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ABSTRACT

Textiles have been an extremely imporant parl of Bangladesh's economy [or a very long
period of time for a number of reasons. The textile industry is concerned with meeting the
demand for clothing, which is one of the basic necessities of human lile. Tt is an industry
that is morc labor intensive than any other industry in Bangladesh, and thus plays an
mmpoertant role in providing employment for people. Currently, the textile inudusiry
accounts for 45% of all industrial employment in the country and contributes 3% of the
total national income. At present Bangtadesh yam manufacturing mills are fully capable
of meeting (the requircment of export quality knit yarn thus providing scope lor maximum
value addition in knit RMG export. Bangladeshi textile mills are capable of meeting 80%
of domestic demand of yarn & fabrics, about 809 yarn & knit fabrics for the export
oriented knit RMG indusiry but can meer only 20% of the fabrics for the export-oriented
woven RMG industry. The rest 80% requirement ol fubrics 1or woven garments are being
imported which costs about 70% of its export value, The export earning from woven part
of RMG is siil]l more than 35% ol wotal eaming from RMG. As such n real sense the net
expont euming [rom woven garments 15 nol more than 40% of its expor value. To
increase the real export eaming {rom RMG & also successlully confront the post-MEFA
era, which is less than onc and half years away, it is cssential for Bangladesh o develop a
strong textile-mamufaciring base. Censidering the owverall situation of textile and
garments sector the nain objective of this paper is W study the growth potenbal of textle
industries in Bangladesh as a backward linkage to gamments industry through cstimating
the demand of textile products (fabrics & yarn) for domestic & expont market upto 2004-
2003, detenmnining the number of different type of textile units requited to full-iill the
dermnand. estimaling the amount of investment required o set-up those unrts, studying
price competitiveness of Bangladeshi textile products and studving the government’s
policies to develop textile sector. From the overall study it 1s found that there 15 goad
growth potential of textile industries in Bangladesh if government modilies some of s

pohcies for this scelor and give [inanelal, infrastructural and utility support.
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Chapter-1

Introduction

1.1, General Introduction

Textiles have been an extremely important part of Bangladesh's cconomy for a very long
time for o oumber of reasons. The textile indusiry is concerned with mecting the demand
[or clothing, which is one of the basic neccssitics of human life. It is an indusiry that is
more labor inlensive than any other industry in Bangladesh, and thus plays an important
role in providing employment for people. Cumrently, the textile indusuy accounts for 45%
of all industrial employment in the country and contribules 5% of the total national

NEOme,

1.2, History of the Textile Industry in Bangladesh

Traditionally. arisans working in simall groups, in what are ofien referred to as cottage
industrics. produced most of the textile in the sub-continent There were many highly
skilled artisans in the area which at present is Bangladesh. In fact, from prehistoric lmes
until the [ndustrial Revolution in the eighteenth century. East Bengal was self-sufficient
m textiles. Its people produced Muslin, Jamdani, and various coton apd silk fabrics,
These were all well regarded cven beyond the region as they were manufactured by very

skilled craltsmen,

The material produced by the artisans of Bengal starled facing vigorous compenition from
the very begimning of eighteenth century after the growth of mechanized textile mills in
the English Midlands. This eventually alfected cottape indupstry Lo a great extent and
automatically reduced the munber of Bengali workers skilled enongh o produce such

high quality fabrics.

The fabric produced and dyed in British factories flooded the Indian markets. n tome, 118
importation became one of the points of contention in the growing independence
movement of the subcontinent. As scparation fromm Great Britain was becorning a

foreseeable reality and local production again profitable.

I



After 1947 and the partition of East and West Pakistan from India, most of the capital and
resources of Pakistan came under the control of West Pakistanis. The rextile industry thus
stagnated in East Pakistan as momentum for development shifted from the eastemn part of
the country to the west. The west also grew more cotton than the cast, which was used as
an wcentive for developing the industry in the west instead of 1 the cast. The majority of

all industres o the east were also owned by West Pakistam industrialists.

When Bangladesh guined its independence from Pakistan in 1971, the new government
nationahized the estle industry, as it did with many other businesses in which West
Pakistams had been the principal owners. Although there were some Bangladesh
imdusinialists, they did not form a large or politically powerful group and thus had to
surrender control of their (actories W the government as well. All of the counry's textile
laciones were then nationalized and organized under the Bangladesh Textile Mills

Corporation, or RTMC.

The industry remained under the control of the BTMC until 1982-83. Bureaucratic
ohstacles combined with other problems such as low productivity in the labor forece, lack
of planning, indiscipline, lack of accountabulity, and poor imachine maintenance and

opcraton resulted in the reduction of profits.

‘The government thus gradually denationalized the production of textiles. Factories were
privatized, beginning with the dyeing and weaving units. Since now, much of the industry

has been privatized through auctions and other means.

After 1995 a considerable number of ditferent types of textile industrics have been setup

i private scctor. Now about 97% of total number of textile industries is in private sector.



1.3. Overall Position of Textile Industries in Bangladesh

The Textile Industry of Bangladesh until 1977-78 was basically domestic oriented.
Textile Industries of Bangladesh first enterad into export market through Ready-made
Garments in 1977-78 and since then the export oriented ready-made garment industry of
the country made a spectacular growth of [abrics & hosiery products during the last
decade. Due e dependency on imported fabrics & aeccessorics the real foreign exchange
carnings from exports of garments from Bangladesh is only 25% of he total value in case

ol woven garments while that from knit garments is upto 80%.

Al present yam & labrics manufacturing process of textile sector representy make a total
investmenl of Tk. 1.2000.00 million and this sector, as a whole, provides direct
employment to aboul 2.7 million people. At present Bangladesh yam manulaciuring mills
are fully capuble of meeling the requiremnent of export quality koit yam thus prowviding
scope for maximum value addition in knit RM‘I,I“J export. Local fahrics manufacturing
mills are capable of meeting 80% of local demand lor yam & fabries, about 80% of yam
& knit fabrics demand of expor oriented RMG industries and only 20% of the woven

fabrics demand of export-criented RMG industries,

Despite these achievements, the growth of the textile sector, having large domesnc as
well as export markel potential. is hindered by large scale of smuggling, leakage from
RMG bonded warehouses, high energy cost, erratic power supply, duties & laxes on
sparc parts. accessorics & consumables, high interest rates and bank charges, shortage of

sklled & speeialized manpowcer and cost of doing business.

It is essential to develop a strong textile-manufaciuring base to suceessfully confront the
post-MFA era, which is only une & hall years away. Bangladesh has already been
severely affecled due to granting of duty-free and additional quota access by EU o
Fakistan. It is absolutely imperative that the current production uwnits are provided with
necessary assistance with appropriate policy support and incentive 1o ENCOUTAZe INCTEASE

in production and investment to fill the demand gap to the RMG sector, by 2004,



In pusi MFEFA regime it will be impossible w sustain the present size of the RMG sector
without a viable and vibrant backward linkage as countries like India, Pakistan, China,
Indonesin who are the suppliers of fabrics to our RMG, are also our competitors in Lhe
RMG sector. These countries are preparing for the post MEA regime by mvesting

encrinously in the textile and RMG sectors for maximizing their value addition.

1.4. Ohjective

Considering the overal] sitnation ol textile and garments sector the mam objective of this
paper is Lo study the growth polential of texlile indusines m Bangladesh as a backward
linkage to garmeits industry through estimating the demand ol textile products (fabrics &
yarn) for domestic & cxpor market upto 2004-20035, determining the number ol different
type of textile units required to full-fill the demand, cstimating the amount of investment
required to set-up those umts, stndying price competitiveness of Bangladeshi textile

proclucts and studving the govermment's policies Lo develop textle sector.



Chapter - 11

Production Process of Textiles
2.1. Introduction

The textile industry has seen the application of many new technologies over the centuries.
However, the basic sleps have remained the same. What is known as the textile industry
includes all the steps necessary W translomm [iber into fabric that is ready for stitching,
sold either in the market or used in the RMG, or ready made garment, sector. These basic
sleps are spinmng, weaving or knidng, and a combination of dyeing. printing and

[inishing.

2.2. Spinning

The principal materials used in the spinning sub-gcctor are raw cotton and synthetic fibers
such as viscose and polyester staple fibers. None of these mualerials. however, arc
produced in Banpladesh on a large scale w meet the existing demand. The reasons for

this are complex.

Cotton needs to be grown in lields. and then ginned, which is the remeval of seeds from
coiton. At present, the cotton produced in Bangladesh is of an acceptable standard.
However, the increased cultivation ol cotton in this country is not {feasible hecanse the
crop requires large amounts of land for a substantial yield. Tn overcrowded Bangladesh,
{yrmers choose to grow rice over collon. Locilly grown cotton currently meets only 4-3%
ol the total requrement. The remaining 93% of the cotlon needed are imported at very
hugh prices. The production of the synthetic/iman-made fibers used in the textile industry

requires fairly advanced technotogy and investment.

Once the raw materials have been obtained, spinning is the first step in textile production.
This is the process by which natural or synthetic [ibers are cleancd and twisted inlo yarn.
The raw imaterials first move through the blow room where all impuritics are removed,
for natural fibers only and the fibers are rolled into laps. The laps then go through a
carding machine, where they are cleaned further and formed into slivers, thick and

loosely spun yam.



In order o produce combed yarn, the fibers need to undergo further processing in the
comber machine where Lhe shorl strands are removed, and the remain processed into
sliver. The sliver is then fed to the draw frame, and speed/raving frames where they are
twisted to form what are called rovings. The rovings are finally placed in spinning frames
where further twisiing and drafling take place, and yarn is produced. The yamn is then
spun around a bobbin or cone, using autoconers of cone winding/reeling machines,
packed and marketed.
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Fig — 2.1: Production Process of a Spinning M:ll



2.3. Weaving and Knitting

Next the yam i made into grey, the early stage of [abne processed nsing looms or
knitting machines. The name indicates that the malerial has no coler at this point. These
are [uirly simple procedurcs and can even be done by hand, as they were for many
cenluriey in cottage mdustrics. Weaving produces cloth that has a rigid structure, such as

the material used for making trousers, shirts, bed sheets, ete.

Prior to weaving the yarn is wrapped around beams and dipped in a size, an adhesive,
which when dmes gives the yarn a rigid and unilorm structure. This yarn is then fed into
the looms and called the warp. A thread of yarn, called the wefi, passes between

alfcrnating warp yarn with the aid of a shuttle, ar jet, or rapiers.

Yarn Grey
Warping Sizing & Beaming Weaving Fabrics
Yarn is taken from Stareh is added Weaving is
cona to intermediate with yarm (o done in looms
beam increase steength,
dries and beamed
for loom

Fig — 2.2: Pioduction Process of a Weaving Mill

Kniuting, however, can also be used to make grey. Instead of looms, circular knitting
machines are used for knitting. These machines use needles fed with yarn that move n an
up and downward motion and knit nierlocking arrangements of yam. Knit labric 1s much
softer and more Nexible than that of the produced on loopws. and is commoaly used for

producing articles of casual wear such as tec shirts, and under garments.

2.4. Dyeing, Printing, Finishing
The arey then underpocs the three steps of dyeing, printing, and finishing. After the grey
is inspected, it goes through a process called the batch method when il undergocs
seouring, bleaching, and dyeing. Scouring is the treaunent of grey in chemical solutions
in order to remove the size. natural fats, waxes, proteins, and other unpunties, and to
make the fabric hydrophilic, which means itne longer repels water.
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The bleaching process is next. It is essential in giving the cloth a clean white color. It is
done using one of two different methods: bleaching with dilute hypochloride solution at
room tempetature, or by using hydrogen perexide solution at clevated temperatures,
usually 80 to 90 degrees Celsius. The latter method usually results in better and longer

lasting whitcness. however is the more expensive ol the two methods.

The scoured cloth is then dyed. and then printed on. Printing is done using perforated
rillers that allows certam chemicals and colors to diffuse through the holes. After the
printing has been completed, the fabric is washed, soaked in chemicals under clevated

temperatures for color [ixation, and then washed again,

Knitted fabrics are loaded on to a jigger machine, which performs the processes of
scouring, bleaching, or dyeing. The Tabric then moves on to a machine called cither de-
watering or de-twisting machine, which removes water from the fabric. The fabric then
goes through a shrinkage tensionless drier which is designed for drying, shrinking, and

relaxing the kmtied fabrcs.

The linal process beflore the fabric is ready for stitching is compacting. During this step
the fabric 15 stcamed and wroncd between a roller assembly, The fabric is then folded and

is ready for marketing.

ey . Scouring & o
Tiabrics Desizing Bleaching Mercerizing
Dryeedl!
o o
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Fig — 2.3: Production Process of a Dycing-Finishing kil




Chapter -I11
Present Position of the Textile Industry in Bangladesh

3.1, Introduction

Today, the lextile industry of Bangladesh can be divided into the two main eategories: the
public sector amd privale sector. Each of thesc sectors has its advanlages and
disadvantages. Currently. the organized private sector dorminates. and is also expanding at

the fastest rate.

Public Sector

The public sector is that portion of the industry controlled by organizations that are part
of the poverument. The factories in the public sector erjoy certain privileges such as
covernment funding. Howcver, in Bangladesh, factories in the public scctor are net well
supervised. There are frequent changes in officers, and many of these officials do not
have a personal interest in the [actory Tor which they are responsible. In addition, the
cquipment in this sector is not well maintained, as much of the money allocaled for this

purpose is not spent as planned, but is wasted through corruption and poor accounting.

Private Sector

The most productive of the three categories is the privale sector. This. as the term
sugeests, 16 made up of those factorics owned by companies or entreprencurs. Since the
owners of such factories are directly aflected by thewr performance, they take an aclive
par! in planning, decision making, and management. Most of these factories also have
machinery that 15 supcrior to thosc in the two other sectors because the owners arc well

awarc of the connection between their equipment and their profits.

The rural group of private lextile producers includes operalors of handlooms and a
number of organizations which employ rural women, such as BRAC, or the Bangladesh
Rural Advancement Commillee. The Handloom industry provides employment for a
larpe semment of the population of Bangladesh. The industry also supplies a large portion
of the fabric required by the local mnarket. Factories in this sector are usually well looked

after by the owners and are quite productive, considering the equipment available.

However. the inferiority ol their machinery, mostly due o their narrow width, means that

the fabric production is slow, and usually {alls shor of the quality needed lor exporr.
9



3.2, Structure of Textile Industry of Bangladesh

Ministry of Textile conducted a survey n 1995, Table 3.1. shows the structure of textile

industry of the country showing major sub-seetor wise machine and production capacity.

Table-3.1:  Structure of the Texule mdostry of Bangladesh (1994-95):

Industry Units Installed Capacity | Annual % of
Production Capacity
Capacity
A, Textile Spinning:
AL, Ring Spinniog
Public Scector 27 604,000 Spindles 42 50 milln. Kg | 25.16%
Privite Sector 1) 2,300,032 Spindles | 118.20 milln. Kg | 69.95%
Sul-Total: 127 2,904 032 Spindles | 160.70 milln. Kg | 95.14%
A2 Rotor Spinning
Public Secior 15 40,822 Rotors B.20 mlln. Kg 4 RGE
Private Sector 30 - -
Sub-Tulal: 15 40,822 Rotors 8.20 milln. Ko 4. B6%:
Tolal of A 142 168940 milln. Kg | 100%
B. Weaving:
B.1. Loom with Spinning
Unils 3 1.370 looms 3740 milln.mr | 4.69%
Pubtlic Sector 16 4.513 looms 9120 milln.mte | 11.43%
Private Sector
Sub-Total: 24 6,883 looms 12560 millnmtr | 16.12%:
B.Z. Weaving in
Decentralized Private seclor
Ordinary Power-loom 110 7,432 looms 142,00 millrumtr | 17.80%
Specialized loom:
Collon 242 5,250 Togms 9704 millnoer | 12,175
Synthetic 745 21,318 looms 430,00 millnamor | 33.91%
Sub-Tatal, 1.007 34,000 looms 069,04 milln.mtr | 83.88%
Total of B: 1,121 40,883 looms 797.04 milln mtr | 100 %
C. Handlvom:s 21z1M 514,456 looms 92500 milln.mtr | 100G
D. Huosicry/Knitling Units
Dromestic 334 3,130 body mic. 115.00 millnmtr | 31.43%
Export-oniented 254 4,363 body mic. 25100 millnomtr | 68 57%
1,300 ¢ir, knuit
Totul: SE8 36600 milln.mtr | 1005
E. Dyeing. Printing &
Finishing 175 25500 milloante | 39.05%
Semmi-Mechanized 73 39800 milln.mer | 60.959%
Mechanized
Total: 250 653.00 milln.mitr | I00%

Soarcer Mindsoy of Lestile CHOB.
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In 1994-95 total capacity of spinning mill was 168.90 million kg out of which 118.20
million kg being about 70% was under private sector and the 1est 50.70 miliion kg being
30% was under Public Sector. Though in spinning public scctor mills eapacity was about
304 ol total capacity but in weaving it was only 37.40 million meter bemng 4.63% and the
rest 95.37% was in privale sector. If we include the Handloom Sector, which is basically
a 100% private own then the (olal share of private sector in weaving was 2.17% only. In
knitling and processing industries (dyeing. printing & Imshing) share of public sector
way almost zero. At that period wotal capacity of knittng units was 366.00 million meter
oul of which 251.00 million meter being 68.57% was export oriented and the rest 115.00
million bemg 34.43% was for domestic consumption. The capacity of processing
indnstries was 633.00 million meter out of which 398.00 meter being 60.95% was of
mechanized mills and rest 255.00 million meters being 39.05% was of semi-mechanized
mills. A very few of the mechanized mills way then being able to produce fabrics for

export oniented RMGs '

3.3. Present Position of Spinning Indusiries

Our texiile spinning industries are divided into 2 (two) sectors or parts. One is public

Sector {BTMC) and the other 18 private sectlor.

Alter 1994-95 no spinning units has been setup in public sector rather 3-units having total
55,144 spindles have been laied-off and 11-units having total 207.500 spindles have been
closed. On the other hand, @ total of 46-spinning units including 17-rotor spning wuits
have: been sctup in private seclor till 2002 with a total 650,940 spindles & 61,708 rotors
(cquivalent to 617,080 spindles approximately). Besides these, 32 unils in private secior
completed their BMRE by including a total of 152,332 spindles & 17,324 rotors
(equivalent 1o 173,240 spindles approximately) within the same period. The structure of

spinning mills in 2002 stands as shown n Table 3.2,

11



‘Table — 3.2: Structure of Spinning Miils as on 2002:

Indusiry Units Tnstalled Capacity Annual Production Capacity
L Ring Spinnoing:
FPuhlic Seclor 13 341,356 Spindles
Poivare Sector 146 3,193,304 Spindles
& 26,464 Rotors
Sub-Total: L59 3,534,660 Spindles
& 26,464 Rotors 540.00 million Kg
2. Rator Spinning:
Public Sector L5 40,822 Rolors
Private Sector 17 52,568 Rotors
Sub-Totul: 32 43.390 Rutors
Grand Totul: 193 3,534,660 Spindles

& 119,854 Hotors
Source: Mimshy of Textile, GOR and Bangladesh Textile Mills Association (BThA)

Among the above units some of the umits are producing export quality yarns. The

production capacity of export quality yarn in 2002 is prescnted in Table 3.3

Tahle — 3.3: Production Capacity of Ditfercat Types of Export Quality Yarn:

Type Capacity (in Million Kz}
For Knil Fabrics 200.00
For Woven [Fabrics 95.00
For Terry Towel 25.00
Synthetic 10.00
Total: 320.00

Sonrce: Bangludesh lextile Mills Association (BThIA).
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The production capacity of the spinning industries increased from 168.90 million kg to
540.00 milhon kg i.c. more than 3 times from 1994-85 1o the end of 2002 and the tolal
credit goes owards our private entrepreneurs. The growth in production capacity of
wpinning industries as well as production during 1994-95 to 2001-2002 15 presented in
Table 3.4,

Table — 3.4; Production Capacity and Preduction of Yam:
{Figures in nullion kp)

Ycar Production Capacity Production
Capacity Growth Production Growth
1494-95 168.90 - 123.00 -
1595-96 180.00 6.57% 132.00 7.32%
1996-47 220100 22.22% 150,00 21.21%
199798 250.00 13.63% 179.00 11.87%
1998-99 344.00 403.00% 258.00 44.13%
1999-2000 443,00 25.14% 320.00 24.03%
20000-2001 470.00 10.63% 348.00 B.75%
2001-2002 520,00 10.64% 380.00 0.19%%

Sopree, Bangludesh Texlile bMills Association (BTRA)

3.4. Present Structure of Weaving & Knitting Industries

After 1994-95 no weaving or knitling units has been set-upped in public sector, but at the
other hand about 163-weavin unity and 28-kmitting units have been set upped in privaic
sector till 2002 with a wial 6,210 shuale-less looms, 17,960 shultle looms and 683
cirenlar knitting machine with all types of supporting machines and most of the old units
went for BMRE. The stmucure of weaving & knitting mills in 2002 stands as shown in

Tablcz 3.5.
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Table — 3.3: Suructure of Weaving & Knitting Mills as in 2002:

Industry Installed Capacity Annual Production Capacuty
A, Weaving:
1, Power L.oom
Shuutle-less Loom 0,210
Shuule Loom 39,903 | 130 million meter
Sub-lolal. 46,115
2. Handlooms 374,000 975 million meoct
Tolul (A): 62,115 looms 2105 mmllion meler
B. Husierv/Knitting 3.227 Knilling Machine 320 millivn K

Source: Dangpladesh Textile Mills Assoctation (B I'MA}Y

T'otal preduction capacity of woven fabrics increased to 2.105 million meters at the end
of 2002 from 1,722.64 million meters ay it was in 1994-95, Total growth in (hs scctor
within this period was 22.19% only. The capacily of power loom units increased Lo 1,130
million meters from 799 million meters as it was in 1994-93. Some of the power loom
units are prodocing fabrics for cxport oriented RMGs®, On the ather land, total
production capacity of hosicry / knitting units stands at 1,440 million meters {320 million
keg) from 366 million meters (82 million kg) as it was in 1994-95, Total growth in this
sector within this period was 293% and most of increased capacity is being utilized for

procducing fabrics for export oriented RMG's,
The production capacity of export quality woven & knit fabrics arc shown in Table 3.0,

Table —3.6: Production Capacity of Different Types of Export Quality Fabrics:

Type Capacity
Woven Fabrics 420 million meter
Eomil Fabmes 260 million kg

Senrpe: Bongladesh TexGle Mills Association (BThA)
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3.5. Present Structure of Textile Processing Industrics

After 1994-85 ay m casge of other sub-sectors no textile processing umts has becn set-up
in public sector, but at the other hand about 24-nos. of modem lextile processing unils for
woven [gbrics have been sctup in private sector till 2002 and a considerable number of
old unils went for BMRE. Beside these 28 numbers of mechanized processing unit for
knit fabrics has been setup in private sector within this period. The structure of textile

processing industries shown in Table 3.7,

Tuble — 3.7: Structure of Textile Processing Mills as on 2002:

[nduslry Tnits Annual Production Capacity
Mechamized 00

Semi-mechanized 197

Total: 296 1,025 million meter

Sovrce: Bangladesh Textile hills Association {BThA)

Total capacity of our textile processing umits increased to 1,025 million meters at the end
of 2002 from 653 million meters as il was in 1994-95. Total growth in this sector within
this period was 57%. The present capacity of the processing units is capable to process

the entive grey [ubrics produced by the lecal industries.
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Chapter-1V
Present Position of Readymade Garment Industry in Bangladesh

4.1. Introduction

The glory that was in manufacturing and export of world famous Muslin and Nakshi
Kuthe will perhaps never come back. Hut it is a mater of great satisfaction that a new
found reputation has replaced some of that faded glory. It has put Bangladesh
convincingly in the industrial map of the world as we cmerged in the world market as one

of the major exporters of readymade garments.

After independent ol our country when traditional items of cxport could not yeld
cxpecled result, in late 70s the government and a section of — young, educated and
dynarmic entrepreneurs began to emphasize on development of non-traditional items of
export. By the year 1983, readymade garment (RMG) emerged to be 4 non-traditional

eaporl oriented secior. most promising in the socioeconomic context of the country.

Within a short peniod of time, it has attained high importance in terms of ils connbulion
to GDP, foreign exchange earnings and cmployment and also as vchicle of social
changes Both domestic and international environment favoured the rapid growth of this
industry in Bangladcsh. Thus the 100% export-eriented RMG industry expericnced

phenpmenal growth during the two decades.
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4.2, Growth and Contribution of RMG in the Economy of Bangladesh

The readymade garment {RMG) industry in Bangladesh has experenced an
unprecedented growth over the last decade and half. The cxports of the industry accounts
for over 76% ol Bangladesh export earnings in last (1scal year 2001-2002 which is USS
4,38 bilhwn and provide 1.8 million people, of whom B0% are women workers. It
promoles the development of other key seclors of the economy. including texnles,
banking, transportation and insurance. Several million more jobs in Bangladesh arc

linked to the garments seclor.

The readymade garment sector has made the working women a matured, disciplined and
regimented work-foree. Change in women's social status and their finm parlicipation in
household decision makig is the contribution of the gamment industry. This industry

helps the women waorkforce in creating savings and empowerment.

Bangladesh exports have recorded substantial increase in terms of gross carnings, vet the
receipts Lhereof are largely dominated by only four to five ilems of which the readymade
garment scctor contributes lion share, In fact, the country has become too much
dependent on this indusiry. Here question lies how this industry will perform in future,

which ty deeply relaled to economic security of Bangladesh alter 2004,
Table-4.1 shows how RMG mndusuy has become the single most important industry m

term of foreign exchange eamings over the years. However, a sizable part of this is based

On imports as raw malerials or ntermediate materials to the industry.

17



Table —-4.1: Contribution of RWG Export in the National Expeort Eamnings:

Fiscal Year | Export ol  Apparel | National Export of | Percentage share of
itemns from Bangladesh | Bangladesh RMG in  national
{value in million US$) {value in million US$) export (%)
1983-1934 3157 811.00 3.89
1584-1985 116.2 934.43 12.44
1985-1986 131.48 819.21 16.05
1986-1987 248.67 1076.61 27.74
1G87-198% 433.92 1231.20 3524
1988-158% 471.09 1291.56 36.47
1989-1590) 624.16 1923.70 32.45
1990-19491 806.82 1717.55 3047
1991-1952 1182.57 1993.20 39.31
1992-16493 144502 2382.589 H0.64
1993-1994 1555.79 253390 61.40
1994-1995 2228.35 3472.56 64.17
1995-1995 2547.13 3882 .42 65.61
1996-1997 3001.25 4418.28 67.93
1997-1998 378154 3161.20 73.28
L9YE-14949 401998 5312.86 75.67
1998-2001} 4349.41 5752.20 75.61
20002001 4859.83 6467.30 75.17
2001-2002 4583.75 5986.09 76.57

Source: Fxport Promauon Burcan (EPB)
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Figure 4.1: Growth of RMG Export
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In 1978 the RMG induslry was started its operation in Bangladesh with nine enterprises

and has grown at a hlistering pace since, as indicated in Figure 4.1.

The growth rate in last 10-years is slighly more than 200% and annual average growth
rate was 14.40%. This phenomenal growth is due largely to the simple level of
technology required in the industry. The machinery is relatively inexpensive and easily
available. In addition, garment producers can operate in smaller premises than those
required by most of the processes in the textile industry. On top of this, Bangladesh has
an abundant supply of cheap labor consisting mestly of women for whom this is one of
the most suitable forms of employment.
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These factors. as well as incentives such as liberal trade policies. low tariffs on imporied
machinery, and bonded warehouse facilitics, which allow the impomation of raw
matcrials to be processed for export have done much to facilitate the growth of the
parment industry. However, probably the most important factor in this growth is the
benefit of reserved markels that Bangladesh enjoys under the Mulli Fiber Arrangements,

ar BIFA.

The Textile exporting nations in the world fall under the trading conditions determined
by the MFA, which is inciuded in the General Agreement for Tariff and Taxation, or
GATYT. According to the MFA, developed nations are required to guarantee the import of
a certain amount of their textile needs from developing nations. For example, the United
States may have assigned the production of  certain amount of textiles 1o Bangladesh.
This would mean that countries such as Bangladesh are assured a market for a specificd
number of vards of textiles cach year. This apreement served to limit the dominance ot
the textile industries in the more developed world by himiting their share of the global

martket.

In addition, Bangladesh's ganment cxporers enjoy Lthe privilege of quota-free entry into
the European Union, or EU, whereas their major competitors, such as China, India,
Tndonesia, Pakistan, Sri Lanka. and Thailand, are subjected 1o the restrictions of an
assigned quota. As a result Bangladesh is able (o export everythung that it produces, while

its more developed competitors are limited to specific amounts assigned through guotas.

4.3, Export of Main Apparcl Items

The main apparel items exported from Bangladesh ave Shirt, T-Shirt, Trouscrs, Jackels &
Sweater, The year wise position of cxport of these items (from vear 1997-98 to 2001-
2002} is given in Table-4.2. Table 4.3 shows the relative share of different apparel] items.
Tt appears that the product mux of RMG industry is not changing much. Most of these

products are at the lower end of product spectrum.



Table —4.2: LExport of Main Apparel Items:
{In Blillion USH

Year Shirt Trouser Jackets T-5Shirt Sweater Others Total

1957-1998 | 96113 | 33328 467.19 3BE.A0 290,29 1335.35 3781.54

1998-1990 | 1043.11 | 394.85 393,44 471.48 27170 144500 | 40]19.08

19992000 | 1021.17 | 484.06 439.77 363.58 F25.07 151576 | 4340.41

2000-2001 | 107359 | 65633 37374 39742 47687 1481.88 4859.83

2001-2002 | 87121 | 63661 412.34 54628 517.83 [599.458 45383775

Growih -9.360% | 91 % | -11.74% | 4061% T4.77% 19.76% 21.20%

(157 -2002)

Source: Bangladesh Garments Manufacturers and Exporlers Association (BGMEA)

Table -4.3: Percentage of Export of Main Apparel Items:

Yeur Shin Trouser Jackets T-Shurt Sweatar Others Total

1997-1998 | 2541% | B.81% 12.35% 10.27% 783 3531% 100%

1908-19490 | 2505% | G.82% 8.79% 11.74% 6.70% 3595% 100%%

19992000 | 2348% | 11.13% | 10.11% 12.960% TA4T% 34.85% 100%:

2000-2000 | 22.09% | 1351% | 1181% 12.29% 98| ) A% 100%

2001-2002 | 19.01% | 13.59% 9.00% 11.92% 11.30¢% 34.89% 1005
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Figure—4.2: Main Apparel ltems Exported from Bangladesh
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4 4. The Strengths of RMG Sector

The competitive sirength of a firm or a company in the market depends on its specific
comparative advantages which its competitors do not have. A particular uniqueness of a
supplier shapes up its strategic advantage profile. In case of Bangladesh, Lhis uniqueness
is the unlimited availability of umsually cheap but usable workforce. It is the abundant

supply of comparatively cheap workforce that sands out as the most significant strength.

4.5. The Weakness of RMG Sector

The weakest point of the Bangladesh apparel / RMG industry is that it is still at the mercy
of the external suppliers of its main raw materials, namely the fabrics. Presently
Bangladesh has a limiled capacily to produce fabrics required by the RMG factories.
High dependence on external sources makes Bangladesh extremely vulnerable. As
opposed to Lhis, her competitors, India, Pakistan, Thailand, Malaysia and other countries
have their textile mills which can produce quality fabrics for the respeclive apparel
industries.
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4.6. Impact of MFA & WTO on our RMG

Multi Fiber Agreement (MFA)

The international trade in textiles and clothing is currently guided by various restrictions
em & global or regional basis. Although MEN (most-Tavored nation treatment, which
means non-discrimination treating virtually every one equally) was the basic principal
under the GATT, it is hardly the case. Almost the entire trade in textiles and clothing has
hecu subjected to bilateral quotas negotiated under the Multi Fiber Agreement (MEA).
MFA is an intemational. amangement reached by the major textde imporling and
exporting countries on teatife trade under the auspices of the GATT. It was concluded at

I January 1974 was renewed in December

the end of 1973 and come inlo etfect from
1977, in December 1981, again in July 1986 and lastly in July 1991, This is basically
succeeded the Long Term Agreemnent on International Trade in Cotton textiles {"The
LTA’) which had been in effect since 1962. Whereas the LTA applied only to cotlon
leatiles, the MFA also applies to wool, man-made fiber, and silk blend and vegetable

fiber texliles and apparel products.

The MFA defines textiles as yarns, piece-goods, made-up articles, garments, and other
products made of cotton, wool, man-made fibers, or blends thersof, in which any or all of
those fibers w combmation represent either the chief value of the fibers or 30% or more

by weight {or 17% or more by weight for wool} of the product.

The mnan features of the arrangement are as follows:

!. 'the right of the importing countnies to impose unilatcral restrictions was
strengthened.

2. More favourahle rreatment was to be accorded to small suppliers, new entrants, cotton
and wool-based ex-porting countries and LDCs.

3. The Textile Surveillance Board (TSB) was empowered to nterpret relevant

provisions of the Arrangement.



Bangladesh's largest custommers in the TISA and the EU take advantages of such bamiers
now Lo 1imit the exporters of many countries like China, India, Pakistan and Indonesia.
But Bangladesh is in a favourble position under MFA as it allows greater markel access
as I.DC. Bangladesh has a very high quota in the US and also has no duty and no quota in
the EU.

Word Trade Organization (WTO}

Tn 2005 WTO regulations will come into force, consequently MFA wilt phasc out and the
quantitative restriction {Quota system) will also be phased oul and as such a
comprehensive vacuum will create W caplure this new quota free market. Bangladesh, in

addition to cihance its current market share, will have to race to fill this vacuum.

Bangladesh presently is a price competilive apparels producing and exporling country.
But atter phasing out of MFA. it may lose this compelitive advantape unless effective
appropriate cost reduclion strategies are nol laken, Because (a) after 200, the number of
low cost apparcl producing country will increase us the garment indostry is an casy, less
wvestment intensive industry and also economic primer for developing cconomics (h)
raw corton producing and self-sufficient backward linkage industrial countrics will
efficiently supply the apparel products to the US market that Bangladesh are currently

avalling this opportumty.

4.7. Opportunities of RMG

There are a host of things to be done to reduce the cost ol production as well as enlance
the current market share in the US and other markets. To solve the problems, we must
reach a unique consensus to proteci the adverse markel situation that may be arise in
2005. The following steps nmiay be taken for the survival and expansion of our RMG

export in the competitive glolbal market.
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d. Internal Issucs
Internal problems include cost reduction stratcgies, establishing backward linkages,
ensuring efficient manugemnent of ports and attaining political consensus on trealing

RMG as o top priority and Lo keep it out of all sorts of political disturbance.

a.1. Cost Reduetion Strategy
The labour productivity in RMG is lower than countnies hke China, Korea or even 5o
Lanka. Workers must be trained and well motivated to increase productivity.

Necessary.sleps must be taken at the industry level to train and motivate workers.

[mproved Working Conditions better wrms of employment, timely over time
payment, health care services, cte. arc likely to motivate worker which ia turn will

improve productivity. Productivity increasce cventually decreases cost,

Presently Bangladesh unpors 80% of woven fabrics and 20% of the knit fabrics.
Currently fahrics are imported from countries like India, South Korca. Hong Kong.
Singapore, Thaland, Indoncsia, Taiwan, China, ete. Besides, delay in imporing and
exporting at the Port and Customs incrcases cost of doing business. By minimizing

such delay, cosl ean be reduced.

In the international competition, Bangladesh is lagging behind in the readyimade
garments sector, due 1o larger lead Ume. Al present, it takes 90-120 days in the export
ariented garments mdustey, as Bangladesh has to import most of fabrics used by its

garments industrics.

The turn around time i Chittapong port is longer than major parts of the world due to
different internal problems which also increase the lead time of cur RMG. Port
capacity and port management must be improved if Bangladesh wants to reduce lead-

time.



a.2 Establish Backward Linkages:

Currently, textile industries of Bangladesh can supply only 20% of the woven fabrics

requirernent and about B% of the knit fabrics requirement of the export-oriented

RMG mdustry. There is a huge demand-supply gap ol labrics in the woven sector.

Aficr 2004, Le. afier the phase out of Multi-fibre Arrangement (MIA}, there will be no

quota. $o, the imimediate effects on Bangladesh will be as follows :

The Textile producing giants like Pakistan, India. China, Hong Kong, Indonesia
elc. have started to st up forward linkage garment industrics and ship out
apparcls up to theilr maximum limits. So, Bangladesh will be m strong
campetition with them.

In this context, these traditional fabric sources (import) for Bangladesh may not
supply sufficient fabrics, as they will produce fabric for their own garment
industrics to get the maximum benefits of free-trade regime and higher value
addition. Bangludesh may not get the {abric in competitive price.

Namrally lead-time of Bangladeshi industries will be longer than that of its
compelitors like China, India, Pakistan, Indonesia etc. who are muach more
developed in textiles. Present lead-time of Bangladeshi industries is around 90-
120 days, where as its competitors are offering shorer lead-ume of only 45-60
days.

Therefore, Bangladesh shall have to concentrale on establishing hackward

linkage textile nduostrics to feed the garment industry's demand.

a.3 Ensuring officicnt management of Ports

Bangladesh garment export in volume is increasing @ 15% for the last 20 years, The

tacilities of Chittagong Port have not increased at the same rate. The handling

capacity of Chittagorg Port 18 0.15 million TEU (Twenty Equivalent Umts), whereas
in 2001 Chirtagong Port handled about 0.48 rmllion TEU |Ref: 12]. The container
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kept stuck up in the port and many containers waiting for 15-20 days which arc
required to be releascd within three days. Bangladesh have exported 101 million
dozens, 111 million dozens, 124 mitlion dozens and 120 million dozens of apparel in
the year 1998-99. 1999-2000, 2000-2001 and 2001-2002 respectively, depending
only on Chittagong Port. Similar delay happening in case ol imports. Raw materials

remain idle in the container at Chittagong Fort for 10-15 days.

b. External issues
External issues are those over which Bangladesh has no direct control to solve. At best
it can inlTuence ihrough her policics and bilateral and multilateral negotiations. These
issnes inglude - ntense competition from low cost sources, frequent policy changes of
importing countries, introduction ol new USA policy like TDA 2000, bilateral and
multilateral agreements between importing & exporting countries. global recession
and the terrorist attacks in the USA on 11 Seplember 2001, which also affected the
alobal economy. The garments export is, for the first time, showing negalive growth,
Henee Bangladesh should go for product and market diversitication and compliance

with scnsitive social issuecs.

b 1 Product Diversilication:
RMG production iy concentraled in a relatively limited range of products such as
Shims, T-shirt, Trousers and Shorts. To be internationally competitive, Bangladesh
needs to expand its product range and should begin producing fashion-wear and
higher value added items. Product diversification is essential to meet the challenges
of the post-MFA world,
Suflicient capacity building is required lor such diversification, which involves

improving skills such as fashion design and cutling as well as upgrading technology.

b.2.Market Diversification:
Bangladesh has so far exported apparels to almest 85 countries. Bul its export is
concentrated only m two large markets, USA and EU, because ol larger quotas
granted by TUSA and GSP pnivileges pmovided by EU. More than 95% of Bangladesh
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garments are exported to these two markels. Canada as a single countury buys about
2.3% of our wital export. Trend of KMG export to the USA and EU are shown in
Table 4.4.

Table-4.4: Trend of RMG export to the USA and EU:

Year Exports to the USA | Exports to the EU Combined sharc of the

as a % total eaport as a % of total export | US and EU export (%)
1691-92 49.14% 46.42% 05.56%
1992-93 48.72% 45.69% 04.41%
15993-94 30.08% 55.43% 93.51%
1994-95 45.15% 49 36% 04.51%
19935-96 39.33% 55.17% 94.50%
1996-97 41.49% 54.11% 95.60%
1997-98 44.23% 51.14% 95.35%
1998-59 43.24% 52.38% 95.62%
16589-2000 45.83% 49.93% 953.76%
2000-2001 45.24% 50.49% 95.73%

Sowree: Bangladesh Garments Manufacnirer and Exporters Associahon (BGMEA)

The above table shows the export share (o the USA is 43.24% mn 2000-2001 which is
3.74% less than that of the year 1991-1992, However, the corresponding share to the
EU has cxperienced an increase of 4,09% (han the year 1991-92, Thus, the increment
in the EUF share has simply replaced the deelining share in the IS A market, which
suppests that instead of diversification, Bangladesh's export market has still remained

concentrated in these two areas over the past decade.

Recently Canada has provided duty and quota free access of apparels from
Bangladesh to Canadian market. Bangladesh should try to expand our market share to
Canada which is now only 2.3%. Japan and Russia are also two major importers of

apparcl. Bangladesh should also try to capture these two markets with all its efforts.
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4.8. SAARC Regivnal Cumulation and Bangladesh
The 1ssuc of Regional Cumulation for SAARC countries was [irst mooted in carly
19905 when a Memorandum of Understanding (MOU) was signed between European
Umon and SAARC, which called for fostering greater economic cooperation between
the two regional groupings. Under EC-GSP scheme, regional cumulation is
permissible subject to cerain conditions, on @ regionmal basis. Such regional
cumulation allows that, materials or parts imporicd by a member country of a regional
grouping will be considered as originating products ol the country of manufacture and

not as (hird country inputs.

There is different opinion about the ellect of SAARC Cumulation. According to
BGMEA, swmce capacity of our local textile mills is inadequate to support the RMGi's
bulk of raw materials for RMG has te be inporied. Under the EC-ROO (two stage
local conversion), bulk of Bangladesh’s cxports of apparels to EC are not eligible for
preferential treatment under EC-GSP. If the Regional Cumulation (RC) is allowed,
Bangladesh's RMG could enhance ils competitivencss in the global market, On Lhe
other hand BTMA reckons lhat under government patronage, and thauks to
indhpenous entreprensurial involvement, the backward linkage industries in the textile
have been gradually coming up over the recent pasi. Protection and promotion have
played a crucial role in this emergence. Such supparts measores need to be continued
for fuether growth of the textile sector. The apprehension of BTMA is that once
Bangladesh joins to RC, comparative advantage of the local textiles sector will be lost
since exporters will be able to avail prefereniial treatment under EC-GSP cven when
they mmport fabrics from tegional countries. As a result, local texnle industry’s

growth will be impeded.

Oue important aspeet of the provision which appear to have been ignored by both the
proponents and opponents of RC related to two subtle, bul impormant conditions
which inform preferential treatment under RC. According ROO of EC’s GSP policy.
the country of origin of the final products 1s being determined as follows:
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“When goods originating m a country which is a regional group are worked or

processed in another country ol the regional group, they shall have the ongin of the

country of the regional group where the last working or processing was carried out

provided that :

(1) the value added there is greater than the highest customs value of the products
used originating in any of the other countries of the regional group, and

(2) the working or processing carried out there exceeds that set out in amicle 70
{insufficicnt working or processing) and, in the case of textile products, also those

opcrations referred to at annex 16 of the ECC.” [Ref: 14]

When the above mentioned conditions are not satisfied, the products shall have the
origin of the country of the regional group which accounts for the highest customs

value of the originating products coming [rom other countrics of the regional group.

Thc conditions set out for accessing EC-GSP under RC are of crucial importance for
Bangladesh. As. local value addition of Bangladesh's RMG products which use
imported fabrics is abour 25-30 percent only of the fotal value of exports. So, in case
of imported fabrics GSP margin lor Bangladesh will be calculated at the rate which is
eligible Tor the supphet of fabrics and if the fabrics is imported (tom India or Pakistan
which fall into the category of ‘developing country™ it will be 15% duty drawback on
12.50%% tariff rute instead of 100% duty drawback on the tariff rate. Thus, RMG made
in Bangladesh from imported fabrics from India / Pakistun will be etigible for duty
waiver of ahout 1.9%. The EC importers will still have to pay a duty of 10.6%. Thus.
actual cffective margin to be accrued under RC will not be very significant for

Bangladesh in present context.

On the other hand, once & RMG unit substitutes 1ts local fabrics sourcing by regional
one, it will not be entititled 1o the cash incentive currcntly available (presently it is
10% on cxport value) using for deemed exports of local textiles.
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But as local textile mills are not sufficient w0 support the RMG and even can not
MG more that 40% of fabrics and yam demand inspite of considerable growth in the
seclor since 1995, it will be unwise 1o say that local textile mills will be prownup
such a level that it can [ulfill the tolal demnand of textile (fabrics and varn) local &

expurt market within a short time.

From the ahove discussiom it can be conchuded that SAARC Cumulation will help

Banglashl RMGs” at least 1o some extent to maintain its present export level.
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Chapter-Y

Demand of our Textile Products

5.1, Introduction

Textile Indusines of Bangladesh are divided in two pans - one part is producing fabrics
for local consumplion 1e. for domestic market & the other parl is for export oriented
ready-made garments. So, the demand analysis for yam & fabrics has heen worked out

scparately for domestic market and for export market.

5.2. Projection of Domeslic Demand for Fabrics and Yarn

Domestic demand means domeslic effective demand. There are different ways to estimale
domestic effective demand for fabrics can be estimated by relaling consumption of
fabrics 1o the growth of income, mcome clasticity of demand for fabrics, growth of

population and other related factors at a particular year assuming nommal fabnics price.

The projected domestic demand has been estimated using the following formula |Ref 13)
Dt =Do [(I+N.G)"] P
Where,
Dt = Demand for all types ol Cloth
Do= Per capita effective demand of all type of cloth in the base year (1997-98 as
published data is available upto this period)
N = Income elasticity of demand lor all types of ¢loth
(7 = Average annual rate of growth of per capita income
n = Number of years { n=0in hasc year) and

P = Population of the year of which cffective demand for cloth is being estimated

Ouee the ellective demand [or [abrics is estimated, one can obtain the yarn cquivalent
assurmag that 1kg of yam can produce 8 meters of fabrics of 43/44” width on average

[Ret: 1]
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Projected demand for fabrics has been estimated using the above formulac on the basis of

the followmg assumptions:

i.

1i.

iil,

Per capita eliective demand of all types of cloth (Do) in the base year 1997-98
(avaitable published data) has been estimated from the total availability of
fabrics (it was 1538.20 million meter in 1997-08) & Lhe population (il was
126.50 million in 1997-98) by dividing the 1st onc by the 2nd one and the
result found is 12.32 meters [Ref : 6].

Dunng the 5th Five Year Plan (1998-2002) of Bangladesh, it is projected (o
prow (GDP) al uboul 7% per annum. Actual average growth rate for last 4-
vears (1997-98 1o 2000-2001) was 3.30% [Ref . 7] . So, the anmual ratc of
growth {(G) of per capila income iy assumed at 5.30% .

Income elastcity (N) of demand for fabrics has been assumed o be 0.8
[Ref: 15].

Population of the base year (1997-98) is assumed 126.50 million [Ref : 6].
Growth rate of population is assumed at 1.50% per annum {last year's growth

rale was about 1.775%) |Rel : 6],

Using the formulae and the assumptions, domestic demsand of labrics and yarn have been
estimated lor the period 1998-96 to 2004-2005 are shown below:

Table-4.1: Projected Demandd of Fabrics and Yarn tor Domestic Market:

W oars Population Demand in the Tquivalent Yarmn Per capita Clith
(i mllion) ear (121} fm roillion Kg) Consumption (in muters)
{1n milhon, Meter)
190703 126,50 15358.20 194,75 12.32
TR0 128.40 1648.03 206,12 12.84
199G-2000 13032 1744.63 218,08 1339
2000-2001 132.28 1845.88 23073 1395
2001 -2002 134,26 145300 244,13 14.55
2002-2003 136,28 2060 35 258,20 15.16
2003-2004 138,32 218027 27328 15.81
2004-2005 T44).40} 2313.15 280.14 16.48
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5.3. Projection of Demand for Fabrics and Yarn for Export

5.3.a, Fabrics Consumed by Export Oriented RMG

In the year 1990-91 fabrics and yarn consumed by the RMGs™ were 563.51 million
meters and 93.92 million kg respectively which increased to 2526.00 million melers
420.87 million meters in the year 2001-2002. The year wisc consumption are shown in
Table 5.2,

Table-3.2; Consumplion of Fabrics & Yarn by Export Criented RMG:

Year Export 1n | Quantuey of EMG Consumption
Miliion US$ | Exported Fabrics Yam
{Milllon Dozens) | (Million Meter) {hillion Kg)
1940 - 1991 26682 30.57 5583.51 03,92
1997 - 19092 118257 41 003 T37.68 [22.05
1952 - 1003 1445102 46.71 850.53 143.25
1993 - 1904 1555.79 4517 83092 138.49
1904 - 1005 2228 35 6251 114973 191.62
1905 - 1994 234713 T2.01 1321.57 220.26
1994 - | ou7 3000 25 Bl 99 [485 G 247 .60
1997 - 1998 3781.94 038,19 1801.53 30025
1998 - 1999 4019.98 101.45 1850.79 300.97
1939 - 2000 434041 111.90 2049.03 341.50
2000 - 2001 4554943 12402 216270 37700
200 - 2002 4383.73 140.44 2526.00 42087

Source' Bangladesh Garments Manufacturers and Exporters Association (BOMEA) [BATEXPO 2002]

Table-3.3: Consurnption of Woven & Knil Fubrics by Export Oniented RMG:
{Quantiry in Million Meler}

Year Woven Growth KEnil Growh Toral
1997-1008 1193 - 0% - 1802
[BO8-10909 1179 -1.17%: 581 11.82% 1860

1999 — 2000 1234 4.66% X5 1268 2044
2000 — 2001 1317 6.73% 946 16,075 2263
2000 — 21002 1386 5.24% 1140 20.515: 2576

Source, Bungladesh Garments Manutfucturers and Exporters Association (BGMEA)
34



Figure-5.§: Consumption of Fabrics by Export Onenter RMG ]
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53.b. Prujected Demand:

In the inlernational competition Bangladesh lags behind in the RMG sector, due to lead-
time &nd this is due to our dependence on import base rew materials specially fabrics. Till
now our textile industries can supply only 40-45% (70-80% knit & about 15% woven) of
total fabrics requirement.

Ry applying the regression analysis (least squares method} on the past dala the projected
requirement of fabrics for exporl market for the period 2002-2003 to 2005-2006is shown
in Table-5.4.

Table-5.4: Projected Demand of Fabrics for export orienled RMG:

Wowcn Fabres Knit Fabnics Total Fabrics Equivalent Yam

(Million Mcter) | (Million Meter) | (Million Meter) (Million Kg)
20022003 1424 1314 2733 495
2003-2004 1484 1539 3023 554
2004-2005 1546 i803 3349 621

Assuraption: 7 melers of woven fabrics anvd 4. 50 wreters of kit fabncs can be produced on average from | kg of yarm

|ief: 1]
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5.4. Total Projected Demand for Fabrics and Yarn

Considering the estimated local demand & export demand for yam as projected above,

the total potential demand for yarn is given in the following table:

Table- 3.5: Total Projected Demand of Fabrics & Yarn:

Year Demand of Fabrics in Million Meter Demand of Yam m Million Kg
Domestic | Expon Total Domestic | Export Total
2002-2003 2066 2738 484 258 495 733
20003-2004 2186 3023 5204 273 334 827
2004-2005 2313 3344 5662 289 621 910

Tt appears from the above table that the total demand for fabrics & yarn in Bangladesh
will stands 10 5662 million meter & 910 million kg respectively in 2004-2005 from
present (2001-2002) demand of 4479 million meter & 665 million kg.
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Chapter-VI
Expected Supply and Demand-Supply Gap of Textile Products in Bangladesh

6.1. Introduction

The phenomenal expansion of the RMG industry in Bangladesh and the deamatic increase
in the population in addition w an increased standard of living in the country has led to a
large demand of fabrics and consequently yarns. However, the supply side did not
develop at a matching pace. This chapter looks at the development of production facihties

of yarn and fabrics in the country and asscsses the demand-supply gap.

6.2 Supply Position
From the present structure of the tlextile ndustrics as described in the earlier discussion

we Tound the capacity of the different part of textile industries are shown m table 6.1.

Table-6.1: Total Present (December 2002) Production Capacity of Texuile Industrics:

Industry Insealled Ammual Production Capacity
Capacity Export Qualily For Domestic use Total

Spinning 3,534,660 320 Milhon K 220 Million Kg 540 Million Kg
Spindles '
119,854 Rolurs

Weaving

Puwer Loomn

46,115 Looms

420 Million Meters

T 10 MAllion Mewrs

1,130 Mullinn Metery

hachine

(1,170 billion Meotors)

{420 allwn Metersy

Hand Looin | 374000 Looms - 975 NMallicn bleters o475 Miilion Melers
Total: 620,115 Looms 426 ATilliom Meters 1,635 Million Meters | 2,105 Million Meter
Enitting 3227 Knitting | 208 Million Kg 60 Million Eg 320 Million Kg

(1,550 Million Mciers)

[Ref: Chapter- T¥]

If the above Industrics can utilize 80% of their capacity in average then tatal supply of

textile products will be as under:
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Table-6.2: Expected Supply of Texlle Products Irom our Textile Industries{2002):

Tndustry Annual Production

Expart Cuality For Domestic use Total
1. Yarn 256 Million Kg 176 Million Kg 432 Million Kg
2. Fabrics,

Woven Fabncs

336 Million Motors

1.348 Million Meters

1,684 Million Meter

Knit Fabrics 208 Million Kg 48 Million Kg 2536 Million Kg
{036 Million Meters) | (336 Million Melers) {1,272 Million Meters)
Total{2): 1.272 Million hMeters 1,684 Million Metors 2,956 Million Meters

6.3 Demand Position

From the projection done in the previous chapler the projected total demand of diflerent

textile products for the years 2002-2003 to 2004-2005 are shewn in Table-6.3.

Table- 6.3: Total Projecled Demand of Fabrics & Yarn:

Year Demand of Fabrics in Million Meler Demand of yarn in Million Kg
Domestic fxport Total Domcstic Lxport Total

2002-2003 2066 2738 4804 258 495 753
2003-20H4 2185 3023 5209 273 554 &27

l 2004-2005 2313 3349 5662 289 621 910

|Bel Chapter = )

The break-up of demand of woven & knit fabrics for the year 2004-2005 for export

market through RMG and fur domestic marker are shown in Table - 6.4,

Table-6.4: Requirement of Woverl & Knit Fabrics lor the Year 2004-2003:
(Quanuty in Million Meter)

Woven Enit Totai

For Export Market 1,546 1,303 3,34%

TFor Domesnc Marker 1,906 347 2,313

Teoal, 3,512 2,130 5,662
tRet: Chapwl — V|

Assupmition: Demand of kait fabrics for domestic markel is about 15% of tolal demand. [Ref: 1]
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4.4 Demand-Supply Gap

From the ahove analysis the projected demand & cxpected supply from the existing

projects demand-supply gap of different textile products as it will be in 2004-2005

comsidering that the no new unit will be established or expansion of any of the exisling

unils will be made are shown m Table 6.5.

Table 6.5: Projected Demand-Supply Gap as it will be in 2004-2005:

Product For Export Market For Domestic Market Total

Uemand | Supply | Gap Demand | Supply | Gap Demand | Supply | Cap
Y arn 62l 256 365 289 176 113 010 432 47a
ihallin Ky
Fuhrics
{Milleon
Kleter)
Woven 1,546 36 L2100 | 1,966 1,348 | 615 3512 1.654 1,828
Iabiics
Knit 1,803 936 867 347 336 11 2,150 1,272 878
Fabrics
Total 3,344 272 | 20707 2313 1,684 | 620 5,602 | 2,950 2,706
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Chapter-YII

Self-sufficiency in Textile Products by 2004

7.1 Intreduction

From the previous discassions it is clear that there is no other allemnative than to decrease
production cost of our RMG 1o compete in the world market after 2004. Reduction of
cost can be attamed by reducing lead-tine establishing backward linkage indusines
specially lextile industries. It is also observed that producing textic domestically reduced

the cost of production.

7.2 Number of Different Typc of Textile

Industries to be set-up to fulfill the Dlemand
From the previous chapter we found thal there will be a supply gap of 361 million kg
yarn and 2,335 million meter of fabrics. To hecome self sufficient in textile products
within 2004-2003 we have to sei-up more spinning and weaving, dyeing-fimishing &
ktting units. The number of different types of texble units required to be set-up are

deduoee in the following:

7.2.1 Assumptions:

a. Spinming Unils -
The injual operation of a Spinning mill is soring & cleaning ol cotton which is done
in the blow room. An average standard size of blow room is designed to support upto
25,000 spindles or equivalent. Moreover the total cost of a blow room machinery is
about 1% of total machinery cost. As such a spinning mill having less than 25,000
spindles wiil keep the blow roum under utilized. Tt is therefore apparent thal a project

having less than 25,000 spindles will not be  techmically & financially viable.
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The sowrees of fund for setting up of a project are the cquity of the entrepreneurs,
fund apainst public offering i.e. the capital market and loan from bank or other
financial institution, But as per present rule of Bangladesh a company can not draw
fund from capiral market through public olfering Lo start its business. A company camn
only go for public offering afier successlul completion of 1ts 2-ycars of operation. As
such to start a new project in Bangladesh entreprencurs have to go for loan from

brank.

A spinning mill capable to produce export quality yarn required a total fixed
investment of Tk.700.00 million and working capital nvestment of Tk. 20{0.00
million approximately. Entreprensurs of Bangladesh are not able to meet this huge
expenditure and have to go for hank financing. Most of the cases the cntrepreneurs
are being able to bear upto 30% of the total cost and for the rest 70% (Tk.630.00

million approx.) they have to go for bank’s hmancing.

But according te presemt restrichion on investment criteria a single hank can not
provide funded loan more that 25% ol its equity. As such lo give supporl solely to a
spinning mill of above mentoned type a Bank should have at least Tk, 2300.00
miilion as equity. Unlortunately, only 2 or 3 bank’s of Bangladesh have this amount

of cquity.

As such a project with a capacity of morc than 25,000 spindles can not be easily

fimanced by many banks operating in the country.

From the size of the spinning mills which were sel-up in last 2-years it is found that

the average size of those was 25,000 »pindles.

Considering all the above, 11 15 assumed that a spinniog mill of 25.000 spindles or
equivalent can be taken 43 an standard for determining the number of spinning mill to
full-fill the demand. Total capacity of such a unil is about 6.00 million kg per annurm
with an attainable average capacity of 3.40 mullion kg.
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b. Cotnposite Weaving Units with Dyeing-Finishimg Facilitics —
The initial operation of a weaving mill is warping and the sizing. Sizing machine is the
most costly machine of a weaving mill. An average standard size of a sizing machine
{9-Cylinder) can process yam upto 12.00 million meter. As such a weaving mill
having less than 10.00 million meter capacity will keep the most costly machine of the
unit under utilized. It is therefore apparent that a project having less capacity will not

he technically & financially viable.

Problem of financing as mentioned in case of spinning mill is also applicable for the

composite weaving mill also.

From the size of the weaving and dyeing-finishing mills set-up in lust 2-years for

export market, it 15 found that the average capacily of those is 10.00 million meters.

Considering all the above. it is assumed that a composite weaving mill having capacity
of 10.00 million meters per anmumn can be taken as an standard Tor determining the
number of units to full-fill the demand. The atlamable average capacity of such type of

units will be 8.00 million meter.

c. Composite Knitting Units
Averape standard size of finishing machinery of composite kuoitting industry hke
Compactor, Calendar and Shrinkage Controlling machines have been designed to

finish fahrics at the rale of 6.00 M.Ton to 7.00 M. Ton per day.

Moreover, the size of Composite Knitting unils sel-up in last 2-yacrs have an average

capacity of 6.00 M. Ton.

Considering all the above. it is assumed thal a composite weaving nill having capacity
af 6.00) M.Ton per day ie. 1.920 M.Ton per annum equivalent to 8.64 iillion meters.

The attamablc average capacity of such type of units will be 7.75 million.
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Avcrage size of existing knitting units producing fabrics for doemstic market are very

stoall, but ot the sake of umformity in calculation the average size of the required new

units is considered at 6 Ton per day.

From the above assumed specifications the requiremment of diflercnt type of textile

industiies to fulfill the demand as it will be in 2004-2005 are shown in Table 7.1, 7.2 &

1.3,

Table 7.1: Required No. of Spinning Units o Full-1il] the Gap as it will be in 2004-2005:

For Export Market For Domestic Market Total  No.
{fup Avirage Requured g AvErage RBequured of Ut
tn Milhou Kgb | Capaily per | No of Unit | (mMibon ) | Capacily per | Ne.of Ut | Required
Unit Unit
Mo Millicn Kig) {In &illion Kzl
3a5 5.40 68 113 5.40 21 &0

Table 7.2: Required No. of Woven Fabries Producing Units to Full-fill the Gap as it will
be i 2004-2005:

For Export Market For Domestic Markel Total Noo of
Cap Averare Reguired Gap Avelape Required Unit Required
iIn Ml Capacity  per | Mo ol Unit | 4 Millon Capacity  per | Mo ol Unit
heleca) Unit Metors) Unit
11n Mullion Bleocrak (L Al Bderersl
1,210 .00 151 6138 8 O 78 229

Table 7.3: Required No. of Knitl Fabrics Produeing Ugnits 1o Full-fill the Gap as it will be
in 2004-2005:

For Exporl Markel For Domestic Market Toral Wo. of
Ciap Averape Kequured Crap Ancrues Eequired Unit Bequired
{lnMilbon | Capacity per | No, of Unit | OnMullion | Capacity  per | No, of Unit
Bleters) Unit Aetersy Unit
(o 3l Meder) [Tn budhine Mleecrs)
a7 T 112 Il 1.03 2 114
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7.3 Investment Required to Set-up the Units to fulfill the Demand
Investment required to set-up the textile units to full-fill the demand of textile products by
2004 Le. to earn the self sufficiency are most important towards planning the further

course of action.

Averuge cost ol spimning., compositc wcaving & composite kmilting industries of

previously mentioned assumed capacity arc shown in the Table 7.4,

Table -7.4: Average Cost of different type of Textile Industry:

Industry Cupacity per | Type of Machine Average Cost
Year i1n ruillion Toka) _
In In Lawcal | Tl
Foreign | Currency
Currency
For Export Market:
sploning 6 (0 million | Brand new Japan & | 550.00 | 150.00 § 700.00
ke European origin
Composite Weaving 10.00 million | Brand new European/ | 570.000 | 180,00 | 750.00
meter Japan origin
Composite Knitting 8 64 million | Brand new European/ | 110.00 33 (K] 16500
meter Japan origin
For Domestic Market:
Spinning 6 00 million | Brand new China /| 170,00 8000 | 250.00
ke India origin or sccond
hand European/
Jupan origin
Compositc Weasing: 10.00 million | Brand new China /| 24000 | 110.00 | 350,00
meter India erigin or sccond
hand European/
Japan origm
Compostte Kiutting #.64 million | Brand new  Idian, | 30.00 4008 | 7000
meter China origin knitling
machine, Lacal
dyeing machine and
reconditioned  China
! Korca OrLgIn
[inshing machine

Souree: DilTerent New Projects banking with Islam Bank Bangladesh Lid,

Dctail of the costs are shown in Annexure — B.
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Considering the above average cost of projects the total investment required to set-up Lhe

required numnber of projects fulfill the demand of fabrics and yam for both export and

domestic matket is shown in Table 7.5,

Table-7.5: [nvestment required to Ser-up the Unils (o (utl-fill the Demand:
(Investment w Million Taka)

Type of | Me. Average Cost per TInit Total Cost
IniL of In Foreign | In Local | ‘T'otal In Foreign | In Local | lotal

Unit | Cunerency | Cuizency Currency Curlency
For
Export
Market
Spinnung 63 550.00 150,00 | 70000 | 37,400.00 | 10,200,00 | 47,600.00
Campasite [ 15] 57000 180.00 | 750.00 | 86,070.00 | 27,180.00 | 113,250.00
Weaving
Composite [ 102 | 11000 | 5500 | 16500 | 1232000 | 616000 | 18,480.00
Kntting
Tatal: 33 135,790.00 | 43,540.00 | 179,330.00
For
Domestlic
Muarkel
Spinning 21 170.00 80.00 | 25000 | 3.570.00 1,680.00 5.250 (K
Composite | 78 | 24000 | nooo | 35000 | 18,72000 | 858000 | 27.300.00
Weaving
Composite 2 LK) 40.00 TG0 60.00 B0 [ 43030
Enilling
Tolal: 1M 22 350,00 | 10.340.00 | 3Z2.690.00
Grand 432 158,140.00 | 53,4%0.00 | 212,020.00
Totul:

From the above analysis we found that 1o achieve self-sutficiency in textile by 2004 we
shall have to invest total Tk, 212,020.00.00 million out of which Tk, 158,140.00 million
in form of foreign currency and Tk. 53,820.00 million in form of local currency. This
amount is calculated on the basis of position of Textile Industrics of Bangladesh as it was

in December 2002,
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7.4. Requirement of Eleetric Power (o Run the New Units
To run the new textile units a huge quantity of electric power will alse be required. The

total requiretnient of clectric power to run the units is shown in Table - 7.6.

Table-7.6: Electric Power Requirement for the New Ulits:

Type of For Export Market For Domestic Markel Grand
Elnit Moo of | Average Total Mo, of | Averasc Tiatal Total
LInit Eequirement | (In MW, | Unu Reguirement | (In MY | {In MW

Spinning 68 270 MW 183.60 21 220 MW 46.20 22080

Compasite | 153 1.00 MW 151,00} 74 1.00 MW T3.0H) 229.00
YWeaving

Composite | 112 | 0.60 MW 67.20 y) 0.60 MW 120 £8.40
Knitting
Total: 331 401,80 101 125,44} 52720

Source, Dilferenl New Projects Banking with Islami Bank Banpladesh Tod.

From the above table it found that 1o run the new projects 1o fulfill the demand of textile
products within 2004 a 1otal of 5327.20 MW clectic power will be required. Governiment
Las to made necessary amangement for supplying the required power or have to made
necessary arrangement of financing and gas / fuel supply so that the units can install their
own electric power generating umt. If the mills po to install their own power gencration
unil then it will take about Tk, 10.600.00 million (Tk. 20.00 million per MW on average

|Rei: 107).

7.5. Requirement of Human Resource to Rumn the Néw Units

Though textile industry of Bangladesh has grown at a considerable high rate, the human
resource in this sector iy not developed at the same rate. Still now most of the key
positions ol the export orented textile industries are being filled by hinng technical

persoms mainly [rom Indwa and Paldstan,

[owever, Lo Tun Lhe new textile units a hupe quantity of different Lype of skilled. seimni-
skilled and un-skilled human resource will also be required. The total requirement of
dilferent 1ype of human resource (in ideal situation) o run the units is shown m
Table-7.7.
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Table-7.7: Human Resource Requirement for the New Units:

Mo, of Unit | Requirement per unit | Total
For Spinning: 59
Senior Textile Engineer 1 5O
{in the positten of Factory Manager)
Mud-level Textile Engineer 3 267
{in the position of Production Manager)
Textle Engineer 12 1.063
{in the position of Asstt. Manager)
Senior Maintenance Engineer 1 89
{in the position of Maintenance Manager)
Maintenance Engineer 3 07
iMechanical & Electrical}
Liploma Engincer Textile 24 2,130
Forcman (Mechanical & Electrical} 6 534
Skilled Labour / Operator 120 10,8580
Semi-skilled / TIn-skilled Labour (50 13,350
Management Stull 20 1,780
(Marketing, Accounts, Adnunistration,
Finance. ete.)
Tatal: 340 30,260
For Composiie Weaving: 229
Senior Texlile Bngineer l 229
fin the position of Factory Manager)
Mid-level Textile Engineer 6 1,374
{in rthe position of Froduction Manager)
Textile Engincct 12 2,748
{in the position of Production Manapser)
Senien Maintenance Engineer 2 458
{in the position of Maintcnance Manager)
Maintenance Engincer 6 1.374
(hechanical & Electrical}
Chamist 3 6387
Assistant Chenmust 3 687
Ciploma Engineer Textile 30 6,870
Foreman (Mechanical & Electrical) 12 2,748
Skilled Labour / Operalor 135 angla
Semi-skillad f Un-skilled labour 5} 34,350
Managcment Stuff 30 6,870
(Murketing,  Accounts.  Administration,
Finance, ¢1¢.)
Total: 390 59,3110
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Tahle-7.7: Human Resource Requirement for the New Units (Continued).

No. of Unt | Reguirement per unit | Total
For Composite Knitting: 114
Seniur Texule Engineer 1 114
{(in the position of Factory Manarer}
Mid-level Textile Engimeer 2 228
(in the position of Production Manager)
Textile Engincer 4] 634
{in the position of Production Manager)
Sepior Mainlenanee Engineer 2 228
fin  lhe postion of Mainlenance
Managct)
Maintenance Engineer 4 456
(Mechanical & Electrical)
Cheamist 2 228
Assistant Chemmust 2 228
Diploma Engineer Textile 12 1,368
Foreman (Mechanical & Electrical) 4 456
Skilled Labour / Operator a0 0.540
Semi-skilled f Un-skilled labour 70 7,580
Management Stuff 20 2,280
{blarketing, Accouns, Admumistation.
Flounce, cle)
Total: 185 21,0450
Grand Total: 140,660

Source: Diftecent New Projects Banking with Islami Bunk Bangladesh Led.

It may secn from the table that lor the projected demand of spinning. weaving, knitting
and processing mills about 6,800 textile cngineers, 10,400 texile technicians, 2,870
mechanical/production & clectrical engineers would be required. Number of engineening
graduates [rom (he universities are sufficient 1o meet the demand. Iowever, textile
cnginecring praduales cwrently graduating {rom the lone lextile enginecring college may

not meet the demand.
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Chapter - VIII

Price Competitiveness of Texlile Products of Bangladesh

8.1. Introduction
In the year 2005, some of the international policies regarding the export of textiles
and garments will change. which may present the Bangladeshi texnle industry the
arcatest challenges it has had 1o Jace so far. There is much speculation at present
about the situation of the RMG exporters in the Post-MFA period, when the world
Trade Organisation, or WTO, instead of GATT will control the sector. Under the
WTO all quotas will be removed, resulting in a free market worldwide. Bangladesh's
garment and textle manufacturers will have to [uce steeper competition both in
contest of quality & price. Keeping it 1n the mind and as yam is the basic & main
raw material of all type ol [abrics. this par of the report analyzed the different
component of cost of production of vam, competiiveness of Bangladeshi yam with
India, the chipset source of yarn for Bangludesh till now & scope of reduction of cost
ol production of yam and also a litle overview on the production cost of two

speaific type of grey fabrics.

H.2. Cost of Production of Yarn in Bangludesh:
There are a lot of types of yarn in terms of count. quality and basic component and
cost of production varics for all these. For this analysis export gquahty cotton yarn of
30 count Combed & Carded, these 2 main category of yarn utilized mainly in knul
fabrics manufacturing have been considered. The cost of production also varies dus
to other mput of the project hike source of power (public supply Irom
PDB/REB/DESA/DESCO or project’s own power source by selling up Gas
Generator). Considering cost data from typical industry the cost of production of
yarn was calculated which is shown at Table 8.1 and Table 8.2 for captive power and

public power respectively.
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Table - 8.1. Present Cost of Production by utilizing Gas Generator as source of Power:

Tren o Cowat

Mo 3 Carded

Ne 30s Combed

Per K Cost Per Kg Cast
{Tn Taku) % {ln l'aka) G

| Cotton & Others 5273 6550 90.02 68.84%
Dircet Labor 2.77 2.235% 2498 2.28%
Depreciation 13,63 3.55% 11.44 8.75%
Ultilities a5l 2.82% 3.74 2 B6%
Other Factory Overhead .16 2.54% 316 2.41%
General & Admimistrative Expenses 208 1.67% 2.08 1.59%
Financial Expenses 19.24 15.49% 19.24 14.71%
Sub-lotal, 124.11 9 Q0% 13266 101.44%
[.ess- Tncome from Waste Cotton 200 1.61% 4.13 3. 16%
Add - Tnstallment of Term Investment 12.75 10.26% 13.69 10475
Total cost including depreciation: 134.86 108.55 % 142.22 108.75%
Less- Depreciation 10,63 2.50% 11.45 8.75%
Total: 124.24 100,00 % 130,77 1L T

Souree. Islami Bank Bangladesh Lirnded.

Table-8.2. Present Cost of Production by tilizing Public source of Power:

Licm of Cost

We 30s Carded

MNe 30s Combred

For Ky Cost Per Kg Cost
{11 Tuka) T {In Taka} e
Corton & Oihers §2.73 63.28% on.a2 65.08%%
Tdircct Labor 2.48 1.50%: 2.73 1 .97%
Depreciation 9.74 7.45% 10.47 7.57%
Ulilities 13.89 10.62% 15.28 11.05%
Cther Factory Overhead 2.83 2.16% 2.83 2.05%
Ceneral & Administrative Expenses 1.73 1.32% 1.73 1.25%
Financial Expenses 17.64 13.49% 17.64 12.75%
Sub-Lotal: 131.04 100.24% 140.7 101.7 1%
Less- Income from Waste Cotton 2.00 1 53% 4.13 2.99%
Add - Installmeant of Term Tnvestment 1143 8744 12.23 8.84%
Total cost including depreciation: 14047 107.45% 148.8 W5 T%
Less- Depreciation 4.74 7456 10.47 7575
Total: 130.73 100,00 % 138,35 1045

Assumption: Debt-Equity Ratio of the Project cansiderad at 70:30, which 1s now becomes standard in case
of Textite Industry in Bangladeah,
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8.3, Present Cost of Yarn Imported from India
The cost of imported yarn (30 Ne Carded & 30 Ne Combed) ol [rom India, the main

source of imported varn for Bangladesh, is shown in Table 8.3

Tahle-8.3: Present Cost of Imported Yarn from Bangladesh :

Type CFR Value per Kg | Other Import | Duty & Tax | Total Cost | Total Cost
n1i8% | InTaka related cost | Umpert Dwy (5% | gncluding | excluding
+ ATT{ 3%+
(4% an CFR) IDSC (2,55 + 1 7 Duty Dty
{In Taka) 2 5% = 13%) {In Taka) | (InTaka}
30 Ne Carded 210 [23.60 ¢.494 16.07 144,61 12854
30 Ne Combed 235 138.30 553 17.98 161.81 143.83

Scucce: Impoiter of Yaun of Warayonpo].

8.4, Cost Compuarison of Locally Produced and Impaorted (from India} Yaru

From the above cosl analysis the comparative position of our locally produced varn and

yarm imported (tom India is being done and shown in Table 8.4.

Tablc-8.4: Cost Comparison of Locally Produced and Impored (from Indis) Yam:

30 Ne Carded 30 Ne Combed
{Amount in Taka) CAmount in Taka)
Emported:
Total Cost including Tty 144.61 161.81
Total Cost excluding Duty 128.54 143.83
Local:
Produced by utilizing own power 134 86 14222
Sowce including Depreciation
Produced by wlilizing own power 124.24 130,77
Source excluding Depreciation
FProduced by utilizing Pubiic 143.47 14880
Source of Power including
Depreciaticn
Produced by utilizing Public 130.73 138.33

Sourrce of Power excluding

Depreciation
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8.5,

Scape of reduction of cost of production of Yarn

From Lhe ahove analysis of cost of production it is found that —

Raw materials cost is aboul 63% 1o 69%: of tofal cost of production. As most of raw
coton consumed by our spinning mills are imported, so there is no scope of
reduction of raw miaterial cost by a considerable amount. It may be reduced to some
cxtent by proper sourcing & perfect timing of order.

Direct labour cost is about 2% of total cost of production and as the projects under
reference are aimost automatic {labour required only for malerial handling,
maintenance & other relaled works), there 15 no such scope of reduction of direct

Labour cost.

iii} Utility cost is about 3% of Lotal cost in case of own power source by pas generator

and about 11% in case power supplied by PDB/REB/DESA. As such if the projects
can be provided pas facility to utilize that to produce their vwn power (presently the
projects of Dhaka & Chittagong region is getting this facility and projects of other
region do not gel this facihty as there is no gas line to supply the projects till now),
the production cost of the unils presently utilizing public source of power can be

reduced by about 850,

iv) Financial expense is within 13% to 16% of total cost. In case of the projects under

study the profit / interest rate on bank investunent / loan is 14%. T this rate can be
reduced 10 a reasonable rate between 10% to 12% then the production cost will be
reduced by 2% o 4%,

Installment of term investment (principal) is about 9% w0 10.50% of total production
cost, where ay depreciation fund (non-cash expense) is about 7.50% to 9%, Le.
installment of term investnent is more than the depreciation by about 1.50% of total
cost. This causes an exira burden on the project. This high installment size is due to
higher borrowed capital of the projects. If projects can manage equity fund upto the
extent, that the installment of the term loan can be serviced by the depreciation fund,

then the production cost can be reduced upto 1.507%.

v} The wastage of raw material in projeets under smudy is 10 - 12% in case of carded

yarn and 20-23% m case of comber yarm and this quantity 18 reasenable, Out of this
wastage about 80% s re-useable in Rotor Spinning 1o produce open end yarn.
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Fromn the ahove analvsis it reveals that if we can ke all the above measures total
production cost can be reduced by at least 5% (in case of projects utilizing their own

power).

5.4, Present Cost of Produclion of GGrey Fabrics

There is o 1ot of construction ol grey labrics and cost ol production vares for all the
constructions. For this analysis export quality grey fabrics ol speofic 2-construction
utilized mainly for Trousers manufacturing have been considered as reference. The total

cost atong with its break-up is shown in Table 8.5.

Table-8.5. Cost of Production of Grey Fabrics:

ltem o Caal 20x20 / 108x58 /62 Gray | 1010/ T4X52 7 58 Gray
Per Metar Cost Per Meter Cost

fln Taka} G (In Taka) o
Riuw Mulerialy 3430 76006 27.30 74.89%
[hrect L abor L (W] 2.24% 0.89 2.45%
Diepreciation 1.43 3.25% £29 3.55%
ulicies 1.00 2.24% 089 2.45%
Other Factory Overhead | 25 2816 1.12 A3.06%
CGeneral & Administrative Expenses 1.00 2.24% 0 &9 2.45%
Financial Expenses 3.20 7.18% 286 7 84%
Sub-total: 43.20 06.07% 35.25 90.69%
Add - Installment of Term Investmeant 2.80 f.29% 2.50 G.E6%
Total cost including depreciation: 46.00 103.25% ALT5 [03.55%
Less- Depreciation 1.45 3.25% 1.24 3.55%
Tuwal: 44.55 100.00% 645 100.00%:

Source: Islami Bank Bangladesh Limired.
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K.7. Present Cost of Imported Grey

The average present cost of impoed grey is shown in Table 8.6.

Table-5.6: Present Cost of Tmported Grey:

Type CER ¥Value por Kg | Other Import Total Cost (In Taka)
In USY | InTuka related cost | (Considering Duty free import
(465 on CFRY | for utilization i Garments)

20x20/ 108458 627 Gray 075 43.93 1.76 45.71

102107 74X52 f 587 Gray 060 33.16 141 36.57

Source: Islami Bank Bangladesh Lid.

8.8. Cost Comparison ol Locally Produced and Imported Grey

Total production cost of grey fabrics ol local weaving mills is slightly higher than the
imported fabrics. But presently, the RMG's using the local grey arc getting Substitute
Cash Assistance (SCA) @ 10% on export value. Moreover. lhe weaving mills are also
gcttmg SCA on their deemed export. But the SCA will not be available alter 2004, As
such after 2004 1f the total production cost can not be reduced it will be difficult for the

weaving mill of Bangladesh to sustain in the market.

From the hreak-up of costs in Table 8.5 it 1s found that about 753% of total cost is of Taw
matensal, L. yarn. If the pmduction cost of yarn can be reduced the production cost of
grey will automatically be reduced. There is also scope of reduction in cost by reducing
the interest rate on bank's loan {financial charges is more than 7% of wtal cost) and cost
of utilities by reducing the price of electricity & gas (ulility cost is mmore than 29 ol total

cosl).



Chapter-IX
The 2005 Challenge and Textile Policy of Bangladesh

9.1, Introduction

In the year 2005, some of the international policies regarding the export of textiles and
garments will change, which may present the Bangladeshi textile industry the greatest
challenges 1t has had to face so far. There is much speculation at present about the
situation of the RMG exporters in the Fost-MFA period, when the WTO regulation will
come wito force. Under the WTO, all quotas will be removed, resulting in a free market
worldwide, Bangladesh's garment and textile manufacturers will have to face steeper
connpention {rom countries such as India, Pakistan, Chima, and Thailand, from whom the
couniry now imporls fabric to meet the demands of ity RMG sector. When the free
murket is established, all these countries will be able w expand their RMG exports, now
limiled by gquotas. As a result, these countries will be able to unlize more of their locally
produced yam and fabrics intemally, resulting in the mse of prices for these in the expor

market, putling pressure on the industries of countries such as Bangladesh.

4.2, Government’s Policies and Sirategies Lo Face 2005

0.2.1. Textile Policy — 1995
The Government of Bangladesh has devised a Textile Policy in 1995 designed to make

the country competitive in the free markel by 2005

Mlain OBjectives of Textile Policy - 1995:
The main objectives of Textile Policy-19935 is o—
1y achieve sclf-sutticicney in fabrics to meet the requircment of the expor oriented
RMG mdustry and also the local requirement, and-

2y direct export of fabrics.
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Methodalogy of Textile PPolicy:

The methodologies ol the Textile Policy-1995 to achieve its objectives are —

1)

2)

3)

4)

3)

6)

7)

8)

Improving of lextile sector by encouraging investment by private sector. In this
regard steps to be taken to help the private sector to ger loan in soft tenins and to
reduce government’s restoiction on impaortation of raw matenals,

Complete modernization of textile scector by balancing, modernization,
replacement & expansion (BMRE) of its different sub-sectors.

Fulfillment of demand-supply gap of different sub-sectors of textile by
cstablishing new mills,

Encouraging ol development of wextile sector in pnivate sector and acceleration
of privatization of the textile mills of public sector by {foanng ol shares &
creating joint-venture with private entrepreneurs along with privatization by
selling those through lender,

Unhzation of un-utihized capacity of specialized & power loom sub-scctors to
fulfill the local requremient and requircment of export oriented garments
industry and also durect cxport of fabrics by implementing the restructuring &
rehabilitation program of this sub-scctor.

Combincd steps by govermmient & private sectors to solve the present problems
towards wechnological improvement of the handloom industries and W ensure
proper disinbution of the products of this sector,

Providing of complete support o the ellort wken/ to be tuken by govermment &
private sectors towards creation of cmployment & guick improvement of
econunic condilion of rural population by improving the overall position of Silk
sector through cullivation & production of Silk fabrics by ulilizing modem
technology and disuibution of Silk products in local & international market.
Restructuring of import tax & export benefit on the primary & secondary raw
matenals ol lextile sectors to make Bangladeshi textile products competitive in

hoth 1ocal & mntemational market,

36



9 Improvement of quality of manpower working in textile sector to make a scope
to textile sector for taking the leading rele towards industrialization of our
country by implementation of prioiary training, (raining for improvement of skill,
improvement of design, resenrch & development works, fmprovement in

management and implementation of MIS & computer.

Dilferent Problems and strategies to solve the problems of diflerent sub-sectors of
Textile Industry
The Textile Policy — 15893 also states different problems & the stralegies to solve the

problems of different sub-sectors of textile industry, brief of which are given bellow:

Spinning:

Main problems in spinning sub-sector are, outdated machinery specially in the public
seclors mills, electricily latlure, unayalability of raw materials and high ax on raw
malerials & spare parts, high wastage rate of raw materials specially in the public sector
mills. lacking of proper nwintenance of machinery & equipment and slow process of

privatization of public sector mills.

To solve the above mentioned problems m spinning sub-sector the following strategies
were suggested in the policy:

{1} Tu meet-up the present reguirement of yamn, establishing of new units in privatc
sectors will be encouraged. At present to mect-up the demand of yarn for both
local & cxport oriented readymade garments there is scope to establish 116 new
spinning mills having capacity of 25,0000 spindles or equivalent each.

{(2) In the last vear of implementation of GATT treaty i.c. m the yvear 2005 total
demand-supply gap will stand at 771-nulhon kg and to meet this demand it will
require to set-up more 126 new spinning mills {as per present assessment the totul
number stands at 89},
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{3) To improve the capocity & efficiency of the old & imbalanced mills, AMRE
program will be strengthened alang with establishing of new uait. 1

{4} T'o supply un-interrupted power to the textile mills, requured steps will be taken by
discussing the issuc with FDB, DESA, REB and Electric, Fuel & Mineral
Resources Ministry.

{3) To ser-up own power gencrator i the mills to supply required guantity of un-
intermupted power, government will provide its suppor.

(6) Training facihities will be mproved, to improve the skill of manpower related
with this sector,

{7) To make our lextile products competitive with the foreign competitor, sieps will
he taken to re-structure the duty & tax.

{8) Steps will be taken o provide loan in easy lerms 10 mmporl raw materials & sparc

partts,

Weaving:
Main problenis in weaving sub-sector are-

(1} Our power loom & specialized textile sub-sector have huge capacity, but we could
not utilize most of their capacity though there is huge demand of fabrics in export
market die to-

- owdated machinery,

- small unit established scattercdly without having any facility of back processing,

- most of the unils are not able to produce cotton and mixed fabrics (can produce
only synthetic fabrics) specially of the public sectors mills, ele.

{(2) Beside the above lechnical problems there are problems like — high price of yam.
high 1mport duty on yamn. eleciricity [ailure, un-availability of workmg capital,

fund crisis for BMRE of the unils, ete.

To mitigate the above mentioned problems in weaving sub-sector the following

strategics were suggested in the policy:



{1} To meet-up the present requirement of gray fabrics, establishing of new units in
private sectors will be encouraged. At present to meet-up the demand ol fabrics
for both local & export oriented readymade garments there is scope to establish
223 new weaving mills having capacity of 10.00 million meter each.

(2} In the last year ol implementation of GATT treaty 1.e. n the year 2005 total
demand-supply gap will stand at 47530-million meters and to meet this demand it
will require (o0 sel-up more 252 (le. total 475 of 10.00 million meter capacity
each) new weaving mills {as per present assessment the total number siands at
230).

(3) Beside establishing new units, to make the small power loom & specialized units
fmancially prolitable, those will be brought under group concept and financial
assistance will be provided lor restructuring those through different Banks.

(4 Duty & tax on vam will be reduced / jusufied. Specially the dufy & tax on
antifictal fiber & yam will be reduced to a competitive position with coiton &

cotton yam

Hund Loom Induostry:
Muin problems in Iland loom Industry are-
(1) High price of vam & other raw matertals,
{2) Unsmooth supply of yarn, dye & other chemicals for processing of vam &
Mabrics.
{3) Prohlem in gelling working capital loan from institutional sources n solt terms.
{4} Duc to problems in getling working capital loan from wmstitutional sources, the
wedvers have 1o depend on the local lender to purchase raw materials on high
mlerest rate.
{3) Due to lacking of (raining the weaver are not able to operate more productive
scrm-automatie & power loom and as such they are engage in traditonal process.

{(6) Lacking of organization of weaver.

‘I'o solve the above mentioned preblems in hand loom wndustry the following strategies
wire suggested i the poley:
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{13 Measures like reduction of duty & tax, will be taken o reduce the cost of yam &
dyes-chemicals.

(2} Supervised credit system will be established for long lerm & working capital
lans o meel up the demand of weaver to convert their hand loom o power loom
& o purchase different related spares and also w fulfill the demand of raw
matenals.

{3) Training will be provided to improve the skill of our weaver so that they can
praduce quality fahrics which can be utilized by the expor oriented garments
urils.

(4} Varous meins of encouragement and exposure will be established such as

exhibitions and competitions.

Dyeing, Printing & Finishing:
Main problems in dyeing, printing and finishing industries are-

{1) Duc to non availability of requured facilitics (like inodern & autoimatic machinery)
the cxisting dyeing, printing & fumshing units are not being able to produce export
qualily labrics.

{2) Since spinning & weaving unils are not capable o meet the demand of quality
varn & gray fabrics, the dyeing, prting & finishing units have to depend on
inperted gray fabrics. But they have to face different probleimns during exportmg

their fabrics produced by utilizing imponed gray fabrics.

1o solve the above mentioned problems m dycing, printing & finishing sub-sector the
following strategies were suggested in the policy:

(1) To mect-up the present requiremcent of fabrics, establishing of new units with
appropriate modern technology in private sectors will be cncouraged. At present
to mect-up the demand of fabrics for both local & export oricnted rcadymade
garments there is scope to cstablish 223 new dyeing, printing & finishing mitls

having capacity of 10.00 million meter each,

()



(2) In the last year of implementation of GATT (reaty ie. in the year 2005 total
demand-supply gap will stand at 4750-million meters and to meet this demand it
will require to set-up more 252 (ie (otal 475 of 10.00 million nicter capacity
each) new mills (as per present assessment the wotal noumber stands at 2309,

(3} BMRE program will be taken to make the existing units able to produce quality
products.

{4) Bonded warghouse facility will be provided until local production of gray can
meel the quality and quantity required by the sub-sector.

(3} Restriction on impor of pray fabrics lor export oriented units will be withdrawn.

(6) Financtal assistance will be provided o set-up new units and meet-up working
capital requiremnent.

{7y Dury on dyes & chemicals will he withdrawn.

9.2.2. Industrial Policy and others
To aid the expansion of the lextile industry in Bangladesh, the government is

currently providing numerous incentives, which are as follows:

Iy Bonded warehouse facilities
These [acilities allow expor-oriented factorics to import their raw materials duty [ree,
Iowevcer, the bonded warehouses privileges have not been monitored closely chough,
which has resulted in heing abused. The materials impored duty free to be used for
producing ganments intended for export are sometimes released into the local market.
The leakage of Lhese inexpensive items inta the local market cause unfair competilion

for local producers.

2) Duty Exemption Drawback (DEL)
Factories which do not take advantage of the bonded warchouse facilities and import
their raw materials independenly can claim the duty they paid under the Duly
Excmption Diawback (DED), provided that the fimshed goods are being exported.
This systemn is mostly applicable for the dyeing-finishing sub-scctor of the textile
industry, 1
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3) 13% Substitute Cash Assistance (SCA) for cxport
The producers who do not use their DEDO or the bonded warchouse privilege, and
ulilize local materials obtam 15% Substitute Cash Agsistance {SCA) on their export

from the government, which was 25% m previous years.

4y Tux holiday
Tax holiday facilitics will be available for five or seven years for new indnstrial
enterprise depending on its location. As per current provision if the industrial
enterprise 1y located at Dhaka and Chittagong division (excluding 3-Chittagong Hill
Tract districts) tax holiday will be for five years and if located other than the above
mentioned location it will be seven years. The period of such tax heliday is being
calculated from the month of commencement of commercial production of the

industry.

5) Depreciaticn Allowance
Industrial undedaking not enjoying tax holiday will enjoy accelerated depreciation
alfowance. Such allowance is available at the rate of hundred percent of the cost of
the machinery or planl il the industral undeniaking to set up in the areas [ulling
within the cities of Dhaka, Narayangonj. Chittaong and Khulna and areas within the
radius of ten miles from municipal liunits of those cities. If the ndustrial undertaking
15 sl up elsewhere i the counlry, accelerale depreciation is allowed at the rate of

cighty per cent in the first year and twenty per cent in the second year.

63 Duty free import of capital machinery, raw matertals and spare parts
Dty free import of capital machinery., raw malerials and spare puarls uplo ten percent
of the value of such capital machinery is being allowed for the export-onented and

expint-linkage industries.

7) Financing against Expor L/C
The arangement for providing financing up 0 90%% of the value against trrevocable
and conlirmed Letter of Credit / Sales Agreement is being allowed.
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8) Free transfer of land

An Entrepreneur will not be required w pay transfer fee and / or capital gamn tax in

cise hefshe wants to use his / her own land to establish a new enterprise under his /

her ownership or wants to convert his / her existing enlerprise inte a “Lunited

Company” without changing the ownership structure.

0y Income 1ax rebate

Income tax rebate on export earnings is being given at the rale of 30 percent.

9.3. Analysiy ol the Textile Policy

From anaulysis ol the Texlile Policy. il uppeared 10 be very theoretical and failed to

address a number of issues like the following:

L.

The policy calls for the cstablishment of many new factories, but dogs not provide
any scheme for fmancing them.

The lack of training and technology 15 mentioned, but nothing mentioned how we
can wcrease skills of our workforee and engincers or develop new skill workiorce
and cnginecrs.

No suggestions are made for sctting up nstitutions to conduct the technical and
marketing research needed to upgrade the quality of Bangladesh products to
make themn more appealing in the international market.

The need for the expansion of the Bongladesh's infrastructure such as - moad, port,
and railway capacilies W accommodate increased imporls and exporls 18 not
tentioned.

‘The great problems arising from the shonage of land on which to build the
necessary factorics is also not considered.

The policy states that environmental pollution 1s negligible, but docs not go further
into the matter. (But, it 18 found from visit of different dyeing-finishing factory
that affluent reatment and disposal in the industry is a very serious problem.)

The need lor more power is mentioned, but no plans hay e been devised on how the

expansion will be undertaken.
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8. The policy states that Government will provide its support to set-up own power
Generator in the Mills 1o supply required quantity of un-interrupted power, but no
specilic scheme is undertaken for this purpose. More over duty has been tmposcd
on import of Generataor.

9. The pohicy states that steps will be taken to make our textile producls competitive
in the world markel but no specific guideline has been given that what steps will

be taken.

9.4. The Future of the Texttle Industry in Bangladesh
The textile industry in Bangladesh has grown in an unplanned manner and a critical
demand-supply gap has arisen tor both yam and fabrie. The crisis will naturally
deepen unless appropriate backward linkages, the incorporation of the (undamental
steps in the textile indusoy all throngh to the RMG industry, can be built to meet the
rapidly approaching challenges in the global textile market. As the population is
growing and the standard of hving 15 increasing in Bangladesh, the demand for
textiles 15 increasmyg rapidly, This presents an urgent need o dramatically increase
capacines m spinmng, weaving. knilting, and dyeing-printing-finishing sub-sectors,
This will require the adoption of the most modern and appropriate technology to

ensure quality products at competitive prices.

‘The possibulity of inercased yam production in Bangladesh is an issue thal has heen
looked into extensively as yarn is the mam raw material of fabrics. Investigations
hayve revealed the country actually has a comparative advantage over all competitors
m lerms of the expense of yarn production. However, in regards to the total yam
cost, Bangladesh's advantage over India and Palkestan disappears, cven theugh it
remams compelitive with other producers. The outcome for the Bangladeshi
sparmmy ills of such price differentials with India and Pakistan is that Bangladeshi
mills obtain raw cotton of the same quality ot prices which are approximately 20%
higher than the Indian mills and Pakistani milly as Bangladesh haz to import raw
colton on the other hand India & Pakistan are supplying raw cotton to their spinning
mills local raw cotton at a subsidize rate. In addition, Bangladesh's spmming mulls
have to pay another 6 to 7% for handling, freight, and commission charges which put
them in a disadvantagcous simation.
&



Bangladesh has a lower waste pereentage than all its competitors. Power along with
Korea is the cheapest in Bangladesh amongst all the yarn preducers. The country
also has a very low depreciation rate and a fairly low labour cost as well, aided by a

low conversion cost as well. However, the price of auxiliary materials in Bangladesh
is the highest among all the yarn producers, as is the price of raw materials. Due to
these two factors Bangladesh loses its comparative advantage over India and

Fakistan.

The new Infrastmacture Development Surcharge (IDS), on all wmports, which was
stipulated in the 1997/98 {iscal year, added another 2.5% to the price ol mported

raw cotton.

The weaving and knitting sub-sectors will also need to expand at a rapid nue, as
there is a large demand-supply gap in the country. With increased investment in the
sub-sectors and modernized machinery, Bangladesh could profit greatly [rom larger

and more competitive weaving and knitring sectors.

As the current dyemg facilities are mostly dependent on imported fabrics, they are
expanding at a rate which is not dependent on any of the other sectors. However, as
local gray becomes more competitive, and its production is increased, the dyeing,
printing. and finishing sub-scctor will also need to expand o accomnmodate for the

increased supply.

The leakage from bonded warchouse facililies and smugeling of malerials across
borders also need to be monitored closely in order to assure the competitiveness of
the local industry. The reduction of such problems will automatcally improve the
raarket position resulting an improved opportumities for the expansion of the

Bangladeshi textile mdustry,
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Chapter-X

Conclusion and Recommendation

The unportance of the textile industry in the economy of Bangladesh is very high.
Furtherrnore, the industry is expected to be the catalyst in the industrialization of

Bangladesh, and has been declared as a thrust sector by the government.

The explosive growth of the RMG mdustry i the country, has not been supported by the
srowth ol backward linkage facilities. as such the RMG industry is alimost dependent on
mmpotted fabric, causing the foreign exchange earning from the RMG industry extremely
low, This value addition could obviously be boested if appropriate backward linkages

were established in the textile industry.

Atter phasing out of MFA (he competitive environment for Bangladesh will change.
Many new competitors will challenge Bangiadeshi garments m world market. Beside the
trade relationship Bangladesh has now with its trading partners in (hns sector (the
suppliers of yam & fahnes) is likely 1o change after 2004, Most of these supplier sell
vam & [abrics (o Bangladesh as they have excess production. After 2004, these supplier
countries will find it more economical to use the surplns yarn & fabrics to manufacture
more garnents for export as there will be no quota and hose countries will allowed Lo
export any quality and gquality of garments alier phasing oul of MFA. As such, in these
countries exportable quantity of yam & fabrics will decrease. In other word traditional
sources of yam and fabrics of Bangladesh is likely to shrink. Unless Bangladesh can
producce the yamn and fabrics itself, it will be difficult for Bangladesh not only to maintain

the present growth of RMG export rather 10 maintain the present level of expor.

Therelore, it 15 extremely important that some remedial measures are taken for the
clfective developient of the backward linkage textile mdustry o meet the post-MFA
chullenges. If proper backward linkage can be set-up, it will nol only ensure ruw malerial
supply to the RMG, it wall also reduce cost of production, shorten lead time needed to

complele order, and decrease conversion cost and other cost of doing business in gencral.
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But, belore taking decision for developing additional capacity of backward linkage textile
industries it 1s imporant to know whether this backward linkage will be viable or not,
After study of Lhe overall factors it 18 realized that Bangladesh’s low labor cost {in case of
Spinning & Weaving average labour cost per operalor hour is aboul US$ 0.25 in
Bangladesh, which is US$ (.57 in India. US§ 0.34 in Pakistan, US$ 0.40 in Sd Lanka &
LUSE 0041 in China [Ret-12]), skill development polential, present expanding market, scope
of reducing the conversion cost to & favourable position {by reducing the price of utilities,
linancial charges on bank loans and providing other incentives from the government hike
SCA, duty frec tmport of machinery, spares & machinery, ele.) will easily be able to
miake this backward linkage viable even ofter 2004. In addition. inost developed countries
are tuming away [rom industries like the textile industry and investing in other sectors,
thus creating a vacuum in the market, which will also help hackward linkage industry to

hecomc viable.

To become self-sufficient in lextile an amount of Tk, 212,020.00 million will be required
within 2004 which is about 105% of Bangladesh’s ADP (Tk. 203,000.00 million) for
2003-2004 and about 6-times of total industrial teon loan disbursed by the bank’s
{Tk.35,030.00 million) [Rel-13] in the year 2002,

From all the discussions and analysis the following conclusion and recommendation can

be made:

Conclosion

1. The investinent needs and future uncertainty, it can be congluded that Bangladesh
will not be able to invest Tk.212.020.00 million to develop the 1otal capacities in the
backward linkage indusiries required 10 meet the deinand of RMG after 2004,

2. It 1s nccessary (o make the RMG mdustry more competitive than it is now because
post MIA world market will create new challenges of Bangladesh. One such possible
challenge will be that the lraditional sources of supply will shrink which may
adversely effcet RMG mdustry of Bangladesh. For example, the supply of cheap yam
and labrics Mrom India, China and Pakistan will decrcase because they will first use
their surplus yarn and fabrics to manufacture pamments to create new value addition
und earn mare foreign exchange by exporting them.
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‘Thercfore, Bangladesh must try ro reduce its dependence as much as it can on forcign
sources tor yum and fabrics by increasing its capacity to produce that much of yam
and fabrics which ity (raditional supplicrs will ecfuse to supply because they
themselves will be uwsing them fwr the producton of garments. This means
Bangladesh must create a cortain amount of new capacity 1o spin yam, weave cloth
and process gray fabrics. Bangladesh can give emphasis 0 creale new capacily uplo
such level that it would not have to import knit fabrics for export market, at least can
supply 35-40% ol woven {abrics for export market and can supply 100% yarn to the
domestic knitting and weaving units. For the remaining quantity of fabrics, it will still
contmue 10 depend on imperted fabrics as do Hong Kong and Singapore and this
should not create serious problem for Bangladesh to remain competitive in the world
nuarket after 2004,

It is unlikely that Bangladesh’s traditional suppliers wall stop exporting collon or yam
of fabrics campletely by diverting all these resources o the production of garments,
This will go against their comparative advantages. Bangladesh's traditional suppliers
particularly India, Pakistan, China and Thailand which z-we at reiatively higher stage
of development and rich compared to Bangladesh, will in near future move to the
praduction of high technology higher value 1tems where relum on investment will be
much higher than that in RMG. The garments industry being migratory in nature will
contnue to thrive in a country like Bangladesh as long as labour remains cheap.
Therelore. [or Bangladesh the sources of supply of coton yarn and fabrics will not
completely dry out, it may shrink to same extent.

Investnient in these sub-sectors will not be atlractive unless the government reforms
us policies of financial support. The cost of financing the linkage projects must be
hrought down. The cash incentives should continue. In addition, long term loan must
be available at reasonable interest rales (current rates are between 13% to 15% which

should not be more than 10%)

68



Investment in backward linkage textile industries, particularly i composite mills is
guire large. Currently mew enlerprses are nol aliowed to collect fund from capital
market before completion of at least 2-years of its operation, But if government has
riodified this law and allowed the textile industries 1o collect lund as equuty to set-up
new project then it will help the projects to be come more competitive by reducing
financial burden on the project.

As investrnent in textile industries is quite large and most ol the cases interested
entreprencurs find it very difficult to manage the equity fund required to get financial
support trom the banks, joint venture can be encouraged by providing special
incentives to toreign investors in this sector from the govemment.

The Floor workers, supervisors and production managers in general arc not properly
trained, Ths is true of spiming, weaving, dyeing, processing and garment
manu(acturing. Bangladesh must improve substantially both labour productivity and
managenal efficiency. Human resources development must be given high prionty
olherwise equity support and confessional rates of witerest will not be of much helpful
to make the sector viable. The guality of yam and fabries in addition to design and
making of the garments must be of high standard. The competitors of Bangladesh,
namely. Hong Kong, India, Sri Lanka and others have established specially traming
institutes, For example, the Institute of Textile and clothing at Hong Kong
Polylechnic University oflens three veur diploma programs in relevant ficlds.

The importance of product and market diversificanon has already been emphasized.
So far Bangladesh did not nieed muach marketing ctforts beeanse most of the firms
have been working as sub-contractors of forcign buying hounses. But to remain
competitive in the post MEA world market. the Bangladeshi garments should have to
develop their own marketing hioms to get durect order. These firms must be able to
identify. through market rescaich, ncw market segnients. By successlully exporing
non-guota items, Bangladeshi entrepreneurs have demonstrated that they can gel into

new markets.
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a.

10.

As a member of WTO Bangladesh must insist to have duly free access to such large
markets as India. Japan and China. There are many new Lypes of garments [it needs
research o identify the specific market segments] which Bangladesh can produce
with the support of the new backward linknge facilities and serve these markets. As
eme of the 48 least developed countries of the world, Bangladesh should resort 1o the
provisions of WTO which cutitlc Bangladesh to have non reciprocal market access to
such countries as mentioned. If Bangladesh can pget into the markets of Japan, India
ASEAN and China. it will not have problem in maintaining its leadership in RMG
exporns after 2004. However, the success will mostly depend on how efliciently
Bangladesh conducts its business/economic diplomacy.

Above all, a cohesive cnvironment nust prevail in the country. The law and order
necersary o operate the industry must be maintained. Mustamism, hartals, illegal
trade unionism ete. leading to stoppage of work at parls, transport movement etc.
must not be allowed 1o disrupt the normal operation of the industry. Infrastructural
bottlenecks mus! further improve, Bangladesh must gain confidence of the investors.

local and foreign.

Reeommendation;

[t is not practical to think about self sufficiency in textile within 2004, Keeping in mind

the post MFA challenges Bangladesh has 1o at least develop capacity of ity textile mills

within 2004 so thal those can supply —

i) 100% requirement of kmt fabrics & 35-40% of requirement of woven fabrics to the

RMG for export market (as the construction and processing of knit fabrics is lcss
complicated than the woven [abrics and Bangladesh has already gain required experise in

this secror),

1) 85% of fabrics required for domestic market (ussuming that 15% of tolal reguirement

of fabrics / garments for demeslic market will be imporied due to difference of choices of

local people), and-

i) 100% requiremeni of yam for these weaving and knitting mills.
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For this pumposc an approximate total of Tk.76,588.00million (detail shown at Annexure—C)
will be needed which is equivalent to 38% of ADP of 2003-2004 and about 2.20 limes of
the total term loan disbursed during the year 2002 by Bangladesh banks. From repoits on
banking sectors published recently in different daily news papers it appears that at present
about Tk. 100,000,00 million is held as idle. As such it will not be any problem for
Bangladeshi entreprensurs to get bank financing to sel-up these units. Atter watching the
actual position of RMG expeort after 2004, the decision for further expansion of capacity

of textile may be taken.

But to muke the entrepreneurs more interesled government has to take steps o provide
incentives to make ils rextile more compelitive. For this government may take initative
to supply utilities to the textile mills at a reduced rate, o make bank’s finance available
for this sector at a reduced interest rate, to allow the entreprencur W collect equity fund
from capital market even at the initial stage of the project and to provide other meentives

hke duty & tax free import of machinery & spares, SCA, etc.

Almost 100% of export of RMG is being handled by Chitlagong port and the present
capacity ol the same is nol at all sullicient 1o handle the total cxport-import of goods
being done through it which causes delay. Immediate steps should have 1o be taken o
mcrease ity capacity. This will reduce the total handling time i.e. the total lead time of

EMG export,

Bangladesh has to take aggressive marketing strategy to diversify its RMG market and
also to diversify its product range, particularly from low end to high end products 1o face

the probahle challenges after 2004,
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Annexure-A
Forecasting of Demand of Woven & Knit Fabrics lor Expert Market:
(By Regression Analysis applying Least Squares Mcethod)

Fomnula apphed: Y=a€f Pt

e ln Y =Lna+bTl

Year T Consumption of Consumption of Knit In¥1l LnY2
Woven Fabuics in Fabrics in million kg
millicn kg (Y1} (Y2)
1907-1 098 | 1193 609 FO842286 6411818
1908-1990 2 1179 G631 7072422 6.523502
19402001 3 1234 815 7.118016 6. 703138
20002001 il 1317 Q45 TLR3I12 6.852243
20112002 5 1386 1144} 7234177 FO3IETEL

a. For Woven Fabrics

T LnYl
I T.Usd220
2 7072422
3 T 118016
4 TI183112
> 7234177
By applving the least sguare method the value of the constraints are found as under:
b Lna i 12 (Coctficient of
determinadlion)
041058 | 7015213 [113.444 0.004

By applying the valuc of the constraints in the formula the forecasied demand of woven

fabrics are:

Year | T Forecasted Y

2002-20K03 Y] 1424 488
2003-20404 T 14384,104
F004-20K)5 B 1546,402




Annexure-A (Continued)

b. For Knit Fabrics

-

Ln¥2

6411818

£.323562

GRS

6.852243

el A=t b —

703878

By applying Ihe least square method the value of the constraints are found as under:
Iy I.na a 72 (Coelficient of

determination’

0.158261 | 6.231136 5083323 {1803

By applying the value of the constraints in the formula the forecasted demand of kit

fabrics are:

Year T Forecasted Y2
2002-2003 & 1313831
2003-2004 7 1539.116
20042005 8 1803.031




Annexure-B.1

Project Cost of @ Spinning Mill able to Produce Export Quality Yarn:

{In "0 Taku)
51 N, Item Cost i Costin Totul Cosls
Foreign Local
Currency  |[Currency
1{LAND
Land {3.00 Acres) & Land developiment {4 34,460 34, 460
Sub-Total : G 34,460 34,460
2|BUTLDING AND OTHER CIVIL
CONSTRUCTION
2a Factory Building (92,200 sit} { 30,655 80,695
2.b Raw Malerial Godown (10,000 sit} W, 6,000 3,000
2.0 Administrative Building & Others (24,500 siT) 0 G.840 3,840
24 Eoundary Wall, Intzrnal Road. Machine W, 10,485 10,485
Foundation, et
Sub-Total : o 107,020 107,020
JIMPORTED MACHINERY AND
EQUIPMENT
3a Idain Machinery 551,146 [} 551,146
Ab Mhiarine Insurance {1 5%) EI'[ a511 5511
Je (. & Fand Infand freight (1%} 0 5511 3511
14 L/C Commission & Bank Charpe (1% {0 5511 5511
Sub-Total 551,146 7.0084 367,080
4|LOCAL MACHINERY AND FQUIPMENT
4.a Cverhead Dt { 4,000 4. 000
4h Water treatment Plant (for Generator) ] 1.000 1,000
4.c Deep Tube-well 0 La00 1,003
4.d Felling hachine 0 700 00
d.e Work Shop Machinery 0 Ly 400
4. f Pipe & Mttings [or Compressed Adr & Gas and 0 1,900 1,900
Trolley, Doff Box, ete.
Sub-total: 0 SRHLE, Q. 000
S| ERECTION AND INSTALLATION
5.4 Mechanical & Electrical (0.50%) 0 4,198 4.198
ab Civil 0 350 330
Sub-Total : 0 4,548 4.548
G|SECURITY DEOSIT
6.2 Telephone 0 30 50
a.b Gus & others (] 2,000 2000}
Sub-Total : 0 2,050 2,050
TIFURNITURE , FIXTURE AND OFFICE 0 Q00 a0
EQUIPMENT
S81PRE - OPERATING EXPENSES Y 2,685 2.085
GRAND TOTAL : 55L,146] 167,758 728342

Eef: lslami Bank Bangladesh Limited.




Annexure-B.2

Project Cost of a Compusite Weaving Mill able to Produce Export Quality Fabrics:

{ln 000 Taka)d
51 No. liem Weaving |Dyeing- Total
Unit Tinishing
Linit
I|LAND AND LAND DEVELOPMENT
f5-Acres + 3-Acres) G000 GO0 18300
Sub-Total : Q00 9000 | &0
2|BUILDING AND QTHER CIVIL
CONSTRUCTION
(Weaving -40,00 51t + Dycing-Funshimge - TL000 11, 43500 S1{HIG 05500
Sub-Total ; 43500 S1000 95500
JIMPORTED MACHINERY AND EQUIPMENT
3a Main Machinery 258330 306120 564450
inh barine Insurance (1%} 2583 306] 5644
ic C & F and Inland reight {15} 2543 3061 6144
3.4 L/C Commission & Bank Charge (1%) 2583 3061 5644
Suh-Total 266070 315303 381382
4| LOCAL MACHINERY AND EQUIPMENTS
4.4 Tubewell & Olhers 1000 2500 3500
4.b Elcctrie Cables & others 2000 B0 10000
dc Overhead Ducting | 300 - 1500
4.4 Cithers S04 2500 3000
Sub-Total SO0 13000 LB}
S ERECTION AND INSTALLATION
St Mechanical & Electrical {2.5% of Machinery Cost) 6650 TRE( 14530}
a3.b Civil S0 S04 1 00K
Sub-Total ; T150 B3RO0 15330
G SECURITY DEFPOSIT
i Telephone 25 50 75
fa.b {oas & others 4000 B30 10500
Sub-Total : A0235 B350 10575
FIFURNITURE . FIXTURE AND OFFICE
EQUIPMENT
T OlTiee Fumniture & Fixture SO0 200
Th Officc Equipment 300 30N
T Fire Fighting Equipment 300 - 300
Sub-Totul ; 1100 1100}
#|VEHICLES
Ba Microbus/Car 0o 1500 2100
Hb Goods Delivery “Truck Q00 SGDDL 35001
Sub - Tolal : 1 50() &S00 2000
HPRYE - OPERATING EXPENSES 20430 2000 A000
Sub-Lolal. 2000 2000 40010
GRAND TOTAL : 341,354 411,733 753,087

Fef: lzlami Bank Bangladesh Limired.



Annexure-B.3

Project Cost of @ Composite Knifting Mill for Exporf Market:

S MNaw. Item Cosl
{Tn TN Taka)

1 LAND & LaND DEVELOPMENT 7000
{1.30-Acres)

ABUILDING & QTHER CIVIL CONSTRUCTION 200,000
(30,000 =tt)

JIMACHINERY & EQUIPMENT 127,000

A OTHER. ASSEETS &, {05

S|OTHER COSTS EXPENSES 7,000
Total : 165000

Eet, Islarm Bunk Banzladesh Limited.



Projeci Cost of a Spinning Mill for Locel Market:

Annexure-B.4

{Tn '(HKY Taka}

51 No. ltem Cost
HLAND AND LAND DEVELOPMENT
{3-AcTes) GO0
HBUTLDING AND OTHER CIVIL CONSTRUCTTON
(S 000k & 13,1 49500
IIMACHINGERY AND EQUIPMENT
1 830HH]
4|OTHER FIXED ASSETS
000
S[OTHER EXPENSES
{Erection Installation. Seeurity Deposit, ete) TOO0
TOTAL : 252 504
Rz Tulumni Bank Bangladesh Lunited.
Project Cost of @ Composite Weaving Mill for Local Market:
(T 'O Taka)
51 No. Trem Weaving  |Dyeing- Total
Unit Funishing Unit
HLAND AND LAND DEVELOPMENT
(5-Acres + 3-Acres) Q000 00 180000
2{BUILDING AN OTHER CIVIL
CONSTRUCTION
(Weaving -00,000) Sft+ Dveing-Finishuag- 160,000 1) 0000 SN SIO00
AMACHINERY AND EQUIPMENT
105200} 144200 2494000
4|OTHER FIXED ASSETS
2300 2500 5000
S{OTHER EXPENSES
(Tarection Installation, Securily Deposil, e1¢) 7500 7500 150WH)
TOTAL : 164,200 220,200 384 400)

Rel, Tslarm Bank Bangladesh Limited




Annexure-C

Investment required to Set-up Textile Units to fullill the demand of 100%
Knit Fabrics & #0)% of Woven Fabrics for Export Market and 85% Fabrics

for Domestic Market:

Investment required to fulfill the demand of —

Requircment | Expected | Capacity | Number | Tnvestmant
supply to be sclup | of unuts | required
from mquh'ed (I million Taka)
existing
millz

For Export Market:
i) 100% of knit Tabrics 1803 034 367 112 1848000
million million million

ICLCTS met21s IMeLErs

i) 40% of woven fabrics | 484 million | 336 148 19 14,250.00
melers millien million
MCICts IMETErs
iiiy Spinning mills to For  EKnit- | 256 213 40 28,000.00
support the knitting | 400 nullien | million kg | million ke
andl weaving unirs kg

For Woven -

&9 million

kg

Total: 469

million kg

Sub-total; 60, T30H)
For Domestic Market:
i} 85% of fabrics 1,966 1,684 282 36 12,600.00
millivn million million
Meters meters melery
i} 85¢% of yarn 246 million | 176 70 million | 13 3.250.00
kg million kg | kg
Sub-totul: 15,850.00
Total: 76,580,010

[Tef: Chapter V1 & VII]
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