anc poriodic calcuialion of the average
percerdage of value of customs, excise duties, and sales tax for the produdl. There is alse the facility of
bornded warehouse for 100 por cenl exponl and “deemed export” oriented industries. Exporters of
handicrafis and cottage indusiry producis are fully exempted from income tax, Other exporl indusiries
enjoy 50 per ceni tax rebate.

A cash compensalory scheme is administered by the Bangladesh Bank at the rele of 25% of FOB export
value to promote backward linkage. The facilily has been made available to readymade garments,
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hosiery, and specialized texiiles units that are either nol covered by bonded warchouse and duly
drawback facilities.

3.7 Legal and regulatory framework

The legal and regulatory framework in Bangladesh is characlerized by pervasive, archaic, unnecessary
laws, vague and discrelionary regulalions, and flawed and weak enforcement. Amongst these, the
following are some of the more crilical ones.

« Contracl enforcement and dispute resoiution — the courls face a huge backlog of cases and cumrent
procedures facilitale delaying tadics.

s Bankruptcy — & recent law has improved the legal basis but it is not clear how well its implementation
will fare.

s Copyright protection — Bangladesh is covered by the TRIPS agreement, but local firns lack the
knowledge of their righls znd obligations.

« Labor laws — existing {aws are inadequate i discourage peliticization of labor reiations, which has
been a major delement 1o investment. Trade union activities were earlier not allowed in the EPZs. But
under pressure from some of the OECD governments, perlicularly USA, Bangladesh govemnment has
agraed 1o zllow trade union activities in EPZs by 2004

« Land titing ang transfer procedures remain very cumbersome and corruption prone.

« Company registrstion and factory licensing — Investment sanclioning requiremert has long been
abolished and registration of srierprises made volunlary. But investors still complain about a ot of
regulatory requirements, which they need to fulfill before an enterprise can be sel up. These include,
trade license to be obtained from local munidipal authorflies, environmeni safety clearance to be
obtained from the depariment of environment, regisiration with the Inspector of Fadonies, exporl
registration with the Exporl Promotion Bureau, import regisiration with the Cantrofler of Imporn, VAT
regisiration with the revenue departmenl eic. While the case for emlerprise registralion for the
purpose of safety and public heatth, environmenlal concems, fiscal purposes and monitoring elc is
well taken, in the absence of coordingtion between different sutherities, the emrepreneurs have 1o
obtain these clearances separately from each agency involving duplication of efforls, time loss,
harassment and unofficial paymenis.

3.8 Infrastructure

Infrastructure constitutes one of the major impedimens to indusirial development in Bangladesh. |t is
widaly acknowledged ihat grealer investment andfor betier periomance from existing infrastructure
facilties woul have high returns in terms of reduced costs of doing business. frt @ recent percepticn
survey of a sample of exporters, it was found that exporlers considered eleciricty and porl facilities to be
the most serious infrastruclure related botllenacks énmuntered by them (Table 3. 4}.
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Export Diversification Project Coortlination Unit under Ministry of Commerce, GOBE conducted a survey
titted "Study of Constrainis to Growth and Diversification in the Exporl Sector in Bangladesh™ in August
2001.The results of the survey can be summarized in the following table.

Table 3.4 Infrastructure Consiraints to Growth and Diversification in the Export Sector

Constraints Severity of the probiem (% of respondents) Average score”
No problem’ Moderate Severs
Eleciicity 4 25 T0 4 B8
Customs =) 28 87 462
Port services 4 36 G0 4.54
Telephong 44 47 9 3.46
Air freight 50 24 17 3.45
| Water 82 28 10 3.16
Rail transporl &7 H 1 3.18
Road trucking 31 16 3 2.85
Security/police ap 7 3 2.03

T “Ng peoblem” includes excellent or good service received
? 5rore based on: Exceflent = 1, good service = 2, no problem = 3, moderale = 4, severe = 5
Eoutree: World Bank S1aff Survey

3.56.1 Power

Bangladesh faces sericus problems of power shortages. Power generalion capacity in 1999 was 23831
MW, Bul average daily generation in 1988-89 was 68 per cent i.e. 2400 MW. Average daily demand for
sleclricity during this period was 2650 MW, which amounted 1o a daily icad shedding of 250 MW,
Accordingly, consumption of eleciricity per capita in 1989 was only 110 kW, which is less than one third of
por capita electrigty consumption in South Asia. Demand for electricity grew al & rate of 8.5 por cent
during the past decade but supply has grown at an average rate of 4 8 per cent onfy. The supply demand
gap has thus been widening over lime. The annual load shedding duration was 113 hours in 1881 and
763 hours in 1995 and 2870 hours (33 per cenl of total operating hours) in 1987-88.

Fig.-3.1: Powar Supply Demand Pattern
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The main reason behind the power shortage is tack of new invesiment as welf as inadeguate
maintenance of the existing capacly. Due to lack of maintenance invesiment there is a coniinuous
deterioration 1n the operating efficdiency and quality of service. Plant efficiency is eslimated at about 30 per
cent. Up to 20 per cent of electricity is lost due to aging transmission lines. There are acute shorlage of
funds for the mainfenance of the power infrasiruclure The financial crisis of the power seclor are lamgely
due to rampant corruption ard serious management deficiencies within paraslatal power organizations
Power Development Board {PDB) and Dhaka Eledric Supply Authority (DESA&). There are prohlems of
gverstaffing and high system loss averaging more than 30 per cert, and large unpaid dues. The
combined nel system-loss of PDB and DESA inl ong year s eslimated at US%100 million, which could in
itself, provide the necessary invesl able fund for at leasl one 250 MW gas turbine. The cutstanding due
on DESA alone is Tk. 2.5 billion. Apant from irtemal problems of its power syslem, Bangladesh has also
been exposed to a complete disrugdion in the availability of ODA for the power sedor from its multi!atera!
and bilateral donors because of the slow pace of reform in the seclor required under Word Bank's Enemy
Sector Policy Loan of 1889, and also due to changed policy of donors for using FDI for power secior.
Demand forecasts suggesl thal maximum demand would grow from 3150 MW in 2000 to 4600 MW in
2005 and to 6780 MW in 2010. Finally, by 2015 maximum demand would reach 9900 MW, To mesal the
forecasi demand will require imvestment of USS4 4 hillion i gereralion and US82.2 billicn in transmission
during the current decade. The overwhelming need to generate and add around 1200-1500 MW of
eleclricily to the presert syslem up to 2002 is inescapable. Given the supply shorlage scenario, the
govemmeant formulated a private pawer policy in Odober 1996 with 2 view 1o attracling FCI. Agreements
wera signed within 2 years (1897-99) for three 100 MW each floating barges. During the same period, 2
major land basod comtracts were also signed for supply of power of aboul 300 MW (combined cyde)
capacily by 2002. The govemnment has also taken seversl steps to augmenl PDB eledricity generation
capacily. The opening of the power generstion adhiviies to the private seclor has been a posilive
development. But pouring mere power into the system is not the onfy way of coming to grips with
problems in this sector. Much more needs to be done with regard to outdaied transmission and
dislribution {ines, load management and above all huge syslem, imnsmissicn and disidbutlon losses.

3.6.2 Port

Dysfunctionai aperation of Chitagong port impeses high costs on the economy. Porl adivities are often
siruck by indisciplined labor force. Even when it is in operalion the perl is highly ingffidenl. Handiing of a
20 TEU eguivalert ship costs 660 in Chittagong againsl $380 in Colombe and 3220 in Singapore. Apan
from high monetlary costs inflited by these inefiiciencies, it has also eamed Bangladesh a poor
reputation for delivery in the time-sensitive and highly competilive markets for gamments. shrimp and other
experts.
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3.8.3 Telecommuniceations

Telecommunications infrastructure constitutes the backbone of today's information technology. The high
rales of return and the exiensive social and economic benefit that Bangladesh can derive for wider
segment of the society through the application of infermation technology critically hinges an her ability to
rapidly upgrade the exisling telecommunication infrasiructure. By world standard, the exisling
tetecommunication facility in Bangladesh is a primitive one. In 1980 there were 120,000 telephone lines in
the coumry, which ingreased to 241,790 by 1590. By 2001, number of {elephone lines increased to
590,000, The currerd teledensity of 0.5 telephones for every 100 perscns compares very unfavorably with
1.51n !ndia and 2.5 i Pakisian. Digital technology was firsi introduced in the demeslic telephone network
in the late 1880s. Currently, 71 per cenl of the telephone fnes are digital,

Flg.-3.2: No. of Telephones Demand and Availability Comparisan
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By 1881, the country had two earth stations for satellite communications and more were added during
1890s. These earth stations are much o0 smail for the requirements of datz communications. Data
communication |5 therefore done with VSAT connedlions o salellite, a method that does not give all the
bandwidth necessary for lame Imemet provision. The appropriale provision for high-speed dala
communlcation is Optical Fiber Gateway. When the Asian IT Highway - the undersea optical fiber cable in
the Bay of Bengal - was laid in eady 1990s, the govemmenl dedined participation. The presem
povernment is now looking for a cost-effedive way of connecling to the IT Highway through armrangements
with Singapore Telecom for laying a submarine cable between Bangladesh and Singapore. BTTB's
porformance has been exiremnely poor; it takes years to ge! fixed telephone conneclions, cosbs ame high
and the service highly ineffident. The seclor was opened up for private invesimenti in 1994, Since then
the opening up of the mobile tefephone sub-seclor for private investments improvad the situalion
samewhat. The use of Bangladesh milway's fiber opfic cable by one of the moblle phone operators has
signifiardly improved local telephone service. There are some 554,318 mobile telephones provided by
the private sedor in 2000-01 of which 123,370 have iink with BTTB network while the rest 530,043 are
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mabile-to-mobile subscribers. There are also a lamge number of private Intemet Service Providers.
Additional improvemenis of domeslic service and low cosl raliable access to  imemational
communications will require breaking BTTB's monopoly furlher 2nd setling up an independant reguiatory
body to oversee BTTB's achiviies. Recent important steps towards the development of the
telecommunications sector include enadment of National Telecommunications Policy in 1988 (NTP 98]
and relaxation of comlrols by 1he public body Bangiadesh Telegreph end Telephone Board {BTTB} The
NTP98 has the provision for seling up an independent reguiatory Bangladesh Telecommunications
Reguiatory Commission (BTRC).

3.9 Effect on RMG Sector:

The struclure of exporl has changed significanily over the past twe decades. Bangladesh seems to have
made the transition from resource-based 1o process-based exports. 'n 1980-81, pAmary commodity
constitted nearly 29 per cem of tolal exporis. In 1900-81, this share came down 17.8 per cent and
furlher down to 7.9 per cenl in 1908/69 (Table 3.5).

Table 3.5: Changing Structure of Export: 1980-81-19898-00

{Million $)
item ' 1 f980-81 19801-81 185800 Growth (%) 1990-1399
Raw jute 118 104 T2 Negalive
{(15.8) {6.1) {1.3)
Tes 41 43 18 Negaiive
(5.8 (2.5) {0.3)
Frozen food 40 142 344 10.3
{5.8) {8.3) {6.0)
Other prinrary o 17 3h B4
{1.3) {1.0) {0.6)
Manufactured goods 501 1411 5283 15.8
{70 B) {82 2) {91.8)
Jute goods 367 280 266 MNegative
{81.1) {16.9) {4.8)
Leather & leather goods 57 136 195 4.1
8.9) 7.9} (3.4)
Woven gaments 3 736 3083 17.3
(0.4) {42.9) (53.8)
Knitwear 4] 131 1270 28.7
{00} (7.8} (22.1)
Chemical products M 40 94 =)
{1.5} (2.3 {1.8)
Total Export 4 1717 B7b2 . 14.4
x {100) {100) {100} :

Figures within parentheses show % share in exports
Fowrce: Expar! PFromofion Bureeu
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However, when one takes a closer look at the disaggregate picture, the fealure that strikes the eye is the
shift from jule-centric to gamments-centric export. fn 1980-81, raw jute and jule goods together constituted
68 per cenl of total exports. Between 1980-81 and 1998-9%, export of both raw jule and jute producls
declined in absolute terms and their total share came down 1o only 7 per cent in 1998-99. In contrast,
woven and knit pamments together accounted for less than 1 per cent of exporls in 1680-81. Their
combined share In exporls rose to nearly 76 per cent in 1958-83 ‘

Tha evidence presented brngs out the basic weakness of Bangladesh's exporl sector. In spite of the
rapid grawth in expaort, particutady of manufaclured exporls, the export base has remained exdremely
narmow In fad, it has become namower during the 1990s. The observed growth in export has been
propefled mairly by growih in the exporl of gaments - both woven and knit. Two other Rems that
registered significant growih during the 1980s are frozen food and chemical products.

If one looks behind the export porformance of Bangladesh, one finds thal the speclacular growih of
garments indusiry was triggered by the reiocation of their trade in Bangladesh by East Asian exporiers in
an attempt 1o circumvend binding quola restrictions in their own country impoesed under the Mutti-Fiber
Arrangement (MFA) particulady for ihe MNorth American markat. This resulted in the direclion of
Bargtadesh's gamments export 10 remaln focused towards USA and Canada.

Table 3.6: Percentage Distribution of Exports by Destination

Year o« [ % of [Export to USAT o % of Export 16 Ofher Cauntries
: 5 — i sl <4.44 G el i
1982-83 48.72 558
199354 ag.n8 6. 48
1994-95 4515 5.49
169596 39.33 5.50
159597 41.49 4.40
1997-98 44 73 4.63
1958-59 43.24 438
199-2000 4583 4.24
2000-2001 4524 427
Average 44.05 4.94

Source: BGMEA

The other fador that comtnbuted towards the rapid growlh of apparels sector particularty of knitwear in
Bangladesh was the zero-tariff access to the EU markets under the Generalized Syslem of Preference
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(GSP). A significant proporlion of exporis to EU, most of which were textile producls, were covered under
the GSP facility. Because of these twin henefits of MFA and GSP, 97 per cenl of ali apparels exports from
Bangladesh were directed lowards Norlh America and EU markets even in 1996-99.

Fig.- 3.3: Expon Destination Percemage

% Export

Two issues are of concem in canneclion with direction of export - (a) the spread of the export markel, and
(b) 1he share of growing econcmies [n the expart marked. If the expaort of a region is narmowly direcled to a
handfut of economies, it remains vulnerable to fluctuglions in the economic performance of these
economies. Again, a larger share of the developed anc growing economies in the export markel indicates
a higher incidence of income-elaslic products in the exporl baskel and hence higher polentials for growih
of export along with the growih of these economies.

As would be expecied, Bangladesh's exports have failed to climb up the value ladder significantly during
the pasl iwo decades. The readymade garmenls industry, which has been the grime mover of exporls
during this periad, remained concentraled at the relalively lower end of the markel segmenl prodiucing
mainly T-ghirts, pejamas, ordinary shirts, shorts, caps, wornen's and children's wear elc. Olversificetion
imo higher valued jeckels, shirls of complicated designs, and brand iterns elc has been slow. Similar has
been the experence with the expord of lesther goods. Jule goods, another imporlarmt ilem of
manufactured expaorts losl in unit value due te displacement by synthelics and slowing down of wortd
gemand. in the case of primary commeodities such as raw jute, tea, and frozen food, exporl price index
virteally stagnated. The overail export price index thus, regislered only modesl fse during the past two
decades (Table 3.7). With the impart price index rising by a higher margin, the ierms of irede deterigrated
during the 1990s. The situation became perticulady bad in 1998-98 when all major exporl items of



Bangladesh except waven RMG, experienced dedline in unit vaiue by a mamgin of 5-40 per cent. As a
result the overall export price index rose marginally by 0.5 per cent. This was largely the aftermath of East
Asian financial orsis that led to worldwide fall in commodity prices, and i contribuled significantly to the

sharp fall in Bangladesh's exporl eamings in that year.

Table 3.7: Price Index of Export and Import

Description 1979-80 1990-91 1998.00 Yearly growth (%}
1979-1999
Export Price Index 100 1019 140.6 1.7
Import Price (ndex 100 107.4 158.0 2.3
Tems of Trade 100 64.9 §9.0 Nepative
Source: Export Promation Bureau

Thus, rapid trede liberalization camied owt by Bangladesh does not seem to have contributed to broad
based growth of exporl indusiries. The observed growlh in exporl has been very namowly based
facifitated mainly by MFA and GSP and supported by pro-adive expart promofion measures of the

gavemment.
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STRATEGY FOR INDUSTRIAL DEVELOPMENT

4.1 Imtroduction

The review of the past industrial sector performance of the country and analysis of the factors that
comtributed to or hindered its growth suggesl the following as imporlamt elements of a sirategy for
industrial deveiopment.

4_2 Privatization

Bangladesh's experience with privalization clearly shows that the process cannol be hastened unless the
government decides to assert pelitical will in favor of privatization. This will mean giving the Pdvatization
Commission the support it needs in the form of leadership, cperational autonomy, and staff resources to
do s work efficiently. Seling a firm timetable for privatization may also be helpful in sending a clear
signal to the bureaucrats and public enterprise slafl whe may cemlinue to oppese the program. Te
address ihe problem of inadsguate number of bidders, the Privatization Commission should ¢arry out
prior feasibility study through independeri experts to identify the unils that need to be liquidated and not
privatized. The Commission’s invelvement is atso needed to expedite the resalution of the problem of
outstanding debl with creditor banks and regisiration of sale. The govemment will also have to take
necessary measures 1o reduce social cosl of labor adjustment through appropdiate safety nets and by
hetplng retrenched workers on targeled basis to reintegrate imto the laber marked.

4.3 Fiscal Incentive

Fiscal incentives to export industries should be continued and extended further. For this purpose, the
definition of export indusiries should be broedened to include enterprises exporting at least 80 per cent of
their out put. To stimulale backward linkage, the requirements should be brought down to 50 por cent for
"deemed exporiers”. The coverage of bended warehouse facility shoulkd also be extended to new export
industries.

Despite the use of flal rates for repayment of duty, the prevailing syslem of dity drawback remains
cumbersaome. The pracess of duty reimbursement should be left with degling banks so as to make the
process more efficient and less coslly.

The prevailing cash compensation scheme of 25 per cenl of expert value lacks adequate safeguands to

prevent abuses. Moreover, the scheme cannol be continued due to WTO regulations. Hence it needs 1o
be phased out and replaced by appropriate measures to ensure compelitiveness of domeslic industries.
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Corporgte tax for indusirial companies whose shares are publicly traded currently stands at 35 per cen
while the rate for those companies whose shares are not publidy traded is 40 per cent. .These raies
eompare unfavorably with many Soulh and South East Asian counlries. Hence appropriate downward
revisian in the corporate fax rate needs to be made so as to allow Bangladesh to be atiraclive in a
regional cormext.

4.4 Devalopment Of The Capital Market

A comprehensive plan should be designed 1o address the reasons for the siock market boom and busl of
1908 with & view to resloring investor confidence through grealer transparency and accountabitity of the
trading of the exchanges. The plan to introduce the Ceniraf Depository Systemn {CDS} should be speedily
implemented in this regard. Updating the rules and regulations guiding these institutions in order 0
fadlitate surveillance and enforce compliance of rules sheuld sirengthen the slock ewchanges. Plans
should bo taken up to develop professionalism amongsi the market operalors, specially the dealer-
brokers. New and wide-renging instrumenis shoukl be introduced, which provide minimum retums with
certainty to invesiors, such as preferred siocks, equity warmanis etc.

4.5 Up-Gradation Of Technology

Giohalizalion has been changing the dynamics of word trade and the notion of compeliliveness. The
increased level of intemalional competition has led to intermatlonalization of produclion and has
stimulated technolagical innovalicon. The traditional approach to raising competitiveness was reduction in
unit cosl of labor. But the decisive factors in workd competition today are production related scienlific and
technological research, the training and systematic upgrading of human rescurces and management
skills compatible with the global economy. As mentioned earlier, deficient skill and technology are mejor
supply-side betllenecks in Bangladesh that have constrained growih and diversification of the indusinal
base in general and the export sector in particular. Alse, the need for technological improvement has
assumed special importance in the lighl of enhanced health, sanitary and phylosanilary standards being
imposed by imporling courlries as non-tanff measures to relain prolection afler reducing tanff as part of
WTO agreemerds. Skilf and technology up gradations are also necessary for attracling foreign direct
investment in high<tech indusiries and for complementing the efors of trade liberslizetion measures by
facililating adequate supply response. In this raspecl, the govemmem should enhance invesiments in
vocational iraining syslems and make thern more relevant to cument needs of the industral sector.
Technical training Inslitufions in the public seclor are mostly poorly equipped and slaffed. Public
inslitutions such as Bangladesh Inslitute of Management (B'M), Bangiadesh Indusirial and Technical
Assislance Center {BITAC) and National Pmductivity Organization {NPO) eic need to be sirenglhened to
cater to the needs of skiil and technology development. There should also be support to in-factory skill up
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gradation and training activities through fiscal and olher incentives, Technology acquisition, adaplation
and up gradation must be given top priority and Bangladesh should be aclively involved in global and
regional initigtives in support of transfer of techneiogy favoring developing courries and the LDCs.

4.6 High Priority For Energy And Infrastructure Development

The opening up of the energy and Infrastructure seclor for private invesiment has facilitated inflow of
considerable foreign invesimenl inlo these sectors. Further propress in these area will require
restructuring and reform of the relevant parastatal bodies such a5 Power Development Board, Dhaka
Eleclric Supply Authority, Banglagesh Telegraph and Telephone Board, Chitlagong Porl Authority,
BIMAN etc to provide mare raom and efficient support to the privete secior, and creating complementary
infrastruclure fadilities such as generation, transmission and distribution of power, aptic fiber galeway for
telecommunications and information technology. A htical area of action in the nexi decade will have to
be the improvement in the physical fadlities and management of the country's major ports, to facilitate the
growth of trade and commerce. A master pfan should be designed for transfarming Bangladeshi ports into
reqgional hubs. Concrete sieps need to be taken towards this by developing inland container freight
sialions at strategic indusirigl and commerclal locations to enable multi-modal handling of containers.
Meanmwhlle, private imvestment in competitive services should be encouraged vigorously. In this respect
the decision 1o allow eslablishmenl of private EPZ should be implemented expeditiously.

4.T Improving Tax Administration

The rcustoms clearance pocedures for importing inputs and for exlemal shipment of exports are
cumbersome, lime-consuming and charaderized by ronl seeking behavior of concemed officials. The
pragress already being mede in reforming customs and improvements in VAT and income tax
administration should be accelerated and made susialnable through approprigle reorganizadion of the
Nationa! Board of Revenue (NBR) to prowide strong incenlives for imtogrity and good services to the
taxpayers. The customs reforn should be exiended to cover Chittagong Porl Aulhodty and ofher
apencies present at sea, air and inland cargo terminals to ensure speedy import and exporl clearance.
The outslanding prablems relating o Pre-shipment Inspeclion {PSI) shoutd be resolwed and effeclive
implementaticn of the system should be ensured.

4.8 Improving Industrial Statistics

The slate of indusirial statistics in Bangladesh is dreadful. Firms preparing to produce or acquire goods
can leam very litlle aboul polential demand and supply from the official deta on exisling production. The
requirement to regisier with the BOIl has boen made opticnal, and moreover BOI data shows only



intended investment with no clue whatscever regarding realized investmen. There is urgent need for
revamping the industrial siatistics wing of the Bangladesh Bureau of Stalistics (BBS). Coordination
between diffierent registration auviharilies should also be sought to oblain consistert set of information on
indusirial investirment, output and employmen.

4.9 Attracting Foreign Direct Investment

Globalizalion has been changing the dynamics of world trade and the notion of competitiveness. The
increased level of international competition has led to intemationalization of produclion ang has
stmulaled technologica! innovaton. The decisive factors in world compelition today are production
relsted scientific and technological research, the training and syslematic upgrading of human rescurces
and management skills compatible with the global economy. Deficiert skill and technology are major
supply-side boitlenecks in Bangladesh that have constrained grawth and diversification of the industnal
base in general and the export sector in particular. Also, the need for technological improvament has
assumed spedial imporanca in the light of enhanced health, sanitary ang phylosanitary slandards being
Imposed by importing countries as non-tariff measures to retain prolection after reducing tarifl as part of
WTO agreements. Skill and technology up gredstions are alse necessary for attracling foreign direct
invesimenl in high-tech indusiries and for complementing the eflors of trade liberaliration measures. In
this respect, the governmeni should enhance investments in vocational training sysiems and make them
mare relevard 1o current needs of the indusirial secior. Technical training inslitutions in the public sector
are mosily poorly equipped and slaffed. Public institullons such as Direclorate of Gontinuing Education,
BUET, Engineering Siaff College, IEB, Bangtadesh Institule of Management {BIM}, Bangladesh Industrial
and Technical Assistance Cemer (BITAC) and Mafional Productivity Omanization {NPC) etc need to be
sirengthenad to cater to the needs of skill and lechnology development. There should 2lso be support 10
infactory skill up gradation and treining activities through fiscal and olher incentives. Technology
gcquisition, adaplation and up gradation musl be given top priority and Bangladesh should be actively
involved in global and regional initiatives in supporl of transfer of technology favoring developing
courdries and the LDCS.

4.10 Export Promotion

IiExpnders in Bangladash are required to surmender maost of their forefgn exchange proceeds. Hence, for
subsequenl import purposas they remain lecked imo the LG syslem, espedally its defemed payment
‘:;éck-tu-he’ck version. This raises exporers costs. One means provided by Bangladesh Bank to give
éxpurters an altemative to the back-to-back L/C syslem comprises of the Export Development Fund. This
ks a Facility to rediscount working capital advances by commercial banks 1o pay for their exporier client’s

raw materal impors. The size of the fund needs to be expanded subslantially as it now covers only 1 per
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cenl of RMG's impert needs. Proviston of a facility by the Bangiadesh Bank with externzal supporl o
underwrile the risks associaled with "Cash Againsl Documents” (CAD) can also help ease the problem of
export financing The Matching Grant Facility {MGF) to encourage diversification of expart itens and
market development should be expanded. Producers’ association should be encouraged to utilize this
fadility to esiablish export markel intelligence for their member fimms.

4.11 Supportive Measures For Small And Cottage industry

Small and cotage indusides call for special atiention because of their labor-inlensive character and their
focus on catering 1o the demand of low and medium Income consumers and the capacity for imporl
substitution. Recenl slugties cordfinm that the reforms did have posilive impacts, which are reflecied in a fairy
rapid growth of the seclor during the past decade. However, because of thair structural weaknesses the small
and cottage industries may need more pro-adlive policies for their development beyond the removal of the
policy biases These include increased public invesiment in the sector particularly in the area of training,
exlension, researsh, market promotion elc., provision of finance, and preferential fiscal measures. There
is urmgent nead for legisiative reforms to axpand and simplify the use of non-real eslate security for
facilitating access of small and cottage enterprises to institutional finance and the implsmentation of an
effealive credii guaramee scheme.

4.12 Capacity Building Of Related Organizations

A major challenge of Bangladesh in the coming days will be to emsure compliance with her commitments
under the WTO rules. These are expecied to have imporlant implications in terms of the manner in which
indusirial and exdernal sectors of the economy will need to operate in future. WTD provisions and
commitmens n the area of TRIPS, TRIMS, GATS and AQA will require imparlant reguialory changes in
such aress as subsidies, tarifl regimes, conformity with palents, and copy righks slandams efc. There will
be the need for famillanzing the producers and exparlers with the provisions of these agreements as well
as with the procedure to achieve standards such as 1S0-9000 and 1S0-14000. Bangladesh will also need
to play a morme pro-aclive role in putting inte effecd the SAD commitments in the area of trade refated
technical assistance and ensuring greater market access and preferential treatmert for her exports.
Finally, thera should be arangements to support exporlers in countering unjuslified anli-dumping or
countervalling actions through litggation and arbilrstion in the dispuie setilernent body of the WTO. The
capacity of the WTO cell of the Ministry of Commerce will nesed to be revamped accordingly.

4.13 Emphasis On Specialized Sectors

To attain a high level of contribution to GDP, the lalest Indusinal Policy has emphasis the nged to
concenrate to some spacialized secior such as Readymade Garments, Textile, Leather and Leather



Produris, !nformation Technalogy, Agro-Based Indusiries These have identified as the main thrust
sectors of Bangladesh's industrial outlook.

4.13.1 Retaining competitiveness of AMG exports beyond 2005

The concem with competitiveness of Bangladesh’s RMG sector afler 2005 has so far remainetf cordined
to efforts towards setting up of backward linkage industries. Bul there is need for careful assessment of
the long-term viability of the different segmenls of backward linkage indusiries on considerations of cost
effectivenass. There is also the urgemt need for attending other fadors that significantly influence the
competitiveness of Bangladesh's export, which includes skilt up-gradation and training arangements for
the workers, betler managemerd practices, improved maimtenance of machinery, adoption of befter
tectmology, better working cenditions, pofitical unrest, frequent power failures, deteriorating law and order
situation, high dependence of the exporters on intermediaries, delays in port clearance, port congestion,
comuption and bureaucratic red-tapism, and the problems of export firance. As menlicned eartier, there is
very litle skill up-gradation and training amangements for the workers in the clothing indusiry.
Entrepreneurs are reluctamt to invesl in the training of workers because of high tumover rates. The
situation calls for collaboration between the chamber bodies, the govemmeri and pational and
international raining institutes. The successiut establishment of the design and fashion inslitule is an
example in this contexd. There is alse the need for the use of better management practices, improved
maimenance of machinery and adoplion of betler technology for raising the level of productivity at the
plant level. Although the incentives provided in the export sector in Bangladesh are not insignificar, there
is formidable dificulty in actually accessing such incentives. The result of a reeanl survey shows that it
takes on average 12 days for export arienled inputs to be released through the customs, 3 days for
clearance for exporting a shipment, 7 days to cear all the documents required for exporis and 52 days to
obdain refund from the Duty Exemnption and Drawback Office (DEDO). Bangladesh will aiso have to aitend
the questions of work environment and labor standards in the gament faclories. The sooner this is done
batter will 4 be far the indusiry as il will help improve the mora! and motivation of the workers and will
comribute significantly towards raising labar productivity in the industry.
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GROWTH OF GARMENT INDUSTRIES IN BANGLADESH

£.1 Introduction

The expod ofierted RMG sector in Bangladesh, staried its journey in the late 1970 a5 well as non-
traditional sector of export. Bangladesh exported RMG worth only US$ 89 thousand when Reaz
Garments axported its first consignment to LISA in 1978.By FY 2002, within a span of about two
decades axports have gone up to $4.5 billion which is 78% of our lotal export. Over the pasi
decade alore, the seclor registered a phenomenal growlh rate of 15% per annum, which is
impressive by the standard. In fact; ihis was an exceplionally high growth rete for emerging
industry anywhere in the world. The industrial base which was suslaired such high growlhs also
enjoyed a mbusl expansion, from less than 50 faclories in 1983 to more than 2400 in 2002, with
the number of RMG workers reaching approximalely 1.5 million.

Table5.1: Contribution of RMG in the National Export Eamings

Year RMG Export National Export Parcentage of RMG
fin mbllien US5) {In milion US$) ["%)

1583-84 21.67 511.57 3.89
1968-59 471.08 1291.56 847
1953-34 1655.78 2533.80 61.40
19588-59 4019.98 5312.86 75.67

2001-2002 4583.75 5056.09 76.57

Soiwrce: BGMEA

Despite many difficulties faced by the seclor over the past years, its continues to show robusl
performance, competitive strangth and, and of no less imperiance, social commitment. RMG's
conbibution to Bangladesh economy is well known, wefl appreciated and well respecied. However
often limes the magnitude of this seclor has boen given over the past years and also the support it
is gurrerly seeking from the govemment. ’

Fig.-5.1: RMG Share In Total Export

RMG Share in Tatal Export (%)

B RMS Share in Total
Export (%}
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In FY 2002 Bangladesh exported RMG products worlh 4.5 billion USS. Her share in fotal US
imports of apparels was 3.2%, in EU it was 3.3% and in Canada it is 3.0%. Bangladesh is known in
these courtries as a small country with a sirong presence. The RMG sector has helped put
Bangladesh in the map of the world. Everywhere, where our RMG predudts go, it serves as a
flagship of the country, its roving ambassador including peoples’ imeresl in Bangledesh both as
tourist and investment destination. These are the impacts, which are difficult to quantity, yet without
which the coundry perhaps would nat have been able to project iself to & trajeciory of high growth
and higher standard of living. Thus RMG contribution 1o Bangladash, bath direct and indired,
needs to be recognized for what it is. The RMG seclor played a significant role in the social
melamorphesis in a broader context. It contributes in developing the Human Development Index
{(HDD) irdicators such as woman empowerment populalion control, educaticn, emvironmerdal
awareness, eliminglion of child labor etc providing 1.8 millich people, of whom 80% are weman
workers. 't promotes the development of afher key seclors of the economy, induding texdile,
banking, transporlation and insurance. Several million more jobs m Bangladesh are linkad to the
clothing sedor.

The readymade ganmeri seclor has made the workingwoman a matured, disciplined and
regimented workdorce. Change in woman's social status and their firm participation in househokd
decision making is the contribulion of the garmend industry. The industry helps the woman
workforce in craating saving and empowement.

Bangiadeshi exports have recorded substantial increase in terms of gross eaming, yel the receipts
thereof are largely dominaled by those from only four of five items of which ihe readymade
garment seclor contribute lion share. In fact, the country has become toe much dependent on this
industry. The following Table 5.2 shows the rapid growth scenario of RMG secior.

Table 6.2; RMG Industry in Bangladesh

Year RMG Export Share of RMG Share | Employment Na. of
in Million Knitwear in in Total {No. In Million} RMG
Uss RMG Export {%) { Export (%) Factories
19B5-86 118.2 - 12,44 0.188 594
1590-91 BB6.82 1513 50.47 0.402 834
199506 254713 23,45 65.61 1.28 2353
2001-02 458275 30.25 T6.57 1.82 Mz

Source: BGMEA

This rapid development of the sedlor is based on some naticnal and intemationat facilities. Some of
the impertant faciors are discussed bellow.
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5.2 Imtamational Issues

5.2 1 Muiti- Fiber Agreemernt {MFA)

In order to protect iis tocal manufaciurers the MFA allows an imporiing country to impose import
duty and quantitative mstrictions by guola.

Bangladesh's largest cuslomers in the USA and the EU lake advamtages of such Darmers now to
limit the exporters of many countries like China, India, Pakistan and Indonesia. Bangladesh isina
favorabte position under MFA as il allows grealer market access. Here Bangladesh has a very high
queta in the US. There has no duty and no quata in the EU for Bangladesh.

The Agreement on Textile and Clothing (ATC) made under the auspices of the Uruguay Round of
trede agreements stipulales phasing out of MFA by the year 2005. The ATG sets out provisions 1o
be applied by members during a transition period for the integration of the lexdiles and clohing
sectorimo GATT 1894. The ATC cannol be extended.

initially, Bangladesh was given "quata free” status because its RMG indusiry was underdeveloped.
The number of garment faciordes grew rapidly afler 1983/84 following the relocation to Bangladesh
of quola- limited shifling from the Republic of Korea and also from Sri Lanka. After January1985, a
number of couniries impesed quota on imporls of garments from Bangladesh under the Muiti-Fiber
Arrangement (MFA) as Bangladesh emerged as a good regular supplier of apparels.

The competitive sirangle of the RMG seclor was due to the availability of cheap female labor.
Thera are as many as 31 categories of apparels exported from Bangladesh to USA, which are
subject to quola restrictions, and 14 categories in Caneda. This meant that even if Bangladesh
agreed 1o supply these categories on better termns or at lower prices, il could not exceed the quota
limit. Guotas were nat binding for Bangladesh, as utilization rales were usually less than 100 per
cenl. But guata provided guarantee market for Bangladeshi garments in USA and Canada without
facing any competition, as buyers were looking for locations where quolas were available,

5.2 2 Generalized System of Preferences (GSF)

The markel access congitions of the EU for RMG products from Bangladesh is determined by the
EU regulation on the Generzlized System of Preferences (GSP} since 19%2. The bllateral
agreement initialed on 29 December 1094 was an important teafile and gament trade policy
between the EU and Bangledesh. The categories were 4 (t- shins and under vest), & (trousers) and
8 (men's and boys woven shirs). Export licenses were to be issued by Export Promolion Bureau.



Virtually no quantitetive restrictions apply for these categories. This bilateral agreement |s expacted
to expire on 31 December 2004

The basic rule of the present GSP was thal of 1995 where duty free accesses were provided to
Bangladesh if accompenied by Certificate of Origin as a least Developed Country (LDC}. Since
November 1997, Bangladesh has oblained permission to apply derogation from the rules of origin
conferfing preferential tarff treetment for RMG products imported imto the EU. RMG products
manufacturad in Bangladesh on the basis of imported woven fabrics or yams originating from
ASEAN coumtries (excluding Myanmar) or SAARC countries were to be considered as products of
Bangladesh origin subject to specific quantitaiive annual ceilings, Since January 1999, ELJ has
changed the regulation of origin for knitwear products 1o wo slages of operation, Hence. Yam can
now be impotted from any competitive sources world wide for knitting and Cutling and Making {CM}
aperalions,

5.3 Domestic Issues

5.3 1 Role of the Private Saclor

The growlh of the industry resulted from external faclors, rele of a catalysl &35 well as conducive
government policies. The competitive strength of the RMG seclor was due to the availabiliy of
cheap supply of fernale labor. Before employment in RMG women in Bangladesh wera corfined to
the precinct of the household. The role of a calalyst was imgortant to bring these women out of
their home as well 1o cleat mid-level managers, The mosl crilical facter in the succass of the
garment industry in Bangladesh was tile on-the-job training and the back-lo-back letier of credit
under the special bonded warehouss facility, Moreover, The government provided various expart
promotlon measures since 1978 as discussed below.

Bangladeshi entrepreneurs took advantage of MFA and GSP fadiities to successfully enter the US,
Canada and EU market. There grew up a large number of managers, supervisors and skiled
workers. The RMG indusiry has also propelled the growih of banking, insurance, shipping and
transport secior. Now the RMG sector has earned the respect of being a good quallty regular
exporter. Considering the linkages effects. The future developmeni of Bangladesh’s industrias
sector and service secior {partially} would go greatly depend on the future of the RMG indusiry.

£ 3.2 Continuity in Policies in Successive Gavemment

The governmert has played the role of facilitating the private seclor by taking conducive policies.
The continuity of policies pursued towards industriglization has peen & key faclor in the growih of
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the RMG industry. The validity of the export and import policy were subsequently increased from
six menths to one year, and then to two years, Finally it 15 now for five years, this will create
confidence that policy reversal will not take place in the short run. Scme of the pelicies, which
benefited the RMG Industry, were:

a Deggrirol of the reserved seciors;

o Ceiling on prvate investment was abolished;

O Incemtives for export-oriented industries were published in the newspapers and
impienenied through the guide to invesiment 8th Septernber, 1978,
Expeort Credit Guarantee Scheme {1978),
Garment in the Free Seclor- {(no permission needed) 1983,
Back-to-back LC and bonded warehouse facilities;
Succassive industrial policies including Structural Adjusiment Policies (1985/86-1982/93)
cantinued suppaort for the RMG industry.

O 0o o o

The shifl towards privale seclor led and export-1ed growth starled since late 16705, The New
Industrial Incentive Package (MNiiP) 1978 was not however, fomally published as a policy at that
time, although its provisions were announced in the press. The NiIP 1978 was published as New
(ndustrial Policy (NIP) 1982, which has, been widely acclaimed for being a comer stone in policy
shifi.

5.3.3 Highly Competitive

In 2 highly competfive imemational market, it is the price and qualily, which detemmine the
competilive position of a supplier. Bangladesh can beat its compeltors on accourt of price, which
is low dug to low labor cosl. Thal Bangladesh has a comparalive advantage in hourly wages can
be seen from Table 5.3 Unit labor cost is also the lowest for Bangladesh Productivity por worker
for shirt is higher than thal of S Lanka, bul aimost the same as in India.

Table: 5.3: Linit Labor Coxi

Bangladesh A 260 28
India 0.28 BE3 2552
Pakistan 0.43 1343 3100
West Bengal 0.33 595 1828
Sri Lanka 0.79 570 719

Eource: WHE L USAID
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Flg.-5.2; Unit Labor Cost Comparison

Lt Labor Cost ($/Shirt)

B Unit Labor Cost
($rStart)

The following Table 5.4 shows that the average prices for Bangladeshi products compared Lo other
axporlers to the USA. This gives an dea about the highly competiliveness of the produdt.

Table 5.4: Average Prices of Imporied Apparel in USA by Major Exporters

{in LASE)
Courtry Men's Knitted Women's Men's Wowven Men’s Trousers
Shirt Sweaters Shirt & Cotion
Breeches
Average B.14 T.54 8.77 3.94
China .35 9,36 8.20 249
Heng Kong 10.9¢ B.65 8.52 10.24
indongsia 2.13 6.80 2.0 9.20
Malaysia 8.03 - 874 -
Fakistan 530 - - -
Philippines 8.10 6.94 8.24 9.12
. Korea - 6.14 6,78 -
St Lanka 8.10 - 557 -
Thafland 8.28 .06 - -
Bangladesh 4.12 4.43 5.07 8.55
El Salvador 423 - - -
Guatemnala 4,74 - 71.55 8.79
Costa Rica 571 - - 8.13
Honduras 4 67 - 5.44 8.59

Sowrce: FC f1988)

They are generally the iowesl among the major suppliers ta the USA in their respective calegories.
The prices are 21 per cent and 42 per- cert lower than the average USA import price, for knitted
men's cotton shirt and women's sweater. Hong Kong, Macaeg, China, Malaysia, Mexico, Srf Lanka
and Thailand are the suppliers of high valued producis. The countres which specialize in low
valued products like Bangladesh are El Satvador, Gualemata, Costa Rica and Honduras. The price



af producls 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 trousers
amorgsl the major supplies. The average prices are 26 percent lower than the tofal USA imports.
At presend China is competing for the produdts of the same prica range as imporied from Indonesia
and Philippines. Of these four products ameng the SAARC countries, india is exporling only men's
woven shis, Pakistan exports only men's Knitted shirls and Sd Lanka exports men's knitled
chilliest and men's woven shirls. Bul average prices are higher in these countries than that of
Bangladesh. This suggesis that India has diversified to other producls Although al present neither
India nor China are competing with Bangladesh in low end producis imported by USA, but may
change their slrategies afler 2004, Bangledesh needs to move up markets and diversify its
produdts.

't is highly fikely that produclion may shift to China when guotas are elimingled. For example, in
1981 Sweden eliminsted all quofas on textile and clothing products and a massive shifl took place
towands China, whareas countries in Sowth-East Asia and South Asia hardly profited, Alse when
Canada unilaterally removed guotas on shirs/blouses, there was again a massive shift towards
China ang parlicutarly a large shift away from Bangladesh,

it is alse important to analyze the trend in the growth of ctathing import to USA during the ATC
period 1984-99. Bangladesh has improvad her position from 8th to 7th in the USA market in terms
of value of imporls, bul her position has remained unchanged at 4th in terms of volume of import.
Mexico has become the leading imporier to USA with an average percentage increase by 38 per
cerm. During this time imporl from Bangladesh increased by 12-13 per cent, Beside Mexico, EI
Salvador and Hondurss have become important imporlers of gannent 1o USA. Bui imporl from
China and India has grown very slowly, Table 1l furlher shows that El Salvador and Honduras are
close compelitors for Bangladesh In USA marked for men's knled shirts. Mexico also compeles
with Bangladesh for men's woven shirt and men's trousars.
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LABOR MARKET SITUATION IN GARMENTS INDUSTRY

6.1 Introduction

The labor markel in RMG sector of Bangladesh has made an epoch making contritution by
providing about 1.5 million people of which B0% are women. This has influenced the socio-
ecanomic conditian in differem ways. So for the fulure improvement of the secter the large labor

farce deserves proper attention.

6.2 The Labor Force And Tha Problem Of Underemployment

Providing employment for the new entranls imo the fabor force and for the large number of
curenlly under-employed workers in Bangladesh main development challenge. The 1991 Labor
Force Survey estimaled the country's work force to be 51.2 miliion people. Since than, the fabor
force has been growing by 3% per year, so that for 1984 it was estimated to be around 58 million
people. More than 1.5 million peopie enter Bangladesh’s fabor market annually.

The majority of workers are unaflected by labor regulations. Bangladesh has three types of labor
markel rural informal urban infermal and formal. The formal labor market is characterized by a
comractual employment relationship and is govemed by labor [aws and regulations that protect
the worker, such as minimum wages and allwances and limiations of the employer's ablity to
fire employees. The rural and urban informal labor markels are not covered by protective labor
requlations. The informal sectors gominate the labor market. In 1991, 47.2% of the labor forces
were classified as unpaid family workers, 15.4% were classified as self-employert; 13.6% were
classified as casual workers and only 11.7% hed full time wage employmenl- and roughly one-
third of those work in the public seclor. About 8% of the work force 5 employed iR agriculture;
20% of the labor force works in the service sector, and 12% are in manufacturing.

6.3 Employment And Wages

In 1988, BBS conducted the first ever cansus of non-farm adlivities. It has provided three broed
types of economic unila. (&) parmanen establishmer (b} lemporary establishments and (c)
househek premise based establishmenis. According to it's final report, it recorded 531 thousand
manufacturing unils of which 365 thousand (88.7%) were household premise based, 1853
thousand (31.2%) had pemmanent eslablishmeni and the rest 0.5 thousand (D.1%) were
ternporary eslablishments. Total number of employment generated was 3.09 million where 56%
was in Lhe permanent eslablishmems. The census alst showed that in 1882/83 and 1983/84,
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despite increase in firn coverage the reporled size of employment decreased”. Overall slagnation
and declining trend in some manufacturing sub-sectors can also be treced in another data set.
Labor force survey {LFS} conducted periodically by Bangladesh Bureau of Statistics {BES)
pravides extensive data set on employmemnt scenario. In the Table-§.1 we have data from three
surveys conducled between 1889 and 1995/96. According o this data set, labor force
pariticipation increased from 50.1 milfion to 54.8 million. Simitar trend can be found In Agricutture,
Forasiry and Fishery combined and Consiructlon, Trade, Hatel and Reslaurants, Transport efc.
Amangsl the sectors where employment has decreased, manufacturing shows the highest rate of
decline. Hera employment decreased by nearly 50 percent. In 1989, employment in
manufacluring was 7 million; it came down to 5 8 million in 1690/81, and by 129598 il furlher
decreased to 4.1 millian.

Table-8.1: Employmeant in Different Sectors

(Millicny
Features LFS, 1989 I.F5, 198091 LFS, 1995-96

Total 501 £0.2 546
Agriculture, Fishery, Forast 32.6 33.3 34.5
Mining 0.1 4] 4.0
Manufacturing 7.0 5.9 4.1

| Construction D6 0.5 1.0
Trade, Hotel, Restaurant 41 4.3 5.1
Transport, Storage 1.3 1.6 2.3
Business, Service 0.2 0.3 0.2
Community 1.8 1.5 5.1
Household 24 2.3 1.2

Source: Bangiadeah Buress of Sistixtics, Labor Force 3urvey

Fig.-6.1: Employmem in RMG Seclor in Bangladesh

Employmenl {No. In Milion)

B Employment (Mo
Ire Millian}
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6.4 Labor Competitiveness In Garmeants

A survey dala indicates that Bangladesh's unit labor costs in garments are probably lower than in
any other South Asian courdry. This corroborates olher evidence from indusirial surveys and the
facd thal garment exports have been expanding rapidly, which indicate that Bangladesh is very
compelitiva in this area.

Tabke-6.2: Unit Labor Cost {Wdozen)

T-shirts Men’s Shirt Jeans

Ay, Min. Max. Ay, Min. Manc Av. Min. Max.

Bangladesh | 1.37 | 1.00 2400 2.98 2.25 360 5.94 5.00 8.02

Vietnam 250 | 187 2.86 4.44 2.64 6.63 4.81 4.05 7.72

Source: World Bank staff calcnfatfon from survey disla

Table 6.2 shows that Bangladesh unit labor cost for T-shits are much lower than in the
comparators. Similar analysis was camied out for jeans and men's shin and supporied the same
conclusion of Bangladesh's competitive suporicfity in the garmerd seclor vis a vis the other south
Aslan comparaters. It is imporiant to note that the two key factors determnining unit labor cosls
fwages expressed in dollars and produciivity) work in Bangladesh's favor. In T-shirls, it has the
ipwesl wage of all countries and higher preductivity among all comparaiors, excepl India.

A new regional competitor is emerging n the garments market. Vielnarn is quickly becoming an
imporiant competitor for foreign invesiment in ihe garment sector. To avoid losing market share, it
is important that Bangtadesh ensure continued fabor compeliiveness vis-3-vis Vietnam. The data
presented in the Table. 8.2 pravides some cause for concem, since ft shows thal Vietnam is more
competitive in producing jeans and Bangladesh’s unit labor cosl advantage in olher product bnes
is much smatles than its advantage vis-&-vis olher south Asian coundres. Under unit labor foroe
praducing jeans in Bangladesh may be as such as 21% higher than in Vietnam. Howewver
Bangladesh's unit labor cosi for T-shin and man's Shirt remain lower by some 52 % and 37%
respedctively.

Table 6.3 shows thal Bangladesh's unit laber cosl advantage in producing T-shirls far exceeds

the macrogap. The wage premium Bangladesh garments workers receive in lower than that
received by workers in all comparalors excepl Sii Lanka.
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Table 6.3; Decomposition of the Difference in Unit Labor Costs For T-Shirls
(Percent difference with Bangiadesh ®)

Overall Gap ~ Macro Gap Wage Gap ~ Productivity Gap *
West Bangal -105 -14 -57 -33
India -8 8 -89 2
Pakisian -133 -5 -85 20
S Lanka - 154 -80 13 -127

Bowrce: Warkd Bank s calculetion froar sufvey dita

% Curulaled as the natural logarthm of the ratio of the varlable in Sangladesh v d= valus n the comparator. A
negative figure Imples a cost advartage for Bangladesh, Also, note thal columns (). (3} and {4 must add up to
columh 1)

% [Dwfined a= e natural iogearithm of the raths of unit labor coats in Bengladesh o the comparalor

The wage premium B defined as the seclor's average wage dvided by the agrculture wage, the wege-gap |s the
nxuUral ogarthm of tha relio of the wage premiwn I Bangladesh to that of the comparaior country.

& Defireed 2 the naburel Fogarthm of the ratle of bor preductivity 1n Bangladesh and the comparator,
6.5 Speacial Labor Market Problems

Faster growth and greater job opportunities will benefit most workers, but some may be left
behind and require speciic assistance, Two such groups come o mind: women who face labor
markel discrimination and child labors that are denied the opportunity for educalion and beter
life

5.5.1 Gender Issues

Women face egregious employmenl discrimination in Bangledesh. Even wilhin South Asia,
Bangtadesh has one of the lowest female economic activity rates{11%).In ali sectors, working
women in Bangladesh eam less than stmilary stuated men and are more severally aflecied by
unemployment.

Tahle-6.4; intemational Comparison of Activity Rates (%)
{exciudas unpakd family helpers}

Countyy

vBangladesH“ T

India

Pakistan

Sri Lanka

Malaysia

indonesia

ypt
Sowrce: 1O, 1981
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Employment discnmination in Bangledesh manifesis itself perhaps maosl significantly in the fact
that waman hava little access for formai employment. More than 80% of all female workers are
unpaid family helpers, compared to onty 20% of all female economically acive woman are
agriculture workers. These figures reflect barriers to beiter urban employmart. Indeed, anly 4 5%
aof working women (compared to 13.1% of men) have managed to enler the formal employmer
seclor. Moreover, women have been unable to oblain govemment jobs. Even though 15% of
these farmal jobs are theoretically ‘reserved’ for them, women occupy only 6% of govemment
positions. This situation {5 worse in public seclor corparation, where oniy 2% of employees are
female. In addition, nearly 1 in 5 women with a university degree is unemployed(compared to only
1 in 50 men),indicating that educated women are denied equal access 1o higher paying jobs and
careers that ate normally available to university graduates. Female workers are also paid lower
wages than male. Micro sludies indicate thal female woerkers in the rural and informal seclors
warn between one-thind to half of male wages. Gavernment fabor market imerventions, such as
minimum wages, malemity feave, restrictions of women's working at night etc., appear to be
largely ignored and to have very Iitile impact on the walfare of female workers.

6.5.2 Child Labor

As a result of poverty and the ‘unatiracliveness’ of the education syslem, child labor is
widespread in Bangladesh Although Bangladesh ban child iaber, the regulations have proved
unenforcaable and more than 6 million between the age of 5 and 14 are listed as ecanomically
aciive-20% of &ll children in this age group and 12% of the labor force. Most of these chidren are
mislrealed in 'sweat shops' Nearly two thind of the economicelly active chitdren are unpaid
heipars of family farms. However, some children do wok for fong hours in unhealthy conditions in
the urban informal market Ard any child iabar invnlve.us sachficing the child's present education,
as wel} as fulure prospects that require education, for immediate economic gain. Though neary
all coumries have law againsl child labor, yel the ILO eslimates thal in 1880 there were 78.5
million economically active children under the age 15 in the world, neary 8 milkon of them under
the age 10.UNICEF's eslimate of child labor are even higher. They calculste that in 1891 eighty
million children aged 10 to 14 were engaged in work 50 long or arduous thal it interfered wilh their
development. Legislalicn banning child labor has a symbeolic valua as an expression of sociely's
desire to eredicate this practice, but will be ineffective unless accompanied by measures to shifl
the balance of incentives away from child labor and toward education. Such 2n agenda needs at
leasl two ingredients: safely nel protection for the poor and broader opportunity for quality
education.
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8.6 Gender Issues and Child Labor in RMG Sector in Bangladesh

The experience of garmeni sector where 80-85% of workers are women provides indications of
the benefit to household's sociely of increased female labor force pericipation. Women's
participation in the formal labor markel leads to Important changes in imtra-household
relalionships A study of female garment workers shows that 57% of them have control over their
salaries-this is very different from the situation in rural areas women are generally prevented from
ciaiming a right over family income. Women empioyed as skilled workers and in better paying
jobs tend to have a mors important decision-making role. They sped a higher percentage of their
income on education of family members than male workers in the same entemprisa. Also,
marriage prospect improve as girls eam as income, which relieves perent from a sense of
urgency to “marry off their girls. Thus, ancther positive impact of female employment is to rise the
age of marriage and reduce fedility. The survey indicates that mosl workers &re unawarg of
minimum wage and that 42% of women workers are paid less than the minimum. Most
workingwomen prefer a formal job in garments, even if they do not gel matemity leave or are paid
below minfmum wages, to being an unpaid helper in agriculture.

Bangladesh Garments Manufaclurers and Exporlers Association (BGMEA) has tzken so many
projects with coltaboration of UNFPA, MSH-TAI costing aboul 323000 US$% to fadltate general
health care, reproductive health program and ralsing awareness aboul national labor laws and
safely rules.

The recenl efforls aimed at eliminating child tabor from the garment indusiries pravide a positive
example of what could bo done to deal with the problem. They involve collaborgtion between
employers, workers, govemmenls, NGCs and multi-lateral agencies {ILO and UNICEF). They
involve a sericus attempl dealing with root cause of child labor poverty and iack of education
poasibllities.

BGMEA in associelion with ILO, UNICEF and some NGOs like BRAC, Surovi, LICEP, GES &lc
started non-formal education program for elimination of child labor. For the former child labor they
are providing skill developmen training and education. After that they will be supplied with micro-
aredit for incorne generating projects. The project has esifmated cost of 1.2 million USS.
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RMG CONTRIBUTION TO ECONOMY and SOCIETY

7.1 Macro Contribution

The Banglagesh RMG indusiry, with ils woven amd knit sub-component, is a predominantly exporl
oriemed seclor, with 95% of the woven and 90% of the knit exposts beirg direcled to foregn makets. The
cumufative foreign cummency eamings by the seclor, since 1978, when first exporl regislered, are
eslimated at 3.6 billion doilars Bangladash's RMG exporl stood at 4.58 billion USS. In FY 2002 this
sector contributed 76.8% of the total Bangladesh exporl of 5.8 bifffon US$ in the same year. RMG expor
in  FY 2002 was eguivalent to 9.5% of Bangladesh's GOP over the comesponding year. At present the
lncal value addition by the RMG sector is eslimaled to be 45%. Accordingly focal value addilion by the
RMG in 2002 was aboul 2.1 billion US$ which was equivalent t¢ 4.3% of GDP for the same yaar. This
¢an be understond from the foflowing table.

Table-7.1: Comtribution of RMG Sector to Bangladesh Economy {In 2002)

Sector Contribution of RMG Share in Total RMG
Sector to Bangladesh Export ("%}
Economy
{Million LUS$)
Local Fabri¢ Inputs 852 87 20.79
Imponed Fabrics and Other Inputs 2454.88 54.21
Employment 32013 7.18
Linkage §0.84 108
Banking 36.5 0.78
Insurance 590 012
Professional Service 3.61 0.08
Tours and Traveis including Hotels 442 0.10
Engineering Services 1417 0.4
Machinery Trade 30.64 0.67
Shipping and Port 64,92 1.42
Transport Seciar 27.32 0.60
Petrol and Lubricants 2.86 0.06
Real Estate 2624 0.57
Infermation & Communicatien Technology 8.58 021
Others 644 013
Direct Payment to GOB 383 0.18
Indirect Payment to GOB 127 .67 2.78
Gross Margin 356 61 7.82
Total Export 4583.80 100.0

Source: Estimated an the basks of Abalysls of SiateDmnie of Accolinds of Selecied FOMG Units
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Consigering that the tolai manufacturing seclor's contribution to GDP was about 15.6% in  FY
2002, it would be seen that RMG sector contributed aboul 29.7% of the manufacturing GDP in
the year.

This secter registered a rapid growth in the eighties due to different national and intemational
favorable conditions but slared decreasing from nineties but now 1t is & matier of hope that as
government of Bangladesh has taken so many sieps nationally and imtemnationafty, especially
BGMEA is taking a very impressive role for the enhancement of exporl the situalion is being
improving day by day.

Fig.-7.1: Trend In Bangladesh's RMG Growth Rate

% Chanpe

B % Change|

g L
1985- 199D- 4995- 2000-
90 95 00 02

7.1.1 Emergance of knit-RMG:

The growlh dynamics of the sector over the lasl decade evince twa clearly discemnible phases: during the
inltlal poriod it was woven-RMG which dominated the struciure of apparel export, whilst in recent years
which could be termed as a second phase, it is the knit-RMG which emerged as no less of an imporlart
segment in the RMG sector with Its share growing up steadily and local value relertion fasi approaching
the level of woven-RMG.

7. 1.2 Diversification
Within the apparels sector, Bangladesh has been able te accomplish product diversification. RMG sector
has been able to exiend its produd link from T-shirls, pajamas, ordinary shirts, shorls, caps, wemen's and

chikdren's wear to shirts of complicated designs and jackeis; and some brand items have also emerged
where tha tolal value added both the earnings and the local value retention (Table 7.2},
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Table-7.2: Main Apparel hems Exported From Bangladesh

fin mylion USS)

Year Shirt T-Shirt Trousers Jackets Sweater
1993094 805 34 225.90 280 .56 12685 -
1994-95 T781.20 232.24 101 25 148.83 -
150508 B07.85 366,36 112 D2 471.13 70.41
1998-97 T59 57 381 .21 230,93 305,21 196 80
15497-98 951,12 388.50 33328 45719 296.2%
1998-99 1043.11 471.88 354 85 303 44 271.70
1998-2000 102117 563.58 &84 06 439.77 A25.07
2000-01 1073.50 5097 42 B656.33 873.74 476,87
2001-02 656,18 403 98 449,18 295,82 6223
Source: RGMEA

Tha performance of the indusiry in achieving the goal of diversification into higher valued products during
the firsl three vears of the plan period has nol been very satisfaclory. Table 7.3 shows thal only 5 items

accoumted for 64 per cent of apparel exports in 1898-97. In 1998-92, the share of the same items in tolal

apparei expont rose to 87 per cent. Thus, very litlle product diversification has been achifeved in the

tndustry during this period.

Table 7.3: Product Composition of Appare| Exports

H.5. Description Exports in 1996-97 Exports in 199899
Code Million % of All Million % of All
Taka Apparel Taka Apparel
Export Export
6205 Men's or boys' shirt 27 706 21.7 43,027 2210
8203 Men's ar boys’ suits, trousers 24 319 16.0 37,004 18.0
6110 Jerseys, pullovers, sweaters 10 9589 86 17 658 0.0
8204 Women's or qid's skirs, trousers 5,654 T5 21.015 10.3
6201 Men's or boys' overcoat, anoraks, 8,745 6.8 12,198 B.2
wind jacket
Sub Total 31,422 63.7 1,30,901 67.0
Mhers 465400 363 G4474 33.0
Total 1278232 100.0 195375 100.0
Source: EPB

The produd concentralion also led to the comtinuation of market conceniralions. As Table 7.4 shows,

Bangladesh's apparel exporl has conlinued to be overwhelmingly dependent on the US and ihe EU

markets.
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Tabla 7.4;: Market Concentmation of Appare| Exports

% of Apparel Export
Year
UsSA EU Other Countries
1956-57 41.5 54 1 2.1
1997-98 44.2 51.2 456
19583-69 44 8 31.0 43
19849-00 45 8 497 4 5
Sowrce: EPB

7.1.3 Incremental Contribution

ils share in the courmtry’s incrememal exporl growlh besl brings out the increasing impontance of the
apparel sactor in the Bangladesh economy. Table 7.5 shows that the growih of the seclor was enough to
push up the aggregate export growih rate, and slse compensate for the shorifalls in the export eamings in

dglher spctors,

Table 7.5: Annual Incremental Contribartion of RMG Exports

{As % of Tolal incremerral Export)
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7.1.4 Value Addition in the Manufacturing Sector

The RMG sector conlributed to value addition aclivities in the tolal econorny of the country. It adds value
within the seclor as well as to the overall manufaciuring sector. Table 7.6 shows that the contdbution of
RMG seclor in Bangladesh manufacturing value added (MWA) went up from 6.5 per cent in 1983-84 to 30
percent in 1968-69. Ratio of the MVA to RMG value added was about 0.3, implying that 10 per cent
growlh of RMG exports leads to an increase in the MVA by 3 percent.
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Table 7.6: Value Added Ratio (VA) and Contribution of RMG to
Manufacturing Value Addition (MVA)] of The Country

Indicators 198182 | 1993-94 1997-98 1882-94 | 1954-93 | 1952-98
COuiput 171 54937 175096

Input 128.2 44652 133080

REMG WA 428 10285 420086

VA 10 output (3o} 25.0 20.0 24.0

MwA 23447 158215 203626

Share of RMG VA in MVA 0.18 6.5 208

Growth of RMG VA 58.0 42.2 538
Growth of MVA 17.3 6.3 14 4
Ratio of MVA to BMG VA { 0.258 J15 027

Source: Nath 2001

7.1.5 Empioyment Creation amd Wage Bill

RMG secior is one of the major employers in the econormy. Tolal employment al preseni stands at about
14 lakh about 70 per cerl of which are women. As a matter of tacl in the 19680s a large part of the
incremental labar force in the manufacturing seclor was absorbed by the RMG seclor. The RMG workers
received US$ 315.25 milion as their wage in FY 2002. This purchasing power conlribuied significantly to
the growih of the economy through its multiplier Impaci in temms of consumption expenditure and savings.

7.2 Sectoral Contrlbution
7.2 1 Backward and forward Linkages

Growth of RMG sector has spawned a whole new sel of linkage Industries and facilitaled expansion of
many service sector activities. The RMG indusiry not only propeiled the growth of spinning, weaving,
dyeing and finishing irdusiries, produclion of accessories and spare perls, but also rendered large
exiemalities by contribuling te other econamic aclivities in such areas as banking, insurance, real esiate,
packaging, hetels and tourism, recyding, consumer goods utility services and transportation.

As shown in Taeble 7.7, the RMG secior has overwhelmingly high backward linkage with textle sactor
providing fabrics, yam and other anclllades. It has impertamt backward linkage with utilities such as
eleclricity, gas, and machinery and spare parts supplying seclors. it has forward linkage with transport,
communicalion, banking and insurance and trade services. Besiles, there i8 a conskersble
subcontracling linkage within the sector. The buying house also plays important rols towards bringing the
manufacturers and buyers of lhe finished goods closer. As the inpul-cutpul table shows, the RMG

Charter-07 55




value-added ralio 1o output slood at 18% in 1993-94. Since then the RMG seclor has undergone
imporlam changes, with subsiartial movements in terms, of enhanced value addition. This, the proporion
of dired value addition by the RMG been taken to be 25% for the purposa of our estimates.

Table~-7.7: Input-Output Aatio with Different Sector

Inputs Supplying Sectoral input-Output Ratio
BMG 0.004
¥am 0.59
Petrolaum and ils Products 0.002
Urban Building 0.009
Electricity 0.0044
Gas a 000173
Public Administration 0.00081
Banking and insurance 0.000164
Communications 0.002
Source: Nath 2007

Though the couniry had some base In cotten textile indusiry even before the emergence of expor-
griented RMG sedor, its linkage with global market was insignificant. Realizing the importance of the
backward linkage industry in lerms of supplying export quality yam and fabric to satisfy the need of the
growing RMG secior, the Bangladesh govemnment fook an early initiative to declare the textile sector as a
thrust seclor. Since the texdite policy was pul in place in 1995, the seclor regislered remarkable grawth. In
response tc the incentive provided by the governmeni and a ready market provided by the RMG Industry,
private seclor came forward to invest in backward linkage industries. Backward linkages and olher related
adivities marked remarkable progress in the lasl decade, partlculady since mid 1980s.

About US$ 0.5 billion of investmeni came to sador in the last five years of the 1980s by the private
seclor. Many new mills have come under operation and some others sre being sel up. As of 2002
Bangladesh Texllle Millis Association (BTMA) compriseé 524 members wilh 158 Spinning mills, 312
Weaving mills, and 58 Dyeing and Finishing mills which meset a substanlive partt of cotten yam
requirentem for circular knit exporl, cottsn fabric requirement for woven exporl and domestic reguiremen
for yam and fabric. Again, installed capacity in Spinning increasad from 0.78 million in 1984 to 1.48
million in 1§95 and te 3.2 million in 2002 (ETMA). Cumently BTMA member spinning mills have 3,000,000
spindles; Tabie-7.8 below illustrates the growth in the spinning seclor since 1880,

Table-7.8: The Growth In Spinning Sector Since 1980

Year No. Of Mills Spindles Growth
1980-85 24 547662
1986-90 44 526430 0%
1691-95 75 14568848 57%
1956-2002 158 2910204 99%

Source: Bangladesh Textiie Mills Association [BTMA}
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Actual production capacity in weaving has increased from 190 million meter in 1896 meter to 830 millien
meter in 2000, Dyeing and finishing capacity also increased from 388 million meter to 580 million meter
within this time. With expansien of produclion capacity, cepacity ulilization rate also marked some
improvement.

In FY 2002 the domeslic texiie and fabrics producers’ had a share of about 38% in the total expor
eamings accrued from the RMG sector. This was gquivalent to about 455 miilion dollars in FY2002.

There is a captive yam-fabrics market of 3 billion dollars at present, providing ample scope for the growth
of backward linkage industries. To caler to the requirements of gamment industries, 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 machinery impon (1889-1989) reveal that import of teatile machineries ranged betwesn
10%-17% of 1atal machinery import (Table 7.9)

Table-7.%: Import of Textlle Machinery

Year Total Import of Total Import of Ratio of Textile
Textile Machinery Capital Goods Machinery
{In Million Taka) {In Million Taka}) {%)
1988-29 1056920 11230000 0,41
1990-21 1998314 18110800 12.40
1992-93 2952158 17252000 17.11
1994-95 2132009 21695000 G B3
1995-97 6282155 45025000 13.95
1998-95 31357241 2091424173 10.768
2001-02 h237565% 418002067 12.63
Source: NER Daia
7.2.2 Banking and fnsurancs

Growlh of RMG seclor and the related adiivities have contribuled much to the robusl growih of the
finandial seclor in Bangladesh. in FY 2002 the banking seclor eamed aboul 37 million dollars from the
business with the RMG sector in the form of interesi and charges and LfC charges. More than one-tenth
of the commerclal bank’ asse! partfolic belangs to the RMG and the textile sector of the couniry. In
Fr2001 commercial banks lent Taka 4400 crome to the texdtile seclor, while the amount lent t¢ the woven-
RMG sector was Taka 812 crore. The export financing businesses of the commertial banks largely
depends on the textile and RMG sectors. The RMG sector received Taka 2175 crore as exporl-finance in
Fr2001 which was 45.14% of the total expor-finending pofolic of the banks. A World Bank survey
revealed that almost all firms (B8%) are the clients of the commercial banks.
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The RMG seclor itas glso conlribuled to the growth of the country’s insurance secior. On average, avery
year the premium paid by the RMG secior to the insurance companies was aboul 6 million dollars. All
firns hawve their machines and ptams insured and, additicnally, 87% of importers of inpul #nd 15% of the
RMG exparis get thelr importsfexparts insured.

7.2.3 Shipping and Logistics

The RMG sactor has contributed to the shipping business in Bangladesh and slimulated setting up of
several container yards, expansion of porl facilities to handie lame container trains, ingrease of cargo
handiing and slorage facilities. RMG manufacturers also exiensively use services of Clearing and
forwarding agents for the purpose of customs ciearance of inputs and finished goods. I is estimated thal
port uses fees eamed from !he RMG sector amounl for more than 40% of the income of the port
authority. RMG seclor conlribuled to samings worth aboul 85 million in FY 2002 by the Shipping business
of the counlry by way of part chames, C&F Agent's commissions, freight charges, forwarding chames etc.

7.2 4 Transport Communication

The growih and development of inland transport services to a considerable exienl owe to the growth of
the RMG industry. Both wheel transporl service and railway service are widely used by RMG sector for
activities related to manufacluring and carge movement. The concept of covered van ememged in
Bangledesh for safe trensportalion of the RMG producdts in particular. In 2002 the iniand transport industry
received revenue from 1he RMG seclor is estimated to be about 27.3 million dellars,

7.2.% Contribulion to Govermment Exchequer

The RMG secler comrbutes to the governmenl exchequer both direclly and indirectly. In FY 2002 the
sector paid 6.3 million doltars as stamp and postage, license renewal fee eic. Besides paying direct laxes
i.e., Income Tax these garmerls induslries pays also Value Added Tax (WAT) to government excheoguer,
They afso pay import duties at the import slage of their raw materials.

Paymems made for viga formn; license form, GSP form and cther forms to the Exparl Promodion Bureau
amountad to 58.85 million dollars tn FY2007 (Table 7.10). The sector alse paid US$ 2.4 million to the
govemment as direcl 1axes in FY 2002,



Table-7.10: Charges Provided To EPE by the RMG unit {Year 2001}

Components Existing Rate Unit Used Eaming
{In Taka) {in Million Taka}

Visa Fom [LUSA) 40 #1081 2.44
License Form (Canada) 20 5382 011
GSP Form 50 53913 270
CC Fom 20 60000 1.20
Allocation & Transfer Fom 20 40013 0.80
Clearance Form 40 18408 0.78
Visa Fee (For 24 hours Delivery) 500 81061 30.53
Visa Cancellation Fee 100 g8a2 0.05
New Registration Fee 2000 150 0.30
Registration Renawal Fee 1000 2929 292
Dupticate/Replacement issue of GEP 10410 100 0.10
Duplicate/Replacement issue of CO 1000 100 .10
GEP Issue Fee 200 53913 10.80
CO lssue Fea 100 80000 £.00

Total 5887
Saurca: EFH
7.2.6 Profassional Service

The RMG seclor exdensively uses professional services frum CA firms, legal agencies, and business
consultants. In FY 2002 total payment for professional services is eslimaied at 3.61 million dollars.

7.2.7 Engineenng Sector
The RMG industry paid 14.2 millien dollars to the engineering sector which included payments to

repairing and malmenance service indusiry (USD 4.29 million), electrical engineering (USD 4.38 million),
transport vehicle malntenance service (USD 2.87 million), and machine tools service (USD 2.83 million).

7.2.8 Utility Senvices

Payment of Eleciricty bill by the RMG industry is eslimated to be 14.74 million dollars in FY2002. Utilty
payments for gas, WASA elc. amounted to an additional 3.75 million dellars.

7.2.9 Information and Communication Technology
The RMG seclor also plays & catalytic role In the growth of the counlry's [CT sactor. The services

consumed by the RMG indusiry generated revenue for the ICT sector. Paymenis for ICT services, which
include communication, hardware and software services, are eslimaled al 8.88 million doliars in FY 2002,
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7.2.10 Real Esfate

Demand for real estale development by the garment indusiry to accommodate offices and fa¢lories of
over 3400 garment units has generated a lot of activities in the Consiruction Indusiry. The RMG indusliries
paid approximately 26.24 million dollars as factory, office and garage rent in Fy 2002

7.2 11 Hote! and Tounsm

About 1000-1500 overseas apparel buyers and their representatives visit Bangladesh every year for
business purpose. [n FY2002 the RMG industry created a business of approximately 4.42 miilion dollars
for the country's tourism indusiry.

7.2.12 Waste Recycling Industry

Approximately 0.2 million poople are engaged in wasle (mainly, the wasle oul pieces of fabrics} recycling
industry of the country which get their materia!s by the RMG indusiries. Wilh thase waste malterials, they
are stuffing toys, patterns, quitts, cushions ete.

7.2 13 Emermging Consumsr Market

The 1.6 million workers in tha indusiry have created a large demand and for consumer guc;ds. A regular
source of eaming increases the basic consumplion needs such as improved diet, better healthcare,
improvements in family utensils and housing conditions elc; the sector has created an increasing demand
for cansumption of low cost commodifies, cosmelics iems, dresses, foctwear, fast foed and ciher
products. A whole indusiry has been created to service this growing demand and created employment
opportunities for hundreds of thousands of people.

7.3 Backward Linkage

To rise the competiveness of appare! exports, Bangladesh govemmenl has provided incenlives for
setling up of backward linkage texiile industries. One such fiscal incentive is the duty free import of textile
machinery. Available data for import of textile machinery (Table 7.11) shows that the indusiry has
respondad to this incenlive and a new generation of texdile units is coming up.

Tabke 7.11: Importa of Textiles Related Machinery

{Million Taka)

4-Digit Type of Machinery 199495 | 1995-86 | 1997-98 | 1993-99

Code

G445 Machine for preparing textile fiber 881 2862 2467 1593
8446 Weaving machine 420 1272 286 430
8447 Knitting machine 479 1049 735 837
2442 _Extrude-draw machine 222 302 288 g3
Total 1982 5485 T 2963

Source: NBR-ETAC detabase
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As can be seen from the table, between 1997 and 1999 nearly 7 biliion teka (appraximately $135 million)
worth of texlile machineries has been imporied by the Bangladeshi emtrepreneurs. In 1999-2000, the
amount of L/Cs opened for impart capitat machinery for the texdile seclor was to the tune of 580 mitlion.

Ancther major incentive provided by the govemment for promotion of the backward linkage indusiry is the
Gash Compensation Scheme under which a cash incentive equivalent to 25 per cent of the valua of
exported apparel is given. The cash componsalion is given to the deemed exporier of the fabrc in lieu of
duty drawback facility As is evidenl from Table 7.12, the govemment has given a cash subsidy
equivatent to $86 million in the year 1998-89 alone. While the amount of the back-to-back L/C in the total
exporl has been increasing, its share in total exporl has been declining secularly. This indicales growing
domestic supply capacity of fabric for the apparel indusiry.

Table 7.12: Share of Import under Back-to-Back L/C and Cash Subsidy

{Miflion &}
Year Apparel Export | [mport of fabric | Share of back Cash Subsidy
under Back to to back L/C in
back L/IC tolal axport
1 998-57 3001 1652 55.0% 18.38
1997-98 I754 16888 48.9% 49 .68
159899 4020 1728 42.8% 55.87

Source: EPB and Bangiadeal Bank

In fact as Tabte 7.13 shows, the share of local Fabric in total fabric used for garment exporl has increased
sleadily durng the 19%0s.

Table 7.13: Domestic Supply of Fabric to Export Orlented Garments Industries

{Million meters)

Year Total Fabric Demand of Export Fabric Locally | Local Supply as a %
Oriented Garments Industry Supplied of Total Demand
1953-94 890 45 5.1
1954-95 1048 104 89
19585-86 1298 165 13.0
1895-97 1457 px)) 15.9
159798 1768 317 17.8
1992-95 1877 356 19.0
Source: Minfafry of Textlles

According to a sludy conducled by the Minisiry of Texdiles, the eslablishment of an adequate backward
linkage for the RMG seclor wili need setting up of 135 spinning mits, 380 weaving mills, 327 dyeing and
finishing mills, 4000 knitting units and 0.2 million new handlooms. The total investmenl cosl for bringing
this new capacity on-siream is eslimated to be $1.8 billion. Thus, although the evidence presented above
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shows significant progress made n setting up backward linkage induslry, there is still a big gap betwean
required and realizable capacity.

The large amount of investmenl required to sel up the fabric supply cepadily is dificult for the privale
seclor to mobllze. There are also guestions relating 1o the viability of some segments of the backward
linkage adlivities. In paricular, Bangladesh is considered to have cost disadvaniage vis-d-vis (ndia,
Pakistan ard China in spinning and weaving. Without the supporl of subsidy, the spinning and weaving
aclivities cannat compele with the imported materials for ganmems exporl. No such cost disadvaniage is,
however, reporied in dyeing and fimshing.

The case for setting up the backward linkage industry is argued on three counls. First, it is expecled to
improve price competitiveness of Bangladesh's clathing products. Second, it will help to reduce the lsad-
time, which is now 120-150 days for Bangladesh, 18-45 days for Sii Lanka and 12 days for India. Itis also
feared by some that after the phasing oul of MFA and accession of China inlo WTO, Bangladesh may
face difficulty in sourcing raw malerials from traditional suppliers such as India, China and Thailand, who
wilt now be competing intensively in the export marked. Third, backward linkage indusiries will help satisfy
the rules of origin requiremems of zero tanfl fadiliies,

While the above arguments are well taken, the long-term viability of the difarerm segmenis of backward
linkage indusiries needs 1o be carefully assessed on considerations of cost effecliveness, sinca the
currenl incemtive system of cash subsidy can continue only up ta 2004, It should be noted in this context
that there has been little incidence of foreign inveslors mowing inte yarn or fabrc production in
Bangladesh as compared to clher developing countries in South and Southeast Asia as well as Lalin
America,

There is also the urgent need for atlending other faclors that significarly erode the competiiveness of
Bangledesh's export. As mentioned earlier, there is very little skiill up-gradation and training amangements
for the workers in the clothing indusiry. Enrepreneurs are reluctant te invest in the training of workers
because of high tumover rales. The situation calls for collaboration between the chamber bodies, the
govermnment and national and imemationa! training institutes. The successful eslablishment of the design
and fashion inslitule is an example in this conlext. There is also the need for ihe use of betier
management graclices, improved maimenance of machinery and adoption of betler technology for raising
the level of productivity at the plant level.

Altempts by developed countries to indude issues of labor slandard and other sodal dauses in

multilgteral trade negofiations have been successfully blocked 50 far. But mecan evenls in Seattle,
wWashington and ofher places cleady suggesl that these cannol be kept al bay for all time to come.
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Moreover, even before agreements are reached at multilgleral forums, pressures may be created al bi-
lateral or even individual buyer's level for social labeling of exports. Bangladesh already had a taste of
that through the Harkins's bilt on the use of child labor in garments factories, and the recent threat of USA
to cul GSP facility uniess trade unions are allowed in the EPZs. There were also occasions when buyers
insisted on examining the working conditions in the faciories before placing orders. All this suggests thal
Bangladesh will have t¢ atlend the questions of work eavironment and labor slandards in the gaments
factorias sooner or later. The sooner this is done betler will it be for the industry as i/ will help improve the
mora!l and motivation of the workers and will contribute significanily towards raising labor productivity in
the indusiry.

Amonpst the exogenous faclors, the mosl important causes of delay and cosl escalations include:
poitica! unresl, frequenl power failures, extorion and. delerioraling iaw and order situation. Unless
concerled steps are laken to resolve these problems, Bangladeshi exporlers will be disadvamageously
placed againsl their compelitors.

One ofher major limitation of the dothing industry of Bangladesh is the high dependence of the exporiers
on imtermediaries (agems and importers) whose major role consists of supervising and financing garment
husiness transaction, and who retain a large portion of the price margin. !t is eslimated thal only 20-25
por cesl of Bangladesh's garments exports are sold directly to retail groups and brand suppliers
overseas. Bangladesh can raise the compelitiveness of its products significantly by marketing direcily and
bypassing the intermediaries. To achieve this objeclive, the government needs to give targeted supporl to
large groups and companies who have developed their own backward and forward linkages and have
been successful in peneireting new markets.

Bangladesh also needs to improve the state of qovemance in the exporl seclor management system.
Delays in port dearance, port congeslion, corruplion and burgaucratic red-taplsm inhibit the tmely
performance of the exporters leading 1o cost escalations.

In a recent survey, a sample of 14 major texdiles and clothing producers and treders in Hong Mong were
asked to indicate the relative imporlance of faciors determining where they would buy clothes or invest in
a quota free world. In order of importance, the ranked faciors were (i) politics and stability in the host
country, (i} qualty of transporiation infrastructure, (i) quality of lelecom infrasiruciure, (iv) labor cosl, (v}
education and training of labor and {vi) nature of policies affecling trade and invesiment.

The phasing out of MFA is 50 designed thal bulk of the ¢lothing categories under quota restrictions will be

integrated onty al the lasl stage, i.e. beginning January1, 2005. So, Bangladesh has still some time {0
prepare liself to face the onslaugiht of competition afer full imagration has laken place. However, as parl
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of the implemenation scheme of the ATC, the guota limils of each exporling countries are being
increased at each stage of integration. Thus, during January 1, 1995 to December 31, 1998, quola has
been expanded by 16 per cent for each quota bound country. The expansion will be 25 per cert during
January 1, 1989 to December 31, 2001. The level of quota ufilizetion under enhanced limit gives the
signal weather ene exporting country is being displaced by another or not. The evidence on quota
utiNzation by Bangladeshi exporters after the first two rounds of increase in quola shows thal quola
utitization came down from 100 or near 100 per cent level to levels between 75-87 per cent for neardy 5
categores of traditional tens.

The threal of displacement by compeling exporlers has become sironger after the enacdiment of United
States Trade and Development Act 2000 (USTDA), under which 72 countries of the sub-Saharan and
Caribbean region have been granted duty-free and quola free access to the US market, which includes
33 of the 48 countries currently belonging to the group of L DCs. While Bangiadesh must prepare itself {o
face eventual competition afler 2005, it needs to seek similar support in the form of duty and quota free
accass for its clothing exporl during the interim peried from its major irading pariners, perlicutady, USA,
Canada and Japan.

7.4 Textiles For The Domestic Market

T L3 ' .
Bangladesh's spinning induslry comprise of public ‘,:"s.ectxnr* mii?s i:ndgr Elangiadesh Texdile Mills.
Corporation (BTMC) and privale seclor mills under BangladesﬁﬁT_érlile Mills Association (BTMA). Some
of the spinning mills are sland-alone units while others are c:qmi:lusite unesngnd include fabric
production/processing. As of June 2000, there were a tolal of 147 spinning .units of which 114 were in the
private sector and Z7 were in the public sector. The number of privale spinning mills rose sharply from 22
in 1985-86 to 44 In 1991-92 and then to 114 in 1968-00, Between 1991-92 and 1989-00, the increase in
the number of installed spindles was nearly 156 por cent. Excepling two acrylic spinning unils located in
the EPZs: there are no foreign owned spinning units in Bangledesh.

Table 7.14 shows the treng in demand and supply of yam in Bangladesh. A5 can be seen from the table
that the domestic production of yam was 63 million kg in 1993-84, which met 19 per cant of total yam
demand of 325 million kg. The share rose to nearly 24 per cent in 1968-88 when local production reached
the level of 147 million kg against a tolal demand of 606 million kg. The increased share was provided by
the privale sector mills alone. The public sector mills are 2quipped with out-dated machinery and are
chroricslly loss-making concems. Ouring the first two years of the FFYP, yam production increased at an
annual rate of 12 per cent, which fell far shert of the FFYP targel of 35 per cent based on projected
terminal year {2001-02) output of 522 million kq.
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Table 7.14: Demand and Supply of Yam during 1990s

{million kg)
Year Demand for yam ¥Yarn production broken down by
Local Export Total Public Private Total
market market sector sector
199394 180 138 328 17 45 63
1904-95 219 1692 411 18 79 87
1955-50 244 220 454 15 88 113
17005-97 255 248 503 17 110 117
1907-98 273 300 573 3] 132 140
18998-95 286 30 &6 10 137 147
Yearly Growth (%) 0.3 17.6 13.1 Negative 24.4 7.5

Source: Minlstry of Taxtilas

The weaving sector in Bangladesh consists of 7 public sector mills undar BTMC, aboul 1119 private
sactor mills and decentralized pawer-loom enterprises and another 212 thousand handloom units. Abct
70 per cent of the fabric originates in the handloom sub-secior. There are no foreign enterprises in the

wedving secior.

Domestic production of fabrics in 1996-97 was 1162 million meters. The FFYP set a target output of 3851
million meters in the terminal year of the plan (2001-02), which implied an annual compound grawth rate
of 27 5 per ceml. As can be seen from Table 7.15, averege annual growth of fabric output during the first
two years of the FFYP was aboul 10.7 per cent, which though respectable fell significanily shor of 1he
tarpet. Againsl a tamgel of per capita consumplion of domeslic clath of 15.4 melers in the terminal year,
the cormespending figure for 1958-99 siood only al 8.4 meters.

Table 7.15: Projected and Realized Production of Fabrics
{mitlion meters)

Itemn 1996-87 | 200102 Projected | 1998-39 | Realized rate
Projected rate of of growth

growth (%) (%)
Fabri; for domestic use 532 2037 16.9 1068 7.0
Fabrc for RMG production 231 1614 47.5 356 24.1
Total fabric production 1163 2651 25.7 1424 0.7
Handisom produdction 585 590 3.0 B70 5.8
Mill production 954 2853 493 B53 15.6
Population [million} 1238 132.5 1.4 127 5 15
Per capita production for local 75 154 14.3 8.4 5.8
consumption (meter)

= Por copita cloth constimphion in 1996-97 was 129 meters, the halance being mel from imporis
Soirra: Planning Commissinn and Minfsiry of Texties

As mentioned earlier, domestic productions of fabric for exporl oriemed RMG factories has increased
significantly over the past decade. Bul in spite of the 25 per cent cash subsidy incentive, 80-90 per cant of
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the woven fabric and 30-40 per cent of the knit fabric for the RMG industry is still imparted from abroad.
Bangladesh has also failed, so far, 1o attracl any foreign investrment in fabric manufacturing.

Simitarly, there exisls signfficam gap between domestic consumplion demand for fabric and its local
produclion. The FFYF estimated pear capita domeslic demand for fabric in 1996-97 to be 12.9 melers As
shown in Table 7.15, only 7.5 melers or 58 per cer of this demand was met locally. The pfan estimaled
per capita domestic demand for fabric in 2001-02 to be 15.2 meters. In 1938-99, per capila |ocal
production of fabric for domestic consumption reached the level of 5.4 meters. The gap between domestic
demand and supply of fabric is mel by imports — both legal and illegai.

The spinting and weaving indusiries in Bangladesh have traditionally enjoyed high protedlion through
tarifis and quantitalive restriclicns. During the early 1990s, restrictions on import of yam were removed
bul fabric imporis are stll restricted. Almosl 25 per cenl of afl 8-digit HS code lines in texdiles are under
quartitative restriclions. Imporl bans are in place for all woven fabrics, and gray clofh imports are
restricled to export oriented industries. This resuited in high effeclive proleclion to the weaving industry.
Recent eslimates show the weaying seclor 1o be the recipient of the highest ievel of (slatiiory) effective
prateclion ranging between 80-70 per cemt.

However, both with regard to price compelitiveness and producl quality of its fabric produds, Bangladesh
compares unfavorably with competiters such as India, Pakislan 2nd China. Low labor cost provides
Bangladesh with relatively iow conversion cosl. But labor cost constitutes fess than 10 per cent of the
vaiue of output while raw material account for around 80 per cenl of the cosl of gray fabric. High cosis of
imported inputs, parliculady cotton, puls Bangladesh at a relatively disadvantageous position vis-3-vis her
competitors. Similaily, deficient technalogy causes the quality of Bangladeshi fabric to be inferior.

Because of impoit resirictions, the incidence of iftegal imports of fabric, parficularly from India, is quite
high Cotton and silk saree, made-up texliles, rmlled fabric and winter ciothing were found to be major
items of illegal imporl from India in recent studies. There is also significant leakage of imporied duty-free
fabiic From the RMG faciories into local markets This has caused erosion of the stafutory effeclive rate of
pratection resulting in lower realized leve! of effeclive prateclion rales.

To meet the additional dernand for fabrics both for local and export markels, Bangladesh should rapidly
expand its dyeing and finishing facility based on impoeried gray fabric, since Bangladesh does not have
particutar cost disadvantage in dyeing and finishing in comparison with her competiters. Adequate
financing should be provided by the govemment for expanded dyeing and finishing capacities o be set up
in the privete sector. To facilitate producton for the RMG seclor, import of gray fabric needs to be
continued under bonded warehouse fadlity. For domestic market, quantitalive restriction on the import of
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gray fatvic should be corverted to tanff and set at ievel that will discourage illegal imports Al the same
time, vigorous efforts should be made to improve the slate of technology in the weaving sector. The
largets set in the FFYP to modemize the weaving mills and replace handloom by automatic and semi-
automatic looms have remained largely unrealized.

7.5 SOCIAL CONTRIBUTION

7.5 1 Women Empowerment

It is well recognized that women's participation in income generation activilies leads them a better stalus
within the family and provides them with considerable freedom. A job ensures equitable access to
household resources (nutrition) and larger investmen! on female human capital (health and education).
An empioyment opportunity draw attention to women's needs for public facilties such as fransportation,
communication, sefety stc. and creates & 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 dependsncy on male
income it reduces their vulnerability. It also reduces the possibility of domestic violence againsi women.
Expansion of womnen's employment has contributed posttively to the mprovement 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 of the garmenis workers which indicate a positive change.

Table-7.16: Indicators of Social Changes In Garmemr Workers

Iindicator Make Female

Before After Before After
Takes Decision Alone 828 7.0 26,4 43.3
Gones Out Alone o0.3 92.0 189 47.5
Buys &lone T1.7 850 23.3 44 .4
goes tn Market 834.5 770 11.5 213
Does Cogking 9.3 13.3 Fg 8 60.1
Do not Do Housework 3TEB 48.9 34 147

Sowrce: BIDS Survey

Employment in the RMG Indusiry has provided direci access to cash income for the firsl 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 garmerd indusiry was the maiden wege employments, The survey also
showed that woman were taking up such roles paying for house rents and schooling expenses for their
children or brothers and sisters. Despite the facl that they have lower income the female garmen workers
were spending the same amount as the male workers on the studies of their famnily members. The same
survey further showed thet femate warkers wers spending their eamings on their mamage, thus taking a
big burder off their famiiies. The independent eamings also allow these women 1o have a grater share in
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household decision-making. Evidently, wage work at the garment industry has empowered women and
improved thelr status,

7.5.2 Savings

Regular eaming enshbles a [arge number of the garment workers to go for some savings. Workers
imvesting en family pension schemes etc. create savings- A BIDS survey canducied in the early 19505
found thal 21 percent of both male and female workers aged 15 years and above had there own bank
accours. A higher propotion of workers (30 percent} had bank accounts in the EPZ. Findings showed
that women ara on average better savers than men and save aboul 7.6 percent of their olherwise small

inCome.

7.5.3 Child fabor

Over the recent years, intemgtiunar debate on child labor has imtensified. The eliminatian of child labor is
alsa among the core tabor slandards in the ILO Convention. The Harkin Bill Placed at tha US Senate
entitled “The Child Labor Deterrence Acl of 1983", which called for the eliminalion of child labor in, the
expert ofiented manufaciuring and mining indusiries. As & consequence many gament industries has to
retrench chikd workers from their faclories. In many countries these retrenched children ended up in more
sirenuous and less-remunerative jobs or worsl tumed to begging in the sireel. The Bangladesh RMG
seclor set a unique example through colleclive efforls, which eventually led to the development of safely-
net program for the child fabors. The BGMEA/ILO/UNICEF Child Labor projec in the garment industry of
Bangledesh, funded by the Intemnational Program on the Elimination of Underslanding (MOU) signed by
ihe BGMEA and two imtemational organizations, the ILO and UNICEF, with the aim of progressively
phasing out child labor from mere than 2,500 faclories that are members of the gssocialion.

The key Clements of MOU were:!

(a) A facl-finding survey to delermine the exdent of child labor in the gaments induslry,

(1) The eslablishment of an education program in which identified child workers should be enrolled,

fc} The esteblishment of a monitoring and veriffcation sysiem;

(d) The provision of income compensation in ihe from of a monthly stipend of Tk. 300, the equivaleni of
(at that time) US$ 7, the cosls are to be shared by on fifty-fifty basis by BGMEA, the ILO and ather
donors.

Many of the retrenched child workers have been placed in Schools and are receiving a Monthly slipend.

Foatball manufacluring industry of Pakislan has been following the globally acdaimed BGMEA Model of
Child Labor Elimination. BGMEA has sa far spent over 600,000 US dollars for the Project.
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Successfully addressing of ths issue has crealed a very favorable image about Bangladesh abroad and
promised continued markel access for the sector.

7.5.4 Popuiation Controf

Employment cpportunities especially for women crealed positive impact on family planning and
population control in the country. Independemn workingwomen are getling more conscious about the
advenlage of a small family, and are exposed to modern family planning methods. Working adolescant
girls tend to avoid early marriage as they have their own source of income and are self-dependert. The
mean age at mamiage for gils working in RMG factories tend to be higher than the national average.
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EFFECTIVENESS OF PRODUCTIVITY

8.1 Introduction

In general concept productfvity and expertise are used synonymously. The word ‘productivity’ has been
playing an important role in 'Economic Policy Planning’. By productivity” it is usually mean thal the ratio
of inpul & output where output does not only measure the created merchandise but also the satisfaclion
and pleasure associaled with making it. Input also consists of ditferent elements.

There is a misconception regarding production and productivity. Production is the uitimate outputl or
volume. In ather way, the resull of the relation between input and ocutput is the production. When the
elements of production increase then, the produciion also increases. Increasing the inputs without
bathering about the cost can increase production. For axample, the increass in labor force resulting from
population increase, increase; in raw material due to inGreased natural wealth elc. this increased input will
result in increased output. This is very usual. On the other hand, the productivity related with both the
input and culpul. Productivity can be measured as inpulfoutput.

Here in this chapter the ways and means of increase of produdiivity in Reedymade Garments sector heve
been discussed. Before that we focus an the necessity of increasing the productivity and the factors those
affects the productivily in manufacturing industries are focused.

B.2 Necessity of Increasing the Productivity

The worker needs mora wages 1o lead a better life while the indusirialisl needs to increase their capital.
The only solution here is to increase productivity. Il is very necessary for exporl management. it also
initigles good practices like good working condition, humanity etc. It also helps to increase the GDP and
to build infrasiructure.

Necessity and benefils of job training and obslacles prevailing in produclivity enhancement is the centrat
to the leaming improvements and compelitiveness of an ememprise. For effective and innovative actions
to be underlaken for increasing productivity, the latter performance will first have to be analyzed for
weaknesses and sirengths. However, the analysls of produdtivity cannot be accomplished by employing
empirical methods alone; it also requires the dynamic and pessive analysis of beth the mansagernial
activities and behind it and the leaming climate I genersl. tmprovements in produdtivity can be promoied
through courses and training evenis of varying langth and intensity.
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Training does nol increase the produciivity only. It &lso has some pther benefits. To create an
atmosphere of cooperation instead of conflict in the enlerprise between the managemem and workers.
Far efliciency and job satisfaction and for siarl good practices in the working places training is a must.
Training makes the workfigw smooih, enhance guality and skills and as well a5 reduces superyisory cosl.
Timely training helps to make effective decisions & eliminate extra tasks an operation.

8.3 Factors Influencing Workers Productivity:
The workers productivity is influenced by different factors. Some imponant faclors are described balaw:
8.3.1 Ciimate of the Work Place:

Climate has a very important effeci on working envirenmenl. Scorching and humid wesgther makes 3
worker tired. It makes very tough to do works for a long time atlentively. On the other hand the peaple in
cod and dry zone are comparatively efficient. To say about the subcontinemn, "The Indizn industry will
never reach the Europoan and American slandam of efficiency even if they try to copy in detail their
technigue, moral ethics and production method. This is because of the hot and humid chimate of India”™.

8.3.2 Wages:

As the wage level and slandard of living is related to each oiher, it 15 cleary recognized thal, wage
imfluences the quality. If a worker knows how to spend his eaming, then he can spend his eamings in the
right way and thus can also improve his efficiency. Wage also affects the mentality of the workers, The
more the wage of a worker, the more he can gel atlenlive in the works.

8.3.3 Working Environment.

Productivity is also related to the working environmernt. The faclory that has a very poor working condition
will uttimately get & very poor output

8.3.4 Toois:

Sometimes the level and nalure of mechanization influences the productivity. That's why the use of
modem technology is of modem technology is of utter importance now a day. Somelimes week
management creates problems. It works as an obslacle to grow efficiency.
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8.3.5 Trage Union:

if the workers are well organized inside ang oulside the organization, then, the productivity will also
increase. But one thing to remember is that, the efforl should be aimed at productive objective. Else,
productivity will nol increase.

8.3.6 Education:

True education enhances man's ability Education helps to buitd the charscler of a man. Thus an
aducated worker becomes more efficient because he iakes his job as a responsibility.

8.3.7 Welfare:

There is a positive relalionship between the produdiivity of the workers and the welfare activilies taken by
the managemeni. It Increases the abilty of the workers bacause they know that management |5 providing
ali the necessary support they want for their weifare.

8.3 8 National Characteristics:

Effidency of a worker also depends on his or her hertage & nationality.

8.3.9 Character

Honesty and faithfulness towards duly also increases people’s productivity. A dishonest worker can never
be an efficient one. Only work environment does nat influence the efficiency of a worker. Family Iife aiso
influences. The worker who faces adverse situation in a family is like to become upset. And the
consequence is less produdtivity. Moreaver there 15 the possibility of absence.

B.4 Way of Increase Productivity in RMG Sector in Rangladesh

Bangladesh's RMG seclor has mainly developed for ils low laber cost. But only low- cosl of labor may no
langer be sufficient to maimatn the slatus quo because textile giams (fike China and India) and low cost
producers (like Vielnam, Nepal, Cambodia elc.) may bypass Bangladesh any time. Through preferantial
support from US TDA-2000, SSA and CBI countries, with 20% price advantage compared to Bangladesh,
may also caplure the major markel share of Bangladesh. Their price is already competitive than our
products because of quola free and duty-free access to the USA market. Furlhermaore, confinucus
innevation in taxiile 1echnology has down the intensity of labor conlent and reduces the cost of production



significantly. Continuous efforts should, therefore, be offered to reduce the cost of deing business by
increasing productivity. To enhance the productivity of 1abor, inlensive training is esserdial. Surpisingly
there is hardly; if any such training center for garment workers in Bangladesh. The capacity of recenly
established 'BGMEA Institute of Fashion and Technology (BIFT)' is extremely Iimited and it is aimed &t
produces only technicians like engineers and fashion designers to replace high paid foreign experts in the
industry. Recently a number of prvates owned instilutions have been established to Increase the number
of skilled personnel in this induslry. Among them NIFD (Naticnel Institute of Fashign Design) is senving
this ferlle Industry with trained manpower in the field of Fashion Design, Pattem making & Grading,
Texiite Design, Apparel manufacturing Marketing & Merchandising courses. Bangladesh Govemment
should take similar steps, in cooperation with BGMEA, to establish training institutes/cerders for RMG
workers, inspactors, supervisors and others. Recenily the joird efforl of IPE deparment of BUET, SCDF
and DCE of BUET to train the mid {evel managers of the gammenis indusiries is a good slarl towards
strengthening the eflicdency.

It s tough te praclically measure the real size or number of input especially in the areas of calculating the
adverse effecl on the health of the labor. Al the same time, assessing pleasure and salisfaction of the
worker is almost nexl to impessible. The reason is thal the concept of "division of laber” enables one to do
a cenain piece ol work repeatedly and thus apily. And thus most of the workers cannol see the end
products of the parts they are engaged to produce. The consequence is that, workers have no such
satisfaclion or they canniol really imply that.

So, the whole thing is thal, "productivity” is relaled to labor, capital, managemenl and olher aspecis of
production. Hence productivity is related to both direct and indired! faclors.

There 15 numerous ways to increase produciivity. Some of them are as follows:

8.4.1 Efficient fabor.

Efficiency cart enhance by providing fabor. Moreover, hard work ofien increases produtdivity.
Thal's why molivation i5 needed.

8.4.2 Increase the Quality of Raw Matenal:
When the raw materia! is good, there is more possibility thet the productivity will increase.
8.4.3 Cooperation between the Management and the Workers:

The managemenl c¢an molivate the workers by providing the incentive scheme and olher welfare
adlivities. Thus management can have the faith of the workers and thus increase the productivity.
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Management efficiency can also increase the produciivity. It the managemenl can efficiently manage the
work force then the produdlivity will increase. Measunng produclivity is an impartant aspect to measure
the efficiency. But measuremen! needs indicator. This can be measured it by the units of output & inputs
But one has to be careful in selecling the units. The units shoukd reflecl the aclual refationship between
input and output. Again units may vary industry to indusiry.

Now the measures of inputs also can vary like outpuls from induslry to industry. One thing to remember ig
that the efficiency of result depends on the efficiency of seleclion of measures The seledled unit should
be able to measure both intemai and exlemal result. In this connection some thing thal the unit "Taka" is
the best.

8.4.4 Productivity and quality control

Produdlivity is analyzed in a quartitalive and a qualiative manner. Activity is analyzed from nurnerical
results as well as from a qualitative view such as capacity, method and work envirenment of the adivity. A
quantiative indication of productivity is the numerical measurement of the aclivity performance, while the
quazlilative analysis looks at ihe composition of ihe aclivily.

A.5 Recommeandations:

&  New procedures and work praclices takes time for worker to laam. So training is very esserial o
adapt with the new systems.

< |mproving organization of work processes is the best way to increase productivity since it can be
achieved with better or no cosl.

o>

Introduce fragment changes in tasks to stimulate the workers attentian.

& Set up semi-autonomous groups to improve efficdency and reduce supervisory cosl. . Introduce
discussion betwsen emgployees and workers represemlatives. Discuss the findings with the
workars,

4 Training for employers on how te improve cccupsationa! safety and healtth,

Finally, praclicing some good praclices that can otherwise cul cosl and enhanca produdivity, Cumently
BGMEA is working with ILO for coming up with some of such practices. Moreover, they have another plan
with ILO where ILO would invesligate what type of training is needed for Bangladesh to enhance
productivity coming ahead.
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TECHNICAL COMPETENCE AND IMPROVEMENT OF PRODUCTIVITY

8.1 Introduction

The economical and social importance of RMG seclor in Bangladesh is something that needs very Itlle
axplaining these days. Newspaper articles on this issue, coverage by the T.V. and Radio on it, saminars
and workshops and concems being expressed in government levels are almost daily happenings of the
curment times. Bangladesh is on the threshold of a completety free world market for facing the severest
challenge of compelition et every asped of imemational business. Since export of RMG ocoupies a very
large porlion {about 70% in terms of value) of our total export business this sector is destined to receive
the major shack of the free world trade contest.

But urfortunately this seclor, which is the only economic lifeline, has enlered very crucial times. Even
before landing on to the meal tough time of beyond year 2004, it has already starled facing utter
difficutties. The curmerd world situalion has pushed the RMG business into an arena where they are io
figh against many odds that are posing like many aftacking tentacles of odopuses. Some of these
include:

% Fight againsi the rise of the 72 Sub-Saharan and Carbbean countries after TDA 2000 with quota
free and duty free access to the US markel

¢ Gradually easing and Ifting quota situation and emergence of China as mighlier RMG
marufacturer and exporler 10 benefit from the gquota free business environment

< Ever increasing cost of production in Bangladesh due to constant rise of prices of utility and other
services, elc.

% The fact that majorily of the RMG manufaciories of the country still remain fess efficient and
pocrly managed

< Recession in the USA

< The catasirophic effect of Septernber the 11 and the irag war an the world economy

8.2 Improvement Strategy Beyond Free Market Economy
Se ‘improving Productivity' are the key words that deserve special attention and very clear understanding.
Increased productivity means increased efficiency. If the industry is more efficient it is less expensive. So

in the changed scenaric beyord year 2004 we have to count the following fadors to increase efliciency.

<  Price competitivencss
< Precision of work i.e. produtl quality



< Ability to ensuring shorter lead time
& Readiness for quick and proper responses to the various needs of customers ie. lab-dipping,
sampling, attending mails, gn time shipments, etc.

o

Promotions i 8. offering new styles, fabrcs, ideas etc. 10 customers
% Producl Devalopment experlise and capabilities
< Observance of faclory compliances and ethical practices

All the factors mentioned abowve affects the business. But ons receives & direct thrust from the firsl four of
them. If one can't offer competitive ptices it does not get business. Also they will not get orders when
buyers have no confidence in there producl quality. Same resulls await if one is infamous for lousy
timings of shipments, Evidently one need to excel in all these depariments, which wont cost. So to
achieve compelitivenass in prices, atlain slandard quality level and improve enormously of deliveries they
have to-
% Improve produclivity or plant effliciency by-
a. training the opergtors and supervisors to improve their skill
b. engaging work-study statf to calculate Standard Minute Value of each of the operations of
the siyle imtended to produce and sefting produdtion targets
¢. using gauges, folders, attachmems etc.

a

minimizing defecs percentages and reducing repair and ra-work
motlvating workers ang staff.

=

< Ensure gualty products by-

a. practicng Tolal Quality Management (TQOM)

b. preparing and followlng a quality manua! for products

c. iraining the Qualily Gontrol and Quality Assurance persannel

d. using gauges, folders, attachmems and cther modermn working aids as and where
necessary
intraducing Traffic Light System els.

@

2  Improve the delivery schedules by-
a. improving merchandising efficiency and ensuring efficient Inventory management
b. improving the produdivity
¢. improving the quality
d. reducing the re-work
& aensuring excellent machine maintenanca and 1hus reducing machine breakdown, rewerk,
atc.
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Now lel’s refer to the subject matter of this chapler. "Requirement of technical competence and improving
produdlivity in RMG Industry”. In order to safeguard the strong presence in the open markel at isast
Bangladesh must ensure 115 improved produdivity and achieving the tamget of higher level of overall
afficiency. There are also ather important aspeds thal needs to be improved too. These are-

Ensure besl ulilization of overall manpower engaged in all deparimenis,
Reduce cutling loss & waslage,

Improve marker efficiency,

Saving from purchases etc.

LU

imprave inlemnal communicalion system by introducing computer network within the company 50
that managers have quick access to useful dala.

7]

Ensure broader use of the accessibilty to the Imemet and derive multifarious benefits from Jt.
¥. Imroduction of a goed incentive system.

Impraving productivity is nat & easy job. Mere wishing won't help, nor the sincerast efforls only. If the
effarts are aimless and nat following the cored procedure then one won't achieva it. Cormed procedure
often is the comed technicque.

Technical competence is the key words behind many successes. One have 1o be compedant technically
to improve produclivity, guality, reduce re-work, improve the machine to manpower ratio from an
extravagant 1. 2 to about 1. 1.5 ( in Sn Lanka a geod RMG faclory has this ratio as good as1:1}
improve millization of raw-materials, and so on.

9.3 How To Be Technically Competant

The management have te first identify the key paople in the company. Then iry to assess their technical
compeience. Afler knowing that who are the weak links, have to amange training programs for them,
either al the premises or at suilable outside places like BGMEA Institule of Fashion & Technology.
Identification of weaknesses or problem areas is very imporiant. But this is only halway toward solving
thern. The Litimate target is not to gel the satisfaclion of treating the patient bul to have the patient cured.
Having the trained people posted in their respeclive places, have to assess their perfomances against
the target. Than have to commend their achievements and criticize their failures and give them further
targets. A constant follow-up work would be required to tum all the best praciices inio a permanent habit.
The at length discussion of various aspects of achieving technical compeience would require a lot of time.
5S¢ we would restrict our discussion on just & few of them and limit them in a few words only-

o Use of gaugestemplatesiolders etc. would do & lat of tricks. It will improve productivity, ensure

quality, reduce rewerk, reduce operalors fatigue, enahble perform more than one operation in one
machine at a time; help reduce number of helpers/operators ete.
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Chapter-09

Ergonamic design of the workplaces of sitting and slanding workers will reduce the feligue and
will Improve the productivity.

Proper work station layout along with a good balancing of workstation will alse increase the
productivity.

Upgrading and modemizing the factery by using programmable machines {where affordable),
sewing machines with under trimmer mechanism, special machines etc. - this will alse hslp to
reduce helpers and improve productivity.

Introducing CAD (Computer Aided Designing) into the Guiting room. This will increase the
efficiency of palen making and paten grading, and improve marker afficiency through enough
practices. It wi?! help to reduce manpower in the cutling room, help to save from purchasing
paliemn boards and praserying markers.

Use of computer software in HRD deparimeni, in production, in slores, in merchandising
depariment, in accounis depariment etc. Local packages are available nowadays at affordabie
prices. Effective use of these packages is possible after a little training of the users. This, once
gone, would heip to save a lol in terms of reduced manpower, improved effigiency, better and
faster communication amongst the depariments, iesser mislakes, easy and wvery guick
actessibifity to the data bank wilhin the netwark,

Introduction of bar-code o all the produclion places will enhance the cost-effedive timings,
unearth the botllenecks and will iead to operator's efficiency. This syslem can guide the incentive
system in RMG industry.






REASQNS FOR STAGNATION and SUGGESTIONS FOR GROWTH

10.1 Overcoming External Constraint

Exiemnal issues are those over which Bangladesh has no direcl control to solve. At best it can imluence
thraugh her policies and bilaleral and multliateral negotiations. These issues include: intense competition
from low cosl sources, frequert policy changes of importing countries, imroduction of new policies giving
preferential treatment to compelitors (TDA 2000) etc. TDA-2000, NAFTA, Bi-lateral agreemen between
UsA and many other countries like Jomdan, fsrael made our export highly competitive. Global recession
and the terrorist atiacks in the US on 11 Seplember 2001 also affecied the globat economy. The gamerd
export is, for the firsl time, showing negalive growth. Hence it should think about produci and market
diversification and compliance wilh sensitive social ISsues.

10.1. 1 Seeking Duly Free Access

in a free market condition it may be difficult for the Least Developod Coundries (LCD's) to be competitive.
Elimination of guatas under MFA will not reduce garent exports if measure like preferential access is
undertaken The disadvaniaged position of the LDCs has been aadressed by ATC as well as in ather
dedarations of WTC minisierial meeting in Singapore in 1996, A decision was laken at the meeting,
where was afreed that LDC's would be given duty free access for their producis to avoid 'marginalization,
European Unicn (EU) has also indicated its decision o grant dulty-free access 1o the products of LCD's,
On the sther hand, the declaralion also renews WTQOs commitmend to the observation of imternalionally
recagnized core labor standards. The report supgesis thal the inlemational Labor Qrganizalion (ILO) is
the competenl body to sel and dea! with these slandams,

Al the Seatile Minislerial meeting the L CD's have managed to ariculate a set of well thought out
propasals, which is callad Comprahenslve New Plan of Aclion {CNPA) for ensuring successful integration
of LCO's intn the global trading sysiem ard arresting further marginaiization. The CNPA had conlained
provisions of duty free, quota free and non-reciprocatl access of all LDC products imddo markets of the
developed courdres. As there was no consensus on these in the Seallle meeting, the LCD's shoukd
therefore address these issues in multilateral and bilateral forumns.

It is importart to note thal on 161h May 2000. Sub-Saharan Africa (S5A) and Caribbean Basin Initiative
(CBN countries have been granied cuty free access from October 1, 2000 to Seplember 30, 2008, The
major exporters are Mauries, Lesetho, Scuth Africa and Kenya who ame likely to compete with
Bangledesh. Qut of the 48 LDC couniries 33 countries were in the 554 and CBl. There are 15 LCD's in
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Asia. Hence, for the rest LCD's bilateral agreement may be sought for cduly free access to USA, The
common elemenis of the eligibilily criteria for the SSA and the CBI countries are: (a) couniry provides
intemationally recognized workers rights and (b} has a system to combat againsi Corruplion. Hence, in
case Bangladesh seeks preferential access, these would be the minimum requirements for eligibility.
Bangladesh would therefore have 1o decide whelher such conditions are acceptable. Other conditions
were fabric made of USA yam, USA thread for S5A counifries. There are dauses for GSP and suge
mechanism. For the CBl countries, the apparel cul and assembled in CBl needs to be madeg from US
fabric made or US yam. it is not dear whether fabric dyed and finishing s allowed. In both case
transshipment penalties are includes and handloom artides, and made amd folklore aricles are duty free
if certified by the country. Certificate of origin is also needed. Therefore, In case of duly free access
Bangladesh may have 1o: {(8) use USA cotton/USA yam/USA fabne; {b) follow core labor slandard; (c)
have cedificatian of arlgin from the custerns; (d) devetop a syslem to combat cormuplion.

Ir order {0 follow the eligibility crileria of iMemetonally recognized workers rights there is a need to
appreve and enforce the Labor Law Reforn Report 1994 in Bangladesh. This report has reviewed all the
axisting labor laws and has made the following changes: appointment letter to be made compulsory,
malemiy leave to be provided for two surviving children, workers need to give 60 day's nolice 1o leave
jobs, standard working hours for women are to be followed, provision for a one-day weekly leave, equal
wage to be pald to man and women for egual work; fine for not paying the minimum wage, group of
eslablishment al the same location can fonm one union; unigns should be as per ILO guidelines. These
provisions will cedainly help impmove the wage and working conditions of the RMG sector if they are
properly enforced. Moreaver, NGOs and trade unions need to creale more awaraness about [abor laws
ard monitar implementations. Unless efforts are made to improve these aspecis, trade refaled
employment would comlinue 10 provide dead-end, fow-skill jobs with peor working conditions, imensifying
traditional segregation.

10.1.2 Infegraled Framework for Technical Assistance for LDCS

As a follow-up of the firsl WTO Ministerial Meeting held in Singapere in December, 1998, a High-Leval
meetng on Integrated Iniigtives for LDOGs' Trade Developmert was held in 1897, An integraied
framework for trade- related technica! assistance; including human and inslitulional capacity building to
support least-developed countries in their irade and irede relsted activities was developed. In order to
imprave the overall capacity of least- developad counries 1o respord to the challenges and oppertunities
offered by the trading system, it was agreed that six agencies, namedy, IMF, ITC, UNCTAD, UNDP, the
Workd Bank and the WTO would provide trede related assislance to enhance their supply response.

The implememnation of the Integraled Framework for Trade-Relaled Technical Assistance Activities has
been very slaow. Through the intagrated fremework Bangtadesh can seek to enhance her compelitive
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sirengih by raising her domeslic capabilities to respond to the global challenges. Hence, as a follow-up of
the integrated framewoerk, a need assessment sludy began in Bangladesh in September 1887
Subsegquently, all the six multinationral agencies prepared a joirl imlegrated response fo that needs
assessment, ITC together with UMCTAD prepared an Integrated Country Program aimed at sirengthening
the supply capacity of Bangledesh in May 1985. The process of implementation of the integraled
framework has been very slow and it took two years for the process to come to a Round Table Meeting
(RTM) where a drafl report on Multi-year Program was presented in January 2000. This RTM was the firsl
of Its kind in Asia. A list of 34 trade-related technical assislance projects has been identified as prionty
projects. Of the 21 seclienal projects there are only two relaled to the RMG seclor. There is only one
fashion mnstitute, which is funded by BGMEA anc World Bank. There is a propesal for another Halian
aided fashion instituie. Ironically, in 1995, Cotton Textile was declared as the "lhrust™ sector in the textile
policy. Bul “tedile as a thrusl seclor” has been tolally ignored! Surprisingly, there are no projeds
regarding Cotton texdile restructuring. There were saveral projects, which UNCTAD and WTO showed
imeresi bul were not in the pricrty lisl. At the round tzble meeting held on 22 January, 2000 to discuss
the trade related technical assistance, it was agregd thal the assistance, channeled to the projects must
be in addition to ihe regular funds which are eammarked for Bangladesh by bilateral and multilaiere!
donors agencies The meeling suggested that there was a need to (a) priorlize the projects; (b} create a
saparete wing to co- ordinate private seclor project; {c) IT sector needed priority atiention; {d) taking the
botlom up approach may not be appropriate as reference to WTO rules and regulations in public as will
as privale sector was lacking.

The WTC call of the Ministry of Commerce needs to be expanded to a division and it needs to be manned
by trade cadre parsons. So that there is continuity in trade related issues. In order to disseminate WTO
rules ard regulalions, 1here is a need to have a focal point in the key minisiries which would be amesied
by the WTO, such as minigiry of Agriculture, Ministry of Indusiry {patent design}, Cultural Minisiry {copy
write}, minisiry of textile (ATC), NBR ard Tanff Commission (anti dumping) EPB and Ministry of
Environment {Sanitary and phylosanilary measurs). Newsletlers could be developed on WTO rules and
regulations and disseminated this is one way of creating awareness both in the publc and the private
seclor abaul WTO regulstions beyond 2004, Even the farmers and firms needs 10 be aware of the etiects
of WTO regulations. Trade associations may be involved for dissemination.

10.1..3 Complianice with Non-tariff Barners

Companies are under considerable pressure from their customers, public and govemment to demoenstrate
their commitment to ethical purchase polides. Imemalionally recognized labor right Is one of the clauses
for providing duly fee access to USA. The USA buyers have already slarled imposing Sodal
Accourtability (SA) standand on textile and clothing exporting countries .Cerlification process SA 8000
was developed for an intemnational standard, which is mobust, and Indepondently auditable, hence, it is
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likely that it may be mandatory to have SA 8000 certification in the near fulure. Exporlers may also
require o use social- labeling to assure consumers in imporiing countres that SA 8000 standards lave
heen met. Hence in order to remain competilive firms will have to meet SA 8000 slandard. This is likely to

increase cosl.

In order to comply with SA 8000 there are four stages in the process of becoming cerlified. The World
Bank Projecl on Matching Grant Fund (MGF) is currendly providing 5C per cenl grant for SA 9000
centification. This year, there were 10 RMG firns cerified with the help of MGF. There is a need to have a
separate project 1o provide MGF for SA B0O00. The BGMEA have amanged seminar for crealing
awareness aboul compliance with S4 8000 An early compliance will give a compelitive ¢dge. Hence,
Bangladesh could make compuisory by the year 2002,

10.1 .4 Market Diversification

Bangladesh has so far exporled apparels to almost 85 countries; its expor is concentraied only in two
large markels, USA and EU. Because of larger quatas gramted by USA and GSP privileges provided by
EU. More than 55% of our garments are exporied to these two markels. Canada as a single courrry buys
about 2.3% of cur ipla! export.

The exporl share to the USA is 45.24% in 2000-2001, which is 3.74% less than thal of the year 1891-
1882; haowever, ihe comesponding share to the EU has experienced an increase of4.9% than the year
1981-92, Thus, the increment in the EU share has simply repfaced the declining share in the USA market,
which suggests that insiead of diversification, Bangledesh's exporl market has siill remained concentrated
in these two areas over the past decade. The combined markel share of the USA and EU has thus
increased from 95.56 percent to 95.73 per cent between 1981-82 and 2000-2001.

Recenlly Canada has provided Duty and Quota free access of apparels of Bangfadesh to Canadian
Markel_ It should try to expand the markel shane to Canada, which is now only 2-3%.

But axploring new markel is coslly There is a lack of knowledge about how to enter new market and new
products. Cul of a total of US$ 2,088,575, disbursed under Maiching Granl Fund {MGF), the RMG sector
demanded US%$ 561495, i.e. 27 per cerl. As the market and product sludies are coslly and 50 per cent is
provided by MGF, these information could be procured by the Minisiry of Commerce and then distributed
to the relevart trade association. This will reduce duplication of effons.

Bargladesh could explore other developed markels like Japan, Sweden, Australia and New Zealand.
Other emerging market is South Afdca, Russia, India and Brazil. i should also iry to capiure these two
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markets by puting greater efforts. There is also market in the middle-east; namely the Hajj market wherg
each Haji market where each hajis buys apparels "Tupi”, rubber sandals, {owels for ahram, beads and
prayer mals. This markat is currently captured by China. Bangladesh could use regional cooperation lika
the CIC to enter the Haji markel duty free,

There |s 2 need to move up market for the RMG products. At present the. Back-to-back L/C can be 73 per
cent of the value of the orginai L'C. But for high value added products it coulkd be BO per cenl. There is a
need to mise these limits to B and B0 per cent. Respectivety. This wouid make RMG exporl compotitive
in the imermaticnal market. There is a nead to set up forward iinkages by having own markeling
capabilities. This will reduce the markeling mamin of the intermediaries. Bangladeshi's needs fo set up
thetr own bSuying houses and diversify products and markels.

10.2 Overcoming Intemal Constraint

Internal problemns indude: cosl reduction strategies, eslablishing backward' linkages, ensuring effident
management of ports and attaining polifcal consensus on trealing RMG as a top prority industry and 10
keep it out of all sorts of political dislurbance.

10.2.1 Reducing Lead Time for Export

In order to be compelitive, reducing lead-time is crudal for Bangladesh Lade time for omders placed in
Bangladash amounis to 120 10 150 days from the date of order to the date of shipmeni from Chitlagong.
This is one of the major obstacles to the RMG business. Such long lead-time resulls due to many fadors.
The lack of domeslic supply source aof fabric is only gne fador responsible for the low level of
responsiveness. The use of {ocal fabrics would reduce lead-time by four weeks. Besides developing
backward linkage indusires there is a need to provide privale bonded warehouse and port facllities,
eolving irfrastruciure and financial probdemns and reduce bureaucratic delays especially custorn delays.

10 2.2 Backward Linkage Industry

In textile and clething trade usuzlly two types of countries are imvolved: One typo consisls of those with
beckwand linkage Industries such as China, India, Thailand, indonesia, ¥orea, Tawan, Hormg Kong elc.,
Ancther lypo includes couniries, which expor clothing, but depends on imporied texdile for manufacturing
clathing such as Bamgladesh. Nepal. Sri Lanka and some Middle Easl and African countries. When there
will be no guota those countries thal produce teile are likely to hawe for varied linkage dofhing
industries. The courtries in the second group wili face difficulty in being compelitive as lead-time is almost
double.
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Afthough the RMG industry is already 20 years old ne atternpl has so far been made to build up backward
linkages textile industry to feed the RMG indusiry. The RMG industry is highly dependert on imporied raw
malerials because Bangladesh does nol have the capacity' to produce exporl quality 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, Presenily. Bangladesh import 80 per cent of
woven fabric and 40 per cent of the knit fabric. According to BGMEA, the development of the texdile
industry is imperalive In view of impending changes of quota free environment, There is a caplive markel
of 3 billion melers of fatwic annually. The GOB estimates that Bangladesh will need Tk. 240 billion
invesimenls for ihe backwsard linkage induslries. But till date there has nol been any move for mising
sych funds., Shorlage of capital for backward linkage induslies is the major weakness. Although
Bangladesh offers' excellent incentives for foreign imvestment slill they are nol coming in & big way for
investment in the textle seclor. India, who produces catton, has emberked on a program of Indian Rs.
25000 crores to its invesiors at an interest rate of less than & per cent 10 re-vamp s entire texiile industry.

Considering the imporlance of texdile in 1992 cotton texiile was declared as the ‘thrust seclor’. Texlile
poiicy was formed in 1989 and revised in 1985. The objeclive of the 1595 textile policy was: (a} 10 aflain
se1f-suffidency in textiles for meating local demand as well as for supplying fabric to the exporl- oriented
RMG indusiry and (b) to expart fabric direclly through the development of the private sector. The expor-
orienied RMG indusiry has played a vital role in the development of the texlile accessories indusiry such
as butons, buckrem, labels, packaging elc. There is no conclusive evidence on how far backward linkage
industries wouid be competitive for Bangladesh. The IFC {1859) repon suggesis that the spinning seclor
would not be able to survive without the porcerl cash incentive of 25 par cent paid to those fabric
rmanufaciurers who use locally spun yam. Moreover, labor produdivity in indian weaving secior is higher
and labor cost In Pakislan are around 7 per cent lower compared 10 Bangiadesh, Although Bangladesh
has cost advariage in terms of power, which accounts for 10-15 per cemt of the cosl, this is neulralized
due to high impor dulies and taxes levied on auxiliary malerials, such as spare parns. Exporl orieried
mills in India and Pakistan are allowed to impert such goods duly free. Moreaver, raw cotlon is about 20
ner cent and 15 per cent cheaper in India and Pakislan respeciively. Al present China and India are the
main suppliers of fabdic to Bangtadesh. In & recen study, it was amgued that cumrent produdivity in lexdile
industries i5 nol a good indicator to evaluate ihe prospod of textile industry. Poduclivity could increase
with improvernent in iechnology.

But & crucial issue of backward linkage weuld depend on under whel "rules of orgin” condition
Bangladesh will get duty free access n USA. The best optlon would be to gel USA cotton rather than yam
ar fabric. Duty-free and quola free access to be sought from January 2001. Even if Grey cleth is imparied
from USA under the "rule of origin” then there will be a need to have Effluen Water tregiment plant for
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dyeing and printing indusiries. These dyeing and printing industries could be located in one EPZ so that
the plant i5 cosl-effective.

Two indicators of backward linkage industries are: (&) import of machinery and {b) lax holiday data on
invastmeant and employment. Yamagata (2000) has compiled the irade slalislics on imporl of machinery
fom Bangladesh Bureau of Slatistics Foreign Trade Statistics of Bangladesh. As mosl of the
machineries used in textile are imported this is a good indicator of trend in vesiment in textile industry.
About 25 per cent of the machineries are imported from Japan and anolher 25 per cenl fom China and
India.

Dats on private sector invesimerd in texdiles are limited; tax holiday cata are the only available source of
information on new investmem and employmemn in lame-scale indusiries during 1997-2000. In 1988,
aboul 78 percent of emnployrmemt and 41 per cent of invesimenl were created in the RMG sector, while
cotton textile seclor crested 8 per cent of additiunal employrment and 27 per cant of addiional invesiment
in the {arge-scale sector.

10.2.3 Pmwvide Private Bonded Warehouse and Porl Faciiities

In order to order the lead-time, there is @ need to eslablish private seclor bonded warehouse facilities as
Bangladesh imports most of the fabric for clothing. Al present anly 12-15 per 12-15 per cenl of woven and
about 8 per cenl of knitwear is being met from lecal sources. On an average, aller orders arc placed, i
takes about 20-25 days for transshipment of the impored fabric to reach Chilageng porl. At the port
ancother 4-7 days are needed fo release the fabric. Hence, if there is a private bonded warehouse facility,
then enirepreneurs can slock fabric espocially gray cdoth. Moreover, if there is 2 Deep Sea Pod then the
Maother-Vessel can anchor in the Deep Sea Porl and the fabric can reach Chitlagong port in 8-12 days.
Also alternative port at Mongla needs 1o be developed further. Private sector participation in port
gdevelopment neads 1o be encouraged.

Bangladeshk gament export in volume is increasing & 15 percent for the lasl 20 years. The facilities of
Chittagong Porf and Mongla Port have not increased at the same rate. The handling capacity of
Chitlegong Port is 1.5 lac Tolal Equivalent Units (TEL)}, whereas laesi year Chilagong Pod handfed more
than 3 tacs Taotal Equivalent Units (TEL}. The comainers kepl stuck up in the Port and many containers
remain jammed for 15-20 days, which s required to be released within three days. Bangladesh have
exporied 101 milhon dozens, 711 millicn dozens and 124 million dozens of apparel in the year 1958-28,
16958-2000 ard 2000- 2007 respedtively. The amount bocame 140 millien dozens in 2001-2002, whereas
it 1& depending only on Chitlagong Porl. Towards keeping 2 fulure demand, if il is unable to find an
altemative solulion to this problem it would jenperdize couniry's total econamy. To complete the exporl
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procedure in due time, it is very essentlal 1o collecl raw materials st righl time. If the raw materials remain
idle in the container at Chittagorg Port for 10-15 days, the apparel indusiry wouid definitely face a serious
negative impact.

To complete the process of import and expont activities smoothly,

2 It is necessary {0 introduce modem handling equipment 2 ‘Inland Container Depot (1ICD), Dhaka'
as weil a5 at Chitegong port.

< The port requires highly skilled professionals in dealing with port adlivities smoothly.

< Considering the bulk shipment of apparel export in the future, it is necessary to increase the
space capacity of the porl.

< The port should oporate 24 hours a day, 7 days a week to reduce the tum around time for
container vessels

oL

Stop afl tofl collections ihat take place al the entry and within the port. These tolls cause defay
and increase cosls.

Eslablishing new container terminal to ease congastion of the exisling port

The computerization of these port fadifties will further strenglhen its eficiency.

Improve allerative porl facitites at Mongla.

L

Intreduction of modem machineries for porl operation.

10.2.4 Solve Infrasiruciure Probiam

About 80 por cent of the fabric for RMG is imported and about 50 per ¢end of the exporls are shippead from
the Chittagong Port. Mosl of the factories are located in Dhaka and Chitlagong. Thus, there is a need to
have additional rail track for the Dhaka-Chitlagong roule and an expréssway. Power disruplion and
imermitlert power supply is a crucial pmblem. This makes produclion plan difficult. Hence, measure
neads to be introducod to provide unimtemupled power supply 1o sl RMG enterprise as well as textile
indusiries. Small elecircity generalion plamts may bo set up for the indusirat zones as well as those aides
where garment factories are concentrated.

10.2.5 Soive Financial Sector Problems

The iending rate is the highesl in the region. The inlerest rate should be lowered to B-7 percents. There is
poor bank-client relationship due to which processing is delayed. Aleo trained and compedeni people are
needed for processing work, In case of RMG, site LICs has no chames bul deferred L/Cs has 0B per
cent charges. All LYCs should be treasted similardy. To solve th;a stock 1ol problern, there is 8 need to
implemeni block account as done for the leather sector, throeugh segregating loans.
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10.2.6 Reduce Custom Delays

Delays in clearing are the main problemn in cusloms, Those faclories located in the EPZ as the custom
clearing is not dene at the port de not face these delays. There is & need to develop similar process for
other fadories. A custom clearing zone may be eslablished in Comilla, which will be compulerized.
Clearance within the same day needs 1o be ensured to reduce lead-lime. Relationship between cusiom
authorities and axporters needs to be improved. There is a need to simplify custom and port procedures.
Moreover, custom rules should not be changed withoul natificetion,

10.2.7 Diversifying into New Products

The exporl of Bangladesh is highly concentraled in two major markets: EU and USA. In 1958/05,
Bangladesh exported 52.4 per cent of its RMG o EU. The market share of EU has increased since mid-
19505 due to duly-free and quata-free access to EU. In 1998/99, Germany was the main buyer {14.5 per
cent), followed by UK {10 per cent), France (8 por cent), Netherands (5 4 per cent) and Italy (5.3 per
cent). During 1958/%9, Bang/adesh exporied 43.2 per cent of iLs RMG to USA, while to Canada it was 2.3
per cent. The narrow base of RMG exports is a matler of greal concern and aboul 45 per cenl of is
expon will be is vulnerable to compelition aller 2005. Bangladesh has very little access to Japan, China
ard Indian markels for RMG axporl. Cuty free access for RMG may be sought for access to these
countries on & bilateral basis.

Mol only the RMG export has been limited to small number countries, bl also the preduds are not
diversified. Bangladesh exports few RMG products such as shirts, T-shirts, shorts, jackets, trousers and
sweeters. As mentioned earlier these are progucts for the low end aof the market. During the ATC period
1894-9% same diversficalion has taken place as the share of shirs fell from 63 per cenl in 195405 to 40
percenl in 15984591, Civersification has taken place to higher value producis like trousers and sweaters,
Bangfadesh can expand its production for the low end of the marke! where it has a competitive advantage
as well as move upward to high pnoed fashion clothing.

To be intemalionally compelitive, Bangladesh needs to expend its product range and shoukd begin
praducing fashion-wear and higher value added items. Produd diversification 15 esseniial to meet the
chaltenges of the past-MFA wornd.

Suficient capadcily building is required for such diversification, which involves improving skills such as
fashion design and cutling as well as upgrading technology.

10.2.8 Enhancing Labor Skilf and Productivily

BGMEA with assislance from the Workd Bank in the form ot MGF has sel up the Inslitule of Fashign and
Technology (BIFT) in January 2000. The insttute will produce skifled fashion and design personnel to
make more value edded producs to meed the challenges afier phasing-oul of MFA. The Inslitute has a
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teaching staff of 21 and four experl teachers from abread. As many as 11 graduates and masler degree
holders have been sent to 56 Lanka for & six months training and will join as insiructors of the institute, At
presant about BO00 foreigners are working as specialist in various Garmenl indusiries. Some of them wil!
be employed as part-time feachers. The inslitule is expected get affiligtion with the Universily of Dhaka
and link wilh Nottingham Trent Liniversily of LK.

As 6000 foreigners are working in the garmeni fadories, it supgesis that there is a shorlage of fadary
managers. This is because Bangladesh does nol produce MBA with major in production. They usually
have a major in finance and markeling. Thus, # is ugent to imroduce preduclion major in the MBA
courses. Scholarship coukd be imroduced to such major to encourage mome siudents to take this
speciallzation. Also the Fashion institule needs to be used in a better way to meet the demand of the
garment seclor. Moreover, Banpladesh now has a skilled workforcs, which could readily adapl to handling
more complicated designs. Appropriate training 15 needed to mave up market.

There is a need to improving the textile technology instinde, This Inslitule produeces few graduales but
there is a grealer demand for such skilled workers. Mereover, the technology used al the Instifute is
obsolete. Hence. There is a need to expand and modems the textile inslitute.

To increase productivity, workers must be trained and working condiion needs to be improved. Training
fadilities in collaboration with true govemment, BGMEA and intemational organizalion can be set up for
garment workers and managers. Compuierized information sysiem can also reduce lead-time. Besides
improving working condition, timely payment of wage and ovwertime, subsidized fourl, subsidized
transport, providing froe medical facilties and protection againsl fire hazards are likely to motivale
workers and improve praductivity.

The labor productivity in RMG is lower than countries like China, Korea or even Sri Lanka, Workers musl
be trained and well molivated to increase productivily, Necessary steps must be taken al the indusiry
level to train and motivale workers

The aim should bo to move the industry to the different regime, where compelition will bo based on higher
produclivity, to meet the new challenges of the post-MFA era. & more concerled action plan should have
been neaded in this regard.

10.2.8 Reiraining of the Affected Workers
The phasing-out of MFA will have difererial impact on knit and woven clothing in the garmerd industry

Women form aboul 85-70 per cenl of the labor force in woven garment manufacturing, while thelr
proporlicns are only 30-35 por cent of the fabor force in knitwear manufaciuning. The share of woven
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RMG in total export to USA is 78 percent and that of kntwear RMG is 22 per cent. Bul in the EU these
shares are 52 por cem and 48 per cent respeciively. Hence, the phasing oul of quotas in the USA will
have differemtial impact on men and wemen working ill the RMG Industry and is a malter of great concern.

It is expected that in Bangladesh all fadories cannol cemply with labor standards. Hence. About half the
fimns will close down- mainly the smaller anes. But on the other hand, the successful cnes are llkely 10
grow fn size. Moreaver, the higher valued products are mostly of smaller orders and will therefore nesd a
smaller skilled labor force. It is therefore fell that a large number of workers will bo 1osing their jobs. if the
workers are given ID cards. Then these workers could be identified and redrained for IT or provided self-
smployment. If measures are nat taken there the end up begin or becoming prostitules.

10.2. 10 Bstfer indusinal Relations
Improved working conditions, betier terms of employment, timely over time payment, heslth care

services, ¢lc are likely lo motivate workers which in tum will improve produclivily. Produciivity increase

eventually decreases cost.
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CONCLUSION

A coodinated action plan is needed to face the challenges in ready made garmments sector. The
govemmernt musl accept the fact that if RMG indusiry collapses, the entire economy of Bangladesh wil
be collapsed. There would not be enough time to develop another new export-oriented industry to stop
the landslide. Therefore, H is necessary to make all out efforis to protect and promete this industry. All
kinds of helps and support from govemment including cash incentives, duty and quola free access to
USA markel, to implemenl SAARC Regional Cumulating facilities, exemplion of VAT from all expoart
related indusines, reduclion of different bank chames, commissions from expont-oriemed indusiries,
eslablishment of Central Bonded Warehouse and withdrawal of poak-hour rate will help us to minimize
preduclion cosl and lead time which will ulimalely help us to be compelitive in the post MFA era afler
year 2004. The couniry musl be made competiive in price, quality, lead-time etc.

There are several avenues by which negative economic shocks from these emerging economies can
Impact 1his exporl industry in Bangiadesh Firsl, several of these nalions are alsc big apparel exporters in
same markels to which Bangladesh expors apparel. A sleep depreciation in their cumrency makes their
producis more compelitive in balh the open and the quota-prolecied apparel markets. In the markets
protected by quotas, such a development would be a deflalionary force pulling down the unil prices and
the profit mamins for Bangladesh apparel exporters. Secomd, given the crunch, thesa economies would
try to export themselves out of 1heir severe recession. In the recen crisis, these reqional and international
forces have greatly increased compelition for Bangladash exparls. Third, 1o help them recewer from their
downtum, the U.S. government and olhers have alveady relaxed quola restrictions on experts from the
worsl aflecled economies, making the playing field more difficult for Bangledeshi exporters. Fourth, prior
to this crisis, some of these nafions were patentlatly big investors in Bangladesh in the texiile and
infrasiruclure projects. Their economic troubles have meant a dramatic scaling back in their direct
investmemnts in Bangladesh,

Flg.-11.1: Exporl Trend of RMG in Bangladesh
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From the above charl it can be seen that in recent days a Ftlle rescission being ohserved in axport. So it
shoul be taken care of in slmng manner.

Parly as a result of the East Asian economic debacle, there was a massive retumn of Bangladeshi
workers from this reglon that has swelled the urban labor force pool from which gament factories recruit
their workers, Second, when some of these economies weakened, their ability to compete was impaired
from the economic or political collapse. This could mean new opporlunities for those competitors who
were unaffecled by the economic crisis. Finally, Bangladesh has tried to take advantage of the crises by
demanding from the U.5. equal quola concessions, pointing to its efforts in reducing the underage worker
problem In the apparel factories.

One of the bignest threat to appare! exports in Bangladesh comes from the financial sedor. Athough it
does nol anticipete a financial panic similar to the Asian crisis since the iMlux of shord-term foreign
invesimert (hol money) and borrowing by the private and public seclor has been rather limited in
Bangladesh, there are some similanties. One common element thal is shared with ihese affecied
economies is a weak banking seclor with litle transparency Or central bank control. Elements of crony
capitalism and moral hazard are certainly present_in Bangladesh, especialiy in the nationalized banking
seclor and in credit markels. According to the World Bank-Asian Development Bank repent, the financial
seclor in Bangladesh ramains fragile wilth 33 porcent of the porfolios of the HCE's and domestic privale
banks in the nen-performing category. Notwithslanding the fifty billion taka of taxpayer money that was
used to re-capitalize the nationalized commercial benks (MCBs) in the sary 19905, the sysem-wide
capital inadequacy today is eslimated to be taka 133 billion. This situalion could cause the entire banking
syslem to collapse as a result of a lange exlemal shock or even from a domestic shock such as a run on &
major financial institution. One important lesson from the East Asian crisis is thel moral hazard and the
resulting financlal panic can be very costly for an economy, even when the fundamentals are sound.
Withoud fundsmental refoerms in the banking sedor, the finandal sedor in Banglasdesh remains
susceplible to a financial panic where a specuialive price bubble c¢rashing in the reai estale seclor or
elsewhere in the economy could starl a syslemic self-fuMiliing crisis. Such a collapse could sericusly
impact apparel exports, which are critically depondeni on a heatthy banking syslem for the institutional
suppor in exports and for short-term financing.

Cther potential hazards include an avervaluation of the laka compared 1o the currency of its compeditors
Dasplte the repealed devaluation in the recerl past, accomding to the World Bank, the taka remains
gvervalued in real terms, This could undemine the long- term compelitiveness of the imdusiry. Finally, in
the yaar 2004, under the Uruguay Round Agreemerd on Textiles and Clotking, MFA quolas will be
phased oul. Bangladesh will lose s preferential access to ils mosl importarm markels and wil! have to
compele with India, China and olher apparel exporlers in a truly global competitive envimnment. Many
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apparel firms in Bangladesh are not ready for this charge, although the more efficient farger firns that
have diversifiag their producls and markets are expecied to do well in the post MFA workd.

Finally, it is anticipaied thal the biggesl source of problems for the apparel export industry is likely to be
domestic, not extemal. The polficians could sercusly damage this secior by crealing instability and
attempting to achieve their goals by viclent means in the slreels inslead of the pardiament. The bankers,
the bureaucrals, and the politicians remain a source of ithreat. In their attempt to futher exiracl renl from
this seclor, they could undermine the long-term wviability of this indusiry. The failure of the law
enforcement forces to contm! the menace of mastans amd toll collectors may creale a2 cimate that
dehilitales commeme and produclion in the economy. Labor disturbances and frequent disruplions in the
Chitlagong porl also remain a source of concem 1o exporers in general. increased contacls between
factory owners and the unien leadership would help the industry. Gament workers remain one of the
hardest-working segments of the labor force in Bangladesh, The working conditions and benefits for
workers should improve as the indusiry matures and human capital increases. In the long run, this is the
best defense against labor unfon agitation. Invesling in worker training and in improved working
conditions would certainly enhance produciivity. The apparel factory owners must be proactive instead of
reaclive on this imporlard issus.

Steps must be taken to penelrate into new and poterliafly rich markels. Diversificalion of markets inlo
Russia, India, Japan, ASEAN countries and other regicns pulside the Evropean Lnion and Norlh America
is necessary. Diversificaiion of produdts, pardiculady move fiom low end to high end products

To formufate and implement producd diversificalion as well as market diversificalion sirategies, the
following aclivities must be underiaken: market research on product design and deveiocpment, markel
promodion through trade fafrs, exhibition etc., and buman rescurce develepment through training. The
Fashicn Design Institute needs to be strenglhened,

Suppor for ihe establishmer of backward linkage indusiries, but with propor assessment of imernational
competitiveness, with a focus on dyeing and finishing units and on smaller units, which are less capital
intensive and less risky &5 investments.

Encouragemert for refocalion of factories cutside main city areas,' which will help the members, betler
fullit their commitments to the workers and the intemationatl buyers' community, BGMEA is working for
seliing up gamen villages. Cnos the preposed gamment villages are sel up, it would be easier to ensure
&ll compliance, inciuding providing better work place safety and accommodation to the workers and
employees on the campus.
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It is important for Bangladesh to undersiand the real sirength and weakness and the strategies of its
competitars. For that Govemmen! musl undertake & defailed study to prepare comprehensive sirategic
plan, which will help Bangladesh for taking specific action plan. This might be a counter siretegy to face
the challenges and win over the competitars during the post MFA era. To prepare this sirategic plan, an
adive collaboralion between the governmenmnt and the enirepreneurs is essemual.

Golden days of this busingss are hislory now and "survival of the Frtest' situation prevails. BGMEA have to
prove its competence in every deparimenis of its trade. Dependence on imporied fabrics wili conlinue 1o
exis! beyond year 2004 and yet have to survive by competing and winning against China, Indiz, Pakislan
and 72 olher privileged countries. They have advantsges, which Bangladesh do nol have. So it is
recessary to acquire some merits over them that wilt help to beat them. And one of those would be ils
overall technical superorily and becoming competitive, According to the Direcior, C.I.T.I. (Cicthing
Indusiry Training Institute) of Sri Lanka, the total eaming of the country’s RMG sector is 2.5 billion US$
from about 900 faclores whereas in Bangladesh it is less than S billion US$ from over 3000 factories.

In fine, analyzing the facts prevailing in the gammemns indusiries it can be said that the medium and large
firm will survive and small onas will die. Factories with compliance, quality and good delivary will exist.
They need purposefully built faclories and seek direct orders from relafters. They musl maintain price
competitiveness MFA will affecd woven In both USA as well as EU but Knitwear and swealer will survive if
GSP conlinues. Duly free access to USA and EU is essenlial for the sunvival of waven RMG and for that
rules of origin should be carefully considered. The lead time musl be reduced and measures to be taken
for balance of payment crisis and rass unemployment of woman.

The RMG seclor in Bangladesh js now al a crossroad, facing the challenges of globaliration and
competilion. So to malmain its intermational competitiveness in RMG exports after MFA phase oul in 2005
Bangladesh should move in the right way of managemenl and pelicy. That will remove the slagnalion and
ensure the desired growlh in RMG seclor.

e RACIN
qgﬂ;ﬁ“ ﬂ
297 351@

«/

//1..




Ak Abduilah [ed) [2000]
Anu Mahmud (1988)

Anu Mahmud,Hurul Haoque,
Armir Hossain

Asig Population arvd
Development  Association
{2000}

Azad A K. [2000)

Bangladesh Bank
Bangladesh Bank [ 1990)

BBS (1995, 1994)

BBS {1954}

BIDS [2003]

Calvin Huomphrey [ 1988}
CPD {1995)

CFPD {2001}

CPO (Ot 2002)
CPOHREBD Datalbose
Export Promofion Burequ
Gian 5 Sahota {1991)

GOB [1992)

GOB {2000-2001]

Haaream, Rajk van & Jose.

LIST OF REFERENCES

Bangladesh Economy 2000, Selected Issues, BIDS
Enfrepreneurs Class in Bongladesh: Structural  {ssues,
Depariment of Economics, JU

Manufactunng in Bangladesh: Growth, Shagnation and
Ercasion

Fepord on Employment Securly Systern and Labor Falicy

in Asian Countries. Bangladesh, and March.

Inter Industry Linkages Services in Bangkadesh Economy
(With o case study of Ready mode Goments Industry)
And Potential Service Trede.

Annual Report

Fareign Liabilities and Assets and Fareign Investments in
Sangladesh.

Eepord on Household Survey.

Repor on Labor Force Survey,

Freparation of Sixth Five Yeaor Flan: Position Paper In
ldustry

Frivatization in Bangkdesh, shudy sponsored by USAID.
Dhaka.

Experience with Economic Reform: A Review of
Bangladesh's Development

Changes and Challenges: A Review of Bangladesh's
Developrment 2000.

Confribution of The RMG Sector 1o Bangladesh Economty
Updated [ssue

Annual Repord

An Assessmernt of Impact of Industrial Policies In
Bangladesh (Bangladesh Develapment Studies, Special
[z=ue]

Hational Wape and Productivity Commission: Report on
National Minimum YWage. [Bongla)

Mermorandum for Bangladesh Development Forum

The BGMES/UNICEF Child Laber Project in Gaments



San [2001)
K.H.lmarm {1780)

tahbul ul Hag [1943]
kMajumder Pratima Paul and
Binayak Sen, ed [July 2001]
mMinisiry of Finance, GOB
{1991)

Minisiry of Anance, GOB
{2001)

Ministry of Indusiry

Mashiur Rabman, Dr {1994)

MNational Board of Revenue
Prosika, WB, Survey &
Reseorch Systemn

Cuar Kholiquzzaman
Ahmed (1978)

Sadrel Reza (19935)

Salmeo Chaudhury 2ohir
[Oec 2001}

South Asia Country
Cepartment, Country
Operations Division, warld
Bank [April, 1994

Spinager Dean|September.
2000

The wWordd Bank

The Word Bank and The
Asian Development Bank
[May 1998)

The Word Bank{17%9]

Zaid Bakth {2000

Indushies in Bangladesh, Stanford University, California
Fublic Enterprise inan Intermediate Regime, {BDS Journal,
Autumnj

The Strategy of Economic Plarning

Growth of Gament Indushy in Banglodesh: Economic
ard Sovial Dimensions BDS

Bargladesh Economic Survey
Bangladesh Economic Repor!

Indushial Policy, 1991

Bangladesh: Structural adjustiment, Employment ond
Social Protection for workers: ILO ond SAAT, Hew Delhi
Annual Repart

Banglodesh: Uttbon Service Delivery: A Score Cord

The Monufacturing Sector in Bangladesh-An Overview
{BDS Jaumai, Autumnj)

Transnational Corporations in Bangladesh

Social Impact of he Growth of Gament Indusiry in
Bﬂnglﬂde;h

Bonglodesh: Labar Market Palicies for Higher Employmant.

The WTO, ACT and Texdiles and Clathing in a Global
Penpective: What's in it for Banglaodesh? CTPL
Ferindic Econamic Update, June 2002

Bangladesh: Economic Trends and the Policy Agenda

Foreign Direct Investment: Issues of Lang-run Sustainakility
Growth Performance of the sanufocturing Sector A
review of the Revised Industrial GDP under SNA 1993



	00000001
	00000002
	00000003
	00000004
	00000005
	00000006
	00000007
	00000008
	00000009
	00000010
	00000011
	00000012
	00000013
	00000014
	00000015
	00000016
	00000017
	00000018
	00000019
	00000020
	00000021
	00000022
	00000023
	00000024
	00000025
	00000026
	00000027
	00000028
	00000029
	00000030
	00000031
	00000032
	00000033
	00000034
	00000035
	00000036
	00000037
	00000038
	00000039
	00000040
	00000041
	00000042
	00000043
	00000044
	00000045
	00000046
	00000047
	00000048
	00000049
	00000050
	00000051
	00000052
	00000053
	00000054
	00000055
	00000056
	00000057
	00000058
	00000059
	00000060
	00000061
	00000062
	00000063
	00000064
	00000065
	00000066
	00000067
	00000068
	00000069
	00000070
	00000071
	00000072
	00000073
	00000074
	00000075
	00000076
	00000077
	00000078
	00000079
	00000080
	00000081
	00000082
	00000083
	00000084
	00000085
	00000086
	00000087
	00000088
	00000089
	00000090
	00000091
	00000092
	00000093
	00000094
	00000095
	00000096
	00000097
	00000098
	00000099
	00000100
	00000101
	00000102
	00000103
	00000104
	00000105
	00000106
	00000107
	00000108
	00000109
	00000110
	00000111
	00000112
	00000113
	00000114
	00000115
	00000116
	00000117
	00000118
	00000119
	00000120

