59
2

[image: image1.png]Prepared for NORAD
Bespksadresse: Ruselokkvn 26, Oslo

TIf: 22 24 20 30 - Fax: 22 24 20 31
E-post: firmspost@norad.no

% NORAD






The Norwegian Agency for Development Co-operation (NORAD) has during the period May-September 2002 reviewed its support of private sector development in major partner countries. The countries are Bangladesh and Sri Lanka in Asia, and Malawi, Mosambique, Tanzania, Uganda, and Zambia in Africa.

The aim of the reviews was to explore the possibilities of improving and expanding the support of private sector development within the guidelines given by the Strategy for Norwegian Support of Private Sector Development in Developing Countries.

The studies have been undertaken by teams consisting of an external consultant on private sector development, a resource person from the Norwegian private sector, and advisers from NORAD, Oslo, and the Norwegian embassies. The findings, interpretations, and conclusions expressed in the studies are entirely those of the teams and should not be attributed to NORAD.  

The study of the private sector in Bangladesh is number 1 in the series of 7 country studies.
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1.
Introduction

The Norwegian Agency for Development Co-operation (NORAD) is during the first half of 2002 reviewing its support of private sector development in the major partner countries. Bangladesh is the first country visited. The review is undertaken by a team consisting of Dag Larsson, Regional Adviser PSD Asia, NORAD (team-leader), Eli Moen, Adviser PSD, NORAD (secretary), Sveinung Torgersen, Senior Adviser, Telenor, and Lena Hasle, First Secretary, alternating with Aarup Biswas, Adviser, Norwegian Embassy, Dhaka. The team was mobilised on short notice and constituted in Dhaka on 11 March 2002. The field work was completed on 21 March and final draft delivered on 10 April 2002.

The aim of the review is to identify possible areas and explore modalities for future Norwegian support of private sector development within the framework of Bangladeshi and Norwegian development co-operation. The suggested areas of support are based on the team’s assessment of opportunities and constraints with respect to the contribution of private sector to economic growth, taking into consideration other development programs by the government, donors and private organisations. New areas are assessed with a view to complement the portfolio of Norwegian-Bangladeshi development programs, having in mind areas of Norwegian competence. The team has in addition identified areas of potential  interest to Norwegian companies for possible further exploration in phase 2 of the study. The team is aware that a new program of co-operation is in the process of being negotiated and has taken into consideration the suggested areas for future co-operation.
The team has been guided by the overall goal of poverty reduction and the approach of rights based development, in particular the right to livelihood where support of private sector development (PSD) can make a difference. The findings, interpretations, and conclusions expressed in this study are entirely those of the team and should not be attributed to NORAD or any other organisation.

The team recognised the availability of a large number of studies that cover most issues of relevance for this review. We are to a large extent indebted to these studies in our recommendations. Interviews were consequently largely limited to updating and verifying information from second hand research in selected organisations. Due to restrictions on total number of pages of the report, we have not been able to give as complete a presentation of the arguments for each of our recommendations as we would have liked; On several occasions, the reasons presented do not give a full picture of all the arguments that have been considered by the team.

2.
Executive summary
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This report does not focus on the political history of Bangladesh and its significance for private sector induced growth and employment. We have rather taken a neutral perspective and considered the options of the government of Bangladesh similar to any government in a parliamentary democracy. Our intention was to  identify ways to assist private enterprises and entrepreneurs in exploiting opportunities and overcoming obstacles in order to grow and create employment and income. However, based on evidence of recurrent failures by the government of Bangladesh to take action on its own policies for private sector development, the team has included explanations of why action is necessary and indicated what can be gained through an appropriate approach. 

We start in chapter 3 with a presentation of what we perceive to be the premises for development of the private sector in Bangladesh, ie the natural and human resources, and the overall development strategy of the country with its focus on private sector as the engine of growth. We lend strong support to the school that claims that the work force is the country’s main resource for development. 
In chapter 4 we argue that the segment of small and medium-sized enterprises represents the highest potential for employing a vastly underemployed workforce. We identify obstacles in the framework or business environment that must be improved. While government policies can be well designed, they are often changed, or subject to inconsistent implementation. The result is unpredictable and risky business environment. In addition, firms suffer extensively from excessive government red tape, long delays in provision of government services, and corrupt government officials. In particular, 
severe rigidities are identified in business registrations and inspections, enforcement of property rights and contracts, labour legislation and skills development of the workforce, and counterproductive protection against market competition. In addition, the physical infrastructure in Bangladesh represents serious obstacles to significant growth in the private sector, especially for small- and medium-sized enterprises.

In chapter 5 we concentrate on the challenges and the potential for enterprise development, in particular the development of small and medium-sized enterprises. While the importance of the domestic market and opportunities for growth is recognised, special attention is given to the potential through export marketing and links to foreign direct investment, and the special challenges in agriculture and fisheries based industrial development. In chapter 6, we give a brief overview of multilateral and bilateral support of PSD divided into small- and medium-scale enterprise development, governance/public reform, and infrastructure. In chapter 7 we present potential co-operation with Norway, taking into consideration commitments by other donors, and indicate possible areas of interest to Norwegian private sector enterprises in chapter 8.

Our approach is an attempt to answer the question of why investment is necessary, what are the opportunities and constraints for economic growth and increased employment, what is most urgently needed, what can the donor community do and what can be done through Norwegian development co-operation. In brief, our answers are as follows:

Why is private investment needed?
Bangladesh has a population of 131 million of which a majority in rural areas, a workforce of about 56 million, between 18 and 35 percent unemployed or underemployed, and 2 million new employment seekers annually. The potential for growth in the near future in large-scale manufacturing and agriculture is limited. The productivity of the workforce in general is low. Creating employment outside of agriculture and the traditional informal segments is crucial and urgent.

What are the opportunities and constraints?

Bangladesh is well enough equipped with natural resources and, in particular, human resources, to switch the development of the economy into a higher gear. This was proven during the late 1980s and early 1990s when the environment, both nationally and internationally, was more compatible with the country's resources and the strategies followed by the government. Now, changes in the environment have made reforms necessary. Most serious are deterioration in the enabling environment with its extremely high level of transaction costs and unfavourable developments in the international trade regime. On the other hand, the workforce is becoming increasing literate and better educated and the country has over the past decades gained experience with competing in international markets.

What is most urgent to correct?

In order to improve the framework for private sector development, the most important challenge facing the government is to reduce the high level of transaction costs for the private sector through improved governance, and better policy and law enforcement. Most urgent is the need to simplify the registration and regulations of establishments in the formal sector. Now, most existing entrepreneurs find it cheaper and easier to operate with a small workforce in the informal sector. Potential entrepreneurs find the barriers to establish themselves in the formal sector as nearly insurmountable. Equally important for the government is the provision of appropriate infrastructure services, whether actually provided by public or private actors. Reliable infrastructure services must be made universally available at competitive prices set according to supply and demand. The shortcomings are most acute as regards to electricity/ power supply, telecommunication and transport facilities (road, rail, waterways, airborne traffic, port services). 

There is also an urgent need is to adjust education and training to the need of the private sector and provide working conditions in line with what is necessary for growth and increased employment and income in both agriculture and fisheries and in manufacturing industries and service industries. 

The leaders of the private sector, on their part, must focus more on productive investment, growth and employment. Private sector must take responsibility for the development of the country. 

What can the donor community do?

Given the resource endowment, the present industrial structure and the present environment of private sector development, the best potential for short-term gains in terms of sustainable employment are the small and medium-sized enterprises (SME)
.  Most of the large enterprises either manage without government support or they are in the process of being privatised and hopefully will end up as enterprises without a need for government support. In the SME segment there is a potential (1) new companies to exploit prevailing opportunities, and (2) for existing enterprises to improve their corporate management and productivity to take advantage of opportunities to grow. The SME managers typically experience barriers to access the banking system, the legal system, information on development of markets, products and technology, offers for training etc. 

Isolated support of micro-finance activities outside of the formal sector may delay reforms if the support is not part of a larger plan of reform. Moreover, since micro-entrepreneurs aim at income generation for themselves and their families, they do not respond easily to market signals of supply and demand. Thus, the potential for growth and increased employment is not generally exploited by micro entrepreneurs.

The donor community can assist on three fronts, the enabling environment nationally and internationally, credit and business development services for small and medium-sized enterprises through private sector associations etc. and the dialogue on policies and strategies for private sector development between private sector associations and the government.  But before deciding, the donor community should, together with government and private sector associations, identify what these can do themselves without donor support. Above all, the donor community must abstain from any support that may increase bureaucracy, and expand or create new government institutions. 

Given the short-term belief that the government is incapable of implementing policies to improve the framework, donors should focus on:


1. initiatives to achieve economic growth through non-governmental channels,

2. strengthening the government's institutional framework to better respond to private sector needs and private sector involvement in planning and policy-making (PRSP and PSD development), and

3. developing infrastructure services and provide a level playing field for private sector contribution to growth and employment.

What can NORAD do?

Highest priority should be on assisting the development of small and medium-sized enterprises. We recommend going beyond the limited scope of the programs presently supported and go into co-financing with major SME programs under implementation and in planning by other donors.

With respect to the institutional framework of regulatory and enabling services in public administration, NORAD, with the possible involvement of Norwegian institutions, could assist counterpart institutions in property and chattel registers, in standardisation, certification and quality assurance, and possibly other sectors. Through co-financing with other donors, NORAD could assist in establishing a sound relationship between trade unions and employers, and in making the post literacy continuing education programs more responsive to private sector needs.

To improve the availability, accessibility and affordability of infrastructure services, we recommend that NORAD continues supporting rural electrification and looks into further support of the gas sector. Since the World Bank and the ADB dominate as partners in infrastructural development, we do not recommend any new major involvement in infrastructure by NORAD. 

Norwegian investors may want to look into possibilities in electronics and light manufacturing, production of tools, toys and paper products, and in the fisheries sector, in hatcheries, feed meal plants, and in adding value in shrimp processing for exports. In infrastructural development, private investors may be interested in energy supplies and exports (electrification and natural gas exports), telecommunication, transportation including roads, waterways, railways, air traffic and port services, and the handling of fish products for exports. 
We have recognised that Bangladesh is dependent on both domestic and external markets to achieve economic growth and face severe challenges in certain export markets. We foresee a role for donors in capacity building for promotion and protection of the country's own interests internationally.  NORAD may assist in capacity building in private export associations, adjustments in the jute industry, and quality assurance in food exports.

Workers' rights, relations between employers and labour unions, working conditions, and child labour are all areas of concern in Bangladesh and could be assisted through ILO or Norwegian NGOs.

In general, we recognise that major new funds are not readily available and that the embassy has limited capacity to take on new programs. We therefore recommend co-financing with other donors and support through private sector organisations that are largely self-going. 

3.
Bangladesh: Resource endowments and development policies
3.1 Natural resources
The main natural resources are arable land and natural gas. 

The river plain of Bangladesh is one of the most fertile agricultural regions on earth and the soil will commonly support three crops of rice a year. An estimated 59 percent of the country is cultivable land. Even though it has come down from 66 percent (in 1974), the share of cultivable land is still among the highest in the world. An estimated 28 percent of the total land area is characterised as inland waterbodies, ideal for various forms of fisheries and aquaculture (DFID/Sussex). 

More than 80 percent of the population live in rural areas and an estimated two-thirds of the workforce remain dependent on agriculture. An estimated 43 percent of the female workforce work in agriculture, of which 70 percent as unpaid family labourers (ADB). Cultivatable land per capita is only 20 decimals, ie among the lowest in the world. Current trends suggest that this situation will continue to deteriorate. By 2025 it is estimated that 35 percent of the landmass will be required to meet the demand for human settlement. Near 50 percent of rural households are landless. Most landless people survive by selling their labour on a daily basis. Land is unequally distributed and the bottom 40 percent of the population own 2.8 percent of the land while the top 5 percent own nearly 30 percent (ADB)
.
Agriculture together with fisheries contributes to more than 30 percent of GDP, and has demonstrated a steady growth, averaging 3.6 percent per annum during the second half of the 1990s. Fisheries have recorded an average growth of 6.9 percent (CPD, 2000). Fisheries are of significant importance both as food – and in particular, as source of protein – and as commercial products for domestic markets and export. The inland fisheries (rivers, estuaries, canals, beels, floodplains, and lakes) cover an area of about 4.3 million ha, while the area of marine fisheries accounts for about 7 million ha. Most of the fish production comes from inland fisheries. Culture fisheries are growing. The dominant export product is frozen shrimp of which the major part is from aquaculture.



Jute does not play the role in the world economy as it once did and exports from Bangladesh have declined accordingly. But Bangladesh remains the world’s second largest producer of this natural fibre. An estimated 25 percent of the population, including poor farmers, are to some extent dependent on jute. 

Bangladesh is estimated to have 1.8 percent of the world’s cattle stock and 3.7 percent of its goat stock and is an important exporter of hides and skins (UNCTAD & ICC, 2000).
Bangladesh has in particular large reserves of natural gas. Gas reserves (proven and probable) are estimated in excess of 16 trillion cubic feet. Industry estimates put probable undiscovered reserves much higher. Through exploration, 22 gas fields and one oil field have been discovered, most of them in Eastern Bangladesh. There is also a major offshore field being developed. 

3.2
Human resources

Low-cost labour is the factor most often cited as the most attractive feature of the country. The workforce is described by business people as enthusiastic, flexible, hardworking and trainable. However, the working people are often poor and poorly trained. The official literacy rate was for 2000 estimated at 56 percent (64% for males and 49% for females), compared to 24 percent in 1991. Despite the tremendous improvement, less than half of all children nation-wide achieve 5 years of primary education. There is a shortage of English-speaking workers. The government has, however, recognised this challenge and English language education now starts in grade 4. Lack of skilled managers is often referred to as a major reason for low efficiency and low productivity in the industry. Wages are low, even by regional standards.

Through foreign employment, the population contributes with foreign exchange earnings to the economy and in particular to investments. Workers’ remittance has fluctuated around 4 percent of GDP in recent years, amounting to approx. 2 billion USD annually. Towards the end of 2001 there was a dramatic increase in remittance, reaching a growth of 20 percent for 2001 as a whole, over 2000.  This upturn was probably related to improved facilitation by the government to transfer money to Bangladesh and concern by the workers that their bank accounts would be frozen as a result of the terror attack on New York 11 September 2001. The export of labour goes mainly to Saudi Arabia, Kuwait, UAE, Oman, Qatar, and Malaysia.  It is to some extent a question of “brain drain”, although numbers are not available.

To an observer from Europe, Bangladesh gives the impression of having a population capable of generating a very skilled and knowledgeable top layer. The fifth Five Year Plan is a good example (ref. ch. 3.3). It is an excellent planning document with economic growth and poverty reduction as explicit goals. During the stay in Bangladesh the team constantly met people and read documents that had the “right” answer according to "reigning wisdom" about development. No assistance from abroad appears necessary to find the right solutions to Bangladesh’s needs. What is sorely missing, however, is the implementation or the enforcement, as will be further explored in the following.


3.3
Government development policies

The fifth Five-Year Plan of the Bangladeshi Government confirms a commitment to poverty reduction and private sector-led growth. A new five-year plan is under preparation for 2002-2007.  A Poverty Reduction Strategy Paper (PRSP) is under preparation and an interim PRSP (IPRSP) was presented at the Bangladesh Development Forum in Paris in March 2002. The IPRSP does not offer any guidelines for PSD. 
The Fifth Five Year Plan states that the private sector will be the main engine of growth. The public sector will act both as promoter and as a partner rather than just a regulator. The public sector will facilitate growth in the private sector by providing improved physical and socio-economic infrastructure through regulatory and effective policy support measures. The government will take steps to ensure the creation of an enabling environment through legal and administrative measures and infrastructure support. The government will adopt a liberal market-oriented export led strategy and a strategy of comprehensive and meaningful training to increase the level of efficiency in management, marketing and operation.
The new Five Year Plan (2002-2007) is presumed to maintain and strengthen the previous government’s policies on support to private sector development. The previous government has been criticised for modest achievements. It remains to be seen whether the present government, that took office in October 2001, is more successful.  

Bangladesh has had a series of industrial policies. The first was the Industrial Policy of 1973. A new policy came in 1982. It was revised in 1986. Then followed a number of other policies, the latest being the Industrial Policy of 1999. They have all attempted, without success, to revamp the industrial sector with a view to create a strong manufacturing base in the economy. 


4.
The framework for private sector development: 
Opportunities and constraints
The framework for private sector development is affected by many factors, macroeconomic and political stability or predictability, financial institutions, the rule of law (including crime, corruption, contract and law enforcement), infrastructure including energy, transportation and telecommunications, government provision of sound regulatory structures for the private sector including market competition, provision of public support services, the workforce, and international regimes such as the trade regime. The framework for PSD was in focus at the Bangladesh Development Forum (donor conference) in Paris 13-15 March 2002. According to the Bangladeshi newspaper The Independent (14.03.02), the rule of law, governance and corruption, and economic reform in particular came under scrutiny
. 
4.1
The workforce: A strategy to increase employment
Bangladesh has a workforce of about 56 million (2002). Only 12.4 percent of the workforce were classified as part of the formal workforce in the last workforce survey. Formal unemployment was estimated at 2.5 percent (Bangladesh Bureau of Statistics, 1995/96). With increasing numbers of landless people, and estimates of underemployment in the population between 18 and 35 percent, the competition for work will increase unless the supply of employment opportunities is significantly increased. The 2 million new entrants annually to the workforce have small chances for gainful employment
.  In an ILO-SAAT- study (1999) of employment in South Asia including Bangladesh, the researchers conclude that if the employment problem is not to worsen, either economic growth must accelerate or the growth must become more employment-intensive than in the past. For Bangladesh, rapid growth in the present situation is not a realistic development, although with opening up of the economy and improved investment climate, higher growth can be expected. 

The researchers state that the modern organised sector in the past failed to generate employment at a higher rate than the growth of the workforce. As a result, the burden of absorbing much of the incremental workforce fell on the low-productivity sectors such as agriculture and informal non-agricultural sectors, which already had substantial surplus labour and poor working conditions.

We will here not go into the analysis and explain in detail why the modern sector has failed to generate employment at an adequate pace. Rather, we will focus on the employment options that are available to the economy of Bangladesh. The productivity of the workforce is a key factor. In Bangladesh, the main characteristic of the labour markets is the low level of labour productivity. To increase productivity, employers must take advantage of changes in market demand and new processing technology. This requires changes in the composition and number of employees. But employers in Bangladesh have been restrained from adjusting due to government development strategies that were inward-oriented, ie protective of domestic industries, and rigid labour legislation and labour administration. This is a heritage from activist governments in the past. The result is that a very low proportion of the workforce is employed in the formal sector. The explanation goes as follows: Given the rigidities in their environment, the employers in the formal, organised segments try to achieve flexibility through the use of contract labour, and outsourcing and sub-letting production units to informal sector. The reason for such behaviour is that an enterprise with few employees have the dual advantage that most labour laws do not apply to them, and they can take advantage of support measures and benefits that accrue to small enterprises. In addition, they do not have to accept trade union representation on the premises. However, by following such a strategy, the enterprises may not be able to achieve gains in productivity through adjusting to market and technology changes. The net result is limited absorption of labour in the segments covered by labour legislation.

Whereas the privately owned enterprises have found legal and extra-legal ways of getting around the rigours of labour legislation, the state-owned enterprises have been unable to do so for obvious reasons. Rather, the state-owned enterprises have tended to create jobs irrespective of considerations about the productivity and commercial viability of the enterprise. However, the researchers say that they would be overstating the case if they were to attribute the lack of flexibility in organised employment entirely to labour legislation. A good part of the explanation also lies with the rigidities in other dimensions of industrial and economic policies (ref. ch. 4). 
Thus, there has been a general perception that the potential for increased employment in the formal segments is limited. This has led to a concentration on expanding income generation in the traditional informal and unorganised segments as a way to combat poverty. This took the form of protection of the small, traditional craft-based enterprises from competition with domestic as well as external large-scale enterprises, for example, by changing regulations
.
The expansion of the traditional informal segments meant expansion of segments with low labour productivity.  The problem was exacerbated by the fact that with a declining absorption capacity in farming, new entrants to the workforce were absorbed in the traditional segments. The overall result of the free entry of small-scale, self-employed people to the traditional informal segments means overcrowding or over-capacity and consequently low productivity.  This limits their earning capability even in the presence of expanding markets. In most cases people in this sector also seem to lack incentives to improve product quality and design or make use of better technology. The reason may be lack of competition from technically and commercially more advanced producers including imports.

The protection-based efforts perpetuated dependency on government or donor support and failed to generate productivity of significance for increased employment and income for the population. Having recognised the limitations, focus has now changed to market-based measures to initiate growth and increase employment. Market-based measures seek to remove limits to access to credit, input-supply, upgraded technology and internal and external markets while at the same time allowing for fair competition in the market. Market-based assistance can be beneficial both to the SMEs and the self-employed craftsmen that aspire to growth in the formal sector. However, experience with support to self-employed craftsmen, farmers, traders etc. has shown that they are mostly active in the informal, traditional sectors and mostly in rural areas; their business rationale is to decrease the economic and social vulnerability of themselves and their families. Very few have succeeded in making profit for further investment and expansion of their enterprises. Thus, their contribution beyond self-employment is modest. The spillover effects are limited although there may be some positive indirect contribution to the local economy through increased purchasing power for the entrepreneurs and their families. 

There are two major challenges with market-based measures. First, government and donor assistance in terms of finance, training and other services (business development services) must be provided to entrepreneurs at the same time as the government must lay the ground for level playing fields under a more liberalised economy, thereby exposing the enterprises to increased competition.  Second, liberalisation of the economy depends on the existence of reasonably flexible markets in capital and especially in labour. Lay-offs and unemployment will threaten lots of people. Thus, policy-induced changes for rapid growth must be accompanied by measures of social adjustments to avoid high costs of displacements, dislocation and unemployment. 
Thus, the team believes that the segment of the labour market with highest potential for growth and increased employment is the SMEs.  In fact, it can be argued that small and medium-sized enterprises in the near future will create the bulk of new jobs (WB, 2002, Bangladesh: Globalisation, the Investment Climate and Poverty Reduction).
4.2
Government institutions: Creating an enabling environment for PSD
Severe constraints exist in the framework for PSD that prevent Bangladesh from achieving its growth potential. Wide-ranging reforms – short- and long-term – are needed in particular in governance, infrastructure services and the financial sectors.


4.2.1 International and regional framework: Government's facilitation of PSD

Trade liberalisation in the late 1980s and early 1990s made Bangladesh a more open economy than in was in the 1980s.Yet a large part of the trade reform agenda remains incomplete, with a substantial anti-export bias still and considerable tariff and non-tariff barriers to the free flow of goods and services still in place. Average tariff protection in Bangladesh is much higher than in all the other South Asian countries, except India (WB, 2002, Bangladesh: Globalisation, the Investment Climate and Poverty Reduction).

More open trade policies are, however, unlikely to generate large increases in investment and employment if the framework for PSD is counterproductive. A survey of Bangladeshi exporters, most of them locally owned RMG/knitwear and shrimp exporters, found severe constraints to growth and diversification. Most of the exporters complained about problems with obtaining export finance and problems connected to transportation to foreign markets, trade information and market intelligence. The majority complained about government and bank officials, complicated and changing government rules and regulations, and bribery. The majority reported constraints, especially with respect to electricity supplies, customs, port services, and shortage of skilled labour and low productivity in the workforce. They perceived unstable demand, advice on product development, telecommunication and air-fright to be more moderate problems (International Business & Technical Consultants, Inc. for the Ministry of Commerce, 2001)
.      

The team agrees that the government should improve the framework for export as indicated above. It may be discussed whether trade and market information, and product development are the responsibility of the government or the private sector itself.

With respect to the international trade regime, Bangladesh is preparing for the upcoming WTO negotiations. The most important export industries, textiles and apparel, and fish and shellfish, will face important negotiations in WTO in the years to come. In agriculture, although not yet a significant export sector, Bangladesh could benefit from reductions in extensive domestic support and export subsidies in a number of OECD countries, especially in EU and Japan. The government has expressed concern about its own capacity in the WTO negotiations in this respect and indicated the need for donor support. The Ministry of Commerce has planned to establish an independent commission with members from the public and private sectors to assist the Ministry in dealing with WTO. In addition, the Ministry plans to upgrade its own capacity to deal with current relations to WTO. The paper work on WTO matters was characterised as overwhelming.
For the textile industry, the phase-out of the textile and garment quotas in developed countries under the Multi-Fiber Arrangement (MFA) represents a serious challenge. It seems likely that the final quotas will be removed as agreed at the end of 2004. Moreover, changes in US import regulations for garments (Trade and Development Act, 2000) have disadvantaged Bangladeshi exporters through the removal of the quota limits placed on exports from some other countries (in Africa and Caribbean), but not on exports from Bangladesh
, to the US market. Bangladesh is presently negotiating duty-free access to the US market but the outcome is unsure. The decision in EU of duty free imports for all products (except weapon) from LDCs, is also expected to result in increased competition for Bangladesh in the EU market because Bangladesh will not be able to fulfil the requirements with respect to country of origin.
In the export markets for frozen shrimp, Bangladesh has a serious challenge with respect to product quality in the major markets. The government should look into the legislation and institutions that enforce the legislation with respect to securing the quality on shrimp products.  Many producers need upgrading and training, although EU has so far approved 48 plants for exports to Europe. In the frozen shrimp export, there is a danger that USA may link access to the US market to the threat that shrimp farming represents to the survival of sea-turtles in Bangladesh. The worst-case scenario is that imports of shrimp from Bangladesh will be banned. 
In 1985 Bangladesh joined the South Asian Association for Regional Cooperation (SAARC), whose members are working toward agreement on the South Asian Preferential Trading Arrangement (SAPTA). But the primary trade concern in Bangladesh is dismantling trade barriers with India, its largest trading partner.  Bangladesh participates actively in the different working groups under South Asia Subregional Economic Cooperation (SASEC), together with Bhutan, India and Nepal.  Working groups have been established for trade, investment and private sector co-operation, power and energy; transport; and tourism and environment. 

The team agrees that the government should look into its responsibility for securing access to international markets, in particular for RMG/knitwear and other textile and apparel products, and frozen shrimp, through getting the import countries to lower tariff and non-tariff barriers and search for politically acceptable solutions with respect to facilitating increased regional trade as soon as possible. All export industries, including other industries than those mentioned above, will benefit from improved framework for exports in Bangladesh. Direct government involvement beyond access to the markets should be left to the private sector (see also ch. 5).

4.2.2     National institutional framework

4.2.2.1  Macro-economy, financial management and the bank sector

The national economy has shown a steady growth since independence, especially during the 1990s (ref. table 1). Trends in GDP per capita as well as poverty trends are positive. Unfortunately, the growth in income has also been accompanied by a rise in income inequalities (see, for example, Khundker, 2002 & World Bank, 2002, Bangladesh: Progress in Poverty Reduction). 

Table 1: Bangladesh Growth and Poverty Reduction

Period
Avg GDP growth
Avg per capita GDP growth
Poverty headcount (%) end of period
Extreme poverty head-count (%) end of period

1974-80
3.79
1.39
58.5*
40.91*

1981-90
3.73
1.56
58.8**
42.7**

1991-00
4.80
3.01
49.8***
33.7***

* refers to 1983-84; ** refers to 1991-92; *** refers to 2000
Source: Bangladesh Bureau of Statistics and staff estimates, in WB (2002) Bangladesh: Globalisation, the investment climate and poverty reduction.
It can be argued that the economy has been managed reasonably well in recent years, having weathered several financial shocks, avoided debt crises, hyperinflation, and having realised economic growth rates of about 4.3 percent annually over 1980-2000.  Combined with the country’s success in reducing the population growth rate over the past two decades, the economic performance resulted in real per capita GDP in the country rising by 36 percent over the last decade, twice the 18 percent increase achieved by low and middle income countries during this period. The growth performance over the nineties can in large part be attributed to prudent macroeconomic management, as well as reform measures introduced in the early 1990s. Domestic inflation remained low throughout the decade. 

The fiscal and foreign exchange situations, however, became precarious in the latter part of 2001 despite a registered growth for 2001 at 6 percent and inflation of about 2 percent. The difficulties were characterised by significant current account and budget deficits. A major cause of the current account deficit is weak demand in the dominant market for RMGs in the USA and a record fall in prices for shrimp world-wide
. Moreover, the textile industry is to a large extent dependent on import of raw materials. All machinery, equipment and non-agricultural based raw materials are imported, and, despite the production of gas, Bangladesh is still a net importer of energy. The result is pressure on exports and private investments. The budget deficit is largely financed by domestic loans (corresponding to 3.5% of GDP in FY 00/01). This will probably have a 'crowding-out' effect in the private sector, both through decreasing credit opportunities of private enterprises and consequently, decreasing investment, and through lower private consumption (World Bank, 2002, Bangladesh: Progress in Poverty Reduction; World Bank, 2002, Bangladesh: Public Expenditure Review Summary; CMI, 2002).
As referred to elsewhere, the private sector perceives prevailing high interest rates to be a constraint for development.  The short-term inter-bank rate was in 2000 15.5 percent (EIU). Interest spreads have remained around 7 percent for the past decade, which is said to be symptomatic of inefficiencies and portfolio problems. See ch. 4.2.2.7 for suggestions of the causes of the problem.
As explained by the World Bank in a Policy Brief on financial sector development (2001), an efficient, well-regulated financial sector is necessary to finance trading activities, to channel scarce savings into new investments in internationally competitive activities, and to attract foreign investors. Financial instability, by contrast, not only disrupts development; it results in large, lingering costs that can set development and poverty reduction back for years. The economic consequences of financial crisis are enormous. They slow growth, raise unemployment, reduce wages, and increase prices – pushing more people into poverty.  
Increasing the soundness of the financial sector is a priority for both growth and poverty reduction, but the reforms have associated political costs. Successive governments have delayed taking firm action. The World Bank refers to a study estimating that if the financial sector inefficiencies in Bangladesh had been removed 20 years earlier, real GDP per capita would have been 15.5–37.3 percent higher by 1995 (Policy Brief Financial Sector, 2001).

The Bank Reform Committee of the government has similar perceptions of the problems as the World Bank. The main weaknesses are said to be a central bank with inadequate control over parts of the banking system, poor governance, including inadequate financial disclosure, and a deficient legal framework. Reforms are also needed in the bank sector, especially in the nationalised commercial banks (NCB). It is symptomatic that the banking sector is characterised by low recovery rates and a high share of non-performing loans. More than 35 percent of the portfolio of the banking sector was in early 2002 said to be classified (non-performing). In March 2001, approximately 40 percent of the NCB loan portfolio was reportedly non-performing compared to 62 percent for the specialised banks and 35.5 percent for total loan portfolio (WB, Policy Brief #5, Financial Sector, draft, July 2001). NCBs are exempt from Bangladesh Bank supervision and consequently do not comply fully with requirements for loan provisioning and capital adequacy. Recent business surveys have indicated that the informal cost (facilitation payment) to obtain a loan from a NCB is 10 percent, from a private domestic bank 1 percent and from a foreign owned bank nil. 
The team agrees that for the private sector to develop, reforms in financial management and the banking sector are urgent. Especially troublesome are high real interest rates and "extra payments", and the perception of being harassed when dealing with the banks. The most urgent is apparently to strengthen the Bangladesh Bank and improve overall governance. 


4.2.2.2  Laws and regulations
The courts, except the Supreme Court, are perceived to be politicised and extremely slow
. Knowledgeable observers in this field are of the opinion that the set of laws enacted till date and in force now are adequate although there is a need for some marginal modifications. The major problem is enforcement. The backlog in the lower courts is now more than a staggering 500,000 cases pending. The average time to complete litigation exceeds 10 years. The legal system is heavily biased against the poor. Surveys made by Transparency International-Bangladesh have shown that public confidence in the judiciary is extremely low, and that people prefer to settle matters outside courts as far as possible. 

Business development is said to be hamstrung by a civil justice system that is unreliable and unable to provide the normal protection needed to enforce contractual agreements. In a survey of 10 private banks it was reported that the average time from start of litigation to a judgement was 4 years (IFC 2000).  

There are numerous Acts and several special courts. For private enterprises the two most important are the Companies Act of 1994 and the Foreign Private Investment Act (Promotion and Protection) of 1980
. Arbitration in disputes involving foreign companies must be conducted under Bangladeshi law.  

The government has recognised the need for judicial reforms, and has prepared a strategy paper for a 10-15 year legal and judicial capacity-building program. The program includes legal reform measures, as well as measures to promote efficiency, productivity and accountability of the civil justice system. The program will be implemented in several phases, starting from 2002. The priority interventions during the first phase are geared to (i) improve case management, (ii) reduce delays and case backlog, and (iii) improve access to justice. The implementation period of the first phase is 6 years, and will include 21 of 64 Districts, as well as the Supreme Court. To facilitate the reform program, a permanent Judicial Administration Training Institute has been established. 

Other measures to address the deficiencies of the commercial legal framework are also under consideration and at various stages of implementation. Focus is on specific commercial, fiscal and industrial sectors, including land ownership issues, preparation of a bankruptcy law, as well as the recently adopted privatisation law and a new arbitration law.

The team agrees that for the legal system not to continue working against private sector development, reforms are necessary. As it is now, the set of laws enacted and in force is to a large extent adequate although there is a need for some modifications. The major problem, however, is enforcement. The procedures are cumbersome, time-consuming and costly. The judicial system has a large potential for improvement.
4.2.2.3
 Accounting, auditing and taxation

Like legal services, accounting and auditing are important in reducing transaction costs. They are essential for creating and enforcing contracts, without which business development would be stifled.  Proper accounts, sometimes audited, are necessary to obtain loan in the banks and they are important to combat corruption. 

The Companies Act 1994 sets statutory requirements for accounting and audit requirements. Submittal of audited accounts is only required for public limited companies
. For other types of companies, accounts are only required for tax assessment purposes. Accounting standards are set by the Institute of Chartered Accountants of Bangladesh (ICAB). Adherence varies, and standards can be improved, but above all is lack of enforcement a problem.

The team was informed that enterprises in Bangladesh, whether they are private limited companies or proprietorship, generally keep 3 types of audited accounts. One type is kept to satisfy tax authorities where sales turnover and profit margin are shown as minimal as possible. Another is for banks and other financial institutions where sales and profit margin are higher in order to prove the soundness of the enterprise and the third type of accounts is maintained for internal purpose. 

Private limited companies that do not have audited accounts are deprived of benefits from grants provided by government, like the Matching Grant Facility (MGF) and GSP facilities.

Corporate tax rates are competitive in the region (35-40%). The industry itself is reportedly concerned over the lack of transparency in administration and collection of corporate tax and income tax.  Some find the tax system complicated. Bangladesh has a value added tax imposed at a flat rate of 15 percent. There is a progressive income-tax system. Salaries for foreign technicians are exempted income tax under certain conditions and for limited time periods. Dividend income in respect of shareholders other than companies is tax-exempt. This benefit is not available to shareholders of private limited companies. Royalties and technical know-how fees received by any foreign collaborator, firm, company or expert are also tax-exempt. A myriad of special tax incentives exists to boost exports (UNCTAD & ICC, 2000). Enterprises in the EPZ may achieve tax exemption for 10 years, exemption from double taxation, exemption for taxation of dividends of foreigners, duty-free import of raw material, machinery and input for establishment of enterprise, duty-free export of products produced in the EPZ. The team has not found corporate taxation to be of special concern for private sector although one survey showed that domestic companies were concerned with the complexity of the VAT and foreign companies were concerned about the lack of transparency in the tax administration.

The team is of the opinion that the public requirements regarding accounting, auditing and corporate taxation as practised today create high transaction costs and do not offer a level playing field. Reforms of enforcement seem appropriate.

4.2.2.4
Registration and licences

Incorporating a company in Bangladesh is required for Bangladeshi companies.  A foreign company incorporated abroad, can register in Bangladesh by establishing a place of business. 

To register a company, 8 to 9 different licences are required. A survey of SME found that the average time to get all licences was around six months (IFC). The issuance of licenses most often requires facilitation payment (even to get the right forms). However, the inspection and control regime associated with the licences is claimed to be a much larger burden in terms of time consumption and costs. 

Bangladesh Export Processing Zones Authority (BEPZA) approves all projects to be allocated in the EPZs. BEPZA also issues import/export permits, and provides work permits for foreign nationals. BEPZA offers one window same day service to the investors in EPZs.

Once an industrial project is registered, the entrepreneur is eligible to apply to the government for allotment of land. The price asked for land in most of the industrial estates/areas is lower than the market rate. The estates are developed with necessary infrastructure facilities such as electricity, gas, water, sewerage, etc. Industrial plots are allotted by BEPZA (Bangladesh Export Processing Zones Authority) and BSCIC (Bangladesh Small and Cottage Industries Corporation) in industrial areas developed by them. Plots in other industrial estates/areas, owned by the government or owned/controlled by local authority are allotted on the recommendation of the Board of Investment (BOI).

The government offices maintain three separate land-related registers: the Directorate of Land Records and Surveys established in 1888, the field level tax administration established in 1958, and sub-register (now managed by the Department of Law) established in 1865. These three systems are neither up-to-date, nor transparent, nor consistent with one another.

The District Land Office is responsible for keeping the land (and property) register and records change in ownership. The District Land Revenue Office keeps the original document for land transactions (?) There is a tax on land transfer equal to 29 percent of value assessed for property tax purposes.

The team believes that the registration and licensing systems as presently practised are causing an intolerable amount of harassment, work and costs for the companies - in the worst case, deterring companies from being established.

4.2.2.5
Public administration 
Public administration has more than one million employees, of whom 700,000 in the ministries. The salary level is low and working conditions poor. As part of the political control, civil servants are often removed with change of government. An extensive system of ordered duty postings exists, where transfer is used as reward and punishment. During the 1970s and 1980s irregular recruitment independent of qualifications were common.  The result is still evident in some ministries. Today the public administration has a poor image as an employer, characterised by unsure career prospects. In general, the public administration is perceived as inflexible, ineffective and preoccupied with processes and control rather than output and service. The public administration is generally politicised and dominated by internal and external loyalty ties in patron-client-relationships.

Thus, the public administration represents major constraints to PSD. There is an increasing dissatisfaction with the quality of services rendered.  Foreign companies operating in Bangladesh as well as domestic firms consider “red tape” a serious problem. Policy implementation is perceived as slow and uneven and not up to standard, and unpredictable and highly politicised. Students of the civil society and the government in Bangladesh explain the problem by referring to a close alliance or networks of mutual support and collaboration between political and business elites. They argue that members of the elite pursue their personal goals of consumption rather than investment in productive enterprises (SweDevelop 2000, Appendix 4; Masudur Rahman (2002). Improvements will require extensive changes and reforms, and this would cause conflict of interests. Some say that improvements in this area are the primary challenge facing the government (UNCTAD & ICC, 2000). 

4.2.2.6
Corruption

“Extra costs” or “facilitation costs” are high throughout. In many cases it constitutes a major part of an enterprise’s transaction cost and contributes to lower the competitiveness of enterprises. A recent survey of public opinion, conducted by the World Bank in collaboration with several donors and a local NGO, confirms the deep distrust of public officials and dissatisfaction with public services (WB, 2002, Bangladesh: Public Expenditure Review Summary). A survey undertaken for the Ministry of Commerce shows that Bangladeshi exporters consider official corruption one of the two biggest problems with respect to doing business in Bangladesh. The survey shows that the exporters of Bangladesh, on an average spend 9 percent of their total revenue on bribes (International Business & Technical Consultants, Inc., 2001).

Informants with experience in doing business in Bangladesh told the team that foreign investors don’t have to pay bribes, but, if not, they have to expect delays and be prepared to lobby civil servants and politicians. They advise that local partners be selected with care. A straight line should be followed from the outset. 

The Bangladeshi government has so far done little to introduce e-government made available by the rapid development of information technology. (Bangladesh has 40 Internet users per one million, compared to 2,800 in India). The potential for e-government has been well described by Professor Jamilur Choudhry (2001).  An example of its potential is offered by the Indian State governments of Karnataka and Andhra Pradesh. E-government is a gateway to e-governance, which opens up dramatic opportunities to enhance public sector accountability
. As a first step, donors can offer assistance to Bangladesh to take advantage of the opportunities by funding applied research in this area, for example at CPD.

Private sector, for its part, can contribute to fostering corporate governance to combat corruption. An institute of directors, for example, can assist in providing codes of ethics, setting and enforcing standards for board of directors and management, and improving accountability and transparency. The team was unable to verify whether an institute of directors had been or was about to be established. Corporate governance seems, however, to be practised in several larger companies with foreign participation. The need for – and benefit of – introducing standards for corporate governance appears to be recognised by many professional managers. 

The team thinks that public mis-management should be curbed. Measures may be taken to:

(i) secure the independence of the civil service by autonomous or parliamentary oversight, (ii) create an independent judiciary, (iii) adopt fair and clear laws that are consistent over time, (iv) show political will and develop capacity to implement laws, (v) inform businesses of their legal rights, and (vi) avoid market distortions.  
4.2.2.7 Government reforms
Land reform was initiated to stem problems caused by the three systems of land registration (colonial, East Pakistan and post-independence), lack of accountability of the Land Title Registrar and inadequate land surveys. However, in spite of the repeated adoption of major land reform legislation (1950, 1972 and 1984) there is widespread agreement that both the laws and their implementation remain fundamentally flawed. The present system creates opportunities for manipulation and corruption, discriminates against women and clogs the rural judicial system with land related disputes, many of which result from false deeds and fraudulent claims. 

Liberalisation of the economy started in the 1980s. At that stage Bangladesh had a relative large state-owned manufacturing industry. Deregulation of trade and industry was the centrepiece of the initiative. SOEs were found in a number of industries including gas, steel, jute, chemicals, and textiles.They included large as well as medium and small enterprises. Some modest progress was made in the early 1990s but progress halted in recent years and the implementation remains largely incomplete. Most large enterprises and some small to medium-sized enterprises are still state-owned. In total, less than 10 percent of the more than 300 state-owned enterprises have been privatised since 1993 (Bangladesh Privatisation Commission;DANIDA).

The policy of protecting SOEs has discouraged or precluded efficient industry sector

development, limited private participation, and imposed inefficiency costs on the economy. This, in turn, affects external competitiveness and constrains growth. Enterprises operating at a loss, have a negative contribution to GDP of 2% annually because state-owned enterprises that are supported financially by public banks, take up loans to balance the deficit that will bring a loss in the longer term (DANIDA/Ministry of Foreign Affairs, 2001). SOEs in petrol, jute and electricity supplies account for the heaviest losses. The World Bank estimates that losses in the state-owned industries presently amount to 40 billion Taka per year, corresponding to approximately NOK 6.1 billions (WB 2002, Bangladesh: Globalisation, the Investment Climate and Poverty Reduction, The Independent, 14.03.02). The trend is especially worrisome because the government can instruct the central bank to issue loans to the SOEs to cover the losses. 

The new government has expressed its commitment to a broad economic reform agenda. Only four sectors are now reserved for public investment: defence, forestry, nuclear energy and security printing (currency notes). In other areas, the Government is committed to privatisation. Also the opposition party agrees that significant structural reforms are needed if Bangladesh is to progress at its full potential. However, this was also the expressed policy in the fifth Five-Year Plan (1997-2002), but little has been achieved, leaving the impression that it is the will to implementation that has been missing. 
While a wide acceptance is observed concerning the need to privatise commercial/industrial enterprises, there seems to be much less enthusiasm for privatisation of utilities. It may be noted that ownership as such should not be the issue, but how ownership is exercised. Bangladesh as the rest of the sub-continent has a proven track record of failures in term of exercising responsible ownership in a politicised system. The state may retain ownership, or share ownership, as long as the entity can operate under the Company’s Act, at arms length distance to the state budget and the political system. Experience so far is that a majority non-government or semi-private shareholding is required to achieve sound management.

The chances for immediate progress are unsure. There is a political culture of deep animosity between the two dominant political parties; they are not known to join forces for the common good. There is considerable opposition on the part of the trade unions. It is said that if the government should close down all SOEs that are operating at a loss, about 200,000 employees would loos their job (Foreign Investors’ Chamber of Commerce).  The Privatisation Commission (until recently, the Privatisation Board) has limited potential, although being an independent body under the Prime Minister's Office. The Commission recently came under new rules and new leadership. It is, however, too early to judge the result.   

The team is of the opinion that Bangladesh does not have any choice but to go ahead with privatisation of SOEs, as soon as possible. 

4.3
Private sector’s own organisational framework

Bangladesh has a number of business and trade associations that play a role in the economy. Chambers of commerce (CCI) and exporters’ associations are important. Trade and industry associations (TIA) are established for most trades of significance. NGOs are important in organising small-scale entrepreneurs, farmers and fishers, especially in rural areas and especially women. Chambers of Commerce and Industry are present in all districts. 

Chambers of Commerce
The Federation of Bangladesh Chambers of Commerce and Industry (FBCCI) is the apex body of the country’s trade bodies. It has 245 members, of which 70 CCI and 175 TIA. It provides advisory services to investors. FBCCI has as its main objectives to promote the interest of its members, ie to assist in their development, and to project, encourage and safeguard the interests of the private sector through interaction with the government. FBCCI represents Bangladesh in SAARC (Annual Report 2000-2001). The three most important CCIs are Dhaka Chamber of Commerce and Industry (DCCI), Metropolitan CCI (MCCI) and Foreign Investors CCI (FICCI). DCCI operations both overlap and complement the activities of FBCCI. 
In general, the basic objectives and principal activities of the chambers of commerce are broadly similar: they support market-oriented reforms, provide inputs to proposed policies and legislation from a business perspective, offer training courses for its members, and serve as forums for the exchange of views among members.  In addition, representatives of the business community sit on many committees set up by the government and their representatives are included in government delegations abroad. Membership covers large, medium, and small enterprises. The community’s clout and its ability to affect policy change are reportedly greater than at any time in the past. However, CCI leadership is in general perceived to be better at taking care of their own interests than the interests of their membership.

Trade and Industry Associations
Important TIAs are Bangladesh Garment Manufacturing Exporter Association (BGMEA) and Bangladesh Frozen Food Exporters Association. The Trade Association Act makes membership mandatory for certain classes of businesses and industries. However, the Act appears dormant. As with the CCIs, it is difficult to assess to what extent the TIAs represent the interests of their members. However, the team is informed that business managers or owners interested in doing business in the market, are not interested in being elected as office bearers – and that office bearers tend to focus on doing business by lobbying and networking. Seen from the business community, the availability and access to the services of the associations appear limited, judging from different surveys. The associations are considered weak, especially with regard to market information, information on new technology and product development. Their capacity to improve investment climate and reduce transaction costs appears limited.
Professional Associations

Most professions like lawyers, engineers and chartered accountants have their own associations (institutes), providing codes of ethics and standards for their membership’s performance in delivering professional services. Several are also members of Commonwealth or international apex organisation. Adherence to standards and use of sanctions seems not to be very strict.  
Independent Foundations/Institutes

The only relevant foundation identified is Bangladesh Enterprise Institute. BEI is founded by a group of prominent industrialists with a small and competent secretariat. Their ambition is both to overlap and extend beyond the range covered by the CCIs.

Farmers and Fishers Organisations
Farmers and fishers are not formally organised at the level of production or harvesting
. The shrimp exporters and agricultural exporters are members of exporters’ associations.  There are no known co-operatives in agriculture or fisheries.  Small-holders and their families in rural areas benefit from participating in the organisational set-up of the NGOs with respect to saving, access to credit, training and other services for improving their living standard through economic activities.  
In general, the business organisations have not been very effective as advocates of reform, partly due to strong political affiliations. Their effectiveness in delivering member services varies. They have a clear potential for improvement. The various business chambers, especially those with members engaged in export are in principle well positioned to influence the government in matters of governance. They may need assistance in strengthening their capacity in policy analyses, and in developing business ethics and a common, non-partisan business spirit among their member. Some of the organisations have a potential to take over services that today are rendered by the government.

Professional Associations have potentials to become influential in governance reform but may need strengthening. For example, one might have expected the Institute of Chartered Accountants to be pro-active in establishing and enforcing high standards of accountancy. That appears not to be the case. Instead, good accountants try to protect their professional reputations by associating themselves with international accountancy firms.  The Bar Council and affiliated Bar Associations have also fallen far short of what might be expected of such a professional group.  Thus, professional associations need help to develop their ethical and professional standards and to become more effective and forceful advocates of governance reform.
The perception of the team is that in associations and chambers of commerce, there is room for improvement of performance with respect to creating an enabling environment and a level playing field directly through services offered to their members and indirectly through focusing on productive growth in their advice to government. Professional associations have a potential to play a more important role in expanding the concept of corporate governance thereby contributing to improved investment climate in the country.

4.4       Labour market and skills development

4.4.1
Labour laws and labour organisation


Bangladesh has an extensive labour legislation covering classification of workers, determination of working conditions, procedures for dispute resolution and various ways of terminating employment. In addition, there is legislation granting rights to form unions, regulating collective bargaining, and setting the rules for registration of unions. Bangladesh has ratified 33 ILO Conventions.

The right to organise is founded in the Constitution. The civil service, the armed forces, the police, and the export processing zones are not covered by the right to form unions. The role of unions is most prevalent in SOEs. Generally the unions are affiliated with political parties and are known to resort to violence. Politicisation of the trade unions has led to a pre-occupation with issues in the periphery of workers’ interest. Both domestic and foreign investors consider “industrial relations” problematic (UNCTAD & ICC, 2000). 

4.4.2
Skills development


In a competitive market the skills of the workforce, the prevailing work ethics, and the quality of labour relations matter.  Especially in competitive markets, efficiency is an important factor. The government must invest in the development of human capital, ie the government must provide an education that will enhance people’s ability to benefit from employment opportunities, exploit new opportunities themselves and, in particular, enhance women’s capacities, opportunities and access to resources. Moreover, the government must make room for private training providers in areas not suitable for being covered by public education.

In Bangladesh, the private as well as the public sectors offer vocational and technical education and training including education and training in business and management skills. Vocational and technical education is offered at different levels in training institutes, polytechnics and at the university level. The education is characterised by a student body skewed towards the higher levels, lack of relevance of curricula to industries and the socio-economic conditions of the country, and a severe shortage of employment opportunities for the graduates. Besides vocational and technical institutes and colleges, there are commercial and agricultural colleges under public management, and both public and private agricultural training institutes. Chambers of commerce, NGOs, and other institutions offer training in BDS. Many of them have donor funding. The BDS-training is directed at SMEs or micro entrepreneurs. A few cover both segments. Subject areas include various management skills, entrepreneurship, marketing and promotion, product quality and technology, various business services, various artisanal skills, and farming and fisheries. In addition, private enterprises and NGOs offer training in various skills development such as computer skills, secretarial and office skills, handicrafts, food processing, metal works, carpentry, boutique design, weaving, embroidery, etc.

The existing education and training providers have difficulty in keeping up with demand in areas where the technical development moves fast. Thus, lack of trained personnel is in particular acute in ICT although more than 400 private computer-training centres are currently established countrywide. Bangladesh is thought to have considerable latent talent in computer programming (ref. the development in India) but the current pool of trained talent is limited.

Technical and vocational education is facing an attitude problem in that this kind of education is considered socially inferior to academic education. Public training institutes in most cases lack a clear understanding of the need of the business community. The government allegedly pays little attention to improve the quality and attractiveness of vocational and technical education. The government board of education that is responsible for planning and co-ordination between the various ministries responsible for the various training units has no representatives of the private sector.  Apprenticeship is not common. More common is in-company training.

In addition to improving productivity and competitiveness, skills upgrading will improve job quality and earnings for workers. To survive the increased competition in export markets, an inevitable strategy for the export industries would be to take the necessary steps to increase labour productivity.  Training schemes for managers and supervisors are considered an important element in creasing productivity, including the introduction of functional English courses for higher-level employees.

The team is of the opinion that vocational, technical and commercial education and training is very important, that the present offer is inadequate, that the status of such education  in Bangladesh is poor, that the private sector itself can fill part of the void, and that donors have an important role to play in support of public and private providers.

4.5    
Workforce health

Life expectancy at birth is about 60 years. Child malnutrition is still a problem although improvements have been made in recent years. HIV rates are relatively low (estimates of adult prevalence rate of HIV/AIDS in 1999 is 0.02%). Water-born diseases are serious.  Added together, these factors may cause concern for the health of the workforce.

4.6  
Gender differences in the workforce and working conditions


The female workforce participation is increasing but estimates differ in various studies. One study estimates the female employees in 1995/96 to make up 38.1 percent of total employment. The women are dominant in the textile and garment industries, in the expanding electronics industry and make up a large share of the workers in shrimp processing. One estimate is that more than ¾ of all women work in agriculture. The RMG industry employs about 1.5 million people, 90 percent of whom are female (Khundker, 2002). 

An impact of the relatively recent industrialisation is thus an absorption of female labour in export-oriented manufacturing enterprises. Nasreen Khundker, in a study for UNDP (2002) argues that the entrepreneurs’ explicit preference, in export-oriented enterprises, for employing young, mostly single women with some formal education is due to the low opportunity cost of female labour and the docility and amenability to repetitive process functions. Nevertheless, such increased female participation of women in the labour market is empowering women. It also contributes to poverty reduction by generating extra earnings for poor households. At the same time, the nature of this employment is making women vulnerable to fluctuating global demand. Moreover, most women RMG workers are migrants from rural areas, which has important sociological implications.

The wage level in the RMG industry is low both for males and females compared to workers in a similar category in other sectors. The RMG wage level is one of the lowest in the world. Even by South Asian standards, it is low (Khundker, 2002).  Low wages, however, do not necessarily imply a low per unit cost of production. Labour productivity is important (as are non-wage costs and the exchange rate, depending on the labour intensity of the production). To an investor, low wage rates may compensate for low labour productivity. It can be argued that Bangladesh is competitive at the labour-intensive, low-value product end of the international apparel market
. 

Besides low wages, women and men are subject to working hours long beyond the eight-hour day. Few workers receive such advantages as formal contracts or appointment letters, or maternity benefits. Working conditions, however, improve with the size of the factory and have also improved over time. Both wages and working conditions are also said to be better in the EPZs compared to the domestic factories, though the former workers suffer from a ban on freedom of association. Unionisation is actively discouraged in the RMG industry as a whole.

It is the perception of the team that the working conditions, as described above, are valid for more industries than textiles and apparel. It is commonly agreed that better working conditions are desirable from the point of view of productivity and efficiency, as well as from that of fairness and justice. Moreover, working conditions, including safety, health and the earnings of workers, together with child labour, are growing concerns in international markets. The industries need to improve their standards in this respect. It should be in the interest of the government as well as the private sector itself to improve the working conditions.

4.7  Infrastructure: Creating an enabling environment for PSD
A basic foundation for a proper investment climate is a working physical infrastructure. This is particularly important for small and medium-sized enterprises. The infrastructure in Bangladesh is in great need of improvement. The shortcomings are most acute as regards to electricity/power supply, telecommunication and transport facilities (road, rail, waterways, airborne traffic, port services). Electricity and power supply is essential for promoting living standards, and it is a pre-requisite for economic growth and technological progress. An adequate and efficient transport system is an essential condition for both initiating and sustaining economic development, and is a key to expansion and integration of markets – sub-national, national and international. Telecommunication is one of the basic physical infrastructures for economic development and plays a vital role in stimulating economic growth and improving the quality of life. 

4.7.1
Electricity and power supply


Only 18 percent of the population in Bangladesh has access to electricity. Per capita electric power consumption in 1997 was less than 1 percent of high-income countries’ average, and 21 percent of that of India and the average of all low-income countries. 

Eighty-five percent of the electricity is made from gas, and the rest is generated from hydroelectric power (7 percent) and liquid fuel (8 percent).  The potential capacity in Bangladesh is at around 3000 megawatt a year, but because of antiquated plants and poor management the real capacity is only on 2100 megawatt. With a peak demand at around 2700 megawatt there exists an energy deficit which affects the industry and the economic growth in the country. It is recorded in 2001 that on an average electric power was off for 3.3 hours a day. Avoidable system losses reportedly exceed USD 100 million annually and cost the economy 0.5 percentage point of growth each year (World Bank estimate). A survey undertaken for the Ministry of Commerce shows that Bangladeshi exporters value electricity as the number one infrastructure constraints with respect to growth and diversification in the export sector in Bangladesh. 
Investment to bridge the gap and meet the growing demand is badly needed. The growth in energy demand will probably continue at the same speed as in the last 10 years (8 percent/year). A large market in Bangladesh and a growing demand in neighboring countries for electricity and gas gives business opportunities in this sector in Bangladesh. 

The power sector in Bangladesh is organized under the Ministry of Energy and Mineral Resources. The government, through the ministry, wholly owns and supervises the Bangladesh Power Development Board (BPDP), the Dhaka Electricity Supply Authority (DESA), and the rural Electrification Board. BPDP is by law responsible for generation and transmission of power while distribution is the responsibility of different government corporations. Private power generation is allowed. As part of the sector reform (FY 1998) new public entities such as the Power Grid Company of Bangladesh Ltd. (PGCB), and the Dhaka Electric Supply Co. Ltd. (DESCO) as well as private sector IPPs have been constituted. Over the next few years it is expected that these companies will own and operate a substantial part of  the sector’s asset (ADB RRP: BAN 31296).

4.3.2
Telecommunication


Telecommunication is singled out as one of the key impediments to Bangladesh’s economic growth in the last three of the World Bank Policy Briefs (ref. Local Consulting Group). Bangladesh is the poorest country in terms of teledensity (0.4 fixed lines per 100 people) in South Asia, and one of the poorest in the world. The impact of poor teledensity denies people the very basic service of communication, hinders development of the private sector, discourage foreign investment, and impedes access of the population to the Internet and other ICT-based services. It takes years to get a phone line and it is extremely expensive (greatly exacerbated by corruption). Bangladesh thereby becomes an expensive place to do business and loses competitiveness. 

However, the cell phone industry, represented by four actors (Grameen Phone, CityCell, Sheba and Actel), has created a small breathing space. In only five years the number of cell phones has exceeded the number of fixed lines. The largest operator, Grameen Phone (with a controlling majority of 51% by Telenor) has 500,000 customers and 70 percent of the market share. They opened the net in 1997, and have experienced strong growth the last two years.  

4.3.3
Transportation


Transportation facilities include roads, waterways, rail, airborne traffic and port services. 

Roads

Bangladesh is characterised by rivers cutting through the whole country which makes it difficult to build a landbased transportation system. In addition, during the rainy season large parts of the roads (and railways) are flooded. The road network has recently been upgraded after large investments from international donors. In 1995 Bangladesh had just 6,000 km of paved roads, but in 1998 the number had risen to almost 19,000 km. In 1998, after a 4,8 km long bridge was built over the Jamuna river, the country was for the first time connected from east to west. It is now possible to cross the country on the road network from north to south, and from east to west. Sixty-one percent of freight traffic and 72 percent of passenger traffic was carried out on the road network in 1998.   

However, it is only the largest cities that have proper paved roads, and in large parts of the country ox and cart are still used for transportation over short distances. In big cities like Dhaka and Chittagong traffic chaos and pollution are also a huge problem. The government is concerned about this problem, but no solution is expected in the short term.  

Waterways

Rivers have traditionally been the primary means of communication in Bangladesh. There are some 3,800 km of permanently used waterways which increases to almost 8,300 km during the monsoon (DANIDA, 2001). More than half of the country’s land area and three quarters of commercial activities are located within a distance of 10 km to navigable waterways during all seasons. The cost of freight transport by boat is lower than by rail or road.    

Transportation on the rivers has been declining due to a reduced navigability on the rivers, poor service from the government-driven system and increased transportation on the roads. There is a great demand for increased navigability through dredging, increased security and privatisation of the freight and transport routes.  

Railways

In 1999 the length of the railway network was 4,400 km. The railway is state-owned, strongly subsidized, and characterized by poor efficiency. The volume of goods carried is less than 3 percent of the total transport volume. 

Airborne traffic

Dhaka’s Zia International Airport serves as the national air hub and as an important air cargo facility. Air cargo is very important for Bangladeshi “thrust” sectors such as high-value agribusiness and ICT industries. But airport off-loading and cooling facilities reportedly need to be enhanced. Overall cargo capacity is inadequate with the national airline, Bangladesh Biman Airlines. Biman has generally been a profitable company, but have experienced large losses the last years.  

Port Services

Chittagong and Mongla are the two main seaports of Bangladesh. There are also many smaller ports further inland in Dhaka, Narayanganj, Barisal and Khulna. Chittagong is the largest of all the ports and is handling 80 percent of all import and 75 percent off the export. The Chittagong port has reasonable connections to the railway network, roads, waterways and airborne traffic. In 1999, 380,000 containers passed through Chittagong.  

However, major problems regarding Chittagong and Mongla are port congestion, labour problems and pollution management. Port congestion is largely a factor of the physical constraints of the present facilities, including inadequate container-handling capacity, which increases time in port and costs. Strikes by the many trade unions at the Chittagong Port continue to interfere with operations, and custom service is ineffective.  A World Bank study has estimated that handling charges for a 20ft container were USD 640 in Chittagong, compared to USD 220 in Colombo and USD 360 in Bangkok. Inefficiency at Chittagong port costs the economy close to USD 1 bn (some 2 percent of GDP) annually (Cookson, Forrest E., & Syed Ershad Ahmed. 2000). 

The team agrees that the highest priority should be given to the trippel A’s: availability, accessibility and affordability of infrastructure services. To expand services and improve quality and timely delivery, participation from the private sector is required. Existing utilities should be corporatised and demonopolised to provide the consumer with the benefits of the market. A conducive and predictable framework must be put in place to attract domestic and foreign capital, as well as new technology and competence. This requires new or improved legislation together with establishment of independent regulatory authorities, for the benefit of the investors as well as the consumers.

Various reports and interviews with local business people have pointed to key areas of improvement where successful reforms would significantly improve the overall situation for the private sector, as well as for the economy as a whole: 


· An independent Chittagong port where avoidable inefficiencies caused by the obstructive behaviour of the dock workers results in losses to the national economy in the order of USD 1 billion annually

· An independent Bangladesh Telephones and Telecommunications Board (BTTB) where the staff exploits its control of the system to exact huge rents resulting in an extremely deficient service (Bangladesh has 34 lines per 10,000 of population and 40 internet users per one million, compared to 265 and 2,800 respectively in India). This reform is critical to underpin export businesses and open up opportunities for Bangladesh to participate in the ICT services business sector.

· An independent Power Development Board/DESA where the avoidable systems losses exceed USD100 million annually and (according to a World Bank estimate) cost the economy 0.5 percentage point of growth each year.

5.
Enterprise Development and Employment
Industrial growth has proved important to poverty reduction in Bangladesh. Increased economic growth with increased industrial employment is assumed to be the single most important factor contributing to increased poverty reduction. More than four-fifth of the growth of the industrial sector in the 1980s was accounted for by five industries. Of these, three industries, readymade garments, seafood (mostly shrimp) and leather tanning and leather goods are predominantly export-oriented industries. The other two industries, fertilisers and pharmaceuticals industries, registered robust performance thanks respectively to large-scale public sector investment and protection from competing imports. During the 1990s, growth became more broad-based. While the import-substituting industries failed to record significant growth, the export-oriented industries such as RMG and knitwear, leather and frozen food (largely shrimp) continued to perform relatively well. The majority of enterprises in these sectors belong to the SME categories. Small-scale industries that manufacture electric equipment, plastic toys, miscellaneous metal-ware, tin plates and readymade garments have registered robust performance in recent years (WB, 2002, Bangladesh: HDR 2001; CPD Task Force Report; Industry and Trade, 2001).





5.1
Development of small and medium-sized enterprises


Bangladesh has approximately 27,000 medium-sized enterprises (defined by the GOB as registered enterprises with assets larger than USD600, 000 equivalent) and 150,000 small-sized enterprises (registered enterprises with assets of less than USD600,000 equivalent). SMEs account for about 82 percent of the total industrial workforce and 23 percent of the total workforce. It is estimated that SMEs contribute half of Bangladesh’s industrial output, and provide employment for about 5 million people. They create sustainable jobs at a faster rate than the population growth, promote competition and lower prices, supply vital agricultural inputs, and process primary agricultural products. Large numbers of SMEs, particularly at the lower levels, are owned and operated by women (DFID/PM).  Thus, SME is a very heterogeneous group in Bangladesh, comprising a wide variety of firms of village handicraft makers, small machine shops, restaurants, printing presses, bicycle rickshaw assemblies, cartwheels, engineering workshops, print shops, specialised silk weaving, tailor shops (owned by women), food preparation, small grocery stores, waste paper collection as well as producers of electrical goods, footwear, plastic products, plastic spectacle frames, and building-material supplies, etc. A part of the RMG manufacturing enterprises is in the SME category. 

Barriers to entry in the SME sector are primarily linked to government regulations, access to credit, availability of and access to infrastructure and business development services (BDS). Enterprise growth is in addition subject to restrictive legislation, authorities' enforce regulations and the availability of skills in production and management. The barriers represented by government regulations and infrastructure services are described elsewhere.   Other barriers are access to financial means and BDS or BSS (Business Support Services). 


Donors support of BDS has undergone a significant change in content and structure in recent years. Some refer to the new trend as a change of paradigm, away from direct provision of advisory services to facilitation of the delivery system. The facilitator (“donor”) works with a number of BDS providers already established in the market, thus minimizing market distortions and creating a level playing field for all potential providers. Facilitators generally do not provide services directly to BDS clients, but work through local providers in order not to crowd out other providers. 

The terms BSS and BDS imply a wide range of technical, managerial and strategic non-financial services that help companies operate and grow.  BSS cover operational support (machinery repair, book-keeping etc.) for the everyday activities of a firm, while BDS must contain an element that will help the firm advance to a higher level of operation (project formulation for financing, product /market development, financial control etc).

With respect to access to finances, SMEs require various types of finances. In Bangladesh, the majority of SMEs approach the banks for working capital. But only a small percentage of them succeed. Trade credit is important to many small entrepreneurs. But trade credit is provided at a much higher interest rate than the interest rates offered by the banks. Thus, SMEs must to a large extent rely on family members and friends to provide much needed capital. But mobilizing funds from family and friends can take a long time and this is consequently not helpful in times of emergency. Less important suppliers of credit are other business owners, venture capital companies, etc. Moneylenders are used only in emergencies. 

The Small Enterprises (SE), in particular, suffer from lack of collateral securities. To SEs, informal loans are faster and more convenient than going to the banks, and interest rates charged by relatives and friends are lower. Applying for formal credit is complicated for many SEs. To provide proper documentation can take considerable time and effort for an entrepreneur who is not familiar with the procedures. Based on experience from the Small Enterprise Development Program (Agrani Bank) the issue of easier access to financing can best be overcome through the private banking system.  In private banks, investment/loan officers are trained in assessing project risks in terms of cash flow lending vs. collateral and SMEs can get advice (on affordable terms) on how to interpret and present their own cash flow projections.

Other constraints are related to access to markets and technology.  For access to local as well as foreign markets, the SMEs are dependent on access to infrastructure such as transportation and communication, electricity etc. described in ch. 4.7.  For access to foreign markets in particular, the SMEs are dependent on government assistance to overcome tariff and non-tariff barriers to entry (ch. 4.2.1).  Access to technology is closely related to access to information, where government has an indirect role as regulator and facilitator (ref. ICT and telecommunication ch. 4.7.2). Other barriers are related to governance and accountability in government, as described in ch. 4.2.2.3.

SMEs may also get access to markets and technology through linkages with larger companies (ref. ch. 5.2). The team was informed that backward linkages in the form of outsourcing of services like printing, security, office cleaning and waste disposal were now practised by some foreign corporations, although it is still not very common.

The economic rationale for assisting SMEs is that they use resources more efficiently than larger enterprises, that market imperfections prevent them from maximising the benefits of their efficiency advantages, and that they can be an important contributor to pro-poor growth
.  Compared with large firms, SMEs have greater backward linkages to micro-enterprises, and forward subcontracting links to medium and large businesses, making them an important driving force in the economy. They face higher capital costs and pay lower wages. The salaries paid by SMEs reflect more accurately the true social costs. Consequently, SMEs should in principle use less capital and more labour per unit of output produced. A second argument regarding efficiency is that most SMEs are managed by their owners and therefore have a greater incentive to manage the capital efficiently. 

An increase in the number of competitive SMEs should contribute to poverty alleviation through increased and more stable employment, higher wage levels and better functioning markets. More efficient firms will offer greater security of income. As the sector grows, competition for labour (especially skilled labour) can be expected to push up wage levels. The poor will benefit from improved availability of goods and services and access to markets. In terms of employment creation, medium sized firms will be in the best position to expand if BDS and credit can be made easier available.  

Almost half of all SE owners and half the people working in SEs are women. In agriculture and food-based enterprises, the proportion is even higher. Interventions focused on sub-sectors where women are especially active may be able to generate additional benefits for women (DFID/SEDF).

It is the perception of the team that in Bangladesh a lot remains to be done both by the government and the private sector with respect to provision of BDS and financing on competitive terms to SMEs. While there is clearly no shortage of donor programs in the enterprise development area in Bangladesh, most programs with an enterprise focus have emphasised micro and small enterprise development along with some initiatives to improve policies and regulations that would affect larger firms.  There is an important and largely unfilled niche for supporting SMEs. The Bangladeshi economist Wahiduddin Mahmud formulates it as follows: "(w)e need to develop small enterprises outside the realm of microcredit, if we are to make real inroads into overall economic growth and poverty alleviation" (2000).
5.2
Enterprise development through foreign direct investment

FDI can bring benefits to the host country, local industries and local employees when accompanied by appropriate policies and institutional set-up.  Benefits may include innovations in product, process and organisational technologies.  This is of course an advantage compared to importing goods that bring embedded technologies. Another benefit is efficiency. Competition from abroad can spur domestic industry to improve productivity, promoting growth and employment. 

FDI-flow to Bangladesh has been concentrated in a few sub-sectors such as gas, power and cement, and more recently, in telecommunications. The average annual flow was less than USD 200 million in the 1990s although it reached USD 300 million annually at the end of the decade
.  Thus, Bangladesh has failed to attract any significant quantum of FDI despite a very liberal, even by regional standards, investment regime put in place for attracting foreign investment.  The reason is said to be a lack of infrastructure services and the perceived high risks stemming from deteriorating governance in the country. Much of the more than USD 2 billion in FDI received in 1996-2000 went into the gas and power sectors, where sovereign guarantees eliminated foreign investors’ commercial and foreign exchange risks and also increased the government’s contingent liabilities. The RMG/knitwear industries, which have emerged as the leading export industries in Bangladesh over the past decade, have attracted substantial foreign investment, mostly in the Export Processing Zones (EPZ) in Dhaka and Chittagong. Among the main home countries of foreign investors are USA, Japan, Malaysia, the Republic of Korea, Singapore, India, China, and UK (UNCTAD & ICC, 2000).

To attract foreign direct investment into other sectors, such as  telecommunications and manufacturing, determined actions are needed to improve governance, the provision of infrastructure services, and the legal framework for business. In telecommunications, for example, Bangladesh has been severely handicapped by the backward-looking policies of the Bangladesh Telephone and Telegraph Board (BTTB) and the Ministry of Posts and Telecommunications. By limiting access to telephones and global Internet connectivity, these policies have left Bangladesh with the lowest tele-density in the world (World Bank, 2002, Bangladesh: Globalization, the Investment Climate and Poverty Reduction). 
Given the availability of trainable, low-cost labour, Bangladesh is believed to have a large unused potential in electronics and light manufacturing and perhaps in tools, toys and paper products (UNCTAD & ICC, 2000). In the EPZs, investment opportunities are said to exist in the areas of power generation and telecommunication in particular, although the authorities have identified sixteen priority sectors and industries for special incentives and support. These include agri-based industries, electronics, infrastructure, oil and gas, software, textiles and tourism. 
Areas of high priorities are textiles in order to reduce the dependence on imports of yarns and fabrics to the RMG/knitwear industries, labour intensive manufacturing industries including efficient SEs in order to achieve rapid growth in industrial employment, and industries with special emphasis on skills development in order to generate female employment in higher skill categories (than the RMG sector)
. 

In the fisheries sector, the government is promoting semi-intensive shrimp farming. (The average yield is reportedly less than 200 Kg live weight per hectare compared to more than 2,500 Kg in neighbouring countries where more intensive farming is common.) Large areas of unused land reportedly exist under government ownership but it is not released for shrimp farming.  Total land under shrimp aquaculture is presently about 140,000 hectare. However, the growth potential in shrimp farming is unsure because of social and environmental concerns.  Inland fish farming for domestic markets is, however, a growing industry. There are reportedly opportunities for foreign investments in hatcheries, feed meal plants, and, in particular, in adding value in shrimp processing for exports. Today most of the shrimp exported are as raw, headless, shell-on frozen blocs (UNCTAD & ICC, 2000)
.

With a population of around than 130 million, a workforce of 56 million (2002) and high economic growth in recent years, there is a growing middle class, estimated at 20 million, with increasing purchasing power, making Bangladesh attractive as a market for consumer goods and services. Moreover, Bangladesh offers potential access to the large Indian market as well as Nepal, Bhutan and northern Myanmar.

It is assumed that foreign investors may be attracted to Bangladesh because of a growing domestic market, low-cost production facilities and abundant natural resources. However, so far foreign investment has been low. Weak investment climate is believed to represent a serious obstacle for potential investors. In addition, foreign investors voice concern over torrential rainfalls with adverse impacts on the country’s production, lack of skilled workers, in particular in management, and confrontational trade unions and political strikes (“hartals”) (ref. ch. 4.4.1). Potential investors in the shrimp export risk quality problems in the markets (ref. ch. 5.3). 

The team does not foresee any role of donors with respect to FDI apart from support to improvement in the framework, skills development and working conditions dealt with elsewhere in the report. However, as noted previously, FDI may be important for development of local SMEs through various linkages. The government may ask for foreign assistance when negotiating access to their natural resources, eg gas and fish, with foreign corporations. Such assistance should preferably be provided by an institution that is unbiased in the matter concerned.

5.3
Development through Exports

During the 1990s Bangladesh experienced an export boom with exports rising from 7 percent of GDP in 1991 to 15 percent in 2000.  However, the export base remains narrow, being as mentioned above, concentrated in RMG (76 percent of exports in 2000) with shrimp and jute alternating as distant second and third in recent years. 
A turn-around appeared in 2001 and has strengthened in 2002. For the period July-December 2002, the country faced a significant decline in export of 11.5 percent over the same period the previous year, largely as a result of declining demand in the major export market for RMG in the USA and record low world prices for shrimp. Export earnings from sectors with strong domestic linkages and multiplier linkages such as raw jute and jute products have also suffered setbacks recently.  The prospects are most worrisome for textiles because of changes in import tariffs to the important markets of the USA and the EU. The international shrimp markets are normally exposed to fluctuating prices. Bangladesh has, however, a challenge with respect to quality assurance for its shrimp products in major export markets. Jute may have a future through diversification away from the traditional packing material through the use of new technologies and process development. However, major obstacles have to be overcome to succeed: further investment in research and development to make jute a realistic replacement of other natural fibres in the processing of clothing and domestic textiles, and investment in modernisation and expansion of the old mills.

The leather industry, although relatively small, is estimated to have an unrealised potential.

Bangladesh merchandise exports 1997/87-1999/00 (USD million)

Merchandise
1997/98
1998/99
1999/00

Ready-made garments
2,843.3
2,985.0
3,056.6

Knitwear and hosiery products
940.3
1,035.0
1,268.2

Jute goods (excl. carpets)
278.6
303.4
266.4

Frozen shrimp and fish
293.8
274.7
343.9

Leather and leather products
190.3
168.7
195.0

Raw jute 
107.8
71.6
71.5

Tea
47.5
38.6
17.7

Total exports
5,161.2
5,312.2
5,748.0

Source: IMF, Bangladesh: Recent economic developments, March 2000, and Export Promotion Bureau, 1999 and 2000.

The growth in the RMG industry has been facilitated mainly by the Multi-Fiber Arrangement (MFA) and the Generalized System of Preferences (GSP).  Bangladeshi exporters are now increasingly facing tariff barriers from buyers in importing countries such eco-labeling, environmental degradation, child labour standards and workplace code of conduct. In addition, Bangladeshi RMG exporters stand to loose because of tariff changes in the international trade regime.  Added together, the trends of declining demand and increased international competition represent a challenge to Bangladesh, and in particular to its 1.4 million garment workers, mostly women (ref. ch. 4.2.4.4).  

In addition to the negative market development, the narrow export base and the dependency on import of raw materials in the RMG export industry cause concern. (About 80 percent of the woven fabrics and 50 percent of the knitted fabrics are estimated to be imported). In order to put the economy on a path of accelerated and sustainable growth, Bangladeshi manufacturers and service providers need to find new products and new export markets for their goods and services.  To succeed the industry and the government face formidable challenges. A recent survey conducted for the FBCCI (2002) on three European markets reveal challenges related to the image of products from Bangladesh among the customers as dated products, uninspiring designs, poor quality, slow production time, unreliable suppliers, lack of professionalism, lack of market awareness, lack of marketing skills, and lack of customer service.  In addition, exporters face many constraints in Bangladesh, as pointed out in chapter 4 above, such as inadequate infrastructure, “red tape”, inadequate finance, limited access to skilled manpower, and adverse law and order.

In order to keep the export at the previous high level and secure the employment opportunities for women that they are unlikely to find in other industries, privatisation or corporatisation of the loss-bringing enterprises is necessary. It is especially important since Bangladesh cannot afford to continue to cover the substantial losses incurred by the SOEs (ref. ch. 4.2.2.7)
 If the strong dependence on yarn and fabric is to be reduced, substantial investment in backward linkage facilities, spinning, weaving, knitting, and dyeing, will be required.  


The government promotes agri-based processing as an area with growth potential in the export markets. However, to take advantage of endowments in natural resources and cheap labour, production costs and input prices have to be significantly reduced to the levels of competing countries. In addition, high tariffs and non-tariff barriers to import in important world markets as well as global market dominance by a few TNCs have to be overcome. In the donor community the export potential of agricultural products is played down. One informant referred to a recent study where Bangladesh came out with no clear comparative advantage in agri-based products. The Ministry of Commerce sees a potential in the expatriate markets i.a. in neighbouring countries, the Middle East and London, England. In the fisheries sector, investment in value added processing of shrimp products for exports would require upgrading of quality standards in freezing, processing, packaging and the like. A study from 2001 of the potential for food exports from Bangladesh concludes as follows (Biotechnological Institute/Scanfo aps/Scanagri a/s, 2001):
· Poultry: Global producers are many years ahead. Investment not recommended for export at present.

· Fish: Export limited by poor infrastructure. Quality assurance for commodities other than shrimp is poor. Expansion of shrimp industry unsure due to environmental and social challenges. Freshwater fish is mainly for local markets.

· Fresh fruit and vegetables: Inability to produce quality products to contract and to meet world market standards. Production costs not competitive. Yields are low by world standards. Limited storage facilities. Poor infrastructure. High transport costs. Possibilities in target markets where tolerance to product quality is higher, ie Bangladeshis overseas and Eastern Europe.

· Processed fruits and vegetables: High production/input/export costs in comparison to competing countries. Limited transport capacity and port facilities. World consumption and production are almost in balance, ie very competitive market.

Jute is said to have a potential in export markets through diversification and new product development. To succeed, considerable investment in upgrading the factories and a pro-active government policy would be required. To avoid the large investment required in highly capital intensive factories, a policy of promoting smaller and labour-intensive units would be preferable, whereby backward linkages could take place without heavy investments. 

The gas resources have attracted the attention of international oil companies but have not yet been exploited on a large scale due to the limited size of the domestic market and restrictions on export. The current production is about 900 mcf of gas per day. Official growth figures for gas production are 7 to 10 percent annually. Private sector estimates are that demand growth is unlikely to exceed 3 percent annually (UNCTAD & ICC, 2000). Energy is a comparative advantage in a regional context. 
 However, the issue of gas export to India is a hot political issue. India represents a substantial market but mistrust and perceived inferior bargaining power in Bangladesh is a serious obstacle. The team has not come across any estimates as to when or under what circumstances sub-regional energy co-operation will materialise, although the issue is being discussed in media, seminars, etc.

The team is of the perception that the established export markets in textiles and apparel, and shrimp, represent a potential for growth, for large enterprises as well as SMEs, provided that the government and the export associations are doing their part with respect to the framework at the national as well as the international levels. However, increased competition requires a higher level of competence on the part of the exporters. To succeed in new markets for agri-based products, will be difficult for new producers with limited experience in international markets and limited resources to invest in market and product development. Foreign investors may be attracted to the shrimp processing and trade, to the development of new jute products for niche markets, and above all to exports of natural gas.

5.4
Farmers and Fishers / Agri-based and fisheries based business 
 
development
We have in chapter 4.1 argued for the approach of increased employment through SMEs.  We have argued that agriculture for various reasons do not have the capacity to absorb unemployed, underemployed and new entrants to the workforce to the same extent as SME. Thus, agricultural development per se is not given any further consideration in this study. In addition, since the Norwegian Ministry of Foreign Affairs recently has initiated a review of Norwegian support of agriculture development, we would find it inappropriate at the present time to propose new initiatives in agriculture development. The agricultural sector is also not included as a sector of co-operation between Bangladesh and Norway.

Given that the majority of the population live in rural areas and the availability of a wide range of agricultural raw materials, agri-processing is thought to have considerable potential. During the 1980s Bangladesh carried out reforms in its agricultural development policy by deregulating and liberalising markets and trade in agricultural inputs and outputs and reducing agricultural subsidies. Focus was on the development of physical infrastructure involving roads, markets, storage facilities, electricity, minor irrigation, etc. Until the early 1980s, rural development was thought mainly in terms of agricultural development centred on crop agriculture. Initially this strategy stimulated agricultural growth. But the growth was not strong enough to make a dent in the widespread level of rural poverty. Agricultural growth also began to slow down with declining trends in productivity. Diversification of agriculture, raising productivity in non-crop production, increasing cropping intensity and development of non-farm activities now appears as sensible poverty alleviation strategies. However, to secure rural development there is a need to further liberalise important input such as fertilisers and seed, establish sustainable management of the resources by the government, and introduce measures to secure the livelihood of poor people who live off the land.

Shrimp farming is the third most important export industry, accounting for about 7 percent of total export earnings, corresponding to an export volume of 28,514 Mt in 1999/2000. Freshwater fish farming is the most important source for the domestic fish market and for self-supplied small fishfarmers, although there is also a marine fishery, mainly supplying domestic markets. Freshwater fish farming is attracting private investors and is considered a growth industry. The processing industry is primarily linked to the processing of frozen shrimp with limited value added, as mentioned above. To achieve growth in the industry, the 1998 National Fisheries Policy requires a shift in approach in the Department of Fisheries, Ministry of Agriculture, from regulation and control to participation and co-operation with local communities and private sector. However, there is a need for institutional development and capacity building. 

The team notes that the donor community has a will to support agri-based processing, although the potential in the export markets is unsure, as indicated above. The team believes that the domestic market should be used as a springboard to export markets, ie the producers should gain experience in the domestic market before embarking on exports. We agree that Bangladeshi exporters may be successful in niche markets, like the market for traditional Bangladeshi food among the 3-4 million expatriates in London.  As explained above, the team does not recommend direct support of individual enterprises. Support through CCI, AIT and export associations is possible. Sub-contracting could be pursued as a strategy, but donor support would not be relevant. For donors, most important is perhaps the development of rural infrastructure such as roads, market facilities, port and airport facilities, rural electrification and water to improve processing and transportation to markets or ports, and increased awareness of the importance of quality assurance, both for export and domestic markets.

6. Multilateral and bilateral support of PSD  
This chapter cover presentation of the major donor funded projects and programs in PSD divided in support measures directed at development of small- and medium-sized enterprises, support of institution building and capacity development to improve the enabling and regulatory framework, and infrastructure services.

6.1
Small- and medium-scale enterprise development


In the last year, a series of projects for support to SMEs have been considered and are under various stages of implementation. The matrix below provides brief information about some of the larger projects in this sub-sector (ie projects above USD 5 mill). 

Project Name
Donor Name
Duration
Budget (US$)
Characteristics 

ARDP-II
USAID
2000-04
10 million
Target client: Agro Business and Fisheries

Type of Assistance: TA to Enterprises/Association, Policy reform

Development of Sustainable Aquaculture Projects
USAID
2000-05
5.5 million
Target client: Fish Farmers through NGOs

Type of Assistance: Training and Demonstration Unit

JOBS
USAID
1997-02
10 million
Target client: Micro and SME of selected sub-sectors

Type of Assistance: Training, Marketing and Exports

Matching Grant Facility/BDXPD
WB
1999-02
15.5 million
Target client: Exporters

Type of Assistance: BDS, Export Promotion

SED
IFC
2002-07
17.5 million
Target client: Selected private banks, firm, NGOs, business associations and training institutions

Type of Assistance: access to finance; capacity building services; and improvements to the business environment

Business Development Services - 2 (BDSP2)
SDC, DFID, SIDA
2002-07
Not finalised.

Tentatively above 10 million 
Target clients: SMEs

Type of Assistance: business development services 

Private Sector Development Project (PSD) 
DANIDA
1998-05

Target clients: Bangladeshi Companies

Type of Assistance: Training, product development, marketing

SME Development  & Export Expansion Project
ADB
2002
750,000
Technical Assistance project to prepare a Small and Medium Enterprise Development and Export Expansion Program (SME-DEEP) programmed for 2003 (indicative planning figure of $60 million)

In addition to the projects listed above, a number of smaller donor supported initiatives are being implemented to improve financial services (e.g. Small Scale Entrepreneurship Development Programme (NORAD), Palli Karma Shakti Foundation (WB), (USAID); as well as product development, business training and quality control (e.g. Design and Technology Centre for Product Development (GTZ), Business Advisory Service (GTZ), SEFE (GTZ).

Based on the considerable experience and success with microcredit in Bangladesh, a number of NGOs, including pioneers like Grameen Bank and BRAC have also started expanding their services to include micro-enterprise support. As with the larger projects, their focus is on improved financial services as well as various forms of business-related training, product development and marketing.

There has been a marked increase in donor support for PSD and SMEs in the last couple of years, as evident from the matrix. A conservative estimate (considering only the larger projects) would indicate that more than USD 100 million is planned spent to promote PSD, and SMEs in particular, in the coming 5 years.   

6.2
Governance/public reform

According to a matrix prepared for the Governance sub-group of the Local Consultative Groups, the number of projects categorised as having a direct relevance for promoting good governance exceeds 150. Many of these are small in terms of budget, operate in selected geographical areas and have specific target groups. Implementing partners vary from project to project and include private institutions, the government and various NGOs. A selection of the larger, reform oriented, initiatives are given below.

Donor
Name
Duration
Implementing institution
Budget
Description

CIDA
Judicial Capacity Enhancement Project



Ministry of Law, Justice & Parliamentary Affairs
C$ 15 million
To enhance capacity of the judiciary to support private sector-led growth and to increase equitable access to justice



DANIDA
Judicial Administrative Training
2001-2004
Judicial Administrative Training Institute
US$ 1,500,000


To provide programme and institutional support

DFID
Reforms in Budgeting & Expenditure Control (RIBEC 2000)


ends June 2002
GoB)
UK £3.53m (total RIBEC

UK £9.81m)
To improve budgeting, accounting & expenditure control in the public service; introduction of a new budget classification, improved national budget presentation & preparation systems; re-establish & improve accounting systems at CAO and TAO levels through training & revising rules & regulations and appropriate operations procedures

DFID
Financial Management Academy (FIMA)
ends Dec 2001
GoB/UK (HELM Corporation)
UK £2.92m
As a development from the RIBEC initiative, to support GoB-based Financial Management Academy which provides specialised financial management training to GoB officials

DFID
Senior Civil Service Training Project (“Managing at the Top”)


ends June 2002
BPATC/University Birmingham/Civil Service College
UK £2.4m


To train & reorient senior BCS officers in modern approaches to public management through combined job-based organisational development initiatives & training

DFID
Police Reforms Project
Planned. 
To be decided
UK £1m
To increase accountability and performance of police service to local community

DFID
Accessible Justice Strategy

DfID Consultants
UK £10.5m (over 5 years)
To improve human rights through increasing access of the poor to justice

DFID
Institutional Development Component 3 of the WB Road Maintenance Project
Ends Nov 2003
GoB/WSP 

Roads and Highways Dept
£ 10.0 m
Reorganisation of the department of Roads and Highways; preparation of a Land Transport Policy; preparatory work towards a sector-wide approach in transport

DFID
HUGO – Human Rights and Governance Fund
July 2002
Not known
£16.5 m
Small projects’ fund in the areas of human rights and governance.

UNDP
Strengthening the Election Commission 
1997-2004
Election Commission Secretariat
US$ 10.23 million
To support the Bangladesh Election Commission in building substantive and operational capacities for EC official and other officials with election duties, focusing on a nation-wide electronic database

UNDP
Building Capacity for Local Governance [revised]
1997-2002
Local Government Division 
US$ 11.43 million


To develop institutional capacities of central and local government, to plan, manage, co-ordinate, implement monitor and evaluate local government reform, focusing on institutional systems design for local level planning, training and M&E



UNDP
Strengthening Parliamentary Democracy


1997- 2002
Parliament Secretariat
US$ 5.5 million

(including DfID and the Netherlands)
To strengthen Parliament to improve legislating, oversight functions, democracy. Institutional; revision rules to business, reform committee system. Operational; orientation for MPs, staff-training by independent Institute for Parliamentary Studies, staff support MPs and parliamentary committees

UNDP
Support to the Public Administration Reform Process
1997-2001
Public Administration Reform Commission
US$ 1.30 million
To develop participatory capacities for a National Commission for Reform with functional time-bound action plans and a management information system

UNDP
Education Information Management System


1998-2001
Ministry of Education
US$ 3.62 million
To strengthen existing institutional structures for the collection, processing, sorting, analysis, dissemination and use of educational information and statistics; support training and research in educational planning management and administration

UNDP
Strengthening the Office of the Comptroller and Auditor General
1999-2002
Office of the Comptroller and Auditor General (C&AG)
US $ 2.12 million
To enhancing the capacity of the C&AG’s office for quality auditing with special emphasis on Value for Money (VFM) and performance audit to add to the accountability and transparency of the financial management structure of the GOB.

World Bank
Judicial & Legal Capacity Building Project



Supreme Court/Ministry of LJ&PA


IDA: US$ 45 million;

GoB: US$ 15 million


A. Improvement Of The Legal Framework; B. Streamlining The System Of Courts & Strengthening Judicial Capacity; and C. Providing Improved Access To Justice, All Of Which Are Critical Factors To Society In General & A Well-Functioning Private Sector In Particular

World Bank
Export Diversification Project



Ministry of Commerce/ National Board of Revenue (NBR)
IDA credit: US$ 21 million


Institution-Building To Support Export Diversification Which Includes Reform In Customs Administration, Duty Drawback, Special Bonded Warehouses &C

TAF
Capacity-building of the SEC and Stock Exchanges (II)



Securities and Exchange Commission
US$850,000
To strengthen capabilities of SEC and stock exchanges to develop capital market.



TAF
Land Administration Reform



Ministry of Land
US$880,000


(i) To analyse the existing legal & institutional arrangements, and select a feasible combination of reforms to improve the efficiency of the Bangladesh land administration system; (ii) To conduct a pilot study of the use of aerial photogrammetry; and (iii) To prepare a cost investment program for implementation over five years.


Capacity-building of the SEC and Stock Exchanges (II)
On-going
Securities and Exchange commission
US$ 850,000
To strengthen capabilities of SEC and stock exchanges to develop capital market




Land Administration Reform (Loan)
planned
Ministry of Land
US$ 30 million
to provide an impartial, transparent, and efficient land administration procedures which will result in efficient operation of land markets, timely and effective development interventions, and mobilisation of land-related revenues. The Project includes introducing a plot-based land administration system and support for legal and institutional reforms and capacity building.

Source: LCG Subgroup on Governance, International Development Co-operation for Governance in Bangladesh (draft, UNDP, Jan 2002) 

6.3
Infrastructure

Some of the main infrastructure development projects are listed below, with emphasis on the largest projects funded with assistance from the development banks.

Donor


Name
Status
Budget

(US $ mill.)
Sector

WB
Dhaka Urban Transport Project
Active
177
Transportation

WB
Road Rehabilitation and maintenance project (2)
Active
80
Transportation

WB
Rural Roads and Markets Improvement and Maintenance Project (2)
Active
133
Transportation

WB
Rural Roads and Markets Improvement and Maintenance Project (2) – Supplemental Credit
Active
20
Transportation

WB
Third Inland Water Supply
Active
6.25
Transportation

DANIDA
Transport Sector Program Support
Active (2000-05)
120
Transportation

ADB
Road Maintenance and Improvement
Active (2000-)
160
Transportation

ADB
Southwest Road Network Development
Active (1996-)
134
Transportation

DFID
Bairab Bridge
Active (1999-
GB£ 21.1
Transportation

DFID
Bridge Replacement Project
Active (2000-)
GB£ 7.6
Transportation

DFID
Baily Bridges on Important Feeder and Rural Roads
Active (1999-)
GB£ 4.5
Transportation

ADB*
Third Rural Infrastructure Development

70
Transportation

ADB*
Jamuna Bridge Railway Link

110
Transportation







WB
Rural Electrification and Renewable Energy Development Project
Active (2002-)
196
Electric power and other energy

ADB*
Dhaka Power System Upgrade

157
Electric power and other energy

WB
Private Sector Infrastructure Development Project
Active
235
Electric power and other energy

ADB
Gas Sector Development Project 
Active (1998-)
190
Electric power and other energy

ADB
West Zone Power System Development Project 
Active (2001-)
198.9
Electric power and other energy

ADB
Dhaka Power Systems Upgrade
Active (1998-)
251.2
Electric power and other energy

Netherlands
Support to Rural Electrification Bureau
2002-
Euro 40.8
Electric power and other energy

USAID
Rural Electrification / NRECA International




P I P E L I N E

WB
Rural Transport and Improvement Project
Pipeline
200
Transportation

ADB
Road Network Improvement & Maintenance II
Prep.Assist.

Transportation

ADB
Northwest Road Corridor Improvement Project
Prep.Assist.

Transportation

ADB
Traffic Enhancement Program
Prep.Assist.

Transportation







ADB
Developing a Policy on Private Sector Participation in Gas Transmission
Prep.Assist.

Electric power and other energy

WB
Rural Electrification and Renewable Energy Development Project
Pipeline
191
Electric power and other energy







Source: Internet, DFID Infrastructure Scoping Study (2001)

*) Bilateral cofinancing


The joint donor funded Public Private Infrastructure Advisory Facility (PPIAF) has provided a TA-grant for preparation of a comprehensive study of the country’s state of infrastructure and identification of opportunities and measures to improve the regulatory framework for increased private sector involvement in infrastructure.  

7. Relevant areas for Norwegian public support of PSD

In chapter 4 and 5 we considered which segment of the private sector that represents the highest potential for economic growth, increased employment and income. Focus was on how to achieve increased productivity and on the opportunities and constraints facing the private sector. Following up on our assessment there, we present in the following our perception of possibilities for support by Norway to PSD in Bangladesh at the micro level, the national or meso level and the international level. Taking into consideration the commitments of other donors and financial and administrative resources available in NORAD, we have pointed out relevant areas for direct and indirect Norwegian assistance. 
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7.1
The national or meso level – new proposals
The highest priority should be given to support of government reforms for a conducive environment, thereby contributing to higher labour productivity and increased employment opportunities.  For the people of Bangladesh that would mean a step in the right direction towards improved income earning opportunities and the right to livelihood. However, major donor efforts are already committed to legal and judicial reform, and financial sector reform, and Norway already takes an active part in support for good governance. Extensive donor support is also given to infrastructural reform and the development of infrastructure services. The comprehensive support of MFIs includes efforts aimed at improving the environment for enterprise development. 

Given the passive attitude in general towards reform, Norway may choose to concentrate on being an active partner with coherent and "to the point messages" in the policy dialogues, and offer ideas, proposals for solutions, and encouragement. Financial support to the search for and testing out new ideas may be considered. NORAD and the Ministry of Foreign Affairs should actively search for opportunities to advocate the urgent need of good governance and the necessity for the government to scale down its interventions and the private sector to take on more responsibility for economic development and increased employment. 

Private sector development requires that the private sector itself takes responsibility for its own future. It has been clearly demonstrated that the government is not an efficient channel for developing the range of support services and the required institutions for the private sector to grow. Both support services and facilitating institutions can be out-sourced/sub-contracted to private sector organisations and institutions. Bangladeshi private sector organisations may be perceived as weak and politicised, but they have all a potential to become effective agents of development through participation in service delivery and as consultative partners to the government. Recent surveys confirm an explicit willingness by the private participants to pay for services rendered when the impact on sales and profit is experienced. Market based and demand driven service delivery will clearly be more sustainable than supply driven public services.

It is recommended that direct and indirect support for private sector organisations is provided where these have the potential to take over or share the responsibility for public service delivery. Due to Norway’s administrative constraints it is recommended that such support is either provided under an Institutional Cooperation Program (ref. IND 040) or through international organisations. Financing can be under Country Program, Regional- or Global allocations (untied mixed credits) or the Ministry of Foreign Affair's cost-sharing arrangements with international organisations.

Suggestions for future support are listed in the table below. The team considers the areas as both obvious priorities from the perspective of Bangladesh and areas of Norwegian competence.

Areas and modality for support
Forms of support
Potential Norwegian Partners

Property and chattel registers:
that are critical for access to credit and reduced transaction costs:
a) a) Competent Authority

b) b) Autonomous Institutions to be established

Private Sector Organisations:

a) Competent CCIs 

b) Major Trade Associations

Standards, Metrology, Testing and Quality (SMQT) that are  critical for both exporters and consumers:

a) Autonomous Institution

b) Private organisations

Employer-employee relationship

Employer organisations and         Trade unions

Corporate Governance:

Institute of Directors and Finance Institutions
a) Consultancy assistance to review options for an appropriate institutional framework 

b) Subject to necessary new legislation by GoB; provide technical assistance under an Institutional Cooperation Program, and assist in financing by an untied mixed credit

Institutional Co-operation Program:

-International and regional co-operation; Advocacy

Membership services; Information on trends in market demand and product development, new technologies, backward and forward business opportunities etc. 
UNIDO's SMQT-program for SAARC, ie a trade facilitation program aimed at technical barriers for trade incl. standards control and processing control.

Separate Institutional Co-operation Program
ILO – phase II Tripartite Program for SAARC with focus on institution building and training
Institutional Co-operation Program

IFC – Norway Consultancy Fund 
Individual consultants

Norway Registers Development and associated institutions

Confederation of Nor-wegian Business and Industry,  Norwegian Water Resources and Energy Directorate

Norwegian Trade Council

Norwegian Standardisation Forum

Veritas 

ILO

Confederation of 
Norwegian Business and Industry, Norwegian Confederation of Trade Unions

???

7.2 
The micro or enterprise level - support to the SME-sector – new     proposals

We concluded that the SMEs hold the key to further economic growth in Bangladesh. Despite heavy involvement by some other donors (ref. ch. 6), we will make a case for and recommend strongly increased Norwegian support for SME’s, beyond the limited scope of the SEDP and RAKUB-bank projects. The main constraints for SME’s have been identified as: access to credit, BDS/BSS, and infrastructure services. For the entrepreneurs wishing to enter the formal sector, government regulations are ranked as an equal or even greater obstacle. To assist in a broader, more focused approach to SME development, co-financing of major SME programs under implementation and in planning by other donors is recommended.

IFC is planning a program in support of SME development, South Asia Enterprise Development Facility (SEDP). IFC has secured USD 3.5 million a year (Netherlands 1.5 annually, IFC 1.5 annually and DFID 5.0 in total) and have received positive feedback from SIDA and NORAD.  The project manager of IFC is already in place in Dhaka. Strategic areas of intervention for SEDF would include:  (i) further work to increase the flow of credit funds from the banks to SMEs, including building capacity within promising banks to expand their SME lending programs and to develop and introduce new financial products; (ii) improving the quantity and quality of management training for SMEs; (iii) increasing the number and quality of consultants who can serve the needs of SMEs and of SME service providers; (iv) forging more and higher quality business links with regional and international markets, probably most effectively through IT applications; and (v) joining and supporting donor efforts to identify inefficiencies in the policy/regulatory framework and to assist the government in rectifying these.

ADB is preparing a large SME and Export Expansion Program, with an indicative loan amount of USD 60 mill. and a possible guarantee facility of USD 100 mill for participating banks in the region. The program will be implemented by the responsible ministries, with involvement of private banks and private sector organisations. The program is not formulated in detail but is expected to encompass both BDS and credit as well as incentives for improving the regulatory framework.  

DFID, with co-financing from Swiss Development Cooperation (SDC) and SIDA, is planning a very large countrywide BDS program with emphasis on micro- and small entrepreneurs with an indicative planning figure of USD 12 mill.

The program of ADB may, when the planning is completed, contain components that will make it attractive for co-financing. Because of limited information it is too early to have a clear opinion of DFID’s program. Of the three programs, SEDF is the most attractive in terms of focus, coverage and structure. It has the greatest potential for employment creation in the short term. With its in-built flexibility and mechanism for donor co-ordination it also provides the greatest scope for sharing of experience (eg. Business Linkages Program – Zimbabwe etc.) and adaptation to new ideas.  


It is recommended that IFCs request for cofinancing of SEDF with USD 5 mill. is considered funded within the Country Program. 

7.3   Ongoing programs – proposed adjustments for consideration

Current Country Program activities in support of PSD are the small-scale entrepreneurship development programs, the rural electrification program, the Post Literacy Continuing Education and the jute project. The team basically agrees that these activities should continue to receive support, however, with some modifications. 

Small-scale Entrepreneurship (RAKUB/SEDP): It should be assured that both programs adhere to the new BDS-paradigm. Training of investment/loan officers in cash-flow based lending should be considered as part of the program. The advisory and training services should as soon as possible be provided by the “market”, financed through vouchers or similar mechanisms. The current project staff should be organised in one or several “consultancy firms”, gradually competing with other service providers. 

Rural electricity co-operatives (REC): It has been implied, but not confirmed, that the co-operatives provide access for SMEs to electricity on a fair and efficient basis, and that unreliable availability is due to generation shortage. If this is the case the team recommends that further support for REC be made subject to sufficient increase in generation assuring continued availability for the subscribers.  
Institutional support Hydrocarbon Unit (Ministry of Energy and Mineral  Resources): Norway should offer continued co-operation, involving the Norwegian Directorate of Petroleum, in information, monitoring and regulatory functions which is especially important for the export of natural gas.

PLCE (post literacy continuing education): This program could be directed towards the skills needed for private sector development locally.  By involving representatives from the private sector itself, the program could become a pilot with respect to creating a program that is tailored to the local demand for various skills.

The jute diversification program: The team agrees that the program in its present form should be phased out as planned. However, a recent review concluded that there is a certain potential for success and that risk capital is the main challenge facing the jute mills. We propose that the two jute mills concerned should be assisted in finding a joint venture partner (Norwegian) and that untied mixed credits should be offered for capital investment in addition to new equity. 

7.4
Summary new and ongoing programs for considerations
The above suggestions adds up to the following support activities at the various levels:

The micro level
Small-scale Entrepreneurship RAKUB/SEDP (ongoing).

South Asia Enterprise Development Facility/IFC with focus on SME and access to credit, management training, BDS, and regional and international market development (new).

The national level

Property and chattel registers that are critical for access to credit and reduced transaction costs (new)

Private Sector Organisations eg chambers of commerce and exports associations, with focus on institution building, trade facilitation, regional and international co-operation (new).

Standards and quality testing that are important for various industries, but critical for food exports and domestic consumer awareness (new).

Employer-employee relationship eg the ILO tripartite program for SAARC with focus on institution building and training (new).

Corporate Governance, eg through the IFC/Norway Consultancy Fund where projects undertaken in Africa could be adjusted for Bangladesh (new).

Rural electricity co-operatives that provide access for SMEs to electricity on a fair and efficient basis (ongoing).

Institutional support Hydrocarbon Unit (ongoing/extension).

Post literacy continuing education program that could be directed towards the skills needed for private sector development locally (in planning). 

The international level
The jute diversification program, eg through risk capital and joint venture partners (untied mixed credit) to the two jute mills presently supported (ongoing/extension).

Assistance to the development of chambers of commerce and exporters associations, the Hydrocarbon Unit, the ILO standards and quality program and the IFC program in support of SMEs, as mentioned under the micro and the national levels (new).

8.  
Relevant areas for Norwegian private sector
There is a potential in Bangladesh for growth and employment through FDI. Given the availability of trainable, low-cost labour, foreign investors may be attracted to electronics and light manufacturing and perhaps production of tools, toys and paper products. Areas of high priority to the government are textiles, in order to reduce the dependence on imports of yarns and fabrics to the RMG/knitwear industries, labour intensive manufacturing industries including efficient SEs in order to achieve rapid growth in industrial employment, and industries with special emphasis on skills development in order to generate female employment in higher skill categories (than the RMG sector).  In the fisheries sector, there are reportedly opportunities for foreign investments in hatcheries, feed meal plants, and, in particular, in adding value in shrimp processing for exports. Today most of the shrimp exported are as raw, headless, shell-on frozen blocs.

Norwegian private sector may be interested in looking into investment opportunities and supply of goods and services for the energy sector (electrification, natural gas and oil) and telecommunication. A few Norwegian companies have established a track record as suppliers, mainly under tied financing. Given the heavy involvement of ADB and WB in financing of infrastructure projects the main challenge is to increase participation in bidding for these projects. 

In telecommunication and IT, it can be noted that deregulation of telecommunication may allow private investment in more segments of the telecom sector than the case is today.  Further, improvement in telecommunication should be linked to improved IT-services and consequently increased access to Internet and other ICT-based services. With a growing pool of  IT-graduates, Bangladesh also offers competitive opportunities for out-sourcing of processing and software development, if and when BTTB is restructured and de-monopolised.

In other sectors, Norwegian private sector may above all be interested in looking into energy supplies and exports (electrification and natural gas exports). Given the heavy involvement of ADB and WB in energy, we expect private sector to have many opportunities in this sector in the years to come (ref. ch. 6.3).  In addition, opportunities may be found in transportation including roads, waterways, railways, air traffic and port services, and the handling of fish products for exports. These are all areas where improvements are urgently needed. We assume that the opportunities for Norwegian companies in infrastructure in Bangladesh will be further explored in phase 2 of the study.
FOOTNOTES







BOX 2


"Bangladesh is a country of paradoxes. It is located in a region ravaged by natural disasters – frequent floods, cyclones, tornadoes and even droughts, and yet it has achieved a sustained improvement in agricultural production to the point where it is practically self-sufficient in food. And perhaps most surprising of all it has succeeded in steadily improving per capita income. Since 1975, life expectancy has risen 12 years, child mortality has fallen by 30 percent, fertility has halved, primary school enrolment has doubled to over 90 percent and now there are almost as many girls going to school as boys." 


'Taming Leviathan, Reforming Governance in Bangladesh: An Institutional Review' (2002).








BOX 1: BANGLADESH AT A GLANCE:


Area (´000 km2): 			           	144


Population (million)			           	131.3              


Workforce, est. 2002 (million)			56


Main employer (% of workforce), est. 2002		  


	Agriculture:		       		63


	Industry:				 8


Population growth, 2001 est.	                          	1,6


GDP growth (real), 2001 			6,0


National currency: Taka (BDT)/USD (03/2002)	57.2


Life expectancy at birth (m/f), 2001 est. 	        60.7/60.3


Adult literacy rate (%, m/f), 2000:		64/49


Transport, 1998:


    Road network density (km/1000 km2)   	 	1360


    Aircraft departures				12000


Electricity consumption, 1999:    	       11.216 billion kWh Telephones (main lines in use), 2000:		500,000


Telephones (mobile), 2000			283,000


Total exp. of goods and serv. ($ m) 1999/00:	5748


Main export sectors (% of total exp.), 1999/00:


     Garments					53


     Knitwear 					22


     Frozen shrimp				 6


     Jute goods 					 5


Main markets for exports (%), 1999/00


      USA (31), Germany (10), UK (8), France (6)


Main sources of imports (%), 1999:


India (12), Singapore 8), Japan (6), China (6)


Foreign direct investment  (USD m), 1999/00:   	300


External aid (USD m), 2000 (est.)			1,576


External debt ($ m), 2000			17,000


Sources: UNCTAD 2001, Statistical profiles of LDCs, Economist Intelligence Unit; Local Consultative Group, Bangladesh
















































































Ranking of new priorities for consideration





The team recommends the following activities to be considered for support:





NORAD Country Program/Regional Allocation :





1	IFC/South Asia Enterprise Development Facility	NOK 50 mill.	2002-6


Private Sector Organisations/Institutional 


Co-operation Program					NOK 50 mill	2003-7


	(To be modelled after IND-040)





NORAD Global Allocation:�


Standarisation/SMQT – SAARC cost-sharing 


with UNIDO						NOK   7 mill. 2002-4	


4.	Property/Chattel Registers: Option Study		NOK    2 mill. (est)





MoFA Allocation: �


5.	ILO Regional Tripartite Program II: 	If requested 








BOX 3: 


Norwegian Development Co-operation in Bangladesh: Brief overview of PSD related support





The 1995 MoU between Norway and Bangladesh has an overall objective of  poverty alleviation. Three priority areas for Norwegian support have been identified: education, productive sector, and human rights and democracy. Gender equality and environmental sustainability are crosscutting concerns.  A New MoU is under preparation.





Education: Emphasis has been on primary education, non-formal education, and secondary education for girls. Vocational training of underprivileged children has been supported through an NGO. Continued focus on primary education, which would target both children and non-literate adults is recommended. A proposal for continued support to secondary education for girls is under consideration. It is not clear whether further support to non-formal education will be prioritised.





Productive Sector: There are two main pillars: (i) support to small scale entrepreneurs through improved access to credit from selected nationalised banks and (ii) rural electrification. A small, but potentially very strategic support has also been given to the Ministry of Energy and Mineral Resources.


 - The Small-scale Entrepreneurship Development Programme (Agrani Bank) and Small Enterprise Development Credit Project (Rajshahi Krishi Unnayan Bank) project cover 48 upazilas (sub-districts) in three greater districts. The projects offer credit and basic training facilities for small-scale entrepreneurs. Demand for credit in this sector is high and SEDP/SECP is designed to address an important gap in the rural financial market. More than 20,000 entrepreneurs have so far accessed SEDP's credit facility. SECP has just completed the first five-year period and support for a Phase II is under consideration subject to  adherence to the new BDS-paradigm. SECP was initiated in 2001 and has not yet become operational. �– Norway has supported rural electrification through the Rural Electrification Board of Bangladesh since the early 1990s. As of 1997 Norway has co-funded direct investment in new rural distribution systems, organised as local member-owned electricity co-operatives. So far, support has been given for the establishment of two co-operatives, in Bhola and Gaibandha, covering 14 upazilas (sub-districts). Around 27,000 of the planned 60,000 connections have been established. The Norwegian component is used for procurement of goods at the international market, through an international bidding process. Typical goods include poles, transformers, capacitors, insulators etc.





Petroleum Sector Support: Norway has assisted organisations in the petroleum sector in Bangladesh with information, monitoring and regulatory functions. In 1997, Norway agreed to support the new Hydrocarbons Unit (HCU) in the Ministry of Energy and Mineral Resources. A co-operation agreement between HCU and the Norwegian Oil Directorate was signed in 2001.





Industrial Development Schemes have been used to support Norwegian firms that want to invest in Bangladesh and the development of local business. Funds have been provided to two Norwegian investments, Scancem's cement factory and Telenor's investment in Grameen-Phone (a cell-phone service provider). 





Human rights: A new plan for support to human rights and democracy in Bangladesh was approved in 2000. Access to land and support to rights to land comprises one of five priority areas. A four-year project for access to khas (government) land for landless poor is being implemented. Support to improve land administration and land laws may be supported in the future.

















� In accordance with the definition used by the Government of Bangladesh, this report has adopted the following categorisation of enterprises:


Microenterprise – one to 9 employees


Small enterprises – 10 to 49 employees


Medium enterprises – 50-99 employees


Large enterprises – 100 or more employees


� 	Conflicts over land constitute the largest source of (both civil and criminal) litigation in the country. Conflicts arise mostly from poor records, confusion over interpretation, illegal possession and family disputes. Landless poor are eligible for land through distribution of public land, known as khas land. The total amount of khas land and waterbodies is estimated at around 1.3 million hectares, which represents more than 8.5 percent of the total landmass. The distribution of khas land has been characterised as tardy, and it is found that nearly half of the agricultural khas land is illegally occupied.


�     Also referred to as investment climate and (enabling) environment.


�    Even with new opportunities created by foreign investments and work abroad (between 240,000 and 250,000 worked abroad in 2000), a large proportion of university graduates remains unemployed.


�    Until the new Industrial Policy of 1991, many traditional craftsmen were protected from competition from large-scale enterprises through high tariffs on competing imports, high or graded excise duties on domestic large-scale producers and reservation of certain categories of products for exclusive production in the traditional segments.


�   For the exporters, the most serious anti-export barrier is perhaps the formidable difficulty in getting the formalities in order for shipment. The result of a survey shows that on average it takes 12 days for export-oriented inputs to be released through the customs, 9 days to obtain customs clearance for exporting a shipment, 7 days to clear all the documents required for exports and 52 days to obtain refunds (Footnote in Election brief on TRADE, CPD 2001.


�    Under the present law, imports of garments from Bangladesh are charged with a MNF tariff of approx. 20%.


� The exchange rate is pegged to a weighed average of the currencies of the most important trade partners of Bangladesh. The exchange rate is allowed to spread to 1 Taka within the frame. Since the current account deficit could not be covered by inflow of capital the government has supported the exchange rate by drawing on the exchange reserves. The exchange reserves as of February 2002 were equal to 6 weeks' import. IMF recommends exchange reserves equal to 3-4 months' import (CMI, 22.02.2002).


�  The legal system is based on English common law and tradition. The Supreme Court has a relatively good reputation and is undoubtedly the most respected state institution. The Supreme Court has entertained public interest litigation and has often acted to restrain the police and other public authorities. Nonetheless, the balance between the authority of the government and the Supreme Court is fragile.  


�    Numerous Acts and several special courts make the system complicated. With regard to financial institutions, one sets of arrangements illustrates the problems: Non-repayment of loans is referred to the Money Loan Court that administers the Money Loans Act. According to the “10 bank survey”, to recover the loan or the collateral through litigation takes from 1 to 10 years, with an average of 4 years. The Insolvency Act, administered by the Bankruptcy Court, may also apply  (IFC, Oct. 2000).


�   There are mainly two types of companies: Limited companies and unlimited companies. Limited companies are divided into two categories: Company limited by shares and company limited by guarantees.


� See the website http://www1.worldbank.org/publicsector/egov/  Also see How ICT Can Improve Governance in Developing and Transition Countries (DfID, September 2001)


�    In agriculture and fisheries, the structures are as follows: (1) In agriculture, there are large, privately owned and operated farms based on seasonal labour and input from local small-holders, and (2) In fisheries, larger enterprises operate in the marine fisheries as well as in inland fish-farming.  Small farmers in rural areas may operate a small fish-farm for own consumption and surplus-sales to local markets. The shrimp farming consists of privately owned and operated units integrating shrimp farming and processing for exports and using hired, unorganised labour, a majority of whom are women.


� Khundker refers to a study of person-minutes required per basic product, which places Bangladesh’s RMG sector at 25.0 compared to 14.0 in the USA, 19.7 in Hong Kong, 20.7 in South Korea and 24.0 in Sri Lanka. However, in order to assess the potential competitiveness of the RMG industry in the future, one needs to go beyond the static comparative advantage of cheap labour to look at potential dynamic comparative advantages related to labour productivity, linkage industries, and the overall industrial base and business climate. Khundker has identified considerable uncertainty regarding the competitive edge of Bangladesh in a future with higher barriers of entry and increased competitiveness in international markets.


� See Cookson, Forrest E., and Syed Ershad Ahmed. 2000. “Chittagong Port: Problems and Solutions.” American Chamber of Commerce, Dhaka.


� Market imperfections that prevent SMEs from benefiting from their natural advantages include difficulties in accessing appropriate forms of finance, a repressive regulatory environment, and a lack of access to appropriate and affordable business services such as information on markets and technology.


�   To compare, FDI in Thailand averaged USD 2.0 billion annually over the corresponding period.


�    For a full list of priority areas see information from the Board of Investment: � HYPERLINK "http://www.citechco.net/business/boi" ��www.citechco.net/business/boi�


�   Investment guidelines are available from Bangladesh Board of Investment at: � HYPERLINK "http://www.citechco.net/business/boi" ��www.citechco.net/business/boi�  


�    For a full list of priority areas see information from the Board of Investment: � HYPERLINK "http://www.citechco.net/business/boi" ��www.citechco.net/business/boi�


��   Investment guidelines are available from Bangladesh Board of Investment at: � HYPERLINK "http://www.citechco.net/business/boi" ��www.citechco.net/business/boi�  















































































































































ABBREVIATIONS





ADB		Asian Development Bank


BDS		Business development services


BPDP		Bangladesh Power Development Board


BSS		Business Support Services


BTRC 		Bangladesh Telecommunications Regulatory Commission


BTTB		Bangladesh Telephone and Telegraph Board


CCI		Chambers of commerce


CPD		Centre for Policy Dialogue


DCCI		Dhaka Chamber of Commerce and Industry


DESA		Dhaka Electricity Supply Authority


DESCO	Dhaka Electric Supply Co. Ltd.


DFID		Department for International Development (UK)


ED		Enterprise development


EPZ		Export Processing Zone


FBCCI		Federation of Bangladesh Chambers of Commerce & Industry


FDI		Foreign direct investment


FICCI		Foreign Investors’ Chamber of Commerce and Industry


FY		Fiscal year


GSP		Generalised System of Preferences


GTZ		Deutsche Gesellschaft für technische Zusammenarbeit GmbH/German 


Technical Training


ICC		International Chamber of Commerce


ICT		Information and communication technology


IFC		International Finance Corporation


IT		Information technology


IPRSP		Interim poverty reduction strategy paper


ME		Medium-sized enterprises


MF		Micro finance


MFA		Multi-Fiber Arrangement


MFI		Multilateral finance institutions


NCB		Nationalised commercial bank


PGCB		Power Grid Company of Bangladesh Ltd.


PPIAF		Public-Private Infrastructure Advisory Facility


PRSP		Poverty reduction strategy paper


PSD		Private sector development


RMG		Ready-made garments


SAARC	South Asian Association for Regional Cooperation


SAPTA	South Asian Preferential Trading Arrangement 


SED		Small Enterprise Development


SEDF 		South Asia Enterprise Development Facility


SME		Small and medium-sized enterprises


SOE		Stateowned enterprises


TIA		Trade and industry association


TNC		Transnational corporation
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Terms of Reference


Study on


Private Sector Development (PSD) and Prospects for Norwegian 


Trade and Investment Interests in Bangladesh (phase 1).





Background





As part of the renewed emphasis on private sector development in its countries of co-operation, NORAD will, together with Norwegian trade and industry, undertake a two-phased study on PSD in Bangladesh. Phase I will focus on the enabling environment for PSD including investment climate and private sector development policies as well as physical and social infrastructure, and will take into consideration present areas of co-operation and the efforts of other donors. It will include an assessment of areas of co-operation where Norwegian private sector organizations or enterprises can enhance the development effects in terms of poverty reduction. Phase II will assess investment or commercial opportunities for Norwegian enterprises, not restricted to Norwegian Governmental development co-operation. This ToR covers phase I.  





In phase one of the study there is a need to explore the possibilities and constraints for broad based economic growth in primary, secondary and tertiary sectors on a general basis and within the guidelines given in the Strategy for Norwegian Support of Private Sector Development in Developing Countries. Due consideration must be given to Bangladesh's national policies and national strategies, including the Poverty Reduction Strategy Papers.  The study may consider new areas of co-operation between Bangladesh and Norway beyond the sectors stated in the Memorandums of Understanding and other agreements between the two countries, if relevant.  Areas of consideration in this respect are areas representing obstacles for PSD where Norway may have special competence. NORAD has the overall responsibility for phase I. An adviser from the Norwegian trade and industry will participate.





The objective of phase two is to study the possibilities for enhanced Norwegian investments and trade relations with Bangladesh. Phase two of the study will be carried out by a team under the leadership of a representative from Norwegian trade and industry as represented by the Confederation of Norwegian Business and Industry (NHO). Terms of Reference for phase two of the study on PSD will be drawn up by the NHO and communicated to NORAD for perusal and comments. 





Purpose





The team shall present an analysis covering:�


A general assessment of the Bangladesh's resource endowments and comparative advantage, its investment climate and the industrial and private sector development  policies as well as physical and social infrastructure�, including bottlenecks and opportunities for private sector development and possible areas of future co-operation for further discussions with government and private sector representatives.  The assessment should comprise all levels as identified in the NIS, i.e. the international level including international markets, the national level covering the macro economy and physical and institutional infrastructure, and the micro or enterprise/entrepreneur level in the formal and informal sectors.


A more thorough assessment of areas of actual or potential co-operation between NORAD and Bangladesh including assessment of the efforts of the Bangladesh itself as well as those of other donors, ending up with proposals for possible areas of increased Norwegian support.


An assessment of relevant areas for possible contribution by Norwegian business organizations or enterprises as providers of competence enhancing activities (agents for service delivery) in order to strengthen the ongoing Norwegian support�.





Since this is a standard mandate covering several countries, the extent and depth of study must be adjusted to the situation and the need of Bangladesh. Second hand data from recent studies may be utilized provided acceptable validity and reliability. 





Methodology/implementation





The team of phase I will comprise an external PSD consultant, an adviser with experience from Norwegian trade and industry, and NORAD employees to be designated by NORAD management.





The team shall through interviews and written material, collect data and information from relevant sources in Norway, Bangladesh and in third countries. The team shall familiarise itself with relevant policies and strategies in Norway and in Bangladesh as well as the current programs of development co-operation between Bangladesh and Norway that is of relevance for PSD. The team should consider consulting written material by NORFUND, UN agencies such as UNDP, WTO, UNIDO, UNCTAD, ITC, FAO and IFAD, academic circles involved with PSD issues, the World Bank Group and relevant regional development banks as well as Norwegian enterprises and organizations present in Bangladesh. As informed above, second hand data may be used, and the extent and depth of study must be adjusted to the situation and the need in Bangladesh. 





Before leaving, the team shall achieve a thorough knowledge of the Norwegian Strategy for Private Sector Development and other relevant guidelines as well as the Bangladesh Government's PRSP, and relevant strategies for private sector development, if available. The members of the team travelling from Norway will meet in NORAD Oslo for a briefing before departure.





The team shall make sure that possible gender differences in PSD are covered in the interviews and brought forward in the recommendations.





The Norwegian Embassy in Bangladesh will be responsible for making appointments for interviews in accordance with requests from the team and make transportation available.





Time Schedule and Reporting





In total, the assignments of the PSD consultant and the adviser of the Norwegian trade and industry will comprise approximately 15-20 working days including fieldwork. 





NORAD will receive a draft report not exceeding 40 pages (excluding attachments) for comments not later than 10 April 2002. The final report shall be submitted not later than 5 days after comments from NORAD have been received.


 


The report shall be prepared in English and will include an executive summary, not exceeding 5 pages, comprising an overview of the assignment as well as major findings, conclusions and recommendations and a list of informants with e-mail addresses and telephone numbers. The summary shall include findings and analyses regarding the development of the Bangladesh private sector and recommendations for possible major areas of future bilateral support by the Norwegian Government and a general assessment of the opportunities for investments and trade. The summary shall suggest areas for enhanced efforts by NORAD and other Norwegian institutions, and areas for further investigation of possible future interest by Norwegian trade and industry. Possible areas of co-operation with other donors should be pointed out if relevant.





The team will give debriefings at the Embassy before departure and in NORAD Oslo.





The information and documentation collected and persons consulted should be presented and stored in a way that facilitate follow-up by the team responsible for phase II of the study, other consultants, NORAD Oslo, the Embassy and  Bangladesh authorities.  





3.03.2002 


FAG/NSYS/CF&EM


































































































ANNEX TO TERMS OF REFERENCE ON PRIVATE SECTOR DEVELOPMENT AND PROSPECTS FOR NORWEGIAN TRADE AND INVESTMENT INTERESTS IN BANGLADESH (PHASE 1):  ADDITIONAL INFORMATION





Background


The Ministry of Foreign Affairs intends to enter into a new Memorandum of Understanding with the Government of Bangladesh in May/June 2002. Consultation will be held in April/May. The MoU will be based on Guidelines for Development Cooperation with Bangladesh drafted by NORAD. The Ministry has requested that the Guidelines appropriately reflects the importance of private sector development (PSD) for Bangladesh and the relative weight that PSD should be given in the bilateral co-operation.


The study shall provide the information considered necessary and sufficient for a decision to be made on the scope and the direction of the assistance to PSD to be included in the new guidelines.      





Scope of Work


The study and the organisation of work will follow the threefold purpose in the ToR. Operationalization of the work will be decided upon at the inception meeting in Dhaka, and after constituting the team. The scope of the work will then be decided, taking the time restrictions into consideration. 





Methodology/implementation


Due to time constraints and the composition of the team, the team will be constituted in Dhaka at the start of field work. The Embassy will engage a consultant to assist in providing background information and analysis of the information. Interviews will be requested to fill the void and to verify information after the team has reached an understanding of what information is available from the team-members and from the local consultant. Interviews will be considered with private sector organisations/institutions/enterprises; appropriate authorities; bi- and multilateral donors and financiers.





The Norwegian Embassy in Bangladesh will be responsible for making appointments for interviews in accordance with requests from the team and make transportation available. The Embassy will also contract a consultant as indicated above.





Team composition


Mr. Dag Larsson		Minister Counsellor/Regional Adviser PSD Asia, teamleader


Ms. Eli Moen			Adviser PSD/NORAD, Oslo, secretary.


Ms.Lena Hasle		1.st Secretary, Norwegian Embassy, Dhaka


Mr. Aarup Biswas		Adviser. Norwegian Embassy, Dhaka


Mr. Sveinung Torgersen	Telenor  Norwegian PSD adviser





Time Schedule and Reporting


Field work: 11 March (1300 Hrs) to 21 March (1600 Hrs) 


Skeleton report 21 March 


Draft report in “soft copy” not later than 10 April 2002. 


Final report not later than 5 days after comments from NORAD have been received.


 


5/03/02/DL/EM
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