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1990 CONSULTATION WTH BANGLADESH
UNDER ARTICLE XVIII:12(b)

Statement by Bangladesh under Simplified
Procedures for Consultations

Import Policy:

Bangladesh generally regulated her import trade through an

Import Policy announced for each financial year, July-June till

Financial Year 1988/89. In July 1989, for the first time Bangladesh

accounced a two-year Import Policy for the financial years 1989/90

and 1990/91 with the import programmes and the allocation of foreign

exchange made only for the Financial Year 1989/90. The import policy

was formulated keeping in view the objectives of assisting productive

activities and reducing deficit in the current account balance of the

country. The broad objectives of the two-year import policy are :-

- To make the Import Policy objectives consistent with the
national policies for development, with emphasis on

promoting industrialization.

- To provide greater facilities to the export-oriented
industries to import raw materials, consumables, spares
and packaging-materials through liberal provisions.

- To ensure supply of essential consumer goods in the

country at competitive prices.

To catalyse employment generation, particularly through

self-employment.

- To streamline and simplify the import procedures.

- To promote acquisition of technologies and encourage R&D.
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2. The import programme caters to the requirement of both public

and private sector industries for raw materials, spares and packing

materials as well as the national requirement for imported consumer

goods. Import of foodgrains, fertilizer, capital machinery for

projects, part of edible oil requirements and non-developmental imports

by the government are outside the scope of Import Policy.

3. Source of Finance: Import may be allowed under the following

sources of finance

(i) cash;

(ii) external economic aid (commodity aid, loan, credit or grant);

(iii) commodity exchange - Barter and Special Trading Arrangement (STA);

(iv) Secondary Exchange Market (SEM).

4. Reforms of the Import Regime: Following the launching of

liberalization of the import regime in 1985/86 when the "positive list"

of importable items was replaced by a negative and a restricted lists,

the Government of Bangladesh has been consistently pursuing the policy

of liberalization and simplification of the import regime. The strategy

adopted for the purpose is to gradually withdraw more and more items/

entries from the Negative and the Restricted Lists and to simplify

procedures of import. It has also been decided that the withdrawal of

items/entries from the Negative and the Restricted Lists will be

accompanied by appropriate rationalization of tariff measures to ensure

that domestic industries operate competitively. A Standing Committee

headed by the Chairman, Tariff Commission has been given the task to

examine, review and make appropriate recommendations to the Government

in this regard. Considerable progress has been made in the rationalization

of the tariff system. The maximum tariffs for goods in the textilessteel,

engineering, chemicals and electronics sectors have been reduced.
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5. In pursuance of the above policy of liberalizing the import

regime, the Negative and Restricted Lists were reduced, by 1988/89,

respectively, to only 19 and 16 per cent of total categories. More

items/entries have been withdrawn from the Negative and Restricted

Lists during 1989/90. While in 1988/89, the total number of items/

entries in the Negative List was 282, the same has been brought down

to 192 in 1989/90. Likewise, the number of items/entries from the

Restricted List has also been reduced from 217 in 1988/89 to only

161 in 1989/90.

6. Relatively small number of items that are prohibited for

reasons of religion, public health and security include alcohol,

pork products, medication, drugs, radioactive materials, arms,

ammunition and explosives. With the exception of some 160 items/

entries on the Restricted List imports of which are subject to

meeting certain criteria, the overwhelming share of Bangladesh

import now falls in the domain of freed items which are concentrated

among agricultural products,inputs for the jute and cotton textiles,

leather, furniture, steel and engineering industries, metal products,

construction materials, capital equipment and other finished

manufactured goods.

7. The following improvements have also been made in the 1989-91

Import Policy in order to further liberalise and simplify the import

procedures :-

(i) In case of import of banned/restricted items required for
the execution of specific export orders by the export
oriented industries there was, in the past, a provision
for submission of Bank Guarantee upto 100% of the C&F value
of such banned/restricted items. This condition of tendering
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Bank Guarantee has now been withdrawn for such import
by export-oriented industries operating under the bonded
warehouse system.

(ii) In the past, excepting in a few specified cases, all imports
into Bangladesh were required to be made against indents
issued by the local agents of foreign suppliers. This
provision has been relaxed in the 1989-91 Import Policy.
Now imports upto C&F value of Taka 10.00 (Ten) lakh can be
made against Proforma Invoices directly obtained from the
foreign suppliers.

(iii) In the present Import Policy Order, a provision has been
made for inclusion of representatives of the Chamber of
Commerce and Industry/Trade Association in the local
ITC Committees.

(iv) In order to facilitate the import of computers, foreign/
multi-national companies engaged in computer business in
Bangladesh have now been allowed to import computers upto
any value/quantity without prior permission from any
authority. However, for the import of computer exceeding
Taka 10.00 (Ten) lakh in one single consignment, prior
permission of the Chief Controller of Imports and Exports
is required to be obtained by such importers.

(v) The ceiling of import by actual users without permission
from any authority has been raised from US $ 1,000/00 to
US $ 2,000/00.

(vi) The provision for import of spares for jute and textile
mills has been simplified. The spares of jute and textiles
industries which have not been included in the restricted
list may now also be imported commercially.

(vii) The condition for obtaining recommendation of the Ministry
of Agriculture for import of insecticides and pesticides
and also raw materials for manufacturing of such items has

been withdrawn. Now, such items can be imported freely
without permission from any authority.
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(viii) The secondary quality of various sheets of iron and
steel has been made freely importable in the current
Import Policy.

(ix) Irrespective of the entitlement recorded in their
Pass Books, the pharmaceutical industries have been
allowed to import raw materials as per the Block List
approved by the Director, Drug Administration in
accordance with their production programme and actual
requirement.

(x) Public Sector agencies have been permitted to import
wireless equipment, Walkie-Talkies, transreceivers etc.
as per their requirements and with clearance from the
respective Ministries/Division.

(xi) The ban for import of vessels upto 2,000 DWT has been
relaxed in case of import of refrigerated vessels.

Export Policy:

8. The Export Policy of the Government sets out the export

objectives and targets for the period under its purview, and the

strategies to be followed for achieving those objectives and targets.

This Policy in the past used to be formulated on a yearly basis. This

year, for the first time, the Export Policy has been formulated on a

biennial basis with a view to bringing more predictability in export

trade. If this proves successful, Export Policy could be formulated

for even longer period of time in the future.

9. Objectives: The objectives of the Export Policy 1989-91 are

as follows :

- To narrow down the existing trade gap through increase of
export earning at a rate higher than the import expenditure;
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- To strengthen and diversify the production base of
exportable items;

- To assist in the development of the traditional sector in
order to generate sufficient surplus for exports.

- To raise the value-added component of our exports by
promoting backward linkages of finished goods with
domestic inputs;

- To consolidate the existing markets and make inroads into
new markets through increased participation in international
fairs, single country exhibitions, and through fielding
adequate marketing missions; and

- To simplify export procedures, and further rationalize and
improve export incentives.

10. Strategies: With a view to attaining the above objectives and set

targets, the Export Policy 1989-91 lays down the following strategies :

- To undertake special measures and provide increased assistance
for development and expansion of export-oriented industries
especially the industries under the "Crash Programme" covering
four new non-traditional items, namely (a) Toys (stuffed,
inflated and electronic); (b) Luggage and Fashion Goods:
(c) Electronic Goods; (d) Leather Goods;

- To provide special incentives and facilities to those industries
which would assist in the processing and increasing local value
addition of export products through the use of indigenous raw

materials;

- To provide increased assistance in export marketing; and

- To expand and rationalize the existing incentives and
facilities for encouraging the exporters.

Priority Sector for Export Development:

11. Thrust Sectors: In the light of tremendous export prospects of

forzen food and electronic items those two sectors will continue to be
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treated as "Thrust Sectors" during Export Policy 1989-91. Under this

scheme, all our efforts will be made to increase the production and

export of frozen food and electronic items during 1989/90 and 1990/91

financial years.

12. Crash Programme: Simultaneously with the thrust sector items,

a four-year crash programme (adopted in 1988/89) is being continued

for the development and harnessing the export potential of four

non-traditional items, namely (a) Toys (stuffed, inflated and eclectronic);

(b) Luggage and Fashion Goods; (c) Electronic Goods; and (d) Leather

Goods. Several special financial and non-financial incentives are being

offered for setting up industries for production and export of items

covered by the crash programme.

13. Textile Industry as a Priority Industry: The Government has

decided that the textile industry can be helpful in the local value

addition of the garments exported by Bangladesh by supplying quality

fabric to the readymade garments industries. Moreover, significant

foreign exchange may be earned through export of fabrics as well. With

these twin objectives in view, emphasis has been laid on the setting up

of new modern textile mills as well as improvement of the standard of

selected existing textile mills in the country.

14. Major Measures: With a view to assisting the exporters to

overcome the difficulties arising out of a relatively narrow export base

and make their products competitive in the world market in terms of

quality and price, the Government, over the years, has devised various

incentive measures both financial and non-financial. Some of these

measures are outlined in the following paras.
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15. Export Performance Benefit (XPB): Exporters are entitled to

receive their proceeds at a rate calculated by adding to the official

rate of exchange a premium represented by the proportionate difference

between the secondary and the official exchange rates and as indicated

by percentage of the prospective slabs, directly from the commercial

banks at the time of negotiating their export documents. Excepting

wet-blue leather exports, all other exports are allowed XPB at 100 per

cent, 70 per cent and 40 per cent depending upon the value-addition

content.

16. Duty Drawback Scheme: An exporter of manufactured products is

entitled to drawback, the value of the customs duties, sales tax, etc.

already paid on the importation of raw materials used in the production

or manufacture of the export products. Currently, there are three methods

e.g., Drawback at Actuals, Notional Payment of Duty and Drawback at

Flat Rate for realizing drawbacks. Payment of drawback at the flat rate

is made through the exporter's bank in the form of a 100 per cent

interest-free advance of the eligible amount of the drawback. To ensure

immediate and automatic duty-free import/duty drawback,a Duty Exemption/

Drawback Office (DEDO) has been established in the National Board of Revenue.

17. Export Credit Guarantee Scheme (ECGS): The Export Credit Guarantee

Scheme wing of the Sadharan Bima Corporation (SBC) (i.e., General

Insurance Corporation) provides guarantee to bankers and exporters

against possible losses resulting from the advances given and against

the overseas commercial and political risks respectively. Currently,

three types of guarantees are extended e.g.,the Export Fiannce Guarantee

(Pre-Shipment), the Export Finance Guarantee (Post-Shipment) and the

Comprehensive Guarantee. While the first two types of guarantees are



BOP/298
Page 10

extended to the bankers, the third one is extended directly to the

exporters.

18. Export Development Fund: An Export Development Fund (EDF) has

been established jointly by the International Development Association

(IDA) and the Government of Bangladesh to finance import of raw

materials for non-traditional export-oriented industries on sight

payment basis(upto 70% of the value of the underlying export L/C).

The financing is done by way of foreign currency loans (through

rediscounting method) from EDF to the commercial banks for on-lending

to the borrowers at the prevailing London inter-bank offered rate (LIBOR)

plus 1%. The banks are allowed a spread of 3.5% on advances to new

non-traditional exporters and a spread of 2.5% on all other advances.

19. Allocation of Foreign Exchange for Business Travel Abroad: To

strengthen the export marketing efforts in the face of increased travel

expenditure,foreign exchange allocation has been restructured for

facilitating undertaking of more business trips abroad by the exporters.

Under the new system a new comer exporter will get a maximum of US

$ 4,000 per annum. This amount gradually goes up to a maximum of US

$ 40,000 per annum depending upon the export performance of the concerned

exporter. For Export Houses this amount various from US $ 40,000 to

150,000 per year,again depending on their export earnings.

20. Introduction of Credit Card: Considering the risk involved in

carrying cash foreign exchange or travellers' cheques, it has been

decided to introduce international credit card in favour of the

exporters on an experimental basis against their allocated foreign

exchange for business trips abroad.
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21. Productwise Local Fairs of International Standard: Considering

the important role played by commercial fairs of international standard

in the development and expansion of export trade, it has been decided

that side by side with participation in overseas fairs, henceforth at

least two products based specialised fairs of international standard

would be organised locally every year. This year two fairs, on leather

and readymade garments, were held in February and April, respectively.

22. Shipment: With a view to eliminating unnecessary delay in the

shipment of export cargo, the Ministry of Shipping would ensure the

granting of waiver within 24 hours of the receipt of application for

waiver for the shipment of export goods to destinations which are not

covered by general waiver.

23. VIP Facility to Awardees of the President's Export Trophy: The

heads of such business organizations as have been honoured with the

highest national accolade in the export sector by way of awarding the

President's Export Trophy would, in recognition of their performance,

be provided VIP status in respect of airport formalities during their

travel provided the concerned persons are eligible to be declared as

CIP (export)s.

Institutional Back-up:

24. High Powered Committee for Facilitating Export: To facilitate

the quick solution of any export problem, provide guideline for export

promotion and development and ensure implementation of the export policy

decisions, a High Powered Committee has been constituted with the

Commerce Minister as its Chairman. The decision of the Committee will be

considered as final in the area of export. Formation of the Committee

and terms of reference may be seen at Attachment XV.
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25. A High Level Committee with the Governor, Bangladesh Bank

as Chairman and Secretary, Ministry of Commerce, Secretary, Ministry

of Finance (Finance Division), President, Federation of Bangladesh

Chambers of Commerce and Industry and Vice-Chairman, Export Promotion

Bureau as Members, has been constituted to identify the export credit

requirements, review and monitor the flow of export credit and suggest

appropriate measures so that the exporters can receive adequate credit

in time.

26. A Special Credit Cell has been created in the Bangladesh Bank

to monitor and supervise the operations of financing in the export

sector on a continuous basis. Special units have also been set up in

each commercial bank to deal exclusively with export credit.

Bangladesh Bank will ensure that the normal flow of export

credit is maintained and no credit squeeze is applied in the export

sector. The c.c. limit in the export sector will be determined

absolutely on the basis of export performance of the concerned

exporter during the preceding year and will not be subjected to any

general credit restrictive measures.

27. Product Development Councils: It has been decided to

constitute export promotion councils in a few selected product

areas with a view to organising the private sector for the purpose

of product and market development.
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Import Performance

28. Imports rose by 13.0% to $ 3,375 million during 1988/89, largely

as a consequence of a $ 234 million or 27.3% increase in capital goods

import which is explained by the lumpy disbursements for some large

aid financed public sector projects. In addition, imports of other

major items such as petroleum, cotton, textiles, fertilizer, cement,

etc. moved up significantly. However, adjusting for an estimated 6.3%

rise in average import prices, imports increased by 6.7% in real terms.

29. Total merchandise imports during 1989/90 are presently estimated

to increase by 14.1% in nominal terms to $ 3,850 million from $ 3,375

million in 1988/89 mainly because of higher import payments for capital

goods, petroleum, textiles, foodgrains, and edible oil. Though import

volume of foodgrains are expected to decline, a steep rise in import

prices of rice (22.5%) and wheat (6.4%) may cause around 5% increase

in their import value, from $ 374 million in 1988/89 to $ 392 million

in 1989/90. Non-food imports are expected to grow by 15.2% over the

last year's level and amount to $ 3,458 million. However, given an 11.4%

rise in overall import price index, there may be a 2.7% real growth of

total imports.

30. In view of uncertainties regarding possible recurrence of floods,

the original budget estimate provided for import of 1.92 million tons

of foodgrains including 1.60 million tons expected as aid and 0.32

million tons of import from the country's own resources on cash and

deferred payments basis. However, following a record harvest of aman

crop, the import need has been reduced to around 1.877 million tons.

Out of this, 0.526 million tons have already been imported out of own

resources and the rest 1.351 million tons are expected under food aid

programme. This level of imports as well as a higher procurement
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(internal procurement is now revised upward to 0.800 million tons as

against the original target of 0.510 million tons) is expected to

increase the government stocks to 1.40 million tons by the end of

1989/90 from an initial stock of 1.012 million tons.

31. Due to a growing demand in the country, particularly in the

agriculture and transport sectors, petroleum imports are expected to

step up to an all-time-high magnitude of 2.1 million tons in 1989/90.

Petroleum prices in the world market have also gone up, 39.4% in case

of POL and 49.6% in case of crude oil. Consequently, the country will

have to pay an amount of $ 146 million more than in 1988/89 for

importation of petroleum. Imports of edible oil and oil seeds will go

up to meet the consumption requirements of the growing population.

Domestic production of cotton is very much limited; therefore, around

98% of the total requirement of the country are met though imports.

The demand for raw cotton has also picked up following augmentation of

capacities of the existing mills through implementation of BMRE programmes.

There has also been about 5% escalation in import prices of cotton.

Therefore, both the volume and value of cotton are estimated to increase

to 375,000 bales and $ 105 million respectively from 349,000 bales

imported in 1988/89 at a cost of $ 93 million. Fertilizer imports, however,

are expected to decline to 450,000 tons from the preceding year's record

level of 535,000 tons which was needed to support the Agricultural

Rehabilitation Programme undertaken after the 1988 floods. The need for

cement in the country is continuously growing in conformity with the

acceleration of construction activities in both the pbulic and private

sectors. Endogenous production, though increasing at a slow rate, is

not large enough to meet the demand. Import of cement is estimated to

pick up to 2.0 million tons as compared to 1.9 million tons actually

imported last year. Our export-oriented garment industry is almost
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totally dependent on imported textiles. Therefore, import of textiles

will go up largely to feed this industry and to ensure timely supply

of export categories. Import of capital goods is highly related to the

level of disbursement of project aid although a small amount is financed

from the cash resources of the country. Therefore, in line with an

expected 10.6% rise in project aid disbursement, capital goods imports

are estimated to increase by 10.1% to $ 1,200 million in 1989/90.

32. The demand for some other raw materials (chemicals, iron and steel

etc.) and consumption goods (milk and cream, powdered milk, sugar, spices,

medicinal and pharmaceutical products, etc.) are estimated to step up,

thereby raising the residual imports to increase by 14.4% to $ 1,098

million in 1989/90 from $ 960 million in 1988/89.

33. An estimate of merchandise imports*by

compared with their actuals for 1987/88 and

Commodity

Foodgrains
(Rice)

(Wheat)

Edible oil

Oil seeds

petroleum products

Crude petroleum

Cotton

Staple fibre

Yarn

Textiles

Fertilizer

Cement

Capital goods

Others

1987/88

489
(150)
(339)

1 7 6

39

134

136

88

7

44

125

46

67

856

785

major commodities in 1989/90

1988/89 is shown below.
(Value in million US$)

1988/89 1989/90

374 392
(17) (103)

(357) (289)
172 185

11 14

153 269

128 158

93 105

9 12

40 48

156 180

108 99

83 90

1,090 1,200

960 1,098

3,8502,992 3,378To tal :
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Export Performance

34. Led by a modest growth of exports of readymade garments, raw jute and

jute goods, total export earnings increased by 6.6% of $ 1,300 million

in 1988/89 from $ 1,219 million in 1987/88. Non-traditional exports

grew by 6.9% while traditional exports increased by 6.1%. However, the

overall export price index has been estimated to decline by 3.2%. As

a result, exports earnings increased by 9.8% in real terms.

Performance in 1989/90

35. Actual exports (shipment) during the first seven months of

1989/90 amounted to $ 915 million as compared to $ 729 million

during the corresponding period last year. If this trend continues

for the rest of the year, exports would reach the targetted level of

$ 1,456 million, implying an increase of 12.0% over the last year's

level of $ 1,300 million. Average export prices are estimated to

increase by 2.7%, with rising prices for jute manufactures, tea and

leather being largely offset by falling prices of jute, forzen shrimps,

vegetables and newsprint. Therefore, total exports are likely to grow

by 9.3% in real terms. Traditional exports are likely to increase by

6.3% to $ 459 million from $ 432 million in 1988/89 while non-traditional

exports are estimated to grow even faster at 14.9% to $ 997 million

from $ 868 million in 1988/89, thus raising their contribution in total

exports to 68.5% in 1989/90 from 66.8% in 1988/89.

36. Raw jute exports displayed greater buoyancy during the July-February

period this year as the demand for Bangladesh jute picked up substantially

with some new importers entering into the market. A total of 1.36 million

bales was exported during this period and for the year as a whole,

export of 1.80 million bales appear feasible compared with 1.62 million

bales in 1988/89. However, the average export price is somewhat lower

this year because the quantity of raw jute already exported constituted
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around 69% of low grade jute which has a lower price in the world

market. The average export price of jute was $ 55 a bale during July-

February period compared with $ 59 a bale realized during 1988/89.

Falling export prices and sluggish external demand led to cutbacks

in jute production over the last two years and the prospect for this

year's production is not also bright. The latest estimated production

is 4.64 million bales compared with 4.44 million bales in 1988/89 and

4.34 million bales in 1987/88. Taking into account an opening stock

of 2.34 million bales, the total availability stands lower at 6.98

million bales in 1989/90 compared with 7.65 million bales in 1988/89.

After meeting mills and growers' consumption, and export of 1.80 million

bales, there will remain a depleted year end stock of 1.33 million bales.

37. Despite some recovery in export prices, export volume of jute goods

will be well below last year's level due to sluggish demand in the world

market. Both sales registered and actual exports remained depressed

during the first six months of the year and no significant improvement

in export is expected for the rest of the year. During July-December,

1989/90, $141 million was earned from the exports of 0.23 million tons

of jute goods which gave an average export price of $ 630 per ton.

Exports during the corresponding period of last year were 0.24 million

tons valued at $ 141 million which meant an average export price of

$ 585 per ton. Assuming that this trend of export will persist over the

remaining months of the year, jute goods exports would decline to 500,000

tons from 512,000 tons in 1988/89; a 9.0% rise in export prices will,

however, more than offset the effects of the decline in export volume,

thereby raising the value to $ 315 million from $ 296 million in 1988/89.

38. Tea exports are likely to remain stagnant at the last year's

depressed level of around 25 million kgs both because of a short supply
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emanating from a set-back in production due to droughts at the

beginning of the season and a fall in demand in Pakistan, the

principal importer of Bangladesh tea. During July-January 1989/90,

14.87 million kgs. were exported at a value of $ 26.86 million as

against export of 15.81 million kgs. valued at $ 26.00 million over

the same period last year. Latest estimates show that while production

fell to 39 million kgs. in 1989 from 44 million kgs. in 1988, exports

will not exceed 25 million kgs.,which is 5.48 million kgs. less than

this year's target. However, an appreciable gain (13.9%) in export

prices is expected to help exceed the preceding year's earnings by

$ 5 million.

39. Garments exports maintained their continued upward trend

during the first seven months of the year despite quota restrictions

on some more categories. During the period, export earnings from

readymade garments recorded an impressive growth of 52.2% compared

with last year's corresponding period and amounted to $ 379 million.

Earnings from exports of garments during 1989/90 are now estimated

to exceed both this year's target ($ 531 million) and last year's

level ($ 471 million) and reach a level of $ 600 million. An

anticipated 9.8% increase in volume associated with a 7.5% rise

in unit price will help raise the quantity of leather exports to

140 million sft. from 128 million sft. and their value to $ 161

million from $ 137 million in 1988/89. The country has been worst

hit by a slash down in shrimp prices in the world market, especially

in Japan, the biggest importer of our shrimps. Export volume of

frozen food (mostly shrimps) would, however, increase considerably

to 50 million kgs. from 45 million kgs. in 1988/89 but export

earnings thereof would decline to $ 138 million, largely because of
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an estimated 12.1% decline in export price. Due mainly to a marked

increase in endogenous demand, there will be a small exportable

surplus of urea this year and as such export of urea will be

limited to 150,000 tons from the last year's ever-highest level of

395,165 tons. However, an appreciable rise (30.8%) in average

export prices is expected to partly offset the drastic fall in

export volume. A good weather has generated a rise in exportable

surplus of vegetables this year. Vegetables exports are, therefore,

expected to recover somewhat from the preceding two years' declining

levels and reach 8,000 tons. Export earnings from naphtha, furnace

oild and bitumen are likely to remain stabilized at the last year's

level. The export performance of handicrafts this year are brighter

than at any time in the past. During the first seven months of the

current financial year, handicrafts exports amounted to $ 3.44

million, a level very close to their total export earnings ($ 4 million)

in 1988/89. Incentives such as income tax exemption and duty free

import of samples extended to the exporters probably worked as

stimuli to such an excellent export performance of the sector.

Exports of handicrafts are now estimated to fetch a value of $ 7

million in 1989/90. Export earnings from minor items like newsprint,

paper, tobacco, betel leaves, etc. are, however, expected to

register some declines primarily due to supply constraints.

40. An estimate of merchandise exports* by major commodities

for 1989/90 along with their actuals of 1987/88 and 1988/89 is

shown below.



(Value in million US $)

Commodities 1987/88 1988/89 1989/90( Estimate )

Raw jute

Jute goods

Tea

Leather

Frozen food

Readymade garments

Nephtha, furnace oil
and bitumen

Newsprint

Paper

Fertilizer

Vegetables

Tobacco

Betel leaves

Handicrafts

Others

80

288

39

147

140

434

12

8

5

25

15

1

96

296

40

137

141

471

16

5

4

51

9

2

2

4

19

99

315

45

161

138

600

15

4

2

26

11

1

1

4

27

7

32

Total: 1,219 1,300 1,456

* On the basis of shipments.

= negligible.

BOP/298
Page 20



BOP/298
Page 21

Terms of Trade

41. After suffering a cumulative deterioration of about 40% in

1980/81 and 1981/82, the commodity terms of trade recovered

progressively and attained a substantial improvement (21.2%) in

1984/85. This upturn was, however, reversed in 1985/86 when there

was again a sharp deterioration (18.4%) largely due to a severe

decline (27.5%) in the average export prices as growth in developed

countries became sluggish. Export prices of raw jute, jute goods

and tea, which fell by 50.5%, 20.5% and 53.2% respectively, were

responsible for the bulk of this decline in average export prices.

Despite further declines in raw jute and jute goods export prices

in 1986/87, the gains in tea, leather and frozen food prices

resulted in some improvement in the average export prices which

combined with an 8.7% fall in the average import prices led to a

13.6% improvement in the terms of trade. The terms further

improved by 15.1% in 1987/88 following a 17.0% recovery in the

average export prices. The terms deteriorated again in 1988/89

both because of a fall in export prices of jute goods and leather,

and a rise in import prices of foodgrains, edible oil and fertilizer.

The terms of trade are estimated to suffer from a further deteriora-

tion of 8.0% in 1989/90 largely as a consequence of a faster

increase in import prices than export prices.

42. Import and export price indices along with the terms of

trade of Bangladesh are shown below.
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Terms of Trade
1979/80 = 100 )

Year Imported Price Exported Price Terms of
Year Indices Indices Trade

1979/80

1980/81

1981/82

1982/83

1983/84

1984/85

1985/86

1986/87

1987/88

1988/89

1989/90

100.0

113.5
(13.5)

118.7
(4.6)

112.5
(-5.2)

110.9
(-1.4)

110.8
(-0.1 )

98.5
(-11.1)

89.9
(-8.7)

91.4
(1.7)

97.2
(6.3)

108.4
(11.5)

100.0

86.8
(-13.2)

74.7
(-13.9)

76.1
(1.9)

89.8
(18.0)

108.8
(21.2)

78.9
(-27.5)

81.8
(3.7)

95.7
(17.0)

92.6
(-3.2)

95.1
(2.7)

100.0

76.5
(-23.5)

62.9
(-17.8)

67.6
(7.5)

81.0
(19.8)

98.2
(21.2)

80.1
(-18.4)

91.0
(13.6)

104.7
(15.1)

95.3
(9.0)

87.7
(-8.0)

Notes : Figures in parentheses indicate
annual percentage changes.
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BALANCE OF PAYMENTS SITUATION.

43. The balance of payments situation generally was not strained

during the first four years of the Third Five Year Plan. Faster

increase in merchandise exports as compared to imports, continued

rapid growth in workers' remittances and higher aid disbursements

mainly contributed to a workable balance of payments situation.

The balance of payments situation, however, came under pressure during

the terminal year of the Third Plan. Foreign exchange reserves have

declined rapidly thereby eroding the gains achieved over the past few

years. This is mainly due to rapid rise in imports and stagnation in

workers' remittances. Import picked up considerably during the current

year as it was depressed during the previous two years due to floods,

droughts and cyclones. Balance of payments situation may remain under

pressure in the near future as a result of stagnation in remittances

and because of uncertainty in aid level due to new developments in

East European countries.

44. Situation in 1988/89: Despite some unfavourable developments

in both domestic and external sectors, continued improvements in

export earnings and workers' remittances from abroad coupled with a

marginal increase in external economic assistance helped in easing

the country's balance of payments situation considerably in 1988/89.

The 1988 floods had an adverse impact on the external trade. Floods

constrained production and shipment of garments, shrimps and leather.

At the same time there was increased imports of foodgrains, edible oil,

and construction materials, and other items due to floods. However, a

flexible exchange rate policy and other incentives to promote exports,

improved access of imported raw materials and an aggressive marketing
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drive helped in achieving a higher growth of non-traditional

exports which, in turn, raised the total export earnings.

45. Export earnings increased by $ 95 million (8.0%) only while

import payments rose sharply by $ 388 million (13.0%) and the

resultant trade gap widened by $ 293 million (16.3%). Although the

trade gap was somewhat offset by a higher level of private transfers

(mostly remittances), it led to widen the current account deficit by

21.4% to $ 1,407 million, or 8.5% of GDP, slightly higher than last

year's level of 7.5% of GDP. Aid disbursement, however, increased by

barely $ 48 million to $ 1,668 million but it fully financed the

current account deficit. Thus the balance of payments moved into a

net surplus of $ 57 million and the gross reserves rose from $ 856

million in 1987/88 to a comfortable level of $ 913 million, equivalent

to three and quarter of a month's of total import payments in 1988/89.

46. Led by a modest growth in exports of clothing, raw jute and

jute goods, total export earnings increased by 8.0% to $ 1,281 million

from $ 1,186 million in 1987/88 while private transfers (including

remittances) increased by another 6.8% to $ 836 million from $ 783

million in 1987/88. A very notable feature of this year's export

performance was that urea emerged as a significant export earner.

Imports rose by 13.0% to $ 3,375 million, largely as a consequence

of $ 234 million increase in capital goods imports which is explained

by the lumpy disbursements for some large aid-financed public sector

projects. In addition, imports of other major items moved up signifi-

cantly. In 1988/89, Bangladesh suffered from a sharp deterioration

(9.1%) in her terms of trade mainly because of falling export prices

of jute goods and leather and higher import prices of foodgrains,

edible oil, fertilizer, cement and capital goods. Aid disbursements
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rose by only 1.7% in nominal terms to $ 1,668 million from $ 1,640

million in 1987/88, with commodity aid rising to $ 538 million from

$ 509 million and project aid recovering by 8.8% to $ 904 million

from $ 831 million. However, food aid disbursements declined from

$ 300 million in 1987/88 to $ 227 million in 1988/89 due to some

advance shipment of foodgrains in 1987/88.

47. Situation in 1989/90: Despite an estimated higher inflow of

aid and export earnings, the balance of payments is likely to be

seriously strained during the year primarily due to a steep rise

($ 475 million) in import payments and secondly to a significantly

larger repayment ($ 164 million) to IMF which falls due this year.

These payments are likely to erode all the gains in export earnings

and aid disbursements and bring about a sharp rundown in the country's

reserve level by the turn of the fiscal year. Although some decline in

foodgrains imports is envisaged following a bumper crop in 1989/90, a

marked increase in imports like petroleum, textiles, edible oil, cotton,

sugar, etc. is expected to push the import bill up to $ 3,850 million

from $ 3,375 million in 1988/89. On the other hand, a significant rise

in garments exports in association with some increases in volumes and/or

international prices of jute, jute goods, tea, leather and vegetables is

expected to help exports grow from $ 1,281 million in 1988/89 to $ 1,456

million in 1989/90. Trade gap is likely to increase by a further $ 300

million (14.3%); moreover, an estimated $ 46 million in the net outflow

of services combined with a slow down in private transfers may expand

the current account deficit to $ 1,819 million from $ 1,407 million in

1988/89. However, an estimated significantly higher disbursement of

project aid is likely to move into an increase of $ 109 million in

total aid disbursements to $ 1,777 million during the year.
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48. Details of the estimate of balance of payments for 1989/90

along with actuals for the preceding two years are shown below :-

Item 1987/88 1988/89 1989/90(Estimate)

Import Payments (c.i.f.) (-)2987 (-)3375 (-)3850
Export Receipts (f.o.b.) 1186 1281 1456

Trade Balance (-)1801 (-)2094 (-)2394
Services (net) (-) 141 (-) 149 (-) 195

Payments (-) 451 (-) 540 (-) 602
Receipts 310 391 407

Private Transfers 783 836 770
(Of which : Remittances) (737) (771) (740)

Current Account Balance (-)1159 (-)1407 (-)1819

Capital Account & others

Aid Disbursements 1640 1668 1777

Food 300 227 248
Commodity 509 537 529
Project 831 904 1000

Food Account (net) 10 43 (-) 6
Deferred Food Imports 43 55 20
Food Loans Repayments (-) 33 (-) 12 (-) 26

MLT Debt Repayments (-) 166 (-) 192 (-) 176
IMF Account (net) (-) 18 68 (-) 164

Purchases 115 173 -

Repurchases (-) 133 (-) 105 (-) 164
Short-term Borrowings (-) 31 44 25
Short-term Deposits with (-) 40 - (-) 38
Bangladesh Bank (net)
Other Capital 1/ (-) 90 (-) 87 -

Balancing Items (-) 5 (-) 80 -

Overall Balance 141 57 (-) 401
Reserves at the end of the year 856 913 512
(in months of imports equivalent) (3.4) (3.2) (1.6)

1/ Difference between WES transactions in transit and head
office and branch adjustments.
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Balance of Payments Outlook for 1990/91:

49. The prospects for any improvement in the country's balance of

payments in the short run are not in sight. Though the forecasts for

the 1990/91 balance of payments are still tentative, it appears that

significantly higher debt service liabilities (including payments of

IMF) accompanied by some increases in imports of goods and services

would aggravate the already strained balance of payments position of

the country during the year. The projected growth of overall imports

is 1.3 percent, with food imports declining by about 2.2 percent in

real terms and non-food imports rising by 2.0 percent. On the export

front, exports are projected to rise by a 14.7 percent for total

exports, by a 12.9 percent for traditional exports and by a 15.5 percent

for non-traditional exports. This optimistic scenario of course will

depend on continued improvements in export performances, a faster

recovery in export prices (especially in case of traditional exports)

and, more importantly, on unrestricted access of exports to developed

country markets. Remittances are projected to register a small increase

in 1990/91. Even with all out efforts for acceleration of export earnings

and remittances and containing of imports as far as possible, there

will exist a large resource-gap which will be required to be bridged

through resorting to short-term borrowings and drawdown of reserves.

50. Merchandise Imports: Import requirements have been projected at

$ 3,900 million in 1990/91, representing an increase of 1.3 percent in

nominal terms over the preceding year's estimated level of $ 3,850

million. Though food imports are expected to register further declines,

a 2.0 percent increase in the projected non-food imports would more than

offset the fall in food imports and cause a $ 50 million rise in the
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value of total imports. However, adjusting for an anticipated 5.0

percent rise in average import prices, total imports are likely to

decline by 3.7 percent in real terms.

51. Food Imports: Foodgrains imports are dependent on the level

of domestic production, minimum consumption requirements of the

population and the government's food stock objective. In view of a

projected higher growth of production, foodgrains imports are planned

to further decline to 1.835 million tons in 1990/91 from an estimated

1.877 million tons in 1989/90. The projected import requirement takes

into account a production level of 19.50 million tons, total foodgrain

needs of 18.91 million tons (based on the assumptions of a consumption

requirement of 16 ounces/day/head, and a population of 114.20 million)

and an addition of 100,000 tons to official stock bringing their level

to 1.5 million tons by the end of June, 1991. In value terms, foodgrains

imports are projected to decline by 4.8 percent to $ 373 million from

$ 392 million in 1989/90 and this would lower the share of foodgrains

in total imports from 10.2 percent in 1989/90 to 9.6 percent in 1990/91.

Out of the total imports, 1.232 million tons valued at $ 250 million

are projected to be available from aid sources while the remaining 0.603

million tons would have to be procured from the country's own resources

at $ 123 million.

52. Non-Food Imports: Non-food imports (including capital goods) are

projected to increase to $ 3,527 million in 1990/91 from $ 3,458 million

in 1989/90. Petroleum imports are peojected to continue their upward

trend to provide for escalation in domestic demand, especially for the

five principal categories (HSD, Kerosine, FOHS, JP-1 and MS), and reach

a level of 2.2 million tons compared with 2.1 million tons in 1989/90.
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Though HSD consumption dropped by 43 percent in power sector and

7 percent in industries sector, total consumption of HSD in the country

increased largely due to the increased demand for the agriculture

the transport sectors. The consumption level of Kerosine also increased

to meet the cooking and illumination needs of the growing population.

Import of capital goods is expected to increase to $ 1,275 million

from $ 1,200 million in 1989/90. Fertilizer imports are projected to

rebound from this year's low level, mainly as a consequence of a

planned 27.8 percent increase in the distribution of TSP, MP, Zinc and

Gypsum. Textiles imports would continue to rise to meet the enhanced

demand for export production of readymade garments. Imports of other

intermediate goods such as raw cotton and staple fibres, cement, iron

and steel, chemicals, dyeing/tanning/colouring materials and yarn are

also projected to increase modestly while some increases in volumes

and prices may increase the import values of essential consumer goods

like edible oil, milk and cream, powdered milk, spices, sugar, coconut

oil, medicinal and pharmaceutical products etc. Residual imports of

all other intermediate and consumer goods are, however, projected to

decline to $ 206 million in 1990/91 from an estimated level of $ 397

million in 1989/90.

53. Merchandise Exports: Exports for 1990/91 are presently projected

at $ 1,670 million, about 14.7% higher than the current year's estimated

levels in nominal terms, to be largely contributed by a 15.5% growth in

non-traditional exports. However, this increase will be mainly due to

volume increases of jute goods, tea, frozen shrimps and urea. A 6.7%

rise in the overall price index is currently forecast so that the total

earnings from exports would increase by 8.0% in real terms.
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54. Traditional Exports: After a fair rise in 1985/86, raw jute

production started declining due to continued fall in international

prices which induced the growers to reduce jute acreage. From a

peak of 8.70 million bales in 1985/86, jute production came down to

4.34 million bales in 1987/88 and almost stagnated at this level during

1988/89 and 1989/90. However, some recovery in export as well as domestic

prices is visible this year and this may encourage the farmers to bring

more areas under jute cultivation. Jute production is, therefore,

projected to increase to 5.40 million bales in 1990/91 which, together

with a likely carryover stock of 1.33 million bales will lead to a total

availability of 6.73 million bales compared with 6.98 million bales in

1989/90. With depleted stocks and allowance for consumption by mills

and domestic use, it would be very difficult to export more than 1.80

million bales in 1990/91. As the present stock of low grade jute is

planned to be reduced by ensuring alternate uses through production of

pulp and paper, export of raw jute is expected to fetch higher prices

and, therefore, export earnings from raw jute are projected to increase

by 9.1 percent to $ 108 million in 1990/91.

55. A continued higher production of jute goods vis-a-vis a depressed

or stagnating export volume has led to a large build up of finished

stocks of jute manufactures. Production of jute goods are projected to

rise to 615,000 tons in 1990/91 while jute goods exports are postulated

to increase to 546,000 tons that year. This will result in an end-year

stock of 158,000 tons. Assuming that the present rising trend in export

prices will strengthen further, earnings from export of 546,000 tons

of jute goods are projected to increase to $ 354 million in 1990/91.
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56. Tea exports are projected to recover substantially to 31 million

kgs. from the preceding two years' stagnant levels of 25 million kgs.

However, no further rise in export prices is anticipated as there had

been a large bulge in export prices of tea in 1989/90. The volume

increase will bring higher export value of tea in 1990/91.

57. Non-Traditional Exports: Non-traditional exports as a group is

projected to display greater buoyancy than traditional exports, largely

benefitting from higher export earnings of garments, leather and

frozen food. Despite quota imposition on some more categories, garments

exports are projected to expand by 12.5% and reach a level of $ 675

million in 1990/91 on the assumption that our garments will have

favourable access to some new markets. Since no significant increase

in supplies of leather is expected, leather exports are projected to

remain at the current year's level. However, a projected 8.7% rise in

export prices will raise the export value to $ 175 million. Frozen

food prices in the world market are likely to recover substantially

after a collapse in 1989/90. A projected higher export volume (55

million kgs) buttressed by a 12.7% gain in export price will increase

the export earnings by 23.2% to $ 170 million in 1990/91. Export of

urea is projected to recover somewhat next year from this year's low

level. Due to a continued higher domestic demand, it will not be

possible for the country to enhance the export of naphtha, furnace oil

and bitumen in 1990/91 and, therefore, exports of these products are

projected to remain more or less at the current year's level. Export

earnings from newsprint, handicrafts, vegetables and tobacco are also

projected to register some increases in both volume and value term.
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58. Remittances: The prospect for further increases in remittances

is not encouraging. It would not be prudent to expect too much from

this source in the coming year. It is felt that the situation might

not improve further unless effective measures are taken. Foreign

exchange earnings from remittances are, therefore, projected to

amount to $ 780 million in 1990/91, reflecting a very moderate increase

of $ 40 million over this year's estimated level of $ 740 million.

59. The projected balance of payments show that, with exports

growing by 14.7 percent to $ 1,670 million and imports rising by a

rather slower rate of 1.3 percent to $ 3,900 million, the trade deficit
will reduce to $ 2,230 million compared withan estimated $ 2,394

million in 1989/90. However, a projected deficit of $ 218 million on

the services sector would increase the trade deficit to $ 2,448 million

which is likely to be partially offset by a projected $ 816 million

in private transfers, mostly consisting of remittances of Bangladesh

nationals serving abroad. The projected current account deficit will,

therefore, amount to $ 1,632 million, a decline of $ 187 million

(10.3 percent) from an estimated $ 1,819 million for 1989/90.

60. Some scheduled repayments for the year would however, lead to

the total financing gap to $ 2,062 million as compared to $ 2,223 million

for 1989/90. They include: repayment of $ 209 million for MLT loans, a

$ 180 million repurchase to IMF, a net repayment of $ 15 million on account

of short-term loans for aircrafts and food loans repayments of $ 26 million.

Against this, a projected aid disbursement of $ 1,920 million, purchases

of $ 114 million from IMF, and a net short-term borrowing of $ 15 million

on account of fuel will leave a foreign exchange resource gap of $ 13

million. The net result will be a further drawdown of foreign exchange
reserves to the tune of $ 13 million which will bring down the year-end
reserves to $ 499 million, equivalent to 1.5 months' imports of the year.


