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SUMMARY OBSERVATIONS

1. In Bangladesh, one of the least-developed countries, a fundamentaZ

shift in policy has taken place over the last decade. An import

substituting strategy, based on State control and ownership, has gradually

given way to a greater degree of market-directed, export-oriented

industrialization, reliant on private enterprise. This has meant reduced

levels of nominal protection for domestic industry; easier access to

imports of industrial raw materials, especially for exporters;

privatization of State-owned enterprises; encouragement of foreign direct

investment; reduced State intervention in the market for agricultural

outputs and inputs; and a greater rôle for the market in determining key

economic variables, including interest rates and the exchange rate.

2. However, the transition to a more liberal economic regime has been

only partially accomplished. Levels of protection offered to domestic

industry through both tariff- and quantitative restrictions continue to be

high and variable. Export promotion measures have so far benefitted only a

few selected sectors and have not fully offset the disincentives to export

created by high levels of protection. Restrictions on certain exports of

primary and intermediate goods, perceived as necessary to bring a shift

into higher value added products, have instead led to a net decline in

export earnings from the affected product categories.

3. Resources continue to be diverted to loss-making public enterprises,

primarily through the provision by nationalized commercial banks of

concessional credit which is often not repaid. The performance of

privatized industry has not been significantly better than chat of the

public sector since it still operates in a fairly restrictive environment.

While the entry conditions have been eased, exit is encumbered by

Government policy that protects existing employment arid does little to

encourage factor mobility between industries. Foreign direct investment
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has not yet begun to respond in significant measure to recently offered

incentives such as tax exemptions and facilities for profit repatriation.

4. Scarcity of domestic savings and foreign exchange remain the

fundamental bottlenecks to Bangladesh's development. Low per capita

income, reflecting low levels of productivity, limits the scope for

domestic saving. The ability to earn foreign exchange is constrained by a

narrow resource base, which sustains local production of only a limited

range of goods. Consequently, export revenues depend almost entirely on a

few products, most of which are subject to both domestic supply shocks and

fluctuations in international prices; concurrently, the country imports a

wide range of products, including food, manufactured goods and fuel.

5. Foreign aid has helped both to supplement domestic savings and to

facilitate the transformation of savings into investment by the import of

capital goods. However, Government revenue has consistently fallen short

of its expenditure. The reduction of fiscal deficits under stabilization

programmes has led to cuts in development rather than current expenditure.

On the other hand. inability to raise significant revenue through either

direct taxes or the profitable operation of public enterprises. has led to

an overwhelming dependence on customs duties. Thus the fiscal constraint

has been seen by the authorities as limiting the scope for achieving

greater allocative efficiency through trade liberalization.

6. However. in the last few years. there has been a strong revenue

mobilization effort complemented by efforts to control current expenditure.

The Government has enacted major tax reforms, including the introduction of

a value added tax to replace most sales tax and excise duty collections.

Tight control on current expenditure has taken the form of controls on wage

increases and reduced subsidies.

(1) Bangladesh in World Trade

7. Since the 1980s- Bangladesh has witnessed a striking change in the

composition of its trade. Non-traditional exports like ready-made garments
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and frozen fish have grown rapidly while traditional exports like jute,

leather and tea have virtually stagnated. These developments are, in part,

attributable to changes in the pattern of comparative advantage. but a

significant rôle has also been played by Government policy and certain

developments in the international trading environment. The export base.

however, remains narrow with the above five product categories responsible

for over 90 per cent of total export earnings.

8. Bangladesh has emerged as a major garment exporter in the last

decade. Between 1982-83 and 1982-90, exports rose from US$7 million to

US$620 million and in the latter year accounted for 40 per cent of export

earnings. Some 55 per cent of garment exports go to the United States,

35 per cent to Europe and and the rest mainly to Canada. Sweden and Norway.

By quantity. Bangladesh was the tenth largest supplier of garments to the

European Communities and to Canada, and the seventh largest to the

United States.

P. Both the success of the garment sector and the present limitations

imposed on its growth are attributable in large part to the Arrangement

Regarding International Trade in Textiles (o. the .1FA). First. the

Arrangement ensured market access for Bangladesh as other exporters, faced

with binding quota restrictions, relocated part of their production in

Bangladesh. The industrial technology required for entry into the trade

was simple and labour-intensive, and therefore well suited to Bangladesh's

endowments. But the possibilities of continued growth in certain

categories was subsequently curtailed when Bangladesh itself became subject

to quotas under the Arrangement.

10. Government policy has been important in creating an environment in

which garment exporters could take advantage of the available opportunities

without being fettered by Import rescrictions or taxes. Facilities

provided included bonded warehouses, back-to-back letters of credit for raw

material imports. access to subsidized credit and, until recently. export

performance benefit entitlements.
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11. In sharp contrast to the garment industry, the textile industry

continues to be heavily protected and is not: internationally- competitive in

either price or quality. Consequently, the domestic value added in garment

exports has been low and imports of garment-related raw materials and

capital goods account for almost three-quarters of gross export earnings.

Efforts are now being made to change the enclave- like structure of garment

production and develop backward linkages with domestic textile producers,

to ensure continued compecitiviness in the post-MFA era.

12 . Bangladesh accounts for as much as 80 per cent of the world

production of jute a-d 45-50 per cent of the exports of jute manufactures.

including sacking. hessian. twine and carpet backing cloth. Improved

competitiveness of the Indian jute industry has recently added to the

threat posed by synthetic substitutes to the continued viability of the

sector as a principalexport earner. Efforts in Bangladesh focus on

imDrov ing quality. with a view ;o diversif-ing into other textiles and

manufactures based on jute. including paper and carpet backing. Exports of

jute manufactures declined from about 540,000 tons in 1981-82 to less than

500.000 tons in. 1?88-8?0 but are estimated to have increased slightly in

recent years. The share of jute in total. export earnings has declined from

tree-cuarters ,to one-cuarter over the past decade.

l'. ~Bangladesh. has a lcng coastline suitable for risn ceit7vation: tne

ex.porcs of shrimps and edib'le frogs have grcwn rapidly in the 1?80s.
Compared wit-h other- producers, such as Xalavsia anG Thailand. Bangladesh
achieves onl 7iu- v.;ields In this activtv. :n the face o: ..t:f

:nterna tional conettI. n ., exports of shr ms declined in rela tve

..iport-ance in l?8?-?O to 8 per cent oa' ota expo-rt ea.n:ngs compared to

'l per cent -n tre prevous vear.

(2' ) InstiutiovC* naLx ?rmwr,'.',O.<

14. Bangladesh rtturnedto democratic Co ernmen-in December l?0. after

milicary rule for miuch. of itts 20 years of Stateh.ood. Executive power- i:s

vestedic' the Prim .-?eis-er, who hieacs th Cabinet and is responsible a



C/RM/S/24A
Page (xi)

unicameral Parliament, that holds legislative power. Legislative power

resides in a unicameral Parliament. The Ministries concerned most closely

with the formulation of trade policy are those of Commerce, Finance,

Planning, Agriculture, Industry, Textiles and Jute.

15. The Ministry of Commerce (MoC) is entrusted with the task of

formulating and overseeing the implementation of trade policies. It does

this mainly through the office of the Chief Controller of Import and

Exports (CCIE) and the Export Promotion Bureau (EPB). While the CCIE is a

regulatory agency for foreign trade, the EPB, a semi-autonomous statutory

body, is a promotional organization responsible for assisting exports. The

responsibility for helping the MoC formulate the Import Policy Order find

the Export Policy has devolved to the CCIE and the EPB.

16. The tariff formulating body is the National Board of Revenue (NBR) in

the Ministry of Finance; the tariff implementing bodies are the

Collectorates of Customs and Excise, while the tariff advisory bodies are

the Tariff Commission and the Board of Investment. The Tariff Commission

is increasingly entrusted with the task of rationalizing the existing

tariff structure.

17. Within the private sector, there are organizations representing the

interests of the jute, readymade garments, leather, frozen foods and other

manufacturers and exporters in the private sector. But even the more

important organizations, like the Federation of Bangladesh Chambers of

Commerce and Industry (FBCII), the apex body representing private sector

trade, industry and commerce at the national level, appear to have little

formal influence on Government policy.

18. Despite the clear shift which has occurred in Bangladesh's trade

policies, inadequacies in the institutional framework have led to gaps in

both the operational content and the implementation of policy. The

difficulties of transition are reflected in the relative status of three

ci-ucial policy documents: the Import Policy Order (IPO), made under the

authority of the Imports and Exports (Control) Act, 1950, has legal status,
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while the Export Policy Order (EPO) and the Industrial Policy are

statements of intent without legal status. While the first contains

details of the restrictions on imports, the latter two contain broader

policy statements regarding the promotion of exports and industrialization.

Therefore, while the IPO has effectively restricted industrial enterprise,

the EPO has only begun to ease the restrictions, with support from the

industrial policy.

(3) Trade Policy Features and Trends

(i) Evolution of trade policies and instruments

19. The Government of Bangladesh launched a trade reform programme in

1985 with the objective of streamlining procedures, rationalizing and

reducing tariffs and import taxes, and gradually eliminating import

prohibitions and quantitative restrictions. At the same time, incentives

were introduced to encourage exports and diversify the export base.

20. Both the import liberalization programme and the export promotion

programme have met with some success. Import procedures have been

simplified with the increasing replacement of administrative approval by

credit authorization. But importers still face a cumbersome process. For

instance, to obtain access to foreign exchange an industrial consumer

requires, among other things, a trade licence from the local authority, a

pass-book and import registration certificate from the Chief Controller of

Imports and Exports, permission to import specific items from the

sponsoring authority (e.g. the Board of Investment), and a completed letter

or credit authorization form.

21. Further, though it is now easier to import many commodities, at least

16 per cent of the 4-digit HS categories are still affected by bans and

restrictions. These include many items which compete with domestic

production, such as tobacco products, sanitary ware, newsprint, stationery,

carpets and floor coverings. There are also quantitative restrictions on

the import of several industrial inputs and commercial items.
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22. Tariffs have been reduced and made more uniform but the average

operative rate of tariff is still as high as 70 per cent. Duties range

from free access for products like cereals to 350 per cent on motor cars.

However, the existence of a variety of tariff exemptions reduces the

applied rate significantly. For example, special exemptions on the import

of certain capital goods reduce the applicable rates on the relevant items

to a uniform 10 per cent from average levels of operative duty of over

65 per cent. Such exemptions have the effect of increasing the effective

rates of protection granted to various industrial sectors.

23. The creation of a virtually tax-free environment for exporters

through the remittance of duties on imports of inputs and capital goods has

contributed to an expansion in the size and the share of non-traditional

products but has failed either to stimulate traditional exports or to

increase significantly the domestic value added of exports. Exporters have

benefited from duty exemptions on imported and locally supplied inputs

provided through schemes like bonded warehouses, a duty drawback system and

compensating cash subsidies. Exporters are also assisted by permission to

import banned or restricted items if deemed necessary, access to

confessional finance and rebates of income tax. The export insurance and

guarantee schemes, free trade zones and other export promotion measures

like the Export Development Fund are yet to realise their full potential.

24. Several measures are likely to have had a negative impact on export

performance. One is the attempt to impose minimum prices on exports of

both raw jute and jute products, ostensibly to take advantage of

Bangladesh's market power for this commodity. In the private sector, the

restriction has often been circumvented by over-invoicing, while in the

public sector it has frequently led to the accumulation of stocks and the

under-utilization of capacity, further undermining the sectors' financial

viability. The export bans on wet-blue leather and, in 1984, on raw jute,

have restrained earnings but done little to further the objective of

increasing "he production and export of higher value-added products.

Similarly, the imposition of a 30 per cent local-content requirement on the

exports or garments may prevent the diversification of this industry into
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higher quality products, and also not maximize absolute foreign exchange

earnings.

(ii) Exchange rate policies

25. Bangladesh has allowed market forces a progressively greater role in

determining the exchange rate. Exchange rates were unified at the

beginning of 1992.

26. The real effective exchange rate of the taka has fluctuated

significantly over the 1980s. A significant depreciation in its nominal

exchange rate does not seem to have offset the difference in inflation

rates between Bangladesh and its trading partners. In particular, the

significant relative depreciation in the currencies of countries like

India, Pakistan, Thailand and China, has probably adversely affected the

competitiveness of Bangladesh's exports of jute, leather and frozen fish.

27. Changes in the REER are likely to have affected traditional and

nor-traditional exports differently. Non-traditional exports, in

particular garments, have a high importable input component (as much as

75 per cent in recent years), while traditional exports like jute and

unprocessed leather rely on very few imported inputs. An appreciation in

the exchange rate, by affecting the input and output prices of

non-traditional exports in equal measure, may have done little to affect

their competitiveness, but is likely to have had a negative effect on the

competitiveness of traditional exports.

(iii) Sectoral policies

(a) Agriculture

28. It is estimated that 85 per cent of the population of Bangladesh

depends, directly or indirectly, on agriculture for its livelihood. Apart

from its direct contribution to GDP, the processing of agricultural raw
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materials, particularly jute, but also of sugar, cotton, hides, tea and

fisheries products, constitutes the core of industrial activity. The

attainment of "self-sufficiency in foodgrain production" is stated to be a

major objective in The Fourth Five-Year Plan. But, it has been argued, as

in the Task Fcrce Report on Agriculture, 1991, that "too much of a fetish"

should not be made of this objective, since the implementation of a

successful industrial strategy would make possible the export of industrial

produces and the import of food.

29. The primary emphasis of development efforts has been to replace

traditional, unstable agriculture, characterized by primitive technology

and overwhelming dependence on weather, by modern agriculture capable of

sustained growth. Government interventions influence the relative prices

facing both producers and consumers, by setting procurement prices for

rice, wheat, sugarcane, tobacco and cotton; and issue (i.e. ration) prices

for rice, wheat, white sugar and edible oil distributed under the Publc

Food Distribution System (PFDS). The insulation of domestic foodgrain

prices from international prices is made possible by the existence of a

State monopoly over their import. while other foodstuffs, such as sugar,

tobacco products and fish, are subject to import restrictions, high

tariffs, or both. The Government also sets the prices of inputs like

certified seeds distributed by the Bangladesh Agricultural Development

Corporation (BADC), and the ex-factory and wholesale prices of fertilizer.

Procurement and input prices are directed at providing incentives for

output expansion and supporting farm incomes, while issue prices are set to

help achieve the objectives of food security and price stabilization. The

Government also runs agricultural research and development institutions.

30. However, in recent years, agricultural marketing and purchasing

activities have been increasingly shifted from the public to the private

sector. The role of the BADC in the distribution of inputs has been

progressively reduced. The levels of taxes and subsidies implicit in

administered prices have also declined significantly in recent years and

prices are now closer to international levels.
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(b) Industry

31. The relative importance of the industrial sector has changed only
marginally since independence in 1971; its share of GDP has remained

slightly below 10 per cent. In the period 1981-90, the average annual

growth rate of the sector has been only about 3 per cent. There is some

evidence that resources have shifted from manufacturing to trading and

other activities. For instance, the Report of the Task Force on Industry,

1991, states that "smuggling has become more rewarding than trading and

trading more rewarding than manufacturing."

32. Initially, industrial development was based on import substitution,

with almost complete State ownership of large and medium industriesand
restricted scope for both domestic and foreign private investment. But

these restrictions were gradually reduced. The New Industrial Policy (NIP)

of 1982 simplified the procedures for obtaining permission to invest and

to import, and also initiated large scale privatization. These measures

were further strengthened in the Revised Industrial Policy of 1986, when

trade policy reforms reduced levels of protection and provided easier

access to imported inputs. The Board of Invescment, created in 1989, was

given wide-ranging powers to facilitate the new projects and provide

support services for existing firms.

33. The 1991 industrial policy continues the move away from import

substituting industrialization, based on State control and ownership,

towards market directed, export-oriented industrialization reliant on

private enterprise. It has four major aims: first, to reduce the

regulation of the private sector; secondly to limit the rôle of the public

sector, in some cases by the privatization of public enterprises; thirdly,

to encourage foreign direct investment; and, finally, to provide special

incentives to export-orienced enterprises.

34. In general, the level of Government intervention and subsidization

declined during the 1980s, but continues to be high and variable. The

range of effective rates of assistance is largely due to the disparate
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tariff structure, the uneven incidence of quantitative restrictions,

selective eligibility for investment or export incentives and import

through extra-legal channels. In general, it seems that the import

substituting industries have received higher rates of assistance than

export-oriented industries.

35. The public sector owns fewer national assets than it did a decade

ago. But public enterprises still have virtual production monopolies in

cement, fertilizer, paper and sugar. The Government's stake in the

large-scale manufacturing sector declined from 85 per cent in 1979 to a

little over 40 per cent in 1988. Further disinvestments are planned in the

steel and engineering, chemical, sugar, and chemicals industries.

36. The privatization programme has not been without cost. Of the

497 units which have been privatized, only about 44 per cent continue to be

in production. Further, in general the divested units did not display

clearly superior performances to State-owned enterprises. This is probably
because the divested units inherited the disadvantages of the public sector

and continued to operate in a restrictive policy environment.

37. In both the public and private sectors, as many as 50 per cent of

firms are reported to be "sick". Reasons include technological

backwardness, overcrowding of investors in the same line of production and

overexpansion of capacity made possible by previous easy access to credit.

Instead of shutting down, these enterprises are being kept alive by

continued access to loans on highly concessional terms. which are easily

rescheduled and often converted into equity contributions. The repetition

of such practices implies that investment funds can effectively be treated

as grants.

38. The process of trade and industrial policy reform in Bangladesh is

expected co continue. However, since factors of production are not

perfectly mobile, a movement to more efficient methods f production may

lead to temporary unemployment of resources in certain sectors. Given the

high level of unemployment and underemployment, this could involve
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significant short-term social and economic costs. Already, labour unrest

is reported to have gathered momentum with strikes over threatened

redundancies in the State-owned jute and textile industries where the

Government is seeking to reduce overmanning prior to privatization.

Similarly, Government efforts to increase the efficiency of the banking

sector by increasing levels of debt recovery have been frustrated by

industrial lobbies.

39. The Government's commitment to reform is more likely to survive these

pressures if supported by a more favourable external economic environment.

The elimination of barriers in key export markets would help to reduce the

scale of balance of payments and unemployment difficulties which may

initially be associated with liberalization. Accordingly, in the Uruguay

Round, Bangladesh has stressed the objective of improving market access for

the exports of least developed countries. In particular, it has sought the

immediate elimination of restrictions on imports of textiles and clothing

from the least developed countries and their exemption from the application

of the transitional safeguard mechanism. Encouragement of Bangladesh's

export potential through a more sympathetic external environment is likely

to facilitate the transition to a more liberal economic regime and to

support the pace of reform.
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I. THE ECONOMIC ENVIRONMENT

(1) The Main Features of the Economy

(i) Overview

1. Bangladesh became an independent State in December 1971. It is among
the world's poorest countries, with a per capita annual. income of less than
US$200. The low standards of living are reflected in widespread
malnutrition, and high levels of infant mortality and illiteracy
(Table I.1). Bangladesh has a land area of 144 square kilometres and a
population estimated at over I'5 million, making it one of the world's most
densely populated countries. Its climate and terrain are such that
adverse weather, usually by causing heavy flooding, frequently disrupts the
predominantly agrarian economy. The poor economic performance since
independence is attributable in part to exogenous shocks and to adverse
initial conditions, but imperfections in policy formulation and
implementation have also played a rôle.

2. The scarcity of domestic savings and foreign exchange are the two
fundamental bottlenecks. The low per capita income, reflecting low levels
of productivity, limits the scope for domestic savings. The ability to
earn foreign exchange is constrained by a narrow resource base, which
sustains local production of only a limited range of goods. Consequently,
export revenues depend almost entirely on a few products, most of which are
subject to both domestic supply shocks and fluctuations in international
prices; concurrently there is a heavy reliance on a wide range of imports,
including food, manufactured goods and fuel.

3. The availability of foreign aid has served both to supplement
domestic savings and to facilitate the transformation of savings into
investment, by the import of capital goods. However, Government efforts to
mobilize resources have consistently fallen short of its expenditure. The
reduction of fiscal deficits under stabilization programmes has led to cuts
in development rather than current expenditure (see below). On the other
hand, failure to raise significant revenue through either direct taxes or
the profitable operation of public enterprises, has led to an overwhelming
dependence on customs duties. Thus the fiscal constraint has been seen by

lAn implication is that more than 50 per cent of the population is believed to be
lanl'ess, although income and employment are derived mainly from land.

2Task Forces Report on Bangladesh's Development Strategies for the 1990s, 1991.
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the authorities as limiting the scope for achieving greater allocative
efficiency through trade liberalization.

1. There has been a shift in policy in recent years.
Import-substituting industrialization, based on State control and ownership
has gradually given way to a greater degree of market-directed,
export-oriented industrialization, reliant on private enterprise. This has
meant reduced levels of protection for domestic industry; easier access to
imports of industrial raw materials, especially for exporters;
privatization of State-owned enterprises; reduced State intervention in
the market for agricultural outputs and inputs; and a greater rôle for the
market in determining key economic variables, including interest rates and
the exchange rate.

(ii) Growth performance

5. The average annual growth of real GDP dropped from 5.4 per cent in
the 1970s to 4.1 per cent in the 1980s (Table I.2). While the growth of
agriculture accelerated slightly in the 1980s, the growth of both industry
and services decelerated significantly. The average annual growth rates of
crops, within the agricultural sector, declined from 3.5 per cent to
2.8 per cent, and of manufacturing, within the industrial sector, from
5.5 per cent to 3.2 per cent over the same period. While the slower growth
in crop production was primarily due to floods, that in manufacturing
resulted from lower investment levels, a consequence of the reduced
availability of domestic and external resources.

6. There has been some diversification in the Bangladesh economy since
independence. The agricultural sector continues to be important, but its
direct contribution to GDP declined from 52.9 per cent in 1972-73 to
37.6 per cent in 1989-90 (Table I.2 and Chart I.1). While the industrial
sector as a whole increased its share from 14.7 per cent to 17.2 per cent
over the same period, the share of manufacturing actually declined from
10.5 per cent to 9.9 per cent. The importance of the services sector,
including transport and communications, housing and other services, has
increased significantly from 32.4 per cent to 45.3 per cent.

3Although the elasticities are not knowr, it is conceivable that a lowering of duties
would raise overall tariff revenues.
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Chart 1.1
Bangladesh's gross domestic product by industrial origin,
1972-73, 1980-81, and 1989-90
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7. Sectoral growth rates have been uneven in the 1980s (Chart I.2).
Utilities have been the fastest growing subsector due to continued
development and exploitation of natural gas resources, and its increased
use in electricity generation. Construction activity benefitted from the
reconstruction of infrastructure and housing after the floods. Floods
caused a decline in agricultural output in the years 1987-88 and 1988-89.
The consequent low levels of demand in the economy in those years also had
a depressing effect on manufacturing output, which had already been
adversely affected by weak investment demand. The significant increase in
the GDP growth rate in 1989-90 was attributable to improved performance
both of agriculture and manufacturing.

8. Until 1986, the fastest growing component of real aggregate
expenditure was Government consumption, but its growth has been restrained
during the recent stabilization programmes (Table 13). The growth of
private consumption has been much slower, while that of gross domestic
investment has been erratic and sometimes negative. The growth of exports
of goods and non-factor services has been positive in most years and has
been faster overall than that of imports of goods and services.

4Major programmes conditional onT -ra orec rcpor icy refc- Irncl ude the Three-year IMF
Structural Adaus ment Paci ty ('986,. the Three-Year IMFExtended structural Ad'ustment
Facility (1990), . Action Programme for Policy Reforms in Fiscal year 1991 (adopted in the
Bangladesh Aid Group meeting in Paris. 199,. and agreements urder the portt Prograrnme
Credit and Industrial Sector Credit of IDA.
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Chart 1.2
Real GDP growth in Bangiadesh by sector, 1982-90
Percentage change
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(iii) Macroeconomic balances and policy

(a) Savings and investment

9. The fundamental constraints on growth in Bangladesh is the low level
of savings and investment. Gross national savings have usually varied
between 4-6 per cent of GDP, with a major part likely to have originated

5from savings out of workers' remittances. The rates of saving from
domestic income have been less than 2 per cent of GDP in most years, with
negligible or even negative public savings.

10. The ratio of gross fixed investment to GDP, which had risen to
15-16 per cent during the last half of the 1970s, remained at around
12 per cent during most of the 1980s (Table I.4). Private investment was
consistently slightly higher than public investment, while foreign direct
investment was insignificant (Chapter III). Investment in services has
been particularly strong, with trade and related services, and transport
and communications sectors the only sectors which overfulfilled the Fourth
Five Year Plan targets, but investment in agriculture and industry was well
below the target level (Table AI.3).

11. Foreign aid to finance domestic investment has normally been at a
1 -el over twice that of national savings. The associated current account
deficits have averaged about 7 per cent of GDP since 1982-83 (Table I.4 and
Chart I.3). Annual gross aid disbursements have averaged around
8-9 per cent of GDP since 1982-83. Reduced levels of net external capital
inflows ha-e coincided with a decline in investment rates, from
13.6 per cent of GDP in 1982-83 to 11.1 per cent in 1989-90.

-l e :t'e a--.. re- tta-:e ':W bd :bee'- 3- -I .e- ce-:t c' there s

eWS-es_;v-.et+t -ee-'y :Ws-~-- :r-e e- e - wa. -ec-te
se-ds '-ask -e ^ w e--to .^ o 3e '
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Chart 1.3
Bangladesh's gross fixed investment, national savings
and current account balance, 1983-91
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(b) Fiscal balance

12. The contribution of the Government's fiscal operations to national
savings has been low because revenues have been stagnant at around
9 per cent of GDP while current expenditure has increased from 6.7 per cena
of GDP in 1982-83 tc 8.6 per cent in 1989-90 (Table I.4 and Chart I.4).
The brunt of the Government's efforts to reduce the fiscal deficit, from
11.2 per cent of GDP in 1982-83 to 7.6 per cent in 1989-90, has Lhus fallen
on development expenditure. The expenditure on the Annual Development
Programme (ADP) declined from 10.3 per cent of GDP in 1982-83 to
6.3 per cent of GDP in 1989-90, with associated declines in public
investment from 6.2 per cent to 5 per cent over the ;ame period.

6The le-el of Bangladesh's total Government expenditures relative to GDP is not high by
developing country standards. The average for India, Indonesia, Sri Lanka and Thailand was
27.4 per cent for years between 1982 and 1984, while Ban;gladesh's total expenditure, at its
peak in 1982-83 was 20 per cent, with an average since then of about '17 per cent. However,
the level of Government revenue, at about 9 per cent of GDP. is much lower than that for the
othe- countries, which have an average of about 21 per cent (World Bank Report No 7545-ED,
Bang'adesh: Public Expenditure Review, 1989).
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Chart 1.4
Central government operations, 1983-90
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Revenue

13. The ratio of tax, including tariffs, revenue to GDP in Bangladesh,
which has remained stagnant at 7-8 per cent Table I.4) since 1983, is one
of the lowest among the developing countries. Two significant features of
the tax system are the low share of direct taxes in total tax revenue and
the low domestic production-based taxes in total indirect tax revenue
(Chart I.5). The small share of direct taxes is attributable to the
pervasive evasion of personal income taxation, the virtual exclusion of
agricultural income from direct: taxation and the widespread use of tax

7Between 1980 and 1985, the average tax to GDP ratio for 82 developing countries was
17.5 per cent. The ratios in India and Pakistan were 16 per cent and 11 per cent,
respectively (World Bank Report No. 7196-BD, Bangladesh: An Agenda for Tax Reform, 1989,
Table 1.2).

8Between 1980 and 1985, the average share of direct tax revenue in total tax revenue
for 82 developing countries was >9 per cent while that for Bangladesh was less than
20 per cent. The average share of domestic production based indirect taxes in total indirect
tax revenue was 45 per cent for India and 40 per cent for Pakistan, while that for Bangladesh
was about 29 per cent (World Bank Report No. 7196-BD, Bangladesh: An Agenda for Tax Reform,
1989, Table 1.2).
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holidays for companies to encourage investment.9 The low share of domestic
production-based indirect taxes is due to the narrow base of the organized
industrial sector in Bangladesh. Even within this narrow base, only a few
products (tobacco products, gas, petroleum and certain services) account
for nearly three-quarters of total indirect taxes on domestic production.
The inevitable result is an overwhelming reliance on import duties and
associated taxes, which contribute over 40 per cent to total Government
revenues, and a tax structure which provides excessively high rates of
protection to import-substituting industries.

9Task Forces Repo-t on Macroeconomic Policies, 1991, p.9.

10In Bangladesh, sales taxes were only levied on imports while excise taxes were levied
on domestic production. The replacement of both in mid-1991 by a value-added tax at the
manufacturing-cum-import stage may have slightly reduced the asymmetric treatment of domestic
production and imports.
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Chart 1.5
Sources of government funds, 1980-81 and 1988-89
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Expenditure

14. The consolidated central Government budget includes, in addition to
current expenditure and the Annual Development Programme (ADP), the food
account and other capital expenditure (Chart 1.6). The largest increase of
current expenditure between 1980-81 and 1989-90 was on subsidies and
transfers, whose share more than doubled due to poverty relief, flood
relief and railway subsidies. Within the ADP, the priority sectors were
agriculture and water resources whose combined share remained high but
declined from 29 per cent to 22 per cent; the share of education, health
and family planning rose from 10 per cent to 14 per cent; and
transportation and communication whose share declined from 19 per cent to
16 per cent. The share allocated to industry fell from 15 per cent to
6 per cent. The food account denotes the excess of ration prices over
procurement prices and the changes in Government stockholding of
foodgrains. The deficit on the account declined from nearly 11 per cent of
total expenditure to less than 4 per cent.
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15. Development expenditure of the Government has become increasingly
dependent on foreign financing. Project and commodity aid accounted for
94 per cent of ADP outlays in 1989-90, compared to 58 per cent in
1980-81.11 However, a major constraint on the utilization of project aid
has been the shortage of local currency funding for aid-assisted
projects.12 While the local financing problem could be eased by providing
more commodity aid instead of project aid, the reluctance of donors to do
so is attributed to their view that this may weaken the Government's
incentive for local resource mobilization.

(c) External balance

16. The availability of aid flows has enabled Bangladesh to run large
trade and current account deficits. The deficits have been much lower in
the 1980s than in the 1970s due to the fact that the growth of exports of
goods and services has on the whole outpaced the growth of imports
(Table 1.5). The trade deficit averaged about 10.7 per cent of GDP in the
period 1983-91, with imports averaging 18.7 per cent of GDP and exports
close to an annual average of 8 per cent of GDP (Table I.4). The average
current account deficit was lower, at about 7 per cent of GDP, largely due
to workers' remittances.

17. With the domestic saving/investment balance not fully covered by aid
flows, Bangladesh has incurred a sizeable external debt, equal to almost
half of GDP at present. External debt is estimated to have more than
doubled from over US$5 billion in 1982-83 to over US$11 billion in 1990-91
(Table 1.6). Debt service as a percentage of current receipts was about
17 per cent in 1982-83, peaked at 28 per cent in 1985-86, and has since
declined to an estimated 22 per cent in 1991.

(d) Inflation, interest rates, exchange rates and wage rates

18. Bangladesh's annual average inflation rate of less than 11 per cent
(Table I.3) is substantially below the average for non-oil developing
countries as a group. The rate of inflation depends largely on
developments in the prices of foodgrains, changes in import prices and the

lilt has been suggested that extern funds merely substitute for the Government's own
resources in funding the development programme, facilitating the allocation of Government
funds to less essential current expenditures (World Bank Report No 8344-BD. Bangladesh,
Managing the Adjustment Process - An Appraisal, 1990, p.xv).

12The volume of project aid in the pipeline rose to about US$4.6 billion in 1989-90,
whereas disbursements of project aid have usually been less than US$1 billion annually.

13Task Forces Report or Macroeconomic Policy, 1991. p.4.
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rates of credit expansion.14 Macroeconomic stabilization measures have
meant that the annual growth of broadly defined money supply has declined
from levels of over 30 per cent in the years 1983-84 to less than
17 per cent in the years 1989-90.

19. Bangladesh has traditionally had a system of administered multiple
interest rates which have not changed much in recent years (Table I.3).
However, a transition to greater market orientation was initiated in
January 1990, by a new system of interest rate determination, under which
banks are free to adjust their lending and deposit rates within certain
bands. Concessional rates still apply for certain categories of
producers and exporters (Chapter IV).

20. Multiple exchange rates has also been abolished and Bangladesh now
has a single, relatively Free exchange rate (Chapter III). The market has
thus a greater rôle in determining prices of two key resources, capital and
foreign exchange. This is likely to encourage the allocation of resources
according to comparative advantage.

21. Real wages have increased in both agriculture and industry in recent
years. Demand for labour has increased with the adoption of more
labour-intensive farming techniques, the growth of the non-traditional
export sector and the expansion of rural public works programmes. Recent
increased in labour productivity in manufacturing (Table I.3) may be
largely due to the reduction in employment caused by the retrenchments
associated with recent privatizations.

(iv) Sectoral developments and policy

(a) Agriculture

22. The Bangladesh Economic Survey estimates that about 85 per cent of
the population depends, directly or indirectly, on agriculture for its
livelihood. Apart from its direct contribution to GDP, the processing of
agricultural raw materials, particularly jute, but also of sugar, cotton,
hides, tea and fisheries products, constitutes the core of industrial
activity.

14 Th rate of inflation declined to 8 per cent during 1988-89 as a result of lower food
prices, bu. rose to 9 per cent during 1989-90 due to the raid growth ot credit and the
depreciation of the taka.

The floors are set every six months at 0.5 per cent above the inflation rate for
fixed deposits and I per cent below that level for saving deposits. The ceilings are at
3-4 per cent above the floor rates. The floors have been set to encourage rates of interest
to provide incentives for savings.
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23. Rice accounts for two-thirds of the value added in agriculture and
three-quarters of the total area under cultivation. Jute is the most
important cash crop, and, after rice the largest crop in terms of area
under cultivation. However, the area under jute cultivation has continued
to decline as farmers have switched to rice production in response Lo
higher prices of the aus crop, which is harvested in summer when the
growing season coincides with that of jute. Yields, particularly of food
crops, fall short of attainable levels because of fragmented holdings,
inadequate irrigation and the application of rudimentary technology. The
size and the quality of the crop is also strongly affected by variation in
the rainfall and periodic cyclones.

24. The Government exercises considerable influence over the agricultural
sector (Chapter V). Foodgrain pricing and procurement policies are
designed to provide incentives to producers and ensure a greater degree of
food security. The domestic foodgrain market is insulated from the world
market by restrictions on imports. The Government also allocates a
substantial share of its development expenditure to agriculture and
intervenes directly in the input market. However, in recent years, the
rôle of the Bangladesh Agricultural Development Corporation (BADC) in the
distribution of inputs has been progressively reduced, with a significant
shift in activity from the public to the private sector. The levels of
taxes and subsidies implicit in administered prices have also declined
significantly in recent years (Chapter V).

(b) Industry

25. The relative importance of the sector has changed only marginally
since independence in 1971 and the growth performance has been
disappointing.16 The most important industrial activity is the processing
or jute `nto a variety of jute manufactures. Recent years have witnessed
high rates of expansion in the export-oriented frozen foods and ready made
garments sectors and, to a smaller extent, in the output of jute goods.

26. Initially, industrial development was based on import substitution
with almost complete State ownership of large and medium industries a

restricted scope for both the private sector and foreign investment.

There is also evidence that resources have -hifted from manufacturing to trading and
other activities. The Report of the Task Force on Irdustry, 1991, (p.2) states that
"Smuggling has become more rewarding than trading and trading more rewarding than
manufacturing."

17The early commitment to socalism as well as the emergence of a large number of
abandoned industrial enterprises at the time of independence. resulted in the nationalization
of practically all large and medium industries.
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However, the restrictions were gradually reduce, and the New Industrial
Policy (NIP) of 1982 contained several liberalizing measures concerning
investment sanctioning, import procedures and foreign investment, as well
as initiating large scale privatization These measureswere further
strengthened in the Revised Industrial Policy of 1986 and trade policy
reforms which reduced levels of protection and provided easier access to

imported inputs (Chapters IV and V). The Board of Investment was created
in 1989 and given wide-ranging powers to facilitate the operations of new
projects and to provide support services for existing firms.

27. The 1991 industrial policy has four major objectives: first, to
reduce the regulation of the private sector; secondly to limit the rôle of
the public sector, in some cases by the privatization of public
enterprises; thirdly, to encourage foreign direct investment; and,
finally, to provide special incentives to export-oriented enterprises.

(2) Recent Economic Developments

28. The growth in real GDP dropped from an average of over 4 per cent a
year during the 1980s to about 2.5 per cent in 1990-91. Since the
population grows at an annual average rate of approximately 2.5 per cent,
there is not likely to have been an increase in per capita income in the
fiscal year ending June 1991. Despite the impact of the cyclone (see
below), 1990-91 foodgrain output is estimated at close to that of the
previous year, which was a record. The recent increase in output is
attributable to increased acreage under foodgrain cultivation (in response
to higher prices), improved availability of irrigation equipment and
Government policies to both encourage fertilizer use and to provide credit.

29. Production of most other commodities increased slightly during
1989-90 and 1990-91 as a consequence of the flood-free seasons and
favourable weather. However the production of pulses and livestock
continued to stagnate. Greater export-oriented shrimp cultivation
contributed to an expansion in fisherie.. production. The rate of growth of
industrial production declined to about 2 per cent in 1990-91 due to labour
unrest and the political disturbances in the first half of the year, as
well as the losses incurred during the cyclone. The garment industry
continued to expand rapidly but the production of low-count textile fabric.
mostly produced by the publicly-owned Bangladesh Textile Mills Corporation,
declined due to stronger competition from neighbouring countries. Output
of jute products declined due to a decreased availability of raw jute,
while output of fertilizer expanded due to the efforts by the authorities
to ensure availability of agricultural inputs.

30. In 1990-91 national. savings increased to 5.4 per cent of GDP from
4.3 per cenit in the previous year. This was attributable both to the
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increase in private savings, due to the faster growth in personal income
and to the increase in public savings (for reasons described below). As a
consequence in 1990-91, investment is estimated to have increased slightly
to 11.2 per cent of GDP from 11 per cent the year before. Public
investment rose to 5 per cent of GDP in 1990-91, but private investment
fell slightly, in consequence of domestic instability and uncertainties
associated with she Middle East crisis.

31. In 1990, there was a strong revenue mobilization effort, as well as
efforts to control current expenditure. The Government has enacted major
tax reforms, including the introduction of a value added tax to replace
most sales tax and excise duty collections. The initial rate of the value
added tax was set at 15 per cent, with exemptions on textiles, fertilizers,
medicines, books and the output of cottage industries. The surcharges that
existed in conjunction with customs duties, income taxes and excises have
been eliminated. The tight control on current expenditure has taken the
form of controls on wage increases and reduced subsidies.

32. Although good harvests were instrumental in holding down foodgrain
prices, overall consumer prices rose by 9 per cent. The prices of non-food
goods increased mainly because domestic prises of petroleum products were
raised by an average of 85 per cent during the Middle East crisis.

(i) The impact of the cyclone

33. A devastating cyclone struck Bangladesh in April 1991. The estimated
death toll was 139,000 and several million people suffering food, shelter,
drinking water and health care shortages. There was serious damage to the
country's economy involving substantial losses of foodgrain and livestock
as well as destruction of the physical infrastructure and industrial
equipment. Crop damage caused by the cyclone was estimated at about
3 per cent of the total boro acreage (the crop grown during winter and
harvested in spring); in addition, there was destruction of public
foodgrain stocks. Non-foodgrain agriculture, including forestry and shrimp
cultivation, also suffered significant damage. More than half of the
7,000 mechanized fishing boats used in the Bay of Bengal were lost. Over
200,000 draft animals are estimated to have died.

34. Industrial units located in the cyclone-affected zone, including some
40 factories in the Export Processing Zone (EPZ) of Chittagong, sustained
substantial damage. Most suffered losses tc raw materials and finished
goods. Only a few industries were covered for cyclone damage under
comprehensive insurance. Infrastructure damage was considerable,
especially to the Chittagong port. Significant damage was also inflir ed
or. embankments, roads, bridges, flood control structures and other social
infrastructure, including health and education facilities.
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35. Table I.7 shows the cyclone's estimated effects on growth rates in
different sectors in 1990-91. The growth rate of agriculture is thought to
have slowed by some 1.5 percentage points and that of industry is likely to
be 0.75 percentage points lower. Resources have been directed towards
reconstruction of the infrastructure and housing, so the construction
sector will probably grow faster than originally anticipated. Overall, the
cyclone is estimated to have caused a loss of 0.6 per cent of GDP.

(3) Changes in the Pattern of Trade

36. In the 1980s, Bangladesh has witnessed a significant change in its
pattern of trade, as non-craditional exports, with significant imported
input requirements, have grown rapidly while traditional exports have
virtually stagnated. These developments are attributable in part to
changes in the pattern of comparative advantage, but a significant rôle has
also been played by Government policy and certain developments in the
international trading environment.

(i) Export commodities

37. Raw and processed agricultural products continue to generate a large
part of Bangladesh's foreign exchange earnings. In 1989-90, jute and jute
products alons accounted for 30 per cent of exports (Chart I.7); with the
inclusion of tea, hides and leather and fisheries products, agriculture's
share in exports effectively doubles. Some success has been achieved
through the enhancement of non-traditional exports but the value-added
content of these exports is not very; high. Chart I.7 shows how narrow
Bangladesh's export base continues to be, with six categories of products
accounting for 94 per cent of total export earnings. Table I.8 shows the
dramatic recent increase in the share in exports of clothing and food
(including frozen shrimps) exports, and the decline in the share of
textiles (including jute products) and raw material exports. The growth
rates of specific items within these categories are shown in Table AI.l,
with knit and non-knit garments, metal manufactures and travel goods
displaying dramatic rates of growth in recent years.

18Overall, exports have increased elightlyin importance from about 7 per cent of GDP
in :the 1980s to aitlo- ^-- per cent in 1990-91 wnie the share of m.rpors has decl ed 'rcm
over 21 per cent to about 18 per cent.
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Chart 1.7
Exports and imports by main product
category, 1989-90
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38. Bangladesh accounts for some 80 per cent of world production of jute
and 45-50 per cent of world exports of jute manufactures, including
sacking, hessian, twine and carpet backing cloth. However, the long-term
viability of jute as a principal export is questionable because Bangladesh
faces stiff competition from both the Indian industry and synthetic
substitutes (Chapter V). Recent efforts have focused on improving quality
with a view to diversifying into other textiles and manufacture based on
jute, including paper and carpet backing. Exports of jute manufactures
declined from about 540,000 tons in 1981-82 to less than 500,000 tons in
1988-89, but are estimated to have increased slightly in recent years. rhe
share of jute in total exports has declined from three-quarters to
one-quarter over the past decade.

39. Clothing, a non-traditional export, has emerged as the most important
export item, overtaking jute in 1987-88, and now accounts for about
40 per cent of exports. The growth of the industry is attributed to
continued market access while rivals were constrained by quotas, the
participation of international marketing intermediaries and the provision
of significant Government assistance (Chapter V).

40. Tea is an important cash crop and ranks fifth among export products.
But exports of tea have been declining in recent years in value terms and
in 1989-90 accounted for only 3 per cent of total exports. Bangladesh has
a long coastline suitable for fish cultivation; the export of shrimps and
edible frogs have grown rapidly in the 1980s.19 Compared with other
producers, such as Malaysia and Thailand, Bangladesh achieves only low
yields in this activity. In the face of stiff international competition,
exports of shrimps in 1989-90 fell to 1.9 million kilogrammes (accounting
for about 8 per cent of total export earnings) compared to 2.6 million
kilogrammes in the previous year.

(ii) Export markets

41. The growth in importance of garment exports has witnessed a
corresponding increase in the importance of the United States and the
European Community as markets fo? Bang' desh's exports (Table I.10 and
Chart I.7). Together they now account for about half of total exports.
Bangladesh has been particularly successful in supplying cotton shirts to
Europe and the United States. However, under the Multifibre Arrangements,
there are agreements in place with the U.S. and Canada that restrain the
level of Bangladesh's exports, thus the scope for future growth of this

19The export of frogs and frog legs has recently been banned for environmental reasons.
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industry may be limited (Chapter V). Overall, exports to developed
countries were more than three times the exports to developing countries.

(iii) Import commodities

42. Bangladesh continues to import a wide range of food, raw materials
and capital goods. The volume of foodgrain imports has risen owing to
floods and the cyclone (Table I.9 and Chart I.8). Investment is highly
import intensive, although the slow growth of public and private investment
has implied slow growth in capital goods imports. While the real volume of
total imports increased by 45 per cent between 1980-81 and 1989-90, capital
goods imports increased by only 16 per cent. However, imports for the
textile sector increased rapidly in the 1980s, being an intermediate input
for the garments industries. Reliance on domestic natural gas resources
has meant a reduced need for fuel imports, and the development of domestic
refining facilities has led to a shift from refined to crude petroleum
imports.
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Chart 1.8
Main partners in trade,
year 1988-89
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(iv) Import sources

43. In the 1980s the European Communities and Japan have replaced the
United States as principal sources of machinery, transport equipment and
chemicals imports (Table I.10 and Chart I.8). However the United States
continues to be a major source of raw cotton and cereals imports. The
increased importance of countries like the Republic of Korea, Singapore and
Hong Kong for imports of textile inputs is a consequence of the relocation
of garment production to Bangladesh.

(4) Outlook

44. The future performance of the Bangladesh economy will depend on the
extent to which domestic effort is directed towards relaxing the
fundamental constraints on growth. This is particularly so because donors
have indicated their unwillingness to increase aid commitments until
Bangladesh can demonstrate its ability to appropriately utilize the aid
already provided. Government efforts at domestic resource mobilizations,
are expected to continue. In 1991-92, current expenditure is expected to
grow by less than nominal GDP and the budget deficit is projected to remain
below 7 per cent of GDP. ADP expenditure is consequently budgeted to
increase by 25 per cent, facilitated by the increase in local taka
resources made possible by increased Government savings.

45. Agricultural growth in the fiscal year (1991/92) is expected to be
about 3.5 per cent, and the Fourth Five Year Plan (1990-95) envisages an
average annual growth of 3.6 per cent over the Plan period. While this
implies a significant acceleration over past growth rates, the reforms
carried out in the sector and the improved input availability, make the
objective achievable. Industrial output is likely to increase by almost
7 per cent in the current fiscal year, and is projected to increase at an
average annual growth of 9 per cent during the Fourth Five Year Plan
Period. The feasibility of this target is likely to depend on the extent
to which a favourable environment is created for both domestic and foreign
investment (Chapters III and IV).

46. The growth of non-traditional exports (expected to be about
17 per cent in the fiscal year 1991/92) is likely to be sustained in the
near future as the markets for garments and apparel continue to be
diversified, and the export base is widened to include more leather
products, processed foods, handicrafts and electronics. Efforts are being
made to develop backward linkage industries, and to enhance Bangladesh's
ability to compete after the MFA is phased out. Similarly, productivity,
and hence export growth, in the frozen food industry would be improved by
shifting from traditional methods of production to semi-intensive culture.



C/RM/S/24A
Page 24

47. The current account balance as a percentage of GDP is expected to
continue to improve over the next two years. Import growth is likely to
remain at about 9 per cent in the current fiscal year. The need for food
imports will diminish as some degree of self-sufficiency is achieved.
Workers' remittances, depressed during 1990-91 by the Middle East Crisis,
may recover with the emergence of new opportunities for construction jobs
for Bangladeshi workers.

48. The process of trade and industrial policy reform is expected to
continue. However, since factors of production are not perfectly mobile,
reduction in protection or switching to more efficient methods of
production may lead to the temporary unemployment of resources in certain
sectors and impose social and economic costs. Already, labour unrest is
reported to have gathered momentum with strikes over threatened
redundancies in the State-owned jute and textile industries where the
Government is seeking to reduce overmanning prior to privatization.20
Similarly, Government efforts to increase the efficacy of the banking
sector by reducing the extremely high levels of debt default have been
frustrated by industrial lobbies. Whether the Government's commitment to
development survives the often contradictory pressures of local interest
groups and reform-seeking international organizations will have a crucial
bearing on the future course of the economy.

20The Financial Times, 16 December 1991.
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II. TRADE POLICY REGIME: FRAMEWORK AND OBJECTIVES

(1) General Framework

49. Bangladesh returned to democratic government in December 1990, after
military rule for much of its 20 years of statehood. The Constitution was
initially based on the fundamental principles of nationalism, socialism,

democracy and secularism, but in 1977 an amendment replaced secularism with
Islam. A further amendment in 1988 established Islam as the State
religion. The Constitution aims at a society in which the rule of law,
fundamental human rights and freedoms, justice and equality are to be
secured for all citizens. A socialist economic system is intended to
ensure the attainment of a just and egalitarian society, with private
ownership allowed within legal limits.

50. The President is the Head of State, elected for five years by members
of Parliament. Executive power is vested in the Cabinet, headed by the
Prime Minister which is responsible to the Parliament. Legislative power
is lodged with a unicameral Parliament (Jatiya Sangsad), comprising
300 members directly elected by universal adult suffrage for a term of five
years, and 30 women members elected by the other members. For the purpose
of regional administration, Bangladesh is divided into 493 sub-districts
(upzillas), staffed by civil servants and headed by local chairmen. The
judiciary comprises a Supreme Court with High Court and Appelate Divisions,
and subordinate courts.

51. The Ministries concerned most closely with the formulation of trade
policy are those of Commerce, Finance, Planning, Agriculture, Industry,
Textiles and Jute.

(2) Structure of Trade Policy Formulation

(i) Legislative and Executive branches of Government

(a) Import and export policy

52. The Ministry of Commerce (MoC) is entrusted with the task of
formulating and overseeing the implementation of trade policies. This it
does mainly through the office of the Chief Controller of Import and
Exports (CCIE) and the Export Promotion Bureau (EPB), a semi-autonomous
statutory body. While the CCIE is a regulatory agency for foreign trade,

1The amendment states that the country shall be guided by "the principles of absolute
trust and faith in the Almighty Allah, nationalism, democracy and socialism."
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the EPB is a promotional organization responsible for assisting exports
(Chapter IV.4). Through convention, the responsibilities of helping the
MoC formulate the Import Policy Order and the Export Policy have devolved
to the CCIE and EPB. The MoC prepares secret summaries for Cabinet
decisions and approval. The policy measures for import are published in
the Official Gazette in the form of an executive order with the force of
law. Policy measures relating to exports are published in the form of an
official booklet which lacks legal status.

(b) Other export policy-related institutions

53. The Export Co-ordination Unit (ECU) focuses on various short-term
issues related to export activities. The Unit, chaired by the Secretary of
the Ministry of Commerce, holds bi-monthly meetings for the purpose of
co-ordinating export promotion activities among the various Ministries and
agencies. It consists of the Secretaries of the various Ministries
concerned with exports, the Governor of the Bangladesh Bank and the Vice
Chairman of the EPB. According to the Government of Bangladesh, the ECU
has not been active for some time.

54. The Export Credit Wing of the Sadharan Bima Corporation provides
export credit insurance to exporters, export credit guarantees to the
commercial banks and other financial institutions, and advises the
Government on all matters pertaining to export credit and export credit
insurance (Chapter IV).

55. The Bangladesh Trade Facilitation Committee (BANPRO), established by
the Ministry of Commerce in 1981, is entrusted with the task of
streamlining procedures and documentation. The Committee also assists
agencies to train personnel and to implement the revised procedures. It is
chaired by the Vice-Chairman of the EPB and is composed of senior officials
with operational responsibilities, from public and private sector
institutions involved in external trade. According to the Government of
Bangladesh, BANPRO has remained virtually non-operational for the last few
years, and a more effective committee is now being formed.

2Difficulties arise because BANPRO's proposals require the approval of the Ministry of
Commerce and, after approval has been obtained, BANPRO has to convince the respective
institutions of the importance of implementing these recommendations (World Bank Report
No. 6080-BD, 1986, Bangladesh: Review of the Experience with Import Program Credits I-X.
P 79).
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(c) Tariff policy

56. The tariff formulating body is the National Board of Revenue (NBR) in
the Ministry of Finance. The tariff implementing bodies are the
Collectorates of Customs and Excise, while the tariff advisory bodies are
the Tariff Commission and the Board of Investment.

57. The NBR administers all taxes, including customs duties and the value
added tax. The Chairman of the NBR also holds the position of Secretary,
Internal Resources Division, Ministry of Finance. Separate Additional
Secretaries are responsible for customs, exc-ise, customs appeals and direct
taxation. The infrastructure for handling tax collection includes
(a) auxiliary organisations, like the Directorate of Customs Intelligence
and Investigation (DCII), the Duty Exemption and Drawback Office (DEDO) and
the Controller of Customs Valuation (CCV); (b) field level organizations,
comprising the Collectorates of Customs and Excise and their subsidiary
units; and (c) the Collector (Appeals), Dhaka and Chittagong.

58. The Office of the DCII conducts investigations to enforce customs and
other laws. DEDO is responsible for conducting comprehensive surveys and
investigations of industrial units for fixing export rebates and drawbacks.
The Office of the CCV examines documents and acquires information from
various organizations inside and outside the country to ensure that all
imports and exports are valued correctly and consistently. The field level
organizations responsible for customs and3 excise administration are the
Customs Houses and Collectorates of Excise.

59. The Tariff Commission, created in 1973, is under the administrative
control of the Ministry of Commerce (Foreign Trade Division). The
Commission recommends tariff levels and other forms of assistance for the
protection of an industry, particularly with a view to developing export
potential; enquires into complaints received by the Government on

monopolistic practices by protected industries; investigates allegations
of dumping; advises the Government on matters pertaining to GATT and other
international organizations; and in general, is to rationalize the
structure of protection inherited at the time of independence. The
Commission is likely to have an increased role in determining tariff policy
when its new constitution is adopted in July 1992.4

3World Bank Report No. 7196-8D, 1989, Bangladesh: An Agenda for Tax Reform. pp. 51-52.

4Ministry of Commerce, 1992.
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60. The Commission investigates a case for granting protection, or for
revoking protection, on receiving an application from an industry, a
complaint from a consumer, or a request from the Government. The
Commission conducts open hearings and is committed to take into account the
interests of the consumers and of industries which use protected inputs.
On completing its investigation, the Commission recommends to the Ministry
of Commerce the appropriate level and period of assistance, and the
conditions on which it is to be granted.

(d) Industrial policy

61. Industrial Policy is formulated by the Industrial Development Council
(IDC), chaired by the Minister of Industries (Industrial Policy, 1991).
The members of the Council include the Secretaries of the various
Ministries and Divisions concerned with industrialization, four members of
Parliament, four industrialists nominated by the Government, Presidents of
the the Federation of the Bangladesh Chambers of Commerce and Industry
(FBCCI) and other regionally important Chambers of Commerce and Industry.
The Secretary, Ministry of Industries, in the IDC's Member-Secretary. The
Council meets bi-annually.

62. The Executive Committee of the IDC, convened by the Secretary of the
MinisLry of Industries, is responsible for the implementation of IDC
decisions. The members of the Committee include the Deputy Governor of the
Bangladesh Bank, the Executive Chairman of the Board of Investment, the
Chairman of the Bangladesh Export Processing Zone Authority and the
President of the FBCCI. At least once every three months, the Council
reviews the investment situation and the incentives in the industrial

5
sector.

63. Access to institutional facilities (such as letters of credit to
import) requires industries to be registered with either the Bangladesh
Export Processing Zone Authority (BEPZA), for industries located in the
Export Processing Zone (EPZ), the Bangladesh Small and Cottage Industries
Corporation (BSCIC), the Department of Textiles, or the Board of Investment
(BOI) for all other private industries (see Chapter IV).

(e) Overall planning

64. The Planning Commission, established in 1972, is the Government
agency responsible for all aspects of economic planning and development,

5Industrial Policy, 1991.
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including the preparation of the five-year plans and annual development
programmes (in conjunction with the appropriate Government Ministries),
promotion of savings and investment, compilation of statistics and
evaluation of development schemes and projects.

(ii) Advisory bodies

65. The Ministry of Commerce has its own consultative councils, the
Import Advisory Committee (IAC) and the Export Promotion Council (EPC),
respectively. Both consultative councils are headed by the Minister of
Commerce and comprise high ranking officers of the concerned Ministries
(Industry, Finance, Shipping, Agriculture, Fisheries and Livestock,
Forestry and Environment, Health, Labour and Manpower, Textiles, Planning,
etc.), representatives of the leading chambers of commerce and industry,
product specific national associations, and institutions like banks and
insurance companies.

66. At the end of each financial year, suggestions for the next Import
Policy Order and Export Policy are invited from members of the IAC and the
EPC, respectively. Their recommendations are discussed by a Secretaries
Committee, headed by the Commerce Secretary and comprising the Secretaries
of the relevant Ministries, that makes proposals for the next Import Policy
Order and the Export Policy.

67. The Export Promotion Advisory Committtee (EPAC) consists of experts in
a specific export commodity and EPB officials who act as the secretariat
for the Committee. The main function for the EPACs is to make specific
suggestions on export-related issues, both for incorporation in the export
policy and for the consideration of the ECU.

68. Since 1978, export promotion has been organized in the form of nine
Sectoral Task Forces, covering major product groups and composed of
representatives of the public and private agencies involved in each sector.
The activities and suggestions of the Task Forces are reviewed by the
Central Task Force, which includes representatives of all sectors and the
Ministries concerned. The Task Forces are attached to the ECU. The

6The effectiveness of the EPACs may have been hampered by the shortage of staff a;d the
lack of in-depth product studies on which to base recommendations (World Bank Report
No. 6080-8D, 1986, Bangladesh: Review of the Experience with Import Program Credits I-X.
p.72).
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Vice-Chairman of the EPB chairs the Central Task Force, and the EPB serves
as a secretariat to the Sectoral Task Forces.7

69. The Consultative Committee for Industries has been created for
providing advice to the Government on problems of the public and private
sectors. The Committee is comprised of representatives of all Ministries,
agencies concerned with industrial development and financing, Nationalised
Commercial Banks and Development Finance Institutions, FBCCI, and other
important Chambers of Commerce and and Industries. The Minister of
Industries is its Chairman and the Executive Chairman, the Board of
Investment acts as its Member Secretary. The Committee meets once a year.
Divisional Industrial Development Committees have been created to encourage
the dispersal of industrial activity. They are chaired by the Minister of
industries and various local representatives from both the Government and
industry.

70. Within the private sector, the Federation of Bangladesh Chambers of
Commerce and Industry (FBCII) created in 1973, has the status of the apex
body representing the private sector trade, industry and commerce at the
national level. Membership of the Federation is compulsory for all
licensed Chambers of Commerce and Industry and Associations of Trade and
Industry. Its objectives are to promote the interests of its federating
units, bring about greater cohesion and harmony at the national level of
their aims, and to stimulate the development of trade, industry,
agriculture and transport in Bangladesh. The Federation represents the
private sector on various Government bodies and advisory committees, and is
consulted by the Government on issues of taxation, industrial policy,
commercial policy and labour policy.8

71. Separate organizations represent the interests of the jute, readymade
garments, leather, frozen foods and other manufacturers and exporters in
the private sector. Even the more important: organizations claim little
influence on Government policy. The FBCCi President felt that the
Government's unilateral decision to publish a list of debt defaulter:; had

7This arrangement is likely to have improved cooperation between the various agencies
and has made it possible to address specific problems facing exporters (World Bank Report
No. 6080-BD 1986. Bangladesh: Review cf the Experience with Import Program Credits I-X.
p. 77).

8The President of the FBCCI considers the Ministry of Industry to be the most receptive
to his advice. followed by the Ministries of Commerce and Planning, whereas the Ministries of
Finance and Labour were perceived to be least receptive (Meeting with GATT Officials, Ohaka,
1992).

9The following discussion i- based on meetings GATT officials had with representatives
of the organizations in Ohaka, January 1992.
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severely undermined business confidence and mere than offset the benefits
of other policy initiatives.

72. The Bangladesh Jute Association (BJA) regarded the Government's
minimum export price regulation and the occasional bans on export as
particularly damaging. Similar sentiment was expressed by the Bangladesh
Tanners Association regarding the current ban on exports of wet blue
leather (Chapter V.8 and V.10). The Bangladesh Carment Manufacturers and
Exporters Association (BGMEA) expected that the recent increase in the
domestic value-added requirement from 25 per cent to 30 per cent would hurt
exports and 1 revent diversification into higher quality products
(Chapter V.9).

73. The Bangladesh Frozen Food Exporters Association (BFFEA), among
others, cast doubt on the implementation of the Export Policy and
complained of poor co-ordination between the Ministries. It was claimed
that commercial banks seldom provided credit at the prescribed concessional
interest rates to exporters because of refinance difficulties with the
Bangladesh Bank. The Government decision to lease land for shrimp culture
(Chapter V.7) had not been implemented. The wisdom of the ban on exports
of frog legs was questioned on both environmental and commercial grounds
(Chapter IV). Both BJA and BFFEA argued that the recent Indian devaluation
had seriously damaged international competitiveness of their products
(Chapter III).

74. Representative institutions for labour do not seem to be well
developed in Bangladesh. In 1986 only about 3 per cent of the total labour
force was unionized. An earlier ban on trade union activity was lifted in
January 1986. In 1989-90, there were 4,130 registered unions, organized
mainly on a sectoral and occupational basis, and 23 labour union
federations in the country.

I0The Financial Times, 16 December 1991. reports that the policy did not achieve the
object of increasing repayments and the move was criticised by banks. donors and the business
community alike. In so far as the Government was then forced to revise the policy, it may
also have undermined the general credibility of Government policy. The Task Forcc Peport on
Macroeconomic Policies 199:. (pp.18-19). reports that manufacturing entreprenea-s 7-ttrviewed
in a recent survey have identified their lack of conf-dence On Government p.';.^ as the
major constraint to investment decisions.

liThis argument holds if the required domestic value-added content is inversely related
to the quality of the product. which may well be true for garments.
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(iii) Review bodies

75. In June 1980, a 12-member National Council of Exports (NCE) was set
up to carry out periodic reviews of export performance and policy. This
apex Council is composed of the Ministers directly or indirectly involved
in exports, with the Prime Minister as Chairman.

76. The Import Advisory Committee (IAC) and the Export Promotion Council
(EPC) also meet to carry out mid-term reviews of the import and export
policies. There are other review and consultative bodies. A Parliamentary
Committee, comprising members of parliament belonging both to the ruling
and opposition parties, reviews the formulation and implementation of the
import and export policies.

(3) Trade Policy Objectives

(i) General trade policy objectives

77. The Fourth Five Year Plan, issued in October 1990, for the period
1990-95, has three main objectives: accelerating income growth; the
alleviation of poverty and generation of employment through human resource
development; and increased self-reliance. Trade policy is meant to
further these goals.

78. Recent trade policies have sought to increase the attractiveness of
production for export relative to import substitution. One of the major
objectives of the Export Policy, 1991-93, is the reduction of the gap
between export earnings and import payments through the achievement of the
specified export targets (Table II.1). Among the complementary objectives,
is the diversification of the export base, particularly to include higher
value added exports, and to improve the quality of exports. Domestically,
the development of backward linkage industries in the export-oriented
sectors is to be encouraged along with the creation of employment
opportunities. Internationally, efforts are to be made to strengthen
Bangladesh's position in existing markets and to create new markets by
undertaking vigorous marketing efforts.

79. The export target for 1991-92 has been set at USS$2,151 million,
25 per cent higher in dollar terms than export earnings in 1990-91. The
target for 1992-93 in turn is 25 per cent higher than the target for
1991-92 at US$2,689 million.

80. The Industrial Policy, 1991, has among its basic objectives (i) the
acceleration of the growth of export-oriented industries through an
appropriately designed strategy, which will help reduce trade imbalances
and create employment; (ii) the attraction of foreign investment by
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removing all barriers and encouraging both new and existing foreign
investors; (iii) making the industrial sector more efficient and
internationally competitive through appropriate strategies, which include a
greater rôle for the private sector.

81. The objective of the Import Policy Order, 1991-93, is to facilitate
the building of a strong economic infrastructure for industrialization and
overall economic development (Ministry of Commerce's Replies to the GATT
Questionnaire, 1992). The policy is meant to provide support for the
implementation of the objectives of the export and the industrial policies
and seeks:

- to simplify import procedures, particularly Close for the import of
raw materials for export oriented industries;

- to facilitate the setting up of agro-based industries and to ensure
the adequate supply of agricultural inputs, like fertilizers and
pesticides;

- to ensure the supply of essential items at reasonable and stable
prices; and

- to assist in maintaining public health and preservation of the
environmental and ecological balance.

(ii) Sectoral trade policv objectives

82. The objective of sectoral trade policy is to broaden the export base
and to reduce import needs. Even though the reliance on the
"debilitating raw jute and jute goods trade' is to be reduced, the sector
is expected to remain an important source of export earnings, and efforts
to revitalise the industry are to continue. In the readymade garments
sector the aim is to diversify "export markets through increased sales to
both Western and Eastern European markets and move into higher value-added
products. Backward linkages would be established by setting up specialized
textile mills for eventual stimulation of exports. Where a significant
raw material base already exists, as for instance in wet blue leather,
Government policy is to discourage exports of the raw material and
encourage a move to higher value added items. such as semi-finished leather
and leather products. In the frozen food sector, the objective is an
expansion of exports through "intensified exploitation of existing capture
potential and through a massive shift from traditional (natural) culture to

Ye Fourv F~e veer zian, p.YV->..

c, C -,
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modern culture technology".15 More generally, an attempt is being made to
develop labour-intensive export industries to take advantages of changes in
the international division of labour. Sectoral export targets are
provided in Table II.2.

83. In the agricultural sector the objectives of policy are to increase
foodgrain production and productivity, and to ensure the availability of
food at moderate and stable prices to consumers The attainment of
"self-sufficiency in foodgrain production" is stated to be a major
objective in The Fourth Five-Year Plan (p.V.A-8). In the capital goods
sector the objective is to 'manufacture as much of capital goods within the
country as possible".18 Imports are to be limited to specific items for

which domestic capacity does not exist and under project aid, imports of
semi-processed goods are to be preferred. In the energy sector, the
objective is to reduce the dependence on imported fuel by increasing the
production and use of domestic natural gas.

(iii) Bangladesh in the Uruguay Round

84. Bangladesh has participated actively in the Uruguay Round. In
addition to representing its own interests, it has spoken on behalf of the
least-developed countries as a group. In this connection, it has sought
the following conditions for least-developed countries: advance, unstaged
implementation of tariff and non-tariff concessions; further improvements
in GSP schemes, including exemption of least-developed countries from any
quotas, safeguards, or other conditionalities, more favourable rules of
origin; assistance to least-developed countries to optimize the benefits
from GSP schemes and from liberalized access to markets; and a regular
review of measures taken in favour of least-developed countries.- It has
also sought immediate elimination of restrictions on imports of textiles
and clothing from the least-developed countries and their exemption from
the application of the transitional safeguard mechanism; exemption from
obligations to eliminate trade-related investment measures; exemption from

15Ibid., p.IV-11.

16Task Forces Report on Industry, 1991, p.6.

17The Task Force Report on Agriculture argues that "too much of a fetish" should not be
made of this objective, since the implementation of a successful industrial strategy would
make possible the export of industrial products and the import of food (Report of the Task
Forces, Volume II, p.104).

18Fourth Five Year Plan, p IV-9.

19GATT document TNC/W/34.
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initial commitments in the General Agreement on Trade in Services; and
special considerations in the Agreement on Safeguards.

(4) Trade Laws and Regulations

85. The legal framework in the field of foreign trade is provided mainly
by the following three laws, and the rules, regulations and orders
promulgated thereunder: (1) The Imports and Exports (Control) Act, 1950;
(2) The Customs Act, 1969; (3) The Foreign Exchange (Regulation) Act,
1947.

86. The Imports and Exports (Control) Act, 1950, empowers the Government
to regulate, by law, the import and export of goods and services. The
primary responsibility for implementing this Act, and the rules,
regulations and orders former thereunder lies with the Office of the Chief
Controller of Imports and Exports. The responsibility of enforcing the
provisions of the Customs Act, 1969, lies with the National Board of
Revenue and the Collectorates of Customs and Excise. The Bangladesh Bank,
the central bank of the country, implements the provisions of the Foreign
Exchange (Regulation) Act, 1947, which among other things regulates the
purposes for which, and the procedures through which foreign exchange may
be brought in or taken out of Bangladesh. The three Acts are
complementary, and the infringement of one may also involve the
infringement of another, and be punishable under more than one.

87. The Foreign Private Investment (Promotion and Protection) Act of 1980
provides the legal frame-work for foreign investments (Chapter III).

(5) Trade Agreements

(i) Multilateral agreements

88. Bangladesh became a participating country, without negotiations, to
the GATT Protocol Relating to Trade Negotiations Among Developing Countries
in 1976. While it ratified the Protocol, its own Protocol of Accession has
been extended, most recently up until 30 June 1992.

89. Bangladesh is a beneficiary of the GSP. The country is also a
signatory to the Arrangement Regarding International Trade in Textiles
(MFA) and the International Jute Agreement.

(ii) Regional agreements

90. Bangladesh has been a member of the First Agreement on Trade
Negotiations Among Developing Member Countries of the Economic and Social
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Commission for Asia and the Pacific (the Bangkok Agreement) since
July 1976. Other members are India, Sri Lanka and the Republic of Korea.
Bangladesh extends preferential duties on imports of 107 different items
(Chapter IV).

(iii) Bilateral agreements

91. Bangladesh is a participant in the Agreement on the Global System of
Trade Preferences among Developing Countries (GSTP). Bangladesh has
concluded bilatcLal agreements under the GSTP with ten countries. Five of
these countries, Argentina, Algeria, Democratic People's Republic of Korea,
Egypt and Morocco gave tariff concessions to Bangladesh without
reciprocity. The remaining five, India, Iran, Romania, Sudan and
Yugoslavia, provided tariff concessions on a token exchange of tariff
concessions. Bangladesh also benefits from the concessions negotiated and
exchanged among other participants.

92. Presently Bangladesh has barter protocols with Albania, Bulgaria,
China, the Czech and Slovak Republic, Democratic People's Republic of
Korea, Hungary, Poland, Romania and Yugoslavia.20

93. Bangladesh also has a bilateral agreement with Bhutan.

20It is not clear whether the previous barter protocols with the former Soviet Union
have now been transferred to the independent republics in the Commonwealth of Independent
States.
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III. TRADE RELATED ASPECTS OF THE FOREIGN EXCHANGE REGIME AND FOREIGN
DIRECT INVESTMENT

(1) Exchange Rate Régime

94. AL independence, Bangladesh adopted a fixed exchange rate system. In
1979, it changed to a system of managed floating exchange rates. The value
of the taka, in terms of the US dollar, the intervention currency, is
determined with reference to a basket consisting of the currencies of the
country's major trading partners.

95. Since 1979, there have been frequent exchange rate adjustments
Intended to maintain external price competitiveness. The average annual
depreciation in the nominal exchange rate in the 1980s was 8.9 per cent
(Chart III.ld). The official exchange rate of the taka remained at
Tk 32.27 per US dollar from November 1988 to February 1990, depreciated
against the US dollar by 11 per cent between March and November 1990, and
then remained constant until the end of June 1991, at Tk 35.79 per
US dollar. Most recently, the rate was depreciated against the US dollar
on seven occasions, by a cumulative 8.5 per cent between July 1991 and
January 1992.

96. Until January 1992, multiple exchange rates arose from the operation
of the Secondary Exchange Market (SEM), which comprised the Wage Earners'
Scheme (WES), and the Export Performance Benefit Scheme (XPB). Under the
WES, foreign exchange earnings remitted by workers abroad, tourist
receipts, and most service receipts were sold at a rate determined by a
committee of authorized foreign exchange dealers (mainly banks) constituted
by Bangladesh Bank. Under the the XPB scheme, exporters and certain
indirect exporters of non-traditional items were eligible to receive an
exchange rate premium, which was set equal to the difference between the
WES rate (in taka per US dollar) and the official rate (Chapter IV.3). The
reduction in margins between the official and the secondary market exchange
rates (from 25 per cent in 1979-80 to 5 per cent in 1987-88 and down to
less than 1 per cent in 1989), and their eventual unification in
January 1992, eroded the incentives afforded2 to exporters through the
export promotion benefit scheme (Chart III.ld).

'The basket includes the currencies of Canada, Germany, India, Japan, Pakistan,
Singapore, South Korea, Thailand, the United Kingdom and the United States.

2The scooe of the secondary market had also been progressively enlarged, from
12 per cent of the value of imports in 1980-81 to 48 per cent in 1989-90.



C/RM/S/24A
Page 38

Chart 111.1
Current account balance, change in reserves, real
effective exchange rate, nominal exchange rate and
secondary exchange rate, year 1981-91
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(i) Exchange rate movements and the balance of payments

97. Bangladesh's current account deficit has been between 5.5 and
7 per cent of GDP since 1985-86, and estimated to have declined to
4.1 per cent of GDP in 1990-91 (Chapter I and Chart III.la). Export volume
growth slowed during this period because of reduced agricultural exports,
following floods in 1987 and 1988 and the cyclone in 1991, and the
imposition of quotas by industrial countries on garment exports. The
growth of workers' remittances was negatively affected by the crisis in the
Middle East. Despite sluggish domestic demand, imports remained high due
to the need for foodgrains and other commodities for flood and cyclone
relief, and the higher oil import bill.4

98. Nevertheless, as noted above, the current account deficit is
estimated to have fallen in 1990-91. Exports performed better than
expected, in part due to the depreciation of the taka against the US dollar
during March-November 1990. Moreover, the demand for non-cyclone related
imports was dampened both by the tight financial policies and the impact of
the exogenous shocks on private sector activity. The emergency assistance
and increased food and commodity aid, maintained gross official reserves at
the equivalent of three months imports in 1990-91 (after declining to the
equivalent of 1.7 months imports in 1989-90) (Chart III.lb).

99. Foreign exchange reserves again increased by 45 per cent to
US$1,275.18 million (equivalent to 4.8 months imports) at the end of
December 1991. The main factors behind the increase in reserves were
(i) the higher levels of loans and grants from multilateral and bilateral
donors (offset in part by an increase in amortizations) and (ii) an
improved trade account.

100. Aid inflows, annually accounting for about 7-8 per cent of GDP,
supported the exchange rate. Exports and remittances financed 38 per cent
and 23 per cent of imports, respectively, in 1989-90. The pace of future
aid flows may slow down unless project implementation improves
dramatically. According to the Government of Bangladesh, efforts are being
made to improve the pace of project implementation.

3From the export point of view, the 1991 cyclone caused particularly severe damage to
shrimp farms and goods in garment factories and port warehouses.

4The authorities responded to the Middle East crisis by increasing retail petroleum
prices by an average of 85 per cent, cancelling commercial food imports and, in August 1990,
temporarily reducing foreign exchange travel allowances.
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(ii) Exchange rate movements and trade

101. Bangladesh's real effective exchange rate (REER), while generally
depreciating during the 1980s, fluctuated significantly in the period
despite a significant depreciation of the nominal rate (Chart III.lc).
The depreciation of the nominal exchange rate does not appear to have
consistently offset the difference in inflation rates between Bangladesh
and its trading partners.

102. In the 1970s, the appreciation of the REER stemmed in large measure
from the inflationary financing of fiscal deficits. Since the early 1980s,
the changing structure of Government expenditure has shifted demand towards
non-tradeables, putting upward pressure on the real effective rate.

103. Appreciations of the real effective exchange rate may have been
allowed for any of the following reasons:

(a) Depreciations in the REER were not perceived to affect
competitiveness, or could not be expected to lead to an improvement
in the balance of trade;

(b) Preoccupation with alternative goals, for example, using the exchange
rate as an instrument to control domestic inflation;

(c) The perception that the exchange rate was close to its equilibrium
value, and therefore no policy-induced changes were required.

(a) REER and competitiveness

104. The behaviour of export and import volumes, the trade balance and the
REER over the period 1981-90 is shown in Chart II1.2. There seems to be no
obvious association between the trade variables and the REER.

105. The notion that a depreciation in the REER is unlikely to improve the
balance of trade reflects a perception that demand for both exports and
imports is inelastic. In Bangladesh, the pessimism on exports may arise

5The REER depreciated by 7 per cent during the fiscal years 1980-83, and appreciated by
21 per cent between fiscal years 1983-85. It then depreciated by 20 per cent in fiscal years
1985-88 but again appreciated by 5 per cent in fiscal yedrs 1988-90. Most recently, it has
depreciated by 8 per cent in 1990-91.

6See, for instance. K.M. Martin, 1991, "Macroeconomics of Bangladesh's Export
Competitiveness." paper prepared for presentation at an ASSA session at the AEA meeting in
New Orleans.

7'n Wcrld Bank Report No. 8344-80, 1990, Bangladesh: Managing the Adjustment Prccess -
An Appraisal, it is claimed that "the generally held view in Bangladesh is that exchange rate
adjustments are likely to be of little benefit at present" (p.98).



C/RM/S/24A
Page 41

from the view that price reductions do little to increase demand in the
presence of quotas on garment exports, the recent decline in world demand
for shrimps, and the secular decline in demand for jute and jute products.
In the case of imports, since the bulk are non-competing and essential,
like foodgrains,9 edible oils and petroleum, the demand is perceived to be
price-inelastic.

8In the case of shrimps and jute, it is not the reduced demand, but presumably, its
inelasticity which would provide substance to this view.

9Econometric estimates of disaggregated import demand functions in Bangladesh suggest
that imports are generally insensitive to relative price changes and that import demand is
largely explained by GOP or other indicators of the general level of economic activity (Task
Forces Report on Macroeconomic Policy, 1991, p.14).
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Chart III.2
Exports, imports and trade balance in relation
to real effective exchange rate
Fiscal year 1981-90
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106. Even though the aggregate demand for some of the commodities which
Bangladesh exports may be inelastic, there remains scope for competition
between producing countries. In this context, the movements in
Bangladesh's REER, when compared with those in the real exchange rates of
other Asian countries which directly compete with Bangladesh in overseas
markets, suggest a significant relative appreciation. For example, over
the 1980-89 period, while Bangladesh's real rate depreciated by only
3 per cent, that of India depreciated by 37 per cent, Pakistan by
39 per cent, China by 46 per cent and Thailand by 21 per cent.10 These
countries compete with Bangladesh both in the markets for established
exports, such as jute, leather, shrimp, ready-made garments and vegetables,
and in areas of potential exports, such as leather goods, basic electronics
and finished textiles.

107. While there is some evidence that the REER does not affect export
performance,11 focussing on the relationship between aggregate exports and
the real effective rate ignores the possibility that changes in the REER
may have different effects on traditional and non-traditional exports.
Non-traditional exports, in particular garments, have a high import
component (as much as 75 per cent in recent years), while traditional
exports like jute and unprocessed leather rely mainly on domestic inputs.
An appreciation in the exchange rate,. by affecting the input and output
prices of non-traditional exports in roughly equal measure, may have done
little to affect their competitiveness, but can be expected to have had a
negative effect on the competitiveness of traditional exports.

108. The percentage changes in the, traditional and non-traditional
exports, measured in constant prices, and the REER are shown in
Chart III.3. 12 It appears that in the case of non-traditional exports,
depreciations were not associated with increased exports. But in the case
of traditional reports, there is a clear negative relationship in all years
except 1988-89. As a recent paper by van der Geest and Rahman (1991)

10World Bank 8344-BD, op. cit.

11In response to the GATT questionnaire, Bangladesh Bank noted that, "Most of the
studies could not find any significant relationship between the exchange rate and exports or
imports. Some (studies) showed a notable relationship between incentives package' and
exports.Another study showed a weak statistical relationship between exchange rate (and
REER) volatility and exports."

12The fact that these are percentage changes in the variables rather than their levels
eliminates the possibility of an illusory association created by persistent trends.

13Econometric analysis lends support to these results. The following equations were
estimated for the period 1981-89 on the basis of data obtained from the World Bank Report No.

(Footnote Continued)
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concludes, "(the exchange rate) may be a facilitating rather than a
sufficient condition for improved export performance. This is important
from the point of view of policy as the real exchange rate, unlike the
world trade activity index, may be considered an instrument of policy."14

(Footnote Continued)
8874. Bangladesh: Review of the Experience with Policy Reforms in the 1980s, Attachments 26
and 48.

Total exports: X = 7.6 - 0U.4 REER R-squared = 0.34
(5.9 ) (0.2)

Traditional exports: TX = 27.2 + 0.4 REER R-squared = 0.04
(19.4) (0.7)

Non-traditional exports: NTX = 0.8 - 0.7 REER R-squared = 0.51
(6.9) (0.26)

All variables are measured as percentage changes, so the possibility of trend-induced
spurious correlations has been eliminated. The figures in the brackets are the standard
errors of the coefficients. The coefficient for REER in the equation for non-traditional
exports is statistically significant at the 5 per cent level of confidence.

14Willem van der Geest and Khalilur Rehman, 1991, "Trade Diversification in Bangladesh:
Prospects and Constraints," provisional paper for the Special Programme for the LOCs, UNCTAD.
Geneva. p.19.
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Chart III.3
Traditional exports and non-traditional exports in
relation to real effective exchange rate,
Fiscal year 1981-90
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(b) Real effective exchange rate and inflation

109. Bangladesh Bank is concerned with the inflationary consequences of an
exchange rate depreciation.15 The extent to which a depreciation in the
exchange rate generates inflationary,pressures depends to a large extent on
the degree of real wage rigidity. 16 Moreover, insofar as a depreciation
reduces the need for budgetary subsidies to exporters, it could lead to a
reduction in the fiscal deficit and therefore a reduction in inflationary
pressures.

(c) Exchange rate determination

110. Prior to January 1992. supply and demand for foreign exchange
determined the exchange rate in the secondary market, with the official
exchange rate within less than 2 per cent of that rate during the last two
years. Since January 1992, the rates have been unified, with market forces
allowed a greater role. However, the demand expressed on the foreign
exchange market is constrained by the quantitative restrictions imposed on
foreign exchange allocation. These include product specific limits, such
as restrictions on how much industrial consumers can import of items on the
restricted list; proportional limits which take the form of entitlements
to foreign exchange which are a fixed proportion of export earnings; and
value limits on aggregate foreign exchange allocations, as for instance
applied to public sector importers (Chapter IV.2(ix)). In addition, aid
flows have lent support to the exchange rate.

(2) Foreign Exchange Allocation and Regulation

(i) Legal basis and objectives

III. The Foreign Exchange Regulations Act, 1947. adopted in Bangladesh
immediately after independence and amended in October 1976, confers on the
Bangladesh Bank the legal authority to administer exchange control. This
authority is supported by a series of rules and regulations, the Customs
Act of 1950, and the Import and Export Control Act of 1950. The purpose of
exchange control is to regulate the use of foreign exchange resources so as

15Bangladesh Bank. 1992.

15Matin 1991, argues thatthere is evidence of both nominal and real wage resistance
inBangladesh

17The reliance export subsidies to goto andotherexports was placed a significant
burden or the Government budget in recent years, as discussed inChapters IV and V.
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to ensure its availability for "essential and productive purposes" and to
prevent its use for "wasteful and unproductive ends" (Bangladesh Bank,
1992).

(ii) Allocation of foreign exchange

112. The Ministry of Finance prepares a foreign exchange budget for each
financial year. This involves an assessment of the existing resources and
projections of expected foreign exchange earnings from exports,
remittances, aid and various capital inflows. On the basis of the
allocations made in the budget, import policies are framed each year by the
Ministry of Commerce. All imports are subject to licenses or letter of
credit authorizations except goods directly purchased by the Government
departments. Release of foreign exchange is automatic on the production of
Letter of Credit Authorizations (LCAs) or licenses. Advance payment is
not generally permitted except in special cases.

(iii) Regulation of foreign exchange

(a) Statutory provisions regarding the repatriation of foreign
exchange

113. All residents must surrender their foreign exchange to Authorised
Dealers. 19 Export receipts must be repatriated within four months from the
date of shipment and must represent a "fair value" for the goods
exported. Other foreign exchange receipts must be surrendered to
Bangladesh Bank within one month of acquisition. Residents may maintain
foreign currency accounts with foreign exchange brought in at the time of
their return from travel abroad.

18The procedures for obtaining access to foreignexchange for difference categories of
importersare described inChapterIV 2(1)

19Bank branches licensedby the ExchangeControlDepartment of BangladeshBank to deal
inforeign exchange are called Authorised Dealers. Complance with exchange control

instructions is monitores mainlyby scrutinising the reports and returns submitted regularly
by Authorised Dealers and occasionally byinspection by officials of the Exchange Control
Department.

20For example, in the case of jute theexportprice regulationsare intended to
prevent under invoicing.
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(b) Incentives offered to non-residencs to attract foreign exchange
deposits:

114. Both Bangladesh nationals working abroad and foreigners are allowed
to have non-interest bearing current accounts in Bangladesh in pound
sterling or in US dollars. Before the unification of the exchange rate,
encashments of foreign exchange from such accounts were at the SEM rate.
It is also possible for non-residents to maintain interest bearing time
deposit accounts. Bangladeshis abroad can maintain interest bearing
Education Foreign Currency Accounts in Bangladesh from which they can
finance the education abroad of close relatives.

(c) Regulations restricting remittances from Bangladesh

115. Imports must be made in compliance with the Import Policy Order for
the remittance of foreign exchange to be allowed. Evidence of the actual
arrival of the full value of goods must be produced (in the form of a bill
of entry certified by customs) within four months from the date of
remittance. Foreign exchange for travel abroad is made available up to
limits prescribed by Bangladesh Bank. All other payment in foreign
exchange from Bangladesh (dividend payments from, or repatriation of,
foreign capital, commissions, bank charges, insurance premia, etc.) are
also subject to regulation from the Exchange Control Department of
Bangladesh Bank.

(3) Foreign Direct Investment

(i) Regulations

116. The Foreign Private Investment (Promotion and Protection) Act of 1980
provides the legal framework for foreign investments. The main provisions
of the act include: ensuring equal treatment for local and foreign
investments; protection of foreign investment from nationalization;21
allowing the repatriation of profits and capital; statement of intent to
frame adequate rules for protecting intellectual property rights through
the granting of patents, trademarks and copyrights.

21Investment Treaties for the promotion and protection of investments between
Bangladesh and the following countries have been concluded: United Kingdom, Germany,
United States, France, Belgium, South Korea, Romania, Turkey and Thailand (Board of
Investment, 1989).
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117. One of the five basic objectives of the new industrial policy of
July 1991 is to accelerate foreign investment by removing all barriers and
offering positive encouragement to both new and existing foreign investors.
According to the Policy document, "foreign investors have not responded to
(incentives provided previously) because the overall environment was not
conducive and they had no confidence in the policy pronouncements." The
present Government intends to "create more liberal opportunities, adopt
more appropriate strategies and create proper infrastructure for
encouraging foreign investment" (Industrial Policy, 1991, p.iii).

118. All investments require the approval of the Board of Investment,
which was created in 1989, and overseas investment is particularly
encouraged in export-oriented industries, in high-technology based
products. in the improvement of quality and marketing of goods, and in
industries where the raw materials are locally produced or where a more
diversified use of natural resources is made. There are now no limitations
on equity participation, i.e. up to 100 per cent Foreign private investment
is allowed. Joint ventures with the public sector are also permitted.
Furthermore, reinvestment of repatriable capital is eligible for the same
incentives as new investment. Companies with foreign investment are
allowed to borrow working capital from the domestic market in amounts equal
to their equity.

119. Other facilities to be provided to foreign investors include tax
exemption on royalties, technical know-how and technical assistance fees,
and facilities for their repatriation; tax exemption on the interest on
foreign loan and on capital gains from the transfer of shares by the
investing company; avoidance of double taxation of foreign investors by

22bilateral agreements; exemption of income tax for up to three years for
foreign technicians employed under the approved industries; remittance of
up to 50 per cent of the salary of foreigners employed in Bangladesh and
the facilities for the repatriation of their savings and retirement
benefits at the time of their return; no restrictions on issuing work
permits to foreign nationals in Bangladesh. (Industrial Policy, 1991,
p.19)

22Bilateral agreements have been concluded by the Government of Bangladesh with
following countries to avoid double taxation: United Kingdom, Canada, Sweden, Singapore,
South Korea, Japan and Italy (Board of Investment, 1989).



C/RM/S/24A
Page 50

(ii) Pattern of foreign direct investment

120. Even though Bangladesh has undertaken significant policy reforms
during the 1980s to promote investment, and at present provides fairly
generous incentives to attract FDI, the inflow of FDI has been small.
There were only 72 foreign firms operating and their number in the
manufacturing sector had declined. (Industrial Policy, 1991). The net
foreign direct investment in the each of the last five years has been less
than US$3 million which, as a share of aggregate fixed investment, is
negligible (i.e. less than 0.1 per cent). In 1987, Bangladesh received net
FDI of only US$2 million, compared to US$29 million for Sri Lanka,
US$62 million for Pakistan and US$1,669 million for China (Table III.1).

121. The dominant mode of FDI in Bangladesh has been through equity
participation (i.e joint ventures), the range being from 22 per cent to as
high as 84 per cent, with the average equity share being over 47 per cent.
(Task Forces Report on Industry, 1991) Non-equity forms of FDI, such as
licensing and technical collaboration, Technical assistance and project
preparation services, have increased towards the end of the eighties
(Table III.2). The sectors where non-equity agreements have been important
include chemicals, electronics, machineries and pharmaceuticals, in which
foreign investors have sought to reap technological rents. On the other
hand, in industries such as textiles and food processing, there are high
levels of equity participation, to reap the benefits of cheap production
costs and fiscal benefits.

122. Most of the FDI in Bangladesh was in either manufacturing or
commerce, and very little in agriculture. This is not surprising because
Bangladesh has few cash crops, other than tea. Within the manufacturing
sector, the composition of FDI flows has changed significantly
(Table III.3). The relative importance of pharmaceuticals and petroleum
has declined. In contrast, textiles (primarily ready-made garments,
followed by textile spinning and some hosiery knitting) and food processing
industries have assumed increased importance. The other important
industries, with their relative percentage shares in 1989-90, are: paper
and paper products (9.03 per cent), other chemicals (8.06 per cent), metals
(7.6 per cent), plastic products (4.28 per cent), leather and leather goods
(4.08 per cent) and electrical goods (3.2 per cent). The changing
composition is indicative of some industrial diversification. Foreign
investors have gravitated towards not only the traditional, import
substituting industries but also towards a number of export-oriented
products, including ready-made garments, canning and preservation of fish,
fruits and vegetables, shrimp culture and other food processing and
electronic industries. The changes in composition of FDI reflect in part
the recent changes in Government policy. However, the dominance of
garments and other footloose industries indicates that the relocation
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policies of foreign investors have probably been the more important factor.
(Task Forces Report on Foreign Investment Policy, 1991, p.45)

123. Significant changes have also taken place in the composition of FDI
by the country of source. The high-income countries, particularly the
United Kingdom, Italy, Canada, France, the Netherlands and Sweden are still
dominant but some middle-income countries from Asia have recently emerged
as important sources of FDI flows into Bangladesh (Table III.4). These
include Hong Kong, the Republic of Korea and Singapore and the People's
Republic of China. Again the relocation production by the Asian newly
industrializing countries of labour-intensive activities can explain their
rising importance. (The details of FDI in the Chittagong Export Processing
Zone are provided in Chapter IV.)
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IV. TRADE POLICIES AND PRACTICES BY MEASURE

(1) Overview

124. The Government of Bangladesh launched a trade reform programme in
1985 with the objectives of streamlining procedures, rationalizing and
reducing tariffs and other import taxes, and gradually eliminating import
prohibitions and quantitative restrictions. At the same time, incentives
were introduced to encourage exports and diversify the export base. Both
the import liberalization programme and the export promotion programme have
met with some success.

125. Import procedures have been simplified considerably. Administrative
approval has increasingly been replaced by credit authorization, although
importers still face a cumbersome process. Even though it is now easier to
import many commodities, at least 16 per cent of 4-digit HS categories
(including many items competing with local industries) are still subject to
bans and restrictions. Tariffs have been reduced and made more uniform but
the average operative tariff is still 70 per cent, with a range from 0 to
350 per cent.

126. The creation of a virtually tax-free environment for exporters has
contributed to expansion in non-traditional products but has failed either
to stimulate traditional exports or significantly to increase the domestic
value content of exports. Exporters have benefitted from tax exemptions on
imported and locally supplied inputs provided through bonded warehouses, a
duty drawback system and compensating cash subsidies, as well as permission
to import banned or restricted items if deemed necessary, access to
concessional finance and rebates of income tax. Export insurance and
guarantee schemes, free-trade zones and other export promotion measures
like the Export Development Fund have yet to realise their full potential.

127. Several measures are likely to have had, on the whole, a negative
impact. The first is the attempt to impose minimum prices on exports of
both raw jute and jute products, ostensibly to take advantage of
Bangladesh's market power in the market for this commodity. In the private
sector, this restriction has often been circumvented by over-invoicing,
while in the public sector it has frequently led to the accumulation of
stocks and the under-utilization of capacity, further undermining the
sector's financial viability. Bans on the export of wet-blue leather, and
in 1984 of raw jute, have hurt both exports and exporters of these products
while doing little to further the objective of increasing the production
and export of higher value-added items. Similarly, the imposition of a
30 per cent local-content requirement on exporters of garments may prevent
the diversification of this industry into higher quality products, and is
also not the best policy to maximize foreign exchange earnings.
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128. In general, the level of Government intervention and subsidization
has declined during the 1980s. The public sector owns fewer national
assets than it did a decade ago and has also reduced its role in the
marketing of agricultural inputs and other commodities. Subsidies on food
and fertilizer have been reduced. But significant support is still
extended to poorly performing public sector enterprises in sectors like
jute and textiles. Efforts to develop indigenous research and development
have had some success in agriculture but are virtually non-existent in
industry.

129. Discussions with representatives of the private sector and the
Government, and the available documentary evidence suggest that while there
is a clear shift in policy in Bangladesh from import substitution behind
protective barriers to a more open economy, there are still gaps in both
the operational content and implementation of policy. The difficulties of
transition are reflected in the relative status of three crucial policy
documents: the Import Policy Order (IPO), made under the authority of the
Imports and Exports (Control) Act, 1950, has the status of law, while the
Export Policy Order (EPO) and the Industrial Policy are merely statements
of intent without any legal authority. While the first contains minute
details of the restrictions on imports, the latter two contain broad
statements regarding the promotion of exports and industrialization.
Thefore, while the IPO has effectively bound industrial enterprise, the EPO
has only begun to ease restrictions, with moral support from the industrial
policy.

(2) Measures Directly Affecting Imports

(i) Import procedures and restrictions

130. The conditions for import into Bangladesh depend on the nature of the
importer, the commodity being imported and the source of financing. The
Import Policy Order for 1991-93 (IPO) divides importers into six categories
(described below), and commodities into a controlled list and a (residual)
free list. Financing can be by (i) cash, (ii) external economic aid
(commodity aid, loan, credit or grant), or (iii) commodity exchange,
divided into (a) barter, and (b) special trading arrangement (STA). The
changing relative importance of these sources is shown in Table IV.1 and
Chart IV.1
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Chart IV.1
The structure of import financing in Bangladesh,

1980 and 1991
Per cent
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131. A significant change since the most recent IPO was issued on
28 July 1991, is the unification of the exchange rate on 1 January 1992.
The Secondary Exchange Market (SEM) no longer exists. Previously, certain
categories of imports, for instance those for commercial purposes, were
largely made through the Secondary Exchange Market (IPO, paragraph 19.1).

132. The lPO divides importers into the following exhaustive categories:

1. An Industrial Consumer is a recognized industrial unit,
registered under the Importers, Exporters and Indentors
(Registration) Order, 1981.¹

2. A Commercial Importer is registered under the Importers,
Exporters and Indentors (Registration) Order, 1981, as one who
imports goods for sale without further processing.²

3. An Actual User is a person, group of persons, institution, body
or organization, other than a registered importer, who may
import a permissible item in limited quantity for his own use
or consumption and not for sale.³

4. A Public Sector Importer is a Government organization,
statutory body, corporation, university, research institution,
or industrial enterprise in the public sector.

5. An Importer for Lease Financing is one registered, as a special
case, under the Importers, Exporters and Indentors
(Registration) Order, 1981, to import machinery and equipment
as a leasing company, approved by the Government, for the
industrial, energy, mining, agricultural, construction,
transport and professional service sectors.

6. An Indentor is a person or a group of persons, firm,
institution, body or organization registered under the

¹To be "registered" an importer requires an Import Registration Certificate issued by
the Chief Controller of Imports and Exports (CCIE). The procedure for obtaining this
Certificate is described below.

²The IPO for 1991-93 specifies that the category of commercial importers does not
include importers registered to import at the Secondary Exchange Market (SEM) rate. But
since the SEM has ceased to exist since 1 January 1992. this qualification is no longer
relevant.

³The permissible item cannot be an industrial raw material requiring further processing
before being used or consumed.
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Importers, Exporters and Indentors (Registration) Order, 1981
to function as an agent of a foreign supplier.

133. Commodities are divided into the following two categories:

A. The Control List is the list of items, import of which is
banned or restricted; unless otherwise specified, items listed
as banned on this list are not importable, while others on the
List are importable only on the fulfilment of specific
conditions. (This list is presented in Table IV.2.)

B. Freely Importable Items: unless otherwise specified an item
which does not appear on the Control List is freely importable.

(i) Industrial Consumers

(a) Import procedures

134. An industrial unit first registers with the appropriate sponsor (see
Annex IV.1) on the presentation of: (a) a valid membership certificate
from the registered local Chamber of Commerce and Industry or any Trade
Association established on an all-Bangladesh basis; (b) a valid trade
licence issued by the local authority; and (c) the fee for an Import
Registration Certificate. On the basis of these documents, the sponsor
obtains from the Chief Controller of Imports and Exports (CCTE), on behalf
of the unit, an Import Registration Certificate (IRC) and a pass book. In
the pass book the sponsor (e.g. the Board of Investment) specifies the
value of the imported input entitlements of both free and controlled items,
which are calculated after an inspection of the factory. The unit takes
the IRC, the pass book, a completed Letter of Credit Authorization (LCA)
form, an indent or a proforma invoice (i.e. price quotation) and an
insurance cover note to the bank which then issues a Letter of credit. The
sponsor monitors the performance of the unit. If it is found to be
satisfactory, the allocation is "regularized", implying that in future the
industrial consumer does not need to obtain permission to import from the
sponsor and the CCIE, and only needs to deal with its bank. If, however,
the unit wishes to have its entitlement increased or to have new items
specified in its passbook, the sponsor's recommendation is again required.
(Annex IV.1 describes the import procedures in greater detail.)

(b) Import restrictions

135. Items recorded in the pass book, which are not banned or restricted
goods, can be imported without any value or quantitative ceiling
(paragraph 18.1 of the I For restricted items, "industrial consumers
accepted on a regular basis" are usually allowed to import more than
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"industrial consumers accepted on an ad hoc basis" (IPO, paragraph 18.2).4
Items not mentioned in the pass book, even if they are "freely importable",
may only be imported on the basis of a specific recommendation from the
sponsor and prior permission from the Chief Controller.5

136. According to the Bangladesh authorities, the entitlements specified
in the pass book are binding only for items on the control list and are
indicative for items on the free list. There is evidence that the
official exchange rate in Bangladesh is now virtually the market clearing
rate. This seems to confirm that the allocation of foreign exchange, at
least for items not on the control list, is accomplished by the market
rather than by the Government.

(ii) Commercial Importers

(a) Import procedures

137. Commercial importers follow virtually the same steps as industrial
consumers, except that there is no sponsoring agency and they deal directly
with the CCIE. A valid IRC, membership of a chamber of commerce, a trade
license and a pass book are the requirements to import. The pass book
shows the name, address and IRC number of the commercial importer, the
items that can be imported and their ITC classification. The pass book for
the commercial importer does not specify a value of entitlement as it does
in the case of an industrial consumer.

(b) Import restrictions

138. The Bangladesh authorities maintain that the commercial import of
items not on the Control List is free. No distinction is made between
existing and new importers, and permission for the commercial import of
items not on the Control List is granted automatically. Except for the
items mentioned below, there are no value or quantity restrictions on the

4For instance, the IPO says that in the case of items where commercial import is not
allowed, regular industrial consumers can import "up to three times the value of the
entitlement" recorded in their pass books, but ad hoc industrial consumers can import "only
up to double the value of the half-yearly amount" recorded in their pass books (IPO.
paragraph 18.2).

5The import conditions for expor-oriented industries are described in the next
section.

6An interesting question is whether a bank would be willing to issue a letter of credit
for an amount which significantly exceeds the specified entitlement for a free item.

7The difference between the parallel market exchange rate and the official exchange
rate is negligible.
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import of items not on the Control List. Industrial raw and packing
materials, and spares which are not on the Control List are also freely
importable by commercial importers, as are items of industrial capital
machinery and accessories (IPO, paragraphs 19.2 and 19.5).

139. Value ceilings have, however, been imposed on the import of eight
items "with a view to protecting the interest of small importers" (IPO,
paragraph 19.5). Items subject to ceilings are: coconut oil, betel nut.
permissible parts and accessories of bicycles, permissible textile fabrics,
domestic sewing machines, milk food and non-fat dried milk, cotton yarn and
condensed milk. No importer is allowed to import more than one of these
eight items, and the value of imports in any year must not exceed
Tk 1 million. Since there does not seem to be any restriction on the total
number of importers, the quota operates at the individual rather than
aggregate level.8

140. Secondhand clothing can only be imported by selected importers, who
(a) are subject to an individual value limit of Tk 50,000, (b) can only
import sweaters, men's jackets, women's cardigans, men's trousers, blankets
and shirts of synthetic and blended fabric, and (c) are subject to
category-wise weight limits, which are 4 tons each for the first four
items, 1.5 tons for blankets and 1 ton for shirts. In this case, the
selection procedures may well lead to a restriction on the total number of
importers and hence a nuota that is effective at both the individual and
the aggregate level (see Section 2(iv) below).

(iii) Actual Users

141. Individuals and institutions which are not registered importers, may
import permissible items up to a value of US$2,000 for their own use
without any permission from the Import Control Authority (ICA). 9 For
imports between US$2,000 and US$5,000 prior permission from the regional
ICA is required, while for imports exceeding US$5,000 prior permission from
the Chief Controller is necessary. Goods imported by actual users can only
be sold within one year of being imported with the permission of the
concerned Import Control Authority (IPO, paragraph 16.99).

142. Bangladeshi scientists, doctors and engineers who have lived abroad
for at least three years before returning to Bangladesh for permanent

8The judgement implicit in these restrictions is that in case of these commodities.
larger imports by fewer agents would lead to monopolistic distortions, which would outweigh
any benefits in terms of economies of scale.

9The ICAs are the local offices of the CCIE.
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residence may import scientific and professional equipment up to a value of
US$25,000, financed by their own earnings abroad; permission from the
Import Control Authority is not required.

(iv) Public Sector

(a) Import procedures

143. Ministries and Government departments import goods against a specific
allocation from the Government. All Ministries and Government Departments,
except the Ministry of Defence, are required to submit Letter of Credit
Application Forms to their banks before opening a letter of credit, but an
import licence or permit is not required. For industrial enterprises in
the public sector, the sponsoring function is performed by the concerned
Ministry (industry, agriculture, etc.), which sends its recommendations to
the Commerce Ministry in time for the formulation of the import budget.
Public sector importers may import their approved items in any proportion
or combination within the overall allocation made to them, but the imported
items may not be sold without further processing. There is no requirement
for either an import registration certificate or a pass book, but attested
photocopies of allocation letters from the relevant authority are needed.

144. Public sector agencies are required to obtain competitive quotations
from at least three registered indentors or foreign suppliers, and to
procure at the most competitive rate.10 Pre-shipment inspection is also
obligatory if the value of a single authorized import is Tk 500,000 or
above, except in cases where the administrating Ministry provides a waiver.

(b) Import restrictions

145. In cases where a public sector agency is required to import banned or
restricted items, prior permission needs to be obtained from the Ministry
of Commerce, on the basis of a "no objection certificate" (subject to the
"right of refusal") issued by the Ministry of Industries or by the

sponsoring Ministry, or both (IPO, paragraph 9.1). Such permission is not
required for the import of banned or restricted items for approved projects
financed by foreign aid (IPO, paragraph 9.2).

10The condition does not apply in the case of proprietary items or where the value of
the consignment is less than Tk 30,000.
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(c) Other general conditions on import

146. Imports must be made at the most competitive rate and importers may
be required at any time to submit documents regarding the price paid or to
be paid by them. Private-sector imports made under untied commodity aid
need to obtain quotations from a minimum of three suppliers representing at
least two countries, but imports of less than Tk 100,000 are exempt from
this condition (IPO, paragraph 13.3).

147. Unless specified, pre-shipment inspection of imported goods is not
obligatory for private sector importers (IPO, paragraph 13.4).

(d) Special import arrangements

148. There are special provisions for import under the following schemes:

(a) Import on deferred payment basis or against supplier's credit,
for which procedures are specified by the Bangladesh Bank. A
provision exists for the import of machinery and equipment
against letters of credit opened on a deferred-payment basis
for up to 360 days. For raw material imports, payment can be
deferred for 180 days. Recognized export-oriented ready-made
garments and specialized textile and hosiery units operating
under the bonded warehouse system may affect imports of their
raw and packing materials by opening letters of credit on a
deferred payment basis up to 180 days against export letters of
credit received by them (IMFEA, p.37);

(b) Import against direct payment abroad, for which only an import
permit. issued by the ICA, is required;

(c) Import "Pay-as-You-Earn" scheme, which requires clearance from
the Bangladesh Bank. and is allowed for permissible items of
plant and machinery, cargo or passenger vessels with steel or
wooden bodies, trawlers and other fishing vessels, etc.

(d) Import into and export from an Export Processing Zone (EFZ) is
outside the purview of the IPO. though the movement of goods
between the EPZ and other areas of Bangladesh is regulated by
Imports and Exports Control regulations. The EPZ Authority
issues pass books to industrial units situated in the EPZ area.

149. The conditions of import for exporters are described in Section 3.

(ii) Tariffs

150. The tariff structure in Bangladesh has not been conducive to economic

efficiency. For many products, basic raw materials have been given higher
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protection than intermediate products, while these in turn have been
protected more heavily than final products. Large differences in effective
protection exist not only among industries, but also between products in
the same industry, between stages of production of a product, by end use of
a product, between firms producing the same product, and by the geographic
location of firms. The highly differentiated rates of nominal protection
of industrial inputs and outputs have led to a very wide dispersion of
effective rates of protection. The structure has discriminated against
exports and led to inefficiencies in production and investment.

151. In an attempt to remedy these problems, Bangladesh has been engaged
for the last several years in a major exercise to restructure its tariff.
One of the goals of tariff reform is the rationalization and simplification
of tariffs as well as other border taxes. A second objective is the
reduction of maximum tariff rates across the board, including pronounced
cuts in maximum tariffs in certain import substituting and export oriented
industries.

152. However, it is proving difficult to reduce the high and differential
rates that currently prevail for several reasons. The first is the
reliance on tariffs as a major source of Government revenue, as described

Chapter I. Secondly, since factors of production are not perfectly
mobile, reduction in protection may lead to the temporary unemployment of
resources in certain sectors and impose significant social and economic
costs. Thirdly, in the absence of more direct methods of transfer, it may
not be easy to dispense with the use of tariffs to achieve a more equitable
income distribution, for instance, by the imposition of high rates of duty
on what are perceived to be luxury items (motor cars, air conditioners,
refrigerators, perfumes and toiletries). Finally, it is feared that if
Bangladesh reduces tariffs unilaterally without similar reductions taking
place in neighbouring countries, it may lead to increased smuggling.

Developments in the tariff structure

153. A phased programme of tariff rationalization began in 1983.11 In
1984, some progress was made towards eliminating the differential rates of
protection among similar products, by equating customs duties on imported
inputs and finished products among different types of textiles - cotton.
synthetics and blends. In 1986, some 7,000 items were reassigned into
11 statutory tariff rates instead of the existing 24 rates. Of the
11 rates, five were assigned to raw materials (rates of 0-20 per cent), one

11Allreferences to years are to fiscal years. For example 1983 refers to the fiscal
year 1983 whichis from 1 July 1982 to 30 June 1983.
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to intermediates (50 per cent rate), one to final products (100 per cent
rate), and four to luxury consumer goods (rates of 150-400 per cent).
However, the addition of varying sales tax to these tariff rates still
resulted in a large number of effective duty rates. In 1987, sales taxes
were grouped into three rates, 0 per cent, 10 per cent and 20 per cent, and
many products were exempted from the tax.

154. In 1988, the Government selectively reduced tariffs on luxury goods,
to scale down the high rates of protection given to domestic producers of
such goods and to discourage smuggling. Nominal tariffs for most final
good imports in the textile, steel and engineering, chemicals and
electronics were reduced from over 200 per cent to 125 per cent.
Commensurate downward adjustments were also made to the rates for raw
materials and intermediate products used as inputs in these sectors.

155. In 1991, the Government made a significant move towards greater
transparency and simplicity in the tariff structure. The development
surcharge, regulatory duty and sales tax were abolished in July 1991.
Imports are now subject only to customs duty, a value added tax and
supplementary excises on selected luxuries. Furthermore, the authorities
state that the maximum tariffs on all items will be reduced to 100 per cent
in the near future; thereafter maximum rates would be reduced to
75 per cent selectively.

Overview of the import tax structure

156. Chart IV.2 shows the relative contribution of the different taxes
imposed on imports to total revenue from such taxes for the calendar year
1991. Customs duties account for the largest share of total revenue (57.8
per cent). The next in importance is the value-added tax, accounting for
24.3 per cent of total revenue. This tax, introduced in 1991, is imposed
at a uniform rate of 15 per cent on all commodities, both imported and
domestically produced (apart from a few exceptions) and has replaced the
variable rate sales tax which was charged only on imports. The development
surcharge, in use till July 1991, has now been abolished. The
supplementary duty is imposed on selected luxuries, and is equally
applicable to import and domestic production. Together, the development
surcharge and the supplementary duty accounted for 11.4 per cent of total
revenue in 1991. Relatively small contributions were those of the advance

12World Bank Report No. 8874, Bangladesh: Review of the experience with Policy Reforms
in the 1980s, 1990, p.83.

13There are nine tariff rates; 0, 10, 20, 50, 100, 150, 200, 300 and 400 per cent.
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income tax, paid by importers at a uniform rate of 2.5 per cent of import
value, and the license fees, also charged at a rate of 2.5 per cent but
only on imports valued at over Tk 75,000.

Chart IV.2
Share of different import taxes in total
revenue from import taxes, 1991
Per cent

Customs duty

Licence fees
3.3

Advance income tax
3.2

Develop and surcharge
supplementary duty

114 VAT/Sales tax
24 3

Source: Estimates prepared in the course of technical work
being done for the World Bank.

157. Table IV.7 shows that the average levels of collected customs duty14
for the bands "above 75 per cent", 41-75 per cent, 20-40 per cent and below
20 per cent were 110 per cent, 55 per cent, 26 per cent and 7 per cent,
respectively. The overall average collected level of all duties is
33.6 per cent which is not lower than the levels of 28-33 per cent observed
in the years 1984/85-89/90. This suggests that the reduction in customs
duties in the last year has been more than offset by the fact that the VAT
imposes a higher rate of effective taxation than the taxes that it has
replaced.

14The difference between the "operative" rate of duty and the "average" level of duty
is explained by the the existence of concessions and downward bias inherent in the latter
measure - in so far as higher duties on products lead to lower import volumes and values.
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158. Finally Chart IV.3 shows the shares of dutiable imports and customs
duty by customs bands. While most (63.5 per cent) imports fall into the
lowest customs band, the largest revenue is raised from the 24 per cent
that fall in the band 20-40 per cent. The proportions of imports and the
contributions to revenue of the top two customs bands is similar.

Chart IV.3
Dutiable imports and revenue from customs duties
by customs bands, 1991
Per cent
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Dutiable imports
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Source: Estimates prepared in the counrse of technical work

being done for the World Bank.

(a) Form of tariffs: statutory, exemptions and operative rates

159. On 1 July 1988, Bangladesh replaced its CCCN-based tariff schedule
with the Harmonized System. The most recently available 1988 Customs
Tariff lists only statutory (defined as those enacted by statute) rates of
duty. However, a comprehensive Operative Tariff and Tax Schedule (OTTS)
has recently beer, completed and is awaiting publication. Most duties are
ad valorem, but specific duties are charged on imports of petroleum
products.

160. The OTTS contains all possible tariff rates, i.e the statutory rates
and the various exemption rates, and also the other taxes to be paid on
imports. The statutory rate of duty (SRD) becomes the operative rate if no
exemptions are given. The operative tariff (OP) becomes usually the lower
of the general exemption rate (described below) and the SRD, but can also
be a concessional rate if a particular concession effectively covers all
importers.
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(b) Tariff concessions

161. The following is the list of possible exemptions:

The General Exemption (GEX) rate is applicable to all importers for
any purpose whatsoever. This exemption replaces the statutory rate
of duty if applicable. Other exemptions are concessions to this or
the SRD rate and applicable only to importers who meet certain
conditions. Most are primarily designed to stimulate investment in
priority sectors.

Special exemption for capital machinery (SEXMC): Special exemptions
on capital machinery affect 53 per cent of the tariff lines in the
non-electrical machinery sector and reduce the applicable rate on the
relevant items to a uniform 10 per cent from the sectoral average
level of operative duty of 65 per cent. These exemptions also affect
22 per cent of the tariff lines in she electrical machinery sector
and reduce the applicable rate on the relevant items to a uniform
10 per cent from the sectoral average level of operative duty of
79 per cent.

Special exemption for spares of machines (SEXMCS): Exemptions on
spares for machines affect 49 per cent and 18 per cent of the tariff
lines in the categories of non-electrical and electrical machinery,
respectively, and reduce the applicable rate on the relevant items to
a uniform level of 60 per cent from sectoral averages of 65 per cent
and 79 per cent, respectively.

Special exemption for electronic products (SEXEL): Exemptions on
electronic products affect 1.3 per cent of the tariff lines in the
category of non-electrical machinery, and reduce the applicable rate
on the relevant items to a uniform level of 40 per cent from a
sectoral average of 65 per cent. The exemptions on electronic
products affect 47 per cent of the tariff lines in the category of
electrical machinery, and reduce the applicable rate on the relevant
items to an average level of 38.6 per cent from a sectoral average of
65 per cent.

Special exemption for the agricultural sector (SEXAG): Exemptions on
agricultural items affect 1 and 3 per cent of tariff lines in the
categories of foodstuffs and beverages, respectively, and reduce the
applicable rate on the relevant items to a uniform level of
20 per cent from sectoral averages of 81 per cent and 137.5 per cent,
respectively.
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- Special exemption for scientific instruments (SEXSI): Exemptions on
agricultural items affect 16 per cent and 26.4 per cent of the tariff
lines in the categories of photographic and optical apparatus, and
professional, scientific and controlling instruments, respectively,
and reduce the applicable rate on the relevant items to a uniform
level of 10 per cent from sectoral averages of 83.5 per cent and
44.8 per cent, respectively.

- Special exemption for pharmaceutical products (SEXPH): Exemptions oil
pharmaceutical products affect 52 per cent per cent of the tariff
lines in the category of chemicals, and reduce the applicable rate on
the relevant items to an average level of 8.4 per cent from a
sectoral average of 57.7 per cent.

- Special exemptions under agreements, such as the Bangkok Agreement
and the agreement with Bhutan (SEXUA) are described in the section on
tariff preferences.

162. Other exemptions (OT) include the following:

- Goods imported for the use of the defence services are exempt from
import duties.

- Duties may also be lowered or refunded to stimulate regional
industrialization. For example, on machinery imported for use in a
less-developed area, a refund of up to 7.5 per cent is available,
resulting in an applicable import duty of 2.5 per cent, whereas for
use in a more developed area the normal tariff of 10 per cent is
levied.

- Export-oriented industries or industries using at least 70 per cent
indigenous raw materials are similarly liable to refunds yielding
2.5 per cent duty rather than the normal operative rate of
10 per cent.

- Exporters are also entitled to drawback the duties paid on the import
of inputs used to manufacture exported goods. (See IV(3)(x)).
Re-exports, such as samples, are also eligible for duty refunds.

163. The OTTS also indicates whether a commodity in a particular category
is freely importable or not. Import categories are correspondingly denoted
F (freely importable), B (banned), R (restricted) and M (mixed). The
nature of these specifications, with the exception of M, has has been
described in Section (i). The mixed label denotes that all items within
the category do not fall into a single (R,B or F) class. Curiously, there
are M categories even at the 10-digit HS level.
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(c) Tariff averages

164. The simple average statutory rate of duty in 1992 is 119.88 per cent
while the simple average operative rate of duty is 70.77 per cent
(Table IV.6). The difference between statutory and effective rates arises
from the exemptions mentioned above. The average level of duty collected,
i.e. the total duties collected as a percentage of the total value of
dutiable imports, has been between 28 and 33 per cent for the years 1984/85
to 1989/90. (Fourth Five Year Plan, Table 2, p. III-4). As mentioned
above, the difference between the operative rate of duty and the average
rate of duty is explained by the exceptions and by the downward bias
inherent in the latter measure - in solar as higher duties -in products
lead to lower import volumes and values.

165. The simple average of operative tariffs is slightly higher
(73.4 per cent) on foodstuffs and agricultural imports, accounting for
9 per cent of the total tariff lines, than on industrial imports
(70.5 per cent), accounting for 91 per cent of the total tariff lines.
This is despite the fact that the average operative tariff of 8.2 per cent
charged on foodgrains is much lower than that for any other tariff study
category.

166. The highest average statutory rates of tariff are on textiles and
clothing (246 per cent), beverages and spirits (193 per cent), and on
musical instruments and sound recording apparatus (192 per cent). The
lowest average statutory tariffs are on foodgrains (16 9e6r cent) and other
agricultural products of vegetable origin (45 per cent).

167. The highest average operative rates of tariff are on beverages and
spirits (138 per cent) and precious stones and precious metals
(119 per cent), while the lowest are on foodgrains (8 per cent) and other
agricultural products of vegetable origin (28 per cent).17

1`In 1983, the statutory rate of duty for all imports, weighted by imports, was
42 per cent. The average duty, that is duties collected as a percentage of import value.
however, was 23.7 per cent (from World Bank and UNCTAD calculations respectively).

16The average statutory rates of tariff were higher than 54 per cent for 33 out of 35
GATT Tariff Study categories (accounting for more than 99 per cent of the total number of
lines at the Ha'-digit level), and higher than 100 per cent for 22 categories (accounting
for more than 52 per cent of the total number of lines at the HS 7-digit level).

17The average operative rates of tariff were higher than 46 per cent for 33 out of 35
tariff study categories, accounting for more than 99 per cent of the total number of lines at
the HS 7-digit level.
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(d) Tariff range and variation

168. Live animals and plants, cereals (excluding husked rice), iron ore
and printed matter are among the items that enter Bangladesh duty free
while the highest rate of duty is 350 per cent on motor cars. Some idea of
the variability of tariffs across categories of imports can be obtained
from the discussion of average rates above.

169. Within categories, the standard deviations are high for both
statutory and operative rates. Photographic and cinematographic supplies,
fish and shellfish products, and other agricultural products of animal
origin are the only categories which have the same rate of statutory duty
on all items within the category. For all other categories, the standard
deviation of statutory rates is at least 14 (for toys) and as high as 118
(for tobacco).

170. Operative rates also display considerable variability within the
categories, with the lowest standard deviation being 11 for Footwear and
travel goods, and the highest being 104 for tobacco. The lowest ranges of
operative tariffs are for foodgrains (0-30 per cent), dairy products, and
other agricultural products of animal origin (0-60 per cent). The highest
are for transport equipment (0-350 per cent), textiles and clothing,
musical instruments and sound recording apparatus, beverages and spirits,
and tobacco (0-300 per cent).

(e) Tariff escalation

171. Nominal tariff escalation is the norm across all sectors of the
Bangladesh economy. The simple average operative tariff for unprocessed
agricultural products is 64 per cent, for semi-processed products it is
75 per cent and for processed agricultural products it is 84 per cent
(Table IV.9 and Chart IV.4). (The three categories account for
respectively 48 per cent, 9 per cent and 43 per cent of the total tariff
lines in the sector.)
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Chart IV.4
Bangladesh's operative tariffs by stage
of processing, 1992
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Source: Government of Bangladesh and GATT estimates.

172. For industrial products, raw materials are subject to a simple
average operative tariff of 45 per cent, semi-processed industrial products
to 70 per cent and final industrial goods to 73 per cent.

173. Despite the evidence of nominal tariff escalation, it is notable that
raw materials and intermediate inputs are highly taxed. The Government
has taken some remedial steps. For example, basic raw materials used by
the iron and steel industries, like minerals in crude form, and those used

18Furthermore, tariff escalation may be more apparent than real. In 1986, the average
level of collected customs duty (the customs duty as a percentage of import value) was quite
uniform across stages of processing. Raw materials, capital goods and consumer goods had
average duty levels of 28.7, 28.9 and 29.6 per cent, respectively. (World Bank, An Agenda
for Tax Reform, Table 2.3.) However, recent reforms may have changed the situation
significantly.



C/RM/S/24A
Page 70

by the textile sector, like raw cotton, are now either completely exempt
from customs duty and VAT, or are subject to customs duty at the relatively
low rate of 10 per cent and VAT at the rate of 15 per cent. Similarly,
pharmaceutical industries have a customs duty of 10 per cent for essential
and 20 per cent for non-essential ingredients and packing materials for
medicines. Raw materials which have undergone further processing, such as
chemicals and unfinished iron and steel products, attract customs duty at
rates between 20 per cent and 40 per cent.

(f) Tariff bindings

174. The Government of Bangladesh is currently renegotiating its GATT
Schedule of Concessions under the HS Conversion. Consequently, no bound
rates are in effect. e CONTRACTING PARTIES have decided to extend the
time limit for completion of the negotiations to the end of June 1992.
(GATT, L/6951)

175. The original schedule inherited from Pakistan at independence
contained 147 bound ad valorem rates at the four-digit level of CCCN
product categories. Of these 14 were fully bound, the remainder
partially bound.

176. Bindings in the original schedule ranged from duty-free to
50 per cent; one item was bound at 225 per cent. The largest share of
bindings were between 20 and 30 per cent. In terms of product coverage,
the largest number of bound items occurred in chemicals, non-electrical
machinery, foodstuffs and textiles.

177. During the Uruguay Round. Bangladesh has conditionally offered to
bind 36 individual items (at the 6 or 7 digit level of the HS) at
50 per cent.

19In 1989 the high tariffs on a substantial number of industrial inputs especially
those in the steel and engineering, chemical and textile sub-sectors were reduced. these
included intermediate steel products like steel scrap, scrap sheet for breaking, steel
billets, coils, plates, strips. BP sheets and GP sheets; other intermediate metal products
Ike tin sheets, silicon sheets, metal tools. copper rod and sheets, brass sheets. aluminium
rods and sheets; a number of chemicals like phenolic moulding compound. caustic soda,
synthetic raisin and refined clay; and several textile inputs like cotton yarn, polyester or
cellulose film coated with aluminium dust, wool, tyre cord fabrics and cotton wadding.

20In addition, a number of items were "bound" at specific or preferential duties. The
specific rates are unlikely to have any meaning given the long-term depreciation of the Taka.
On a range of products, the preferential rate was to take precedence over the m.f.n. rate. in
some cases within a certain margin and in others depending on origin.
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(g) Tariff preferences

178. Bangladesh has been a member of the First Agreement on Trade
Negotiations Among Developing Member Countries of the Economic and Social
Commission for Asia and the Pacific (the Bangkok Agreement) since
July 1976. Other members are India, Sri Lanka and the Republic of Korea.
Bangladesh extends preferential duties on imports of 107 different
(Table IV.10).

179. Data for fiscal year 1986, the most recent year available,
demonstrates the limited trade coverage of these measures. The share of
imports on which concessions are granted was 5 per cent of all imports from
other Bangkok Agreement members. In turn, imports originating from Bangkok
agreemenmembers represented approximately 10 per cent of total Bangladesh
imports.

180. Bangladesh became a participating country, without negotiations, to
the GATT Protocol Relating to Trade Negotiations Among Developing Countries
in 1976.

181. Bangladesh is also a participant in the GSTP, and has offered
concessions on six items (Table IV.ll).

(h) Rules of origin

182. Bangladesh applies no rules of origin.

(i) Pre-shipment inspection

183. Unless specified, pre-shipment inspection of imported goods is not
obligatory for private sector importers (IPO, paragraph 13.4). In case of
public sector import, pre-shipment inspection by internationally reputed
surveyors is obligatory where the value of a single item is Tk 500,000 or
above. It is the responsibility of the importing agency to arrange for
each inspection. Public sector agencies may, however, be exempted from the
requirement of a pre-shipment inspection by their administrative Ministry
(IPO, paragraph 20.9). According to the Bangladesh authorities, this
seldom occurs.

184. There are pre-shipment inspection requirements for items such as,
milk-based products, edible oils and other food items, to determine

21GATT L/6718.
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radioactivity levels; cement, to certify that the quantity is as declared;
and second hand or reconditioned machinery for any value between
Tk 2 million and Tk 35 million, to ensure that the machinery has an
economically useful life of at least ten years.

185. The Government is actively considering the introduction of mandatory
pre-shipment inspection. If the system is adopted, a pre-shipment company
will be appointed which will certify the declared value, quality and the
classification of imported goods. The measure is intended to eliminate
both the practice of under/over-invoicing and the discretionary powers of
customs officials.

(j) Customs valuation

186. Section 25 of the Customs Act, 1969, provides the legal framework for
the valuation of imports and exports and the assessment of customs duties
on the basis of the concept of normal price. However, the National Board
of Revenue has, by means of executive order, moved towards the transaction
value concept for the assessment of taxes. In the meanwhile the NBR has
fixed and is continuing to fix tariff values for individual items on the
basis of available price information, and these are specified in the
Operative Tariff and Tax Schedule (OTTS). This tariff value is the basis
fcr imposing import duties, and is intended primarily as a device to
prevent under/over-invoicing.

187. Valuation of imports for which the tariff value has not bcn
calculated, is based on the invoice price or if not available or
acceptable. the c.i.f. value. If imports are not c.i.f. and do not include
a breakdown of freight costs, customs check previous records related to
similar transactions. ask for freight charges from shipping companies and
then arrive at "a reasonable rate of freight acceptable to all parties.

188. Bangladesh is an observer in the Committee on Customs Valuation. In
21985, Bangladesh notified the Committee on Customs Valuation that it would
be adopting the "proposed GATT Valuation System". (GATT, VAL/15)

189. In case of a dispute regarding the classification of goods imported,
adjudication procedures are available through the local Import Trade
Control (ITC) Committee. If the importer is not satisfied, further

2 United Nations Economic and Social Commission for Asia and the Pacific (1991).
(Traders' Manual for Asia and the Pacific:Bangladesh).

23Information suppled by the Government of Bangladesh.



C/RM/S/24A
Page 73

recourse may be made to the central TTC Committee or finally, the Ministry
of Commerce. (GATT, BOP/281)

(iii) Tariff quotas

190. Bangladesh applies no tariff quotas.

(iv) Variable import levies

191. Regulatory duties, ranging from 2.5 to 50 per cent, were used by the
Government of Bangladesh before June 1991 as a temporary measure to correct
prices. These are no longer in force. (Tariff Commission, 1992'

(v) Other levies and charges

192. Until July 1991, imports were subject to a number of different taxes
such as development surcharges, regulatory duty and sales tax. The
development surcharge, regulatory duty and sales tax were abolished at that
time. Imports are now subject to (a) letter of credit authorization fee,
(b) advance income tax (c) value added tax (VAT), and (d) in some cases,
supplementary duties. While the sales tax and the development surcharge
were imposed only on imports, VAT is charged on both domestic production
and imports. The most important development is the uniformity of the new

taxes compared to the variability of the old ones.

(a) The Letter of Credit Authorization or Permit Fee, established under

the Licence and Permit Fees Order (1958), was changed in 1985 to z.

2 Regulatory duties were applied to a number of products which benefited from reduced
sales taxes: rubber tyres, fibres, yarn, iron and steel, electric generators, transformers,
air conditioners and motorcycle parts.

25Accorcing to the Bangladesh authorities. supplementary duties are levied on luxury
goods with a view to keeping the incidence of taxation at par with the situation prevailing
before sales tax was replaced by VAT.

25The sales tax. applicable only to imports, was calculated on the duty-paid value.
i.e. the value of imports plus the duty. In fiscal year 1986. sales tax revenue was
10.1 per cent of total imports and 8 per cent of duty-paid value. The incidence of the
effective rate of sales tax. as represented by revenues collected, was highest on raw
materials, 8.6 per cent. 7.6 per cent on consumer goods, and lowest on capital goods.
3.3 per cent (World Bank. 7916-80, Bangladesh. An Agenda for Tax Reform. Vol II,
15 December 1989. Tables 2.1 and 2.2.)Imports that were exempt from sales tax Included
Portland cement. synthetic and artificial fibres, certain glass products, aircraft and parts.
electric generators. medical instruments. trucks. buses and bicycles and television
ecupment. Imports subject to the reduce rate of 10 per cent were cement other than
Portland. metal scrap. precision instruments and milk powder. (Zoll- und Handelsinformation.
No S4/1986; November 1985.) The development surcharge was collected only on dutiable
imports at the rate of 8 per cent of the value of imports. inclusive of customs duty and the
sales tax. : has row been elimrated.
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uniform 2.5 per cent of the value of all imports above Tk 25,000.
The floor was raised to Tk. 50,000 in 1989 and to Tk 75,000 in 1991.
(IPO 1989-91 and 1991-93).

(b) The advance income tax (AIT) is deducted from all importers at the
ad valorem rate of 2.5 per cent, but may be settled at the time of
submitting income tax returns. The AIT is assessed on the c.i.f.
value of imports.

(c) The value added tax (VAT) is charged at the uniform ad valorem rate
of 15 per cent unless a product is exempted from it, and is applied
equally on imports and domestic production. The VAT is calculated on
the c.i.f. plus import duty value. If any supplementary excise
duties are levied, the VAT is calculated on duty and excise paid
value.

193. The VAT of 15 per cent is expected to yield Tk 17 billion
(1.8 per cent of CDP) in 1991/92, Tk 2 billion more than the duties and
sales taxes that it replaces. This arises from the higher applicable rate
of tax on imported goods and expanded coverage of domestic production.
While exemptions have been allowed at a cost of Tk 1 billion for a limited
range of goods and services, including textiles, fertilizers, medicines,
books and the output of cottage industries and small restaurants, the
authorities have stated that no further significant exemptions will be
permitted.

(vi) Minimum import prices

194. A minimum import (C&F) price is applicable to printing ink.27
Regulatory duties were used prior to June 1991 as a temporary measure to
correct prices but have since been withdrawn.

(vii) Import prohibitions

195. The Control List of the import Policy Order of 1991-93 (IPO).
specifies 193 items, i.e. 16 per cent of the total four-digit HS
categories, which are explicitly subject to restrictions (see Table IV.2
and Table IV.3). The Control List, as noted in Section (i), includes both
banned and restricted items. However, the list understates the total
number of restrictions. First, the text of the IPO reveals that the import

27The Connb .o-n has suggested that the minumumimport price be withdrawn

28Tariff Commission.1992
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of a further 20 items is conditional on the fulfilment of certain
conditions or subject to certain limits (see Table IV.4). Secondly, the
Operative Tariff and Tax Schedule (OTTS) assigns the labels banned,
restricted or mixed (i.e subject to some form of restriction on part of
the items in the category) to a total of 385 four-digit HS categories.
However, the difference between the number of items on the OTTS and the IPO
is largely accounted for by conditions imposed on importers belonging to
the pharmaceutical industry. Such importers are required to obtain
permission from the Director of Drugs Administration for the import of
items like olive oil which are otherwise freely importable.29

196. Items which run counter to the religious and social mores of the
people of Bangladesh, for instance, alcohol, pork products, certain maps,
and obscene published materials, may generally not be imported. Items
banned on grounds of public health arid security include certain medication,
drugs, radioactive materials, all types of wastes, arms ammunition and
explosives. Substandard or rejected goods are not allowed to be imported.
Imports from South Africa and Israel and goods carried on the flag vessels
of these countries are prohibited.

197. A significant number of commodities are subject to import bans to
protect local industries. These include import bans on tobacco products.
matches, sanitary ware, newsprint, stationery, carpets and floor coverings,
which compere with domestic production (Table IV.5).

198. Restricted items, as noted before, may be imported only on the
fulfilment of specified conditions. In many cases, the type of end-user
determines import permission, as is described in Section (i) on import
procedures. For instance, some goods (mainly intermediate goods) may only
be imported by industrial units (industrial importers) for their own use
and within specified quotas. These include fabrics and yarns for textile
industries and various types of motor vehicles. A number of goods may be
imported o7.iy by the export-oriented garment industry. In fiscal year
1987, the Govern ment permitted ?xporters, on a case-by-case basis, to
import banned and/or restricted items and. in fiscal year 1988, extended
this privilege to indirect exporters (suppliers to export industries).
Merchandise that caters to the tourist trade, such as liquor and
foodstuffs, may be imported only by foreign-exchange earning hotels.

-Zec-^,,n ze_ e a', u- t- are Zfd o get "blocK lists" ofItems approved
by t he DirectorDrugs Administation soec fies bct *'et 1l-e anc va eoI
enr:ltevene:s. As ae : -I 9-3i a:e.a "T ey s"a r o trmpc-t any wted W!Ch dces noc
areaar on t#e blck . eveneve '_r a- ize- . ote-'wse freey ao. (-araraeP
22.8)
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199. The Import Policy Order does stipulate, however, that the ban or
restriction on an item may be revoked if the quality of the domestic
product deteriorates or if production levels fall (IPO 1991-93, paragraph
10). The sponsoring authority concerned is expected to monitor production
by industrial units in the sector being protected. the Tariff Commission
and the Trading Corporation of Bangladesh monitor the prices of banned or
restricted items and may recommend revocation if an undue increase in
domestic prices occur. There is also a provision for those affected by
bans or restrictions to make representations to the Tariff Commission (IPO,
paragraph 10).

Recent Liberalization

200. Until 1985, a positive list of importable items was issued annually.
The Import Policy Order of 1985-86 introduced a shift to negative lists
detailing banned and restricted items, so that all items not on the lists
became importable. In the Import Policy Order of 1989-91, the two lists of
banned and restricted items were combined into a single Control List.

201. In the Import Policy Order of July 1989, 83 items - comprising mainly
raw materials and machinery for the textiles, paper, steel and engineering
Industries - were removed from the banned list and 45 items from the
restricted list. After these changes, about 320 four-digit HS categories
out of a total of 1,239 remained subject to restriction. These were
concentrated in the areas of fertilizers, chemicals, textiles, metal
products and finished consumer goods. Another 70 items were removed from
the controlled list in July 1990, thereby reducing the number of four-digit
headings subject to restrictions from 26 to 20 per cent of the total.

202. The liberalized products were selected with a view to stimulating
export production and reducing protection for food, paper and wood
industries. They included vegetable products, animal and vegetable fats,
sugar syrups, phosphatic fertilizers, chemical products, rubber products,
plastic material, papermaking materials, textiles articles, glassware
products, base metal products, and machinery items (particularly for the
the tea and textiles industries).

203. A further 59 items were removed from the controlled list in
August 1991 under the 1991-93 Import Policy Order. These included
vegetable products, yarns, fibres and threads, fabrics, fertilizer, certain
petroleum products, consumer items and machinery items. In addition

30Formerly this function was undertaken by the Department of Prices and Market
Intelligence.
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"right-of-refusal" provisions were withdrawn from 47 import items, leaving
only 4 items now subject to such provisions. (Under "right-of-refusal"
provisions, imports can be limited at the request of public enterprises
that produce substitutable products.,

204. It is intended that by 1994, all remaining restrictions will be
eliminated, except for about 80 items which will remain restricted for
health, social, religious or security reasons, and about 7 items which are
regarded as sensitive.

(viii) Import licensing

205. Bangladesh is an observer to the Tokyo Round Agreement on import
Licensing Procedures. In. accordance with the Decision taken at the 28th
Session of the CONTRACTING PARTIES in November 1972, whereby contracting
parties were invited to provide information on their system of licensing,
Bangladesh submitted a notification in 1984.

206. Import licences per se no longer exist. For m .t imports, the
licensing system has been replaced by a system of letter of credit
authorizations (LCA),and the use of passbooks (described in Section (is) on
import procedures).

207. The following are the exceptions to the standard LCA procedure:

(1) Import against LCA Forms without opening letters of credit (L/C) can
be made in the following cases:

- import of an item valued at less than US$2,500 during a
particular financial year;

- imports under commodity grants from the UK, Canada and other
similar loan/grant arrangements for which there are special

procurement procedures;
- import of books, journals, periodicals on sight draft;
- import of international chemicals references through bank

drafts on approval of the Drugs Administration for product
quality control.

31The system of licence for import of finished goods by commercial importers was
abolished from 1 January 1976 and replaced by the system of Letter of Credit Authorization.
The system of licence for import of industrial raw materials and spares by recognized
industrial units was replaced by Letter of Credit Authorization Forms from 1 July 1983.
(L/5622)
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(2) Import permits: In the following cases, neither the LCA form nor the
opening of an L/C are necessary, but an import permit must to be
obtained from the Import Control Authority:

- import of books, magazines, journals, periodicals and
scientific and laboratory equipment on surrendering UNESCO
coupons;

- import by passengers of permissible items in excess of the
permissible limits according to the relevant baggage rules;

- import of free samples, advertising materials and gift items
above the prescribed ceilings;

- import under the Direct Payment Abroad Scheme, Pay-As-You-Earn
Scheme and the Product Bonus System.

208. A recognized industrial unit may import plant and machinery and
approved raw materials, on direct payment abroad by a Bangladeshi wage
earner, subject to certain conditions. The plant and machinery must be
used to set up a new industrial unit; the raw materials must be within the
annual import entitlement (see Section 2(ii) above); the wage earner must
live abroad and pay for the import out of his earnings abroad.
Furthermore, if the industrial unit is not in the free sector, permission
needs to be obtained from the relevant authority (,PO, paragraph 16.11).

209. Imports under the Pay-As-You-Earn-Scheme require clearance by the
Bangladesh Bank (IPO, paragraph 16.12). The scheme links the repayment of
the initial credit to the income earned from utilizing the services of the
import. The following categories of import are eligible:

- permissible items of plant and machinery;
- plant and machinery for export-oriented industrial units with

the clearance of the competent sanctioning authority;
- cargo and passenger vessels, including refrigerated vessels,

not more than 15 years old (on clearance from the Ministry of
Shipping);

- trawlers and other fishing vessels, not more than 15 years old
(with the clearance of the Ministry of Fisheries).

(ix) Import quotas

210. There are no global quotas, only quotas on imports by individuals.
However, where the number of individual importers is fixed, as for instance
in the case of industrial consumers and public sector importers, the sum of
individual quotas may in practice add up to a global quota. There are
three forms of quotas:

(a) Product specific value limits which include: the limits placed on
imports of restricted raw materials on the controlled list by
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industrial consumers; the ceilings on specific items for commercial
importers; the ceilings on certain categories of import for actual
users. All three have been described in Section (i) above.

(b) Proportional limits which are not product specific but may translate
into product specific limits if input-output coefficients are fixed.
These include the entitlements to foreign exchange which are a fixed
proportion of export earnings, for example, under back-to-back L/Cs
for exporters in the garment and other industries. ThE'se are
described in Section 3, Measures Directly Affecting Exports.

(c) Value limits on aggregate foreign exchange allocation These included
the fixed allocations made to public sector enterprises and other
Government ministries. There remains some flexibility in the
composition of the import bundle, as described in Section (i) above.

(x) Import deposit

211. Minimum margin requirements that had been imposed by Bangladesh on
the opening of import letters of credit under both the official and th
secondary exchange markets (SEM) were abolished in July 1988.
Subsequently, margin deposits on import letters of credit were arranged
directly between customers and their banks.

212. From mid-February 1990, a 100 per cent advance deposit requirement
for commercial imports under the SEM was again introduced. In late
February, this margin was reduced to 50 per cent and a similar margin
introduced for industrial imports. The margin on industrial imports was
reduced to 25 per cent in March 1990 and then eliminated in November 1990.
The margin for commercial imports was reduced to 25 per cent in
February 1991 and further to 20 per cent in April 1991.33

213. Compulsory margins were abolished at the end of 1991.

32Until 5 July 1988, the minimum advance deposits imposed by the Bangladesh Bank for
the opening of letters of credit in the SEM were 50 per cent for raw materials and
100 per cent for commercial imports. In the official market, the minimum margin requirement
in domestic currency was 5-15 per cent for industrial imports and 25-35 per cent for
non-essential commercial imports (GATT BOP/W/134).

33GATT BOP/W/134.
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(xi) State trading and Government procurement

214. The Government plays a significant, but not dominant, r6le in the
trade regime of Bangladesh. According to the Bangladesh authorities,
government-sector imports accounted for some 29 per cent of total imports
and 38 per cent of aid-financed imports in financial year 1990-91. The
procedures for import by Ministries, Government departments and the public
enterprises have been described in Section (i).

215. Imports of foodgrains, capital machinery for aid projects, parts of
edible oil requirements and non-developmental imports by the Government are
outside the scope of Import Policy.

216. Numerous public sector corporations engaged in industrial production
import for their manufacturing needs. Direct importers include the
Bangladesh Chemical Industries Corporation, Bangladesh Textile Mills
Corporation, Bangladesh Steel and Engineering Corporation, Bangladesh Sugar
and Food Industries Corporation, Trading Corporation of Bangladesh,
Bangladesh Oil Gas and Minerals Corporation, and the Power Development
Board.

217. The Trading Corporation of Bangladesh (TCB) is the exclusive importer
of non-prohibited arms, ammunition and explosives. The Corporation also
acts as agent (on a non-exclusive basis) for public and private sector
importers in relation to items such as copper, zinc, aluminium and lead
ingots or rods, pig iron (foundry grade), M.S. billets and rape seeds. In
addition, the Corporation can import explosives, vegetable ghee, special
raw materials and items for selected exported oriented units.

218. By 1989, the Bangladesh Agricultural Development Corporation (BADC)
ceased to have a monopoly of the import of vegetable seed, and its share of
imports of other types of seeds has continued to decline. Similarly, all
urea and TSP fertilizer trade is now conducted by the private sector (see
Chapter V for details).

219. The Bangladesh Government's Department of Supply and Inspection
normally imports for Government agencies. Currently, public sector
corporations as well as Government departments may import directly.

34 Immediately after Bangladesh's independence in 1972, the TCB accounted for as much as
80 per cent of the country's total imports. By 1975, this proportion had declined to
approximately 5 per cent (BOP/189).
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220. Major and bulk purchases made by public tender are published in the
local media or issued to registered suppliers. Generally it is a rule that
all tenders must be offered locally. However, for highly sophisticated or
technical equipment, tender may be received at designated places abroad.
Tenders are usually accepted at the the lowest acceptable price. The
Government organizations which purchase their requirements by tender
include the Department of Supply and Inspection, Department of Coal,
Trading Corporation of Bangladesh, Ministry of Food, Bangladesh
Agricultural Development Corporation, Bangladesh Petroleum Corporation,
Bangladesh Telecommunication Board, and Bangladesh Textile Mills
Corporation.

221. A 15 per cent premium is offered to domestic bidders on Government
tenders under World Bank and its affiliates, Asian Development Bank and
other international development agency contracts. (Task Force Report,
Volume 2, p 121).

(xii) Import cartels

222. The Import Policy Order for 1991-93 allows importers to form one or
more groups to import jointly (for reasons of economy of scale), subject to
the condition that industrial consumers and commercial importers form
groups only within their own separate categories (IPO, paragraph 16.8).

(xiii) Countertrade

223. Bangladesh h^, employed the mechanism of countertrade to promote
exports and avoid lags between payments and receipts of foreign exchange.
In Bangladesh, counter trade takes the form of barter and Special Trading
Arrangements (STAs), under which commodities are exchanged at world market
prices up to an annual value ceiling.

224. Barter trade is conducted with what were previously the centrally
planned economies, and is sponsored and monitored at the Government level.

Presently Bangladesh has barter protocols with Albania, Bulgaria, China,
Czechoslovakia, Democratic People's Republic of Korea, Hungary, Poland,
Romania and Yugoslavia.

225. Special Trading Arrangements (barter arrangements at non-governmental
level) are entered into by both the Trading Corporation of Bangladesh as
well as by a few selected business houses. The most important

35It is not clear whether the previous barter protocols with USSR have now been
transferred to the independent republics in the Commonwealth of Independent States.
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consideration in entering STAs is that the foreign partners be reputed and
reliable. The payment arrangements are generally regulated through a
non-convertible United States dollar account opened with any public sector
bank in Bangladesh. No remittance of foreign exchange is allowed and
imbalances, if any, are adjusted through the export of goods or transfer to
the next year's STA.

226. Over the last few years, barter and special trade agreements, which
stipulate the total value of trade, have been concluded with several
partners including market economies. Under the barter protocols, specified
exports (mainly jute, tea, coffee, skins, leather, tobacco and paper) were
to be exchanged for oil, coal, sulphur, cement, transport and industrial
equipment. (L/6366, p.130; L/6435, p.79; L/6530, p.99.) The indicative
list of exports and imports under counter trade and equivalent dealings are
given in Tables IV.12 and IV.13.

227. In fiscal year 1989, barter and STAs accounted for US$180 million of
imports, less than 5 per cent of total imports (World Bank 8874,
Attachment 40).

228. There is evidence that commodities obtained from aid and barter trade
sources may cost more than those obtained at internationally competitive
prices. For instance, in the fiscal year 1987, raw cotton obtained from
aid and barter trade sources accounted for 56 per cent of the Bangladesh
Textile Mills Corporation purchases.36 During that period a bale of 1-1/16
inch cotton cost (c.i.f.) Tk 8.83 on competitive purchase from Sudan, Tk
11.86 by aid, and Tk 16.68 by barter trade. The estimated extra cost of
these agreements range form Tk 16 million in the 1985 fiscal year to
Tk 116 million in the 1987 fiscal year. (World Bank Report No. 7654-BD on
Manufacturing Public Enterprise Reform, 1989)

(xiv) Technical regulations and standards

(a) Sanitary and phytosanitary regulations

229. A sanitary certificate is required for all livestock and plants and
plant products (except fruits and vegetables, but including potatoes)
certifying that they are free of injurious insects, pests and diseases.
Purity tests for imported palm oil and derivatives are obligatory. The
test is carried out by the Bangladesh Council of Scientific and Industrial

35The private sector obtains its cotton at competitive world prices.
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Research (IPO, paragraph 18k). Animals, plants and plant products are also
subject to the relevant provisions of the Quarantine Ordinance.

230. A certificate of cleanliness is required for textile imports. Used
clothing must be accompanied by a fumigation certificate.

(b) Standards, testing and certification

231. The Bangladesh Standards and Testing Institute is entrusted with the
responsibility of ensuring the quality of all industrial products except
drugs and medicines. But Bangladesh also recognises and accepts goods
bearing certification from standards institutions of other countries.

232. A radioactivity test is mandatory on imports of food items (milk,
edible oils, etc.) from European countries, even if they have been packaged
in third countries. Food imports from non-European trading partners do not
require radioactivity testing; however, the Bangladesh Atomic Energy
Commission may require such a test on any imported food after its arrival
(GATT, BOP/281). In case of medicines and pharmaceutical items, the
quality control function is performed by the Department of Drugs
Administration under the Ministry of Health and Population Control.

233. Imports of iron and steel must meet certain product specifications
(mainly those stipulated in the United States, e.g. by the American Iron
and Steel Institute). This quality certificate is required in addition to
the producing mill (testing) certificate. Both must be in the original.
Stamped heat code numbers to match may also be required.

234. Coconut oil imported by soap industries must contain not less than
1 per cent of free fatty acid (IPO, paragraph 22.5).

(c) Marking, labelling and packaging

235. Every article, label or wrapper must bear an adequate, indelible
indication of the country of origin. These should be adjacent to, and as
conspicuous as, the other lettering. If more than one language is used,
the mark of origin should be repeated in all the languages.

236. Markings indicating quantity, weight, measure, trade descriptions,
component materials, or purity of the product must be accurate.

237. All dyes, chemicals and pharmaceutical products should be marked with
a full description of the product, including quality and code numbers. The
marking may be on labels affixed to the containers or on tags attached to
the containers if it is impossible to place these data on the container
itself. Labels on pesticide containers should include in particular, and
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in Bangla, storage time limit, warning statements, names of antidotes and
directions for use.

238. Milk food with fat content can only be imported in tins, though
recognized industrial units may import it in bulk. The composition of the
ingredients, the date of manufacture and the date of expiry must be
embossed on the tin. Similar requirements are placed on the import of

other food beverages. (IPO, paragraph 21.1 and 21.3).

239. Drugs and medicines considered poisonous or dangerous must be marked
according to a prescribed form to show the ingredients. Special
regulations govern the marking of patent or proprietary medicines.

240. Textile piece goods, sold by length or piece, made wholly or partly
of cotton or wool, must also be marked with the yardage. Both the country
of origin and the yardage must be marked on the pieces themselves and not
on labels or tags attached to the pieces. Remnants of cotton cloth less
than four yards need not be individually marked.

(xv) Local content requirements

241. There is no specific import regulation limiting imports in proportion
to domestic content.

242. Before the unification of the exchange rate on 1 January 1992, the
incentives offered to direct and indirect exporters through the Export
Performance Benefit (XPB) Scheme may have acted to promote local content

(domestic value added). Under this scheme exporters received an exchange
rate premium set to equal a percentage, based on the domestic content of
the export item, of the difference between the secondary exchange market
(SEM) rate and the official rate (Described in the Section on Export
Subsidies).

243. Incentives to use locally produced inputs are also created by:

(a) The duty drawback scheme at flat rates. This rewards exporters who
substitute domestic for imported inputs, as is described in Section
(x) of the section on Measures Affecting Exports.

(b) The system of back-to-back L/Cs for exporters in the garment industry
(see Chapter V). These impose local content requirements by
restricting foreign exchange entitlements to 70 per cent of export
revenue. The IPO for 1991-93 stipulates that "value added in
Bangladesh shall not be less 30 per cent" for a firm which wishes to

take advantage of the back-to-back L/C facility (paragraph
22(13)(a)).
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(xvi) Balance-of-payments measures

244. Bangladesh has been subject to simplified consultations in the
Balance-of-Payments Committee since the time of its accession because of
its least developed country status. All of the quantitative restrictions
notified to GATT have been justified under Article XVIII (B), i.e for
balance-of-payments purposes.

(xvii) Anti-dumping or countervailing measures

245. At present there is no legislation in force for anti-dumping or
countervailing action. Dumped imports are tackled through the calculation
of tariff values based on the prevailing international prices of the
products concerned (Tariff Commission, 1992).

(xviii) Other measures

246. A shipping ordinance in effect from 1 November 1982, requires that at
least 40 per cent of the country's imports be shipped on Bangladesh-flag
vessels (Bureau of National Affairs, International Trade Reporter, 1989.)
The Import Policy Order for 1991-93 requires that shipment be made on
Bangladesh flag vessels except in specified circumstances (IPO, paragraph
13.6).

247. Below specified volume or value, imports can be made on
non-Bangladesh vessels. The Director-General of Shipping notifies
general waivers in certain cases. Examples of such instances include
shipment of goods from foreign ports which are not visited by Bangladesh
vessels and imports of goods on the basis of specific agreements which
provide for freight costs. In all other cases, a certificate of waiver
must be obtained from the Director-General of shipping for imports in
non-Bangladesh vessels. The waiver will be issued within 72 hours of
application (IPO, paragraph 13.6).

248. The Bangladesh merchant marine fleet is not internationally
competitive and ships only approximately 20 per cent of import and export
goods.

37Import of goods up to 20 metric tons in case of a single consignee or up to 100
metric tons in case of group import, may be made in non-Bangladesh vessels.
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(2) Measures Directly Affecting Exports

(i) Registration, documentation

249. Exporters must be registered with the Chief Controller of Imports and
Exports. Both the initial registration fee and the annual renewal fee are
currently Tk 1,000. (IPO, 1991-93).

250. When applying for an export registration certificate (ERC), which may
be done through the regional representative of the CCIE, the exporter must
submit a registered partnership deed or a certificate of incorporation, and
a copy of valid Trade Licence.

251. For the export of jute, jute goods, tea and tobacco, an exporter, in
addition to the ERC, needs a separate license to be issued by the concerned
agencies. For raw jute and jute goods the licensing authority rests with
the Bangladesh Jute Corporation and Directorate of Inspection for Jute
Goods respectively while the trade licenses for the export of tea and
tobacco are issued by the Tea Board and Department of Agriculture Extension
respectively .

252. No foreign firm, which has not been registered as a company in
Bangladesh under the Companies Act, 1913, or which does not have a place of
business in Bangladesh under the provisions of the same Act, can be
registered as an exporter. (EPO. 1989-91)

253. There are a number of documents involved in the execution of an
export transaction. There may be broadly grouped into the following two
categories:

(i) Substantive documents include a draft or bill of exchange, commercial
invoice. bill of lading or airway bill, and a marine insurance
policy.

(ii) In addition to the substantive documents, the exporter may be
required to prepare other auxiliary documents. The Member and type
of these documents depends on the terms of the contract and/or the
the letter of credit, but they mainly include a packing list.
consular invoice. certificate of origin, quality control certificate.
phytosanitary certificate, GSP certificate and an inspection
certificate. (Traders' Manual for Asia and the Pacific: Bangladesh)

38ESCAP, Traders' Manual for Asia and the Pacific: Bangladesh
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254. The GSP certificate is issued, for all exports except jute, by the
Export Promotion Bureau. Bangladesh Jute Mills Corporation and Bangladesh
Jute Export Corporation are authorized to issue GSP certificates for
exports of jute goods and raw jute respectively. (EPO 1989-91)

(ii) Export taxes, charges, levies

255. Before the unification of the exchange rate, traditional exports were
channelled through the official foreign exchange market. This levied an
implicit tax since there was usually a premium on the secondary exchange
market.

256. An export licence fee of Tk 10,000 is charged on exports of jute
manufactures. In August 1984, the export licence fee on exports of jute
carpet was reduced from Tk 10,000 to 1,000 (Bangladesh Bank, Annual Report
1984-85: p.16).

257. Export duties on hides, skins and leather goods have been phased out.
Until they were banned in July 1990, a 5 per cent export duty was charged
on exports of wet-blue leather. Currently, the ban on wet-blue leather has
been relaxed until 31 December 1992: the export duty is 15 per cent of the
f.o.b. value.

(iii) Minimum prices

258. Minimum export prices exist now only for raw jute. Minimum export
prices used also to be applied to jute products but according to the
Bangladesh authorities these have been discontinued.

259. The Goveriment implements an Export Price Check (EPC) policy to
maintain minimum export prices for raw jute. EPC prices are set by a
committee of representatives of the Bangladesh Bank, Bangladesh Jute
Corporation, Bangladesh Jute Association and Bangladesh Jute Exporters
Association. They are occasionally changed according to the market
conditions, cost of producing jute and the stock position in Bangladesh.
Export of raw jute below the EPC price is not allowed unless special
permission is obtained from the Bangladesh Bank.

260. The rationale for the minimum prices is to prevent competitive
undercutting by individual exporters of raw jute, which could lead to an
erosion of Bangladesh's market power in this sector. It is. however.

39These changes are not very responsive to market conditionsfor instance. the EPC
price remained unchanged for 22 months from January 1988 to October 1989.
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believed that the minimum price does not prevent a reduction in export
prices because of (a) the competition from synthetic substitutes, and (b)
the widespread use of over-invoicing in the jute trade.

(iv) Export prohibitions

261. Exports to South Africa and Israel are prohibited (IMFEA 1991, p 37).
Imported goods in their original or unprocessed form, a wide variety of
food products, animals and animal skins, human skeletons, metals, aims, and
certain maps and films are either absolutely prohibited from export or
require permission (Table IV.14). The majority of these products have been
barred from export since 1975. Recent additions to the list of export bans
are frog legs, wet-blue leather, bamboo and cane; the first because of
environmental reasons and the latter two presumably because they are
intended for domestic processing industries (see chapter V also).

262. Exports of molasses, de-oiled rice bran, wheat bran and stainless
steel scrap are subject to permission from the Ministry of Commerce (EPO
1991-93) (Table IV.15). In the case of stainless steel scrap, exports are
to be allowed on a case-by-case basis until domestic processing facilities
are created.

(v) Export licensing

263. Export licenses are required for all banned or restricted items.
Export permits are required for consignments giving rise to no foreign
exchange inflow (for example, samples). The need for licenses in the case
of raw jute tea and tobacco has been mentioned above in Section (i).

264. The Bangladesh Standards Institution issues quality control licences
for some foodstuffs as well as some electrical products.40

265. The Department of Agricultural Marketing and Grading issues quality
control grading certificates for twelve export commodities for which
grading is compulsory under the provisions of the Agricultural and Marking
and Grading Rules, 1937.

40Care molasses shrimes and drawns except frozen peeled. developedand/or cooked.
oil cake. biscuits. batteries electricfans ros bulbs plugs sockets and
switches and PVC electric cables(EPO 1989-91(assumed to be stillvalid). Annexure 6.)

Oilcake. co- ander seeds. sun hemo dry fishandshellfish animal hair. animal
casings, for andfancyskins. pickled skins. potato, raw micesand skins and eggs. (EPO
1989-91 (assumed to be stillvalid). Annexure 5).
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266. All plants and plant materials, including vegetables and fruit,
intended for export must be certified free from any injurious insect and
diseases. The Directorate of Plant Protection issues these phytosanitary
export certificates under the provisions of the Destructive Insects and
Pests Acts, 1914 and the Plant Quarantine Rules, 1966. Inspection must
occur a day before shipment in the case of perishable items and two weeks
before shipment in the case of non-perishables. (EPO 1989-91. Annexure 6)

267. The other organizations which also conduct tests to satisfy the
specific requirements of a buyer are the the Central Testing Laboratories
and the Bangladesh Council for Scientific and Industrial Research.

(vi) Export quotas

268. Quotas are imposed on garment exports Through the MFA restraints,
described in Section (viii) below, and implicitly by the setting of a
minimum export price for raw jute, described in Section (vii).

269. Each Export Policy Order specifies sectoral export targets rather
than setting quotas. The Policy also provides incentives to achieve these
targets. The targets may also influence the allocation of industrial
inputs to export industries.

(vii) Export cartels and similar restrictions

270. Until August 1991. as described in Section (iii) above, the
Government exerted a strong cartel-like influence in the marketing of raw
jute and jute products through KEBICO. In addition to monitoring the
minimum import price. KEBICO also rationed demand among the mills according
to their operating capacity. All domestic sales and export orders received
through barter arrangements, international tenders and Special Trade
Agreements (STA). and private exports exceeding certain limits were handled
by KEBICO42 KEBICO was abolished in August 1991.

271. Almost all raw jute and about half of jute products are now marketed
by the private sector.

42 Theselimits were 1. See tonsfor c-v s- 1,000tons for sacking..and 100 rollsfor
carpet backing cloth.

431982-83. the shares tototal exports of variousstatutory compositionswere the
following: in the raw tue market. Bangladesh dute Export CorporationAccountedfor
15 per cent of exports. Inthe duteproducts market. the Bangladensh duteMills Corporation
accounted for73 per cent of bass a-. 89per cent of packing, and 73 per centofcarpet
backingcloth eports
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(viii) Voluntary restraints, surveillance and similar measures

272. Bangladesh is a participant in the Arrangement Regarding
International Trade in Textiles, the "Multifibre Arrangement" or MFA.
Under Article 4 of the MFA, Bangladesh maintains bilateral restraint
agreements with the United States, the EEC and Canada on trade in textiles.
Under most of these agreements, special export licences certifying origin
are required.

273. Under the agreement with the United States, effective until
31 January 1995, the annual growth rate of imports of textiles covered by
the agreement into the United States has been raised to 10 per cent in the
year to 31 January 1993, with subsequent years growth set at 7 per cent.
The quota utilization rates in the United States are shown in Table IV.18.
In the case of imports by the EEC, re-imports of textile products processed
in Bangladesh and articles by the handloom cottage industries are not
subject to quantitative restrictions.

274. The quota levels are determined at the beginning of the year and
allocations to individual exporters are made on the basis of the previous
years performance. The Export Monitoring Unit of the Export Promotion
Bureau collates information from banks and customs offices and keeps tracks
of the quota use. In this way, it is able to reallocate unfulfilled quotas
to other manufacturers.

(ix) Export subsidies

275. On 1 July 1989, an export cash subsidy scheme was introduced, in lieu
of XPB entitlement, for exports of jute goods exports at the following
rates (based on f.o.b. value): (1) 10 per cent for sacking; (2)
15 per cent for hessian and yarn; (3) 20 per cent for carpet backing and
other non-traditional jute goods (IMFEA 1991. p 38). This scheme is to be
phased out gradually as the public sector jute mills are restructured. The
aggregate jute export subsidy was projected to be cut to Tk 2 billion as
assistance is withdrawn from public sector mills that fail to achieve
specified efficiency standards.

276. For shipments made from July 1989 to June 1990, cash assistance was
granted at: (1) 5-20 per cent of the net f.o.b. value of exports of frozen
fish and leather products; (2) 10 per cent of gross vale added of exports
for non-quota items of garments; and (3) 10-20 per cent of net value added

44COM.TEX/SB/1291.



C/RM/S/24A
Page 91

of local sales to exporters of garments for sales of locally produced yarn,
hosiery, and handloom fabrics.

277. Since 1986, cash assistance of 15 per cent of export value is granted
to specialized textile products where exporters -hoose not to use bonded
warehouses and duty drawback facilities. This is described in Section (x)
below.

278. The EPO for 1991-93 provides for the following implicit subsidies to
export-oriented industries (however, these have not yet been introduced):
- the peak hour rate charges for electricity consumption are lower,

provided two or more shifts are run;
- rebates are given on premium payments for fire and marine insurance

(to exporters of non-traditional items only);
- special inducement freight rates are provided by Bangladesh Biman

Airlines and the Bangladesh Shipping Corporation.

279. Before the unification of the exchange rate on 1 January 1992, an
implicit subsidy was provided through the Export Performance Benefit (XPB)
Scheme whereby exporters received an exchange rate premium set to equal a
percentage, based on the domestic content of the export item, of the
difference between the SEM rate and the official rate. Each eligible item
received a coefficient of 40, 70 or 100 per cent of the XPB, depending on
the item's domestic value added and the priority the Government placed on
encouraging its export. 46

(x) Duty ana tax concessions

280. To enable exporting manufacturers to obtain their inputs at prices
which are not greater than those on the world market, two methods are used

45IMF, Exchange Arrangements and Exchange Restrictions, Annual Report 1991, p. 38.

46At the end of 1990, 71 items were eligible for 100 per cent of the XPB, covering
domestic value added of 70 per cent and higher. A coefficient of 70 per cent was given to 40
items with a value added of between 50 per cent and 69 per cent. Light engineering products,
machine tools and equipment, cast-iron products, household electrical appliances and electric
cables with a value added of 60 per cent and above, between 40 per cent and 59 per cent, and
less than 40 per cent were given coefficients of 100 per cent, 70 per cent and 60 per cent,
respectively. Exports of garments and leather were subject to a schedule of coefficients.
Garments received 70 per cent XPB if they were made from imported raw materials but
100 per cent if domestic raw materials were used. For leather items, the coefficients were
40 per cent for products using imported raw materials and 100 per cent for products using
domestic materials. Seventy per cent XPB was given to exports of intermediate textile
products (i.e. fabric) and to domestic sales of intermediate products that were finished
locally and then exported. All other non-traditional exports, except wet-blue leather,
received 40 per cent XPB. IMF, Exchange Arrangements and Exchange Restrictions, Annual
Report 1991. p. 34.
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in Bangladesh: (a) temporary admission schemes, and (b) refund of duties
and taxes paid on both imported and domestic inputs through various schemes
operated by the Duty Exemption and Drawback Office (DEDO). These
facilities are available both for actual sales abroad, and also for
"deemed" exports which are defined to include two categories: manufacture
to meet orders from international or local tenders against foreign
exchange, and manufacture of inputs which go into export production.)

(a) Temporary Admission Schemes

281. Four types of temporary admission are available: duty and tax free
imports into special or private bonded warehouses, a notional payment
exemption facility, and a prior exemption for "deemed exports."

282. The use of special bonded warehouses (SBWs) is allowed for garment
manufacturers, producers of specialized textiles (towels, socks), leather,
ceramics, printed matter and packaging material. Manufacturers must export
at least 70 per cent of their products to avail of the facility. Each firm
operates its factory within a warehouse approved by the zonal collector of
Customs. The scheme is administered by customs passbooks, in which all
imports and exports are recorded. The license to operate an SBW is issued
by the National Board of Revenue (NBR) and the annual renewal is authorized
by the zonal collector. The renewal is automatic, with physical and
accounting inspection taking place ex post at a nominal fee. In total
there are about 700 SBWs and manufacturers are reported to be satisfied
with their operation.

283. Private bonded warehouses (PBWs) enable firms to delay the payment of
duties until they are ready to consume raw materials imported earlier.
Subject to customs verification, export oriented companies can obtain the
refund of duties on inputs that they use in approved proportions for
producing exportables. (Refunds under the PBW facility are managed by the
zonal officials, not DEDO. The scheme, by permitting firms to maintain
unutilized stocks without paying duties or taxes, reduces the total cost of
holding inventories for firms - a significant benefit since import duties
often amount to a significant proportion of production cost. PBW licenses
are valid for a year and renewal incurs a fee of Tk 300. Total number of
PBWs in operation is 300, of which 190 in the area of Dhaka customs.

284. The temporary admission scheme of notional payments applies to a
restricted list of products and is operated by the collector at the port at
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47
which the raw materials are imported. import duties are calculated in
the normal way and recorded in the official accounts as a liability for the
importer but are not actually paid - provided the manufacturer can show an
irrevocable letter of credit confirming the purchase by a foreign buyer of
the goods to be produced with the input. If and when export subsequently
occurs and a drawback is calculated, the latter is set against the recorded
notional payment. Customs can collect any duty not accounted for by the
drawback. This scheme has hardly ever been applied due to implementation
problems which involve the need for exporters to provide both surety and an
irrevocable letter of credit.

285. Exemption for deemed exports, i.e. manufacture to meet orders from
international or local tenders against foreign exchange, can be obtained
through a scheme operated by DEDO. The scheme involves the issue of
"analysis cards" upon application to manufacturers, to endorse the amounts
of raw materials eligible for import duty exemption. The syst m is
regarded as functioning well in comparison with the arrangements for the
other category of deemed exports, i.e. indirect exporters. The latter
constitute a very small group and include mainly firms supplying fabric and
PVC.

(b) Duty Refund Schemes48

286. Businesses producing directly or indirectly for exports may obtain
refund of the duties and sales taxes which they have paid on imported
inputs. There are two such schemes for duty drawback operated by DEDO and
a third cash compensation scheme operated by Bangladesh Bank for those who
do not benefit from either drawback or bonded warehouse facilities.

(1) Flat Rates: a fixed rate scheme refunding the estimated duties and
taxes on imports that have entered the cost of production of export
commodities according to a preset schedule. The estimates are based
on calculations made for a representative sample of firms from the
relevant industry. The implementation of the flat rate drawback
scheme depends critically on the estimation of input-output
coefficients. The drawback schedule consists of a list of fixed

47The notional system of duty payments was drawn up in 1983.

48The original Drawback for Manufactured Exports Rules were promulgated in 1970.
Several regulations on drawback were issued in 1984, and in 1988 a new set of rules was
issued which is described in this section.

49The Duty Exemption/Drawback Office (DEDO) was established in 1986 in the National
Board of Revenue. This office is expected to develop and implement over time more efficient,
(immediate and automatic) systems for duty-free imports for exporters.
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money values of duties and taxes to be refunded per unit of export.
The flat rate schedule for products other than textiles are presented
in Table IV.16.

(2) Actual Rates: a scheme which refunds the duties and taxes actually
paid on identified imports, determined on a case-by-case basis, and
thus operating much like an exemption. Variations among producers
can arise through differences in the production process and/or
differences in the prices of imported inputs, which in turn could
arise from differences in the quality or source.

287. It is claimed that entrepreneurs prefer the bonded warehouse system
over the duty drawback schemes but, between the latter, they prefer the
flat rate because it imposes a lighter administrative burden than actual
rate computation which necessarily involves a delay. The DEDO also prefers
the flat rate. From the beginning of its operation in July 1987 until
mid-1991 it had processed 20,000 claims for 50flat rates, compared with 100
for actual rates and 40 for deemed exports. The coverage for flat rate
drawback has ex anded from 13 products when the scheme was first introduced
to 205 items.51 The full eligible amount of each expected drawback is
meant to be effected through the exporter's commercial bank in the form of
an interest-free advance for a period of 90 days. In principle, this
provides a cash flow benefit similar to an exemption. But in practice the
process is subject to delays.

288. Three institutions are involved in the administration of drawbacks:
DEDO, Customs and Bangladesh Bank (if the compensation scheme is treated as
a form of drawback). DEDO's main task is to establish the drawback amount
due to an exporter on imported materials: it is also empowered to issue
refund cheques.

50The drawback scheme was extended to indirect exporters in the fiscal year 1988.

51The existing list of items does not contain garments or any textile items, since most
enterprises in that sector operate within the bonded warehouses.
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***************************************************************************

Note IV.1: Actual Rates vs Flat Rates in the Duty Drawback System

Bangladesh authorities regard as desirable an eventual move from flat to
actual rates of duty drawback since the latter would allow drawback to be
tailored more closely to individual needs - while the flat rate is a
product-specific rate of refund, the actual rate is a manufacturer-specific
refund.

However, it is not clear that a move to actual rates is universally
preferable. Since the Government cannot observe the effort made by
different firms to reduce their requirements of imported inputs, it could
rely on the incentives created by flat rates to do so. Flat rates are
based on an industry average, and so a particular firm can, by economizing
on imported input requirements, benefit from a transfer equal to the duty
that it would have paid had it used the input. It is desirable to make the
drawback to any one firm depend on the import needs of all firms, as flat
rates do, if the exogenous sources of variation in import needs of
different firms are closely correlated. If, on the other hand, the
exogenous sources of variation are not closely correlated, then flat rates
would unnecessarily penalise high import-need firms, and so actual rates
may be preferable.
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Value Added Tax Refunds

289. The VAT system was introduced on 29 July 1991, to repla sales
tax and the excise tax, as described earlier. The new tax system gave DEDO
an increased and clearer rôle, with responsibility both for determining the
the amount of duty refundable on an export consignment and for making the
repayment to the exporter (previously settled by the NBR). The exporters
are refunded, not only the duties paid on the imported inputs going into a

unit of export, but also the value added tax paid on local inputs
(excluding energy) entering into the production of exports.

Cash Compensation

290. This scheme, administered by the Bangladesh Bark, is available to
ready-made garment, hosiery and specialized textile units which are not
covered by, or choose not to use, the bonded warehouses and duty drawback
facilities. A compensatory benefit at a rate of 15 per cent of the
f.o.b. value of exports is granted to cover possible taxes paid on imported
and locally purchased inputs used in the export products. While the
uniformity of the rate of compensation makes the scheme easy to operate, it
does not take into account the fact that the tax element varies among the
products and may often be greater than 15 per cent.

Other Concessions for Exporters

291. The following are other specific import concessions available to
exporters:

- raw materials imported for export production are exempted from the
payment of the LCA fee, normally fixed at a rate of 2.5 per cent on
imports exceeding Tk 75,000 in value;

- capital machinery for export oriented industries can be imported at
the concessional rate of 2.5 per cent import duty;

- excise duty paid on hessian cloth and jute bags used as packaging
material for exports is refunded;

- the Export Promotion Bureau and the Trading Corporation of Bangladesh
are allowed to import samples of any commodity up to a maximum value
of Tk 30,000;

49These garment, hosiery and specialized textile producers are mainly small scale
units, cottage industries and other non-traditional expc. !rs, mainly in the handicraft
sector, which find it difficult to obtain duty drawbacks. The cash compensation scheme is
therefore important for this category.
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- essential spares for the frozen food sector can be imported by the
producer-exporter as accompanied baggage subject to a maximum value
of US$1,000 per year on payment of the usual duty but without
undergoing any import formalities;

- each processing plant under the frozen food sector is allowed to
import a van up to 5 tons capacity at the concessional rate of duty
of 10 per cent;

- export oriented industries are allowed to import materials on the
banned and negative lists against export orders, on the
recommendation of the Export Promotion Bureau and on receiving
permission from the Chief Controller of Imports and Exports (CCIE);

- exporters of garments, specialized textiles and hosiery operating
under the bonded warehouse system can import banned and restricted
items without obtaining permission from any authority;

(xi) Export finance

(a) Concessionary credit

292. Export financing facilities have expanded over the years. Between
1985 and 1990, the interest rate on export credits was at the concessional
rate of 9 per cent. From 1 January 1991, a new interest rate policy was
introduced which gave banks greater freedom to set their deposit and
lending rates within ranges specified by the Bangladesh Bank. The ranges
are reviewed every six months. Exports, however, are still entitled to
credit at a concessional rate, stipulated in 1990 to be in the range
between 8 per cent and 11 per cent, when most commercial lending was at
18 per cent. In the first half of 1991, the range was widened slightly to
between 8 per cent and 11.5 per cent, while commercial rates of interest
were at 18.5 per cent. (Bangladesh Bank, 1992) The EPO for 1991-93 states
that efforts would be made to ensure rates of interest remain as close as
possible to the lower limit of the stipulated range.

293. Provisions have also been made to provide institutional credit to
export-oriented industries for up to 90 per cent of their working capital
requirements and to allow for more liberal repayment of bank loans. The
entitlement to concessional credit for exporters is normally for a period
of 180 days. If repayment is not made within the period, they are charged
the commercial rate of interest for the whole period, i.e. from the date of
borrowing.

(b) Letter of credit facilities

294. Exporters may open "back-to-back" letters of credit for the required
imports of raw materials against their export letters of credit in certain



C/RM/S/24A
Page 98

sectors. These include readymade garments, specialized textiles, household
linen, hosiery, toys, luggage and fashion goods, electronic items and
leather goods.

295. In March 1989, guidelines were issued for the allocation of export
credit to direct and indirect exporters for the procurement of inputs from
the domestic market through inland letters of credit. (EPO 1989-91) Under
the inland back-to-back letter of credit system, suppliers (e.g. of
locally-produced fabrics) linked to export industries can also obtain
advantageous financing.

(c) The Export Development Fund

296. In 1989, an Export Development Fund was established in the Bangladesh
Bank to provide pre-shipment financing for imported inputs for exporters of
non-traditional items. The fund is supported by a US$25 million IDA
credit, complementing US$5 million from Bangladesh (WBEP p30). The
financing is done through foreign currency loans from the the Export
Development Fund to commercial banks for up to 70 per cent of the export
value and at the prevailing LIBOR plus 1 per cent. Banks are allowed a
spread of 3.5 per cent on advances to new non-traditional exporters and
2.5 per cent to all other exporters.

297. Disbursement of funds from the EDF was initially small, with only
US$87,000 utilized by mid-1991. An IDA review in October 1990 highlighted
several. causes for this, including: (a) the spread between lending and
borrowing rates of interest was not sufficiently attractive for commercial
banks, and (b) EDF could only be utilized when there was a back-to-back
letter of credit. The Government was proposing to relax the latter
constraint by allowing credit-using methods other than back-to-back letters
of credit to be eligible. Currently, US$5.1 million has been disbursed.

(d) Foreign exchange for travel

298. Foreign exchange allocation for travel expenses, made on a calendar
year basis, is documented through pass books. The amount allowed to
individual exporters is a function of the value of exports varying from
US$4,000 to US$40,000; Export Houses have a limit of US$150,000. The EPO
for 1991-93 increased the travel expense entitlement of new and potential
exporter to US$6,000 from the earlier entitlement of US$4,000.

50GATT, BOP/298.
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(e) Other financial measures

299. Other measures to favour exports include the following: commercial
banks may not refuse any application for export credit received for the
first time; Bangladesh Bank may not apply any credit squeeze to the export
sector; working capital to 100 per cent locally-owned industries
established in export processing zones is available at the concessionary
rate of 9 per cent; no overdue rate of interest would be charged by
commercial banks on exports under irrevocable and confirmed letters of
credit, provided export documents were submitted to the bank in due form
and time; development finance institutions would give a high priority to
investment in export-oriented industries. (EPO 1991-93)

300. Despite improvements, exporters have complained of bottlenecks in
obtaining export finance and variations in credit conditions between banks.
Steps have been taken to expedite the processing of export credits. Time
limits have been set for processing applications, export credit units have
been set up in commercial banks and a permanent high level Committee has
been created within the Bangladesh Bank to monitor and supervize the export
financing activities of the commercial banks.

(xii) Export insurance and guarantees

301. The Export Credit Guarantee Scheme (ECGS) was set up in 1978 as part
of the National Insurance Organization. It is administered by the Sadharan
Bima Corporation (SBC). a state-owned entity, assisted by an advisory
committee.

302. Currently, three types of guarantees are extended, the (pre-shipment)
Export Finance Guarantee, the (post-shipment) Export Finance Guarantee and
the Comprehensive Guarantee. The former two are extended to bankers and
the latter directly to exporters. The (pre-shipment) Export Finance
Guarantee (EFG) covers bankers against 75 per cent of losses on advances
made to exporters at the pre-shipment stage for the purchase, manufacture,
processing or packing of goods for export. It covers losses resulting form
the insolvency of the exporters or their failure to repay the loan within
four months. The pre-shipment EFG can be converted into post-shipment
cover of up to 95 per cent. The Comprehensive Guarantee, extended to
exporters, is intended to protect the exporters against overseas commercial
and political risks. The guarantee covers 85 per cent of the loss caused
by commercial risks and 95 per cent of the loss caused by political risks.
The Comprehensive Guarantee can be assigned to banks as collateral against
loans.

303. The number of policies issued annually increased from 57 in 1978 to
674 in 1988 for a total coverage of Tk 5.5 billion. Although the guarantee
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scheme has grown considerably during the last decade, it covers only a
small percentage of exports; 6 per cent of traditional and 18 per cent of
non-traditional exports in 1988 (World Bank, 8874; p.90.) (A recent study
suggests that the coverage at present may be as low as 3 per cent of
traditional and 15 per cent of non-traditional exports (Table IV.18).
Since commercial banks are required to pay the premium and insurance is not
mandatory, they prefer to finance only "blue chip" customers, avoiding both
the cost and administrative burden of arranging the insurance. Therefore,
ECGS gets only the high risk business for which the commercial banks
require the guarantee as additional collateral, and is not well placed to
spread the risk. The SBC has been running at a loss since its inception
because premiums have consistently lower than settlements (Table IV.19).
While settlements were important in the late 1980s, they had become
insignificant by 1990, as a consequence of the tightening of the SBC
settlement policy.

(xiii) Export promotion, marketing assistance

304. The Export Promotion Bureau, a semi-autonomous institution under the
Ministry of Commerce, is the principal body responsible for promotion of
Bangladesh exports. The Bureau formulates export policy and strategy,
identifies potential exportables and sets sectoral targets for export
earnings, mediates in the settlement of trade disputes, devises export
incentives and offers wide-ranging support to exporters.

305. The activities carried out by the EPB include: (a) providing input
for the Government's "Export Policy." a document containing all the rules
and regulations for promoting exports, (b) assisting the Duty Exemption and
Drawback Office in identifying sectors where flat rates can be applied and
making this known to associations of exporters, (c) issuing exporters'
declaration certificates, (d) disseminating trade information through its
Trade Information Centre, (e) undertaking national export training
programmes, (f) organizing and participating in trade fairs, and
(g) determining allocation for garments against export quota.

306. One of the EPB's main activities is the tracking of garment exports
to North America and the EEC, carried out by the Export Monitoring Unit
(EMU). The Unit issues exporters with a certificate of origin and also a
visa for clearance of merchandise at US ports. The monitoring of the quota
allocations has been computerized for the US market and technical
assistance from USAID is enabling further computerization.

51In particular, it was insisted that premium be paid according to contract, and
guarantees were refused to exporters who had previously defaulted.
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307. Certain products, such as frozen foods and electronic items, have
been selected as Thrust Sectors to which various incentives are to be
provided. To encourage intensive shrimp culture, 33 acres of land are to
be leased to 33 entrepreneurs, who will also be provided with the required
supply of shrimp larvae, confessional long-term bank loans and
infrastructural facilities. The export of electronic items are to be
encouraged by the extension of bank facilities for exports in consignments,
and by the provision of training facilities. (EPO 1991-93)

308. A "Crash Programme", which originally included toys, luggage and
fashion goods, electronic items and leather goods, has been extended in the
latest EPO to include eight more items: diamond cutting and polishing,
jewellery making, stationery articles, cut artificial flowers and orchids,
gift items, silk fabrics, vegetables and engineering consultancy services.
Exporters of these items are to be provided assistance to obtain finance,
duty drawback and electricity supply at a concessional rate. They will
also be helped in the search for new markets and for partners in joint
ventures.

309. Various promotional campaigns and incentives have been introduced:

- International trade fairs will be held twice a year in Bangladesh;

- Export Promotion/Product Development Councils will be set up to
organize the private sector in developing and marketing selected
products;

- a committee, headed by the Minister of Commerce, has been set up to

provide guidelines for export promotion and ensure implementation of
export policy: another high level committee has been constituted to
identify the firms to be designated as Export Houses and devise the
package of incentives. To date, the Trading Corporaticn of Bangladesh
and seven private sector trading houses have been allowed to
establish Export Houses abroad.

310. Incentives accorded to individuals include the President's Export
trophy which is awarded to outstanding exporters every year. Various
criteria may be used to judge export performance: a volume increase in

exports over the previous two years. exports obtaining a better price, the
opening up of new markets or improving product quality, packaging or

design.

311. In addition to the trophy there is also the designation of
"commercially important persons' (CIPs). A CIP is chosen on the basis of
export performance of the preceding financial year, either in terms of
export volume or earnings. CIPs are chosen from 16 sectors and limited to



C/RM/S/24A
Page 102

77 persons per year. Of these, 19 seats are reserved for the jute sector
and one for the packet tea.

312. CIPs receive red carpet treatment on travel and hotel arrangements as
well as better social services, e.g. private hospital rooms, but most
importantly are eligible to participate in policy formulation committees.

(xiv) Export performance requirements

313. In order to benefit from the Bonded Warehouse facility, 70 per cent
of output must be exported. This facility is open to garment
manufacturers, producers of specialized textiles (towels, socks), leather,
ceramics, printed matter and packaging material.

(xv) Free trade zones, export processing zones

314. The Bangladesh Export Processing Zone Authority (BEPZA), an
autonomous body reporting directly to the Prime Minister, was created under
the EPZA Act no. 36 of 1980. It has managed the establishment and
operation of a first zone at Chittagong since 1984, and a second is under
preparation near Dhaka airport. Foreign companies, domestic companies and
joint ventures are all permitted Lo operate in the export processing zone
and enjoy equal treatment with regard to benefits (but see credit
concessions mentioned below). So far 86 firms have been sanctioned to
operate in the Chittagong EPZ, of which 16 have withdrawn, and 38 have
commenced production (Table IV.20). An indicative list of industries is
given in Table IV.21. The Dhaka EPZ was scheduled to open by 1991, but

53lack of funds has delayed completion of the project.

315. The enterprises within the EPZs are not allowed to sell any of their
production to the local market, though an exception was made, after the
devastating cyclone of April 1990. for the Chittagong area. These
enterprises can import both capital machinery and raw materials without
being required to pay customs duties. The following incentives are also
provided (see also Table IV.22): (a) a corporate income tax holiday for 10
years, irrespective of the type of industry, (b) the right to repatriate
capital, profits and dividends for foreign investors. (c) exemption of tax

The BEPZA depends on the Government's Annual Development Programme for financing its
expansion plans and does not have access to domestic or foreign bank credit

The planned infrastructural facilitiesat Dhaka are the same as those at Chittagong
but the type of industries to be attracted differs. Since the Dhaka EPZ is airport based, so
that both raw materiaIs and finished products willbe air freighted. it isenvisaged that
hi-tech industries. electronics. electrical and light industries will seek space there.
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on interest on borrowed capital, (d) well established physical facilities,
with land leased for 30 years and factory buildings for two years for firms
wishing to start operation before completion of their own buildings, and
(e) specific labour law conditions; in particular the prohibition of
unions and BEPZA responsibility for all labour matters.

316. Firms in the EPZ which are 100 per cent locally-owned are entitled to
working capital at the concessionary rate of 9 per cent. In
September 1989, joint ventures were allowed to retain 70 per cent of their
export earnings in a foreign currency deposit account (in order to pay for
Imports without losing on currency transactions) and convert the remaining
30 per cent at the SEM rate (which now can presumably be done at the single
exchange rate). The retention rate for the garment industry was set at
75 per cent but has since been lowered to 70 per cent.

(xvi) Other measures

317. An automatic or general waiver to the shipping ordinance mandating
use of Bangladesh flag vessels is in effect for export shipments.

(4) Measures Affecting Production and Trade

(i) Investment regulation and promotion

318. The 1991 industrial policy has four major objectives: first, to
reduce the regulation of the private sector; seconds to limit the rôle of
the public sector. n some cases by the privatization of public
enterprises: thirdly. to encourage foreign direct investment: and.
finally, to provide special incentives to export-criented enterprises.

319. The Board of Investment (BOI) was created in 1989 and given
wide-ranging powers to facilitate the operations of new projects and
provide support services for existing firms. The functions of the BOI
include promotional work; approval and registration of industrial
projects; provision of infrastructural support: issue work permits to
expatriate personnel; assistance in obtaining local financing, allotment
of land, and approvals from administrative agencies; customs clearance for
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imported equipment; determination of import entitlements; and
post-investment services and facilities during the life of the project.
The numerous functions assigned to the BOI indicate the complexity of the
regulatory process in Bangladesh, which the BOI is expected to simplify by
providing a "one-stop" service. The BOI is assuming a promotional rather
than a regulatory rôle.

320. The new industrial policy of July 1991 further simplified approval
procedures. The borrowing limit was also increased for new firms which
could obtain approval directly from commercial banks or development finance
institutions. Furthermore, the regulations for the import of industrial
raw materials were relaxed.

321. Official policy towards industrial investment emphasizes the need for
modernization and the removal of the bias towards rent-seeking. Public
enterprises have sustained significant operating losses and many have had
to close down. Under the Fourth Five-Year Plan, privatization of public
enterprises has continued. No capacity expansion is planned in the public
enterprise sector since low capacity utilization is endemic and operating
losses are sizable. Public investment priorities have shifted to a
reallocation of resources to the agricultural sector, specifically to
expand the irrigation and transportation infrastructure.

(ii) Adjustment assistance

322. There are no explicit adjustment assistance programmes. However, the
cash assistance and moratorium on interest payments granted to public jute
mills undergoing restructuring, can be considered a case of adjustment
assistance to an industry that suffers from both declining and cyclical
world demand, as well as local production inefficiencies. The specific
assistance is described in Section (iii) below.

(iii) Assistance to research and development

323. Official policy emphasizes the need for technological progress
through the adaptation of imported technologies and the development of
indigenous technologies. The latest National Science and Technology
Policy, effective January 1987, determines policies, reviews activities of
research institutions and gives guidance on research activities. A

60 Details are provided in the Investment Board Ordinance No 32, 1988.
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Consultative Committee on the Transfer of Technology assesses both
indigenous and imported technological needs.61

324. Research and development activities are widely dispersed; there are
43 organizations within 16 Ministries. Total current public expenditure
during the Third Five-Year Plan (1985 to 1990) amounted to Tk 252 billion
but just Tk 3 million was spent on research in the public sector. However,
agricultural research has received favourable treatment in the ADP, growing
at a nominal rate of 28 per cent per annum between 1981-89.

325. Research activities in agriculture are co-ordinated by the Bangladesh
Agriculture Research Council. Its functions include medium and long term
research, planning, organizing, reviewing and funding co-ordinated research
involving a number of institutions. Some of the component units of the
council, like the Bangladesh Agriculture Research Institute (BARI) and the
Bangladesh Rice Research Institute (BRRI) have independent programme
planning and review mechanisms. Agricultural research efforts have been
relatively successful in cereal crops but in other sub-sectors, such as
horticulture, fisheries and livestock, research has been inadequate.

326. The agriculture sector is the only sector of the economy for which
mechanisms have been organized for the collection, processing and
dissemination of technological information in the country. There is an
Agriculture Information Service under the Ministry of Agriculture with
branches all over the country. The National Seed Certification Agency
under the same Ministry is the authority that makes the final decision on
the widespread adoption of a new seed variety, whether imported or
developed locally. In the case of Jute, high quality seeds are produced by
the Bangladesh Jute Research Institute and distributed by the Bangladesh
Agricultural Development Corporation.

327. Except for agricultural research. the major activities which could
lead to viable technological outputs are concentrated in the Bangladesh
Council of Scientific and Industrial Research (BCSIR). However, as the
Task Force Report on Technology, 1991, points out, the most neglected area
of productivity and technology research is the industrial sector. No
organization is involved in research on the absorption of imported

61According to the Report of the Task Force on Technology, 1991, "During the last ten
years there has been no dearth of policy studies and project proposals for the development
and transfer of technology in Bangladesh. However, in many caries, these have been only
declarations of intention with little or no operational value" (Volume 1. p 247).

62Report of the Task Force on Technology, 1991, Volume 2, p. 254.
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technology and there is little inhouse research and design engineering
capacity in either public or private enterprises.57

Import concessions for scientific equipment

328. Imports of computer equipment and scientific, research and laboratory
equipment are not restricted; Bangladeshi professionals (scientists,
engineers) are entitled to import equipment duty-free. Significant tariff
concessions are given for the import of scientific instruments. While the
average operative tariff rate for professional, scientific and controlling
instruments is about 45 per cent, the rate after exemptions is only
10 per cent for 42 out of the 159 tariff lines in this category.

Patent Laws

329. Bangladesh has had a Patent Law since 1911. The Bangladesh Patent
Office is entrusted with administering this law. The Patent Office was
moved from the control of the Ministry of Commerce to the Ministry of
Industry in February 1989. The Controller of Patents and Designs
administers the Patents and Designs Act, 1911, and the Patents and Designs
Rules, 1933, while the Registrar of Trade Marks administers the Trade Marks
Act, 1940.

330. Bangladesh is a member of the World Intellectual Property
Organization (WIPO) since 11 May 1985 and is also a party to the Paris
Convention since 3 March 1991. In accordance with the provisions of the
Convention, Bangladesh has agreed to give priority to applications for
patents and designs originating from member countries. The term of a
patent is sixteen years from the date of application, and then renewable
for five or ten years.

331. Patents are granted for most scientific and technological inventions
and innovations. Patents are granted for new processes for the production
of chemical compounds, pharmaceutical compositions and micro-organisms, but
product patents are granted for chemical compounds only if they are the
produced by new processes. Chemical products without specific reference to
the process of manufacture, mathematical theory, nuclear fission,
inventions which are considered to be against national law or morality and

57Except for a three-wheel vehicle named Mishuk, no technological development as a
result of formal local R&D efforts has taken place in transport vehicles. Design engineering
capabilities are restricted to development and fabrication of bus bodies, ship hulls and
railway coaches R&D divisions have -ecently been set up in the Chemical Industries
Corporation and the Steel and Engineering Corporation.
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micro-organisms as products are not protected by patents. Plant patents
are also not given.

332. Section 42 of the Patents and Designs Act allows for the registration
of designs not previously published in the country, which are either new or
original or both. The term of a design is five years with the possibility
of extension for a second or third five-year term. A design is not open to
public inspection before the expiry of two years from the date of
application.

333. There is a provision in the Patent and Designs Act, 1911, (section
22), which allows for petitions to the Government to the effect that a
patented product is not being adequately supplied on reasonable terms. If
the petition is accepted , a compulsory license may be granted or the
patent may be revoked at any time after four years from the date at which
the patent was granted.

334. A new patent law and a new industrial design law have been drafted in
cooperation with WIPO to strengthen the patent system in Bangladesh. Both
are being considered by the Government.

(iv) Subsidies, tax concessions

335. The distribution of economic subsidies by major sectors are shown in
Table IV.23. About one-third of the subsidies occur in areas with direct
relevance to the Government's poverty alleviation objectives, such as
primary education, primary health programmes and food relief oriented to
the poor. But significant subsidies are also provided through the pricing
of power, natural gas, sugar, paper, newsprint, air and railway fares, road
and bridge tolls, and underwriting the losses of the jute sector.

Subsidies to public enterprises

336. Public enterprises still have virtual production monopolies in
cement, fertilizer, paper and sugar, in spite of an extensive privatization
programme (Table IV.24).58 In addition to direct public investment, public
manufacturing enterprises receive substantial financial transfers by -he
following mechanisms.

58The Government's take in the large-scale manufacturing sector has been reduced from
85 per cent in 1979 to a little over 40 per cent in 1988.

59This section is based on World Bank Report No 7545-80, Bangladesh: Public
Expenditure Review, 1989. While the methods of supporting public enterprises described here

(Footnote Continued)
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(i) Direct Subsidies: Such subsidies through the budget are limited
because they come under close scrutiny. In recent years, the only
subsidies provided in this manner have been (a) to Khulna Newsprint Mill to
compensate for domestic sales of newsprint at a controlled price
(Tk 76 million in 1987-88); and (b) to Chittagong Steel Mills to subsidize
the manufacture of mild steel billets from pig iron on the grounds that the
Chittagong plant could not compete with private rerolling mills using lower
priced scrap steel from old ships (Tk 91 million in 1987-88). (WB
7545-BD)

(ii) Internal Transfer of Funds: A more frequently observed method of
providing subsidies is to control the price of intermediate inputs or
transfer funds within a corporation to cover loss-making activities. For
example, natural gas was sold at a subsidized price throughout most of the
1980s in order to hold down costs for fertilizer and power production.
Alternative methods of covering losses are cross-subsidization, either
between closely related products or by transferring revenue between
enterprises. As an example of the former, profits from sales of urea were
used to cover losses on the domestic production of TSP of about
Tk 350 million in 1986-87. An example of the latter is the Bangladesh
Textile Mill Corporation practice of using profits earned by about one
third of its operating mills to cover the losses of the remaining
two-thirds.

(iii) Access to Annual Development Programme (ADP) Financing: Since the
internal generation of funds is low owing to low profitability, most public
sector industrial investments depend on the ADP for financing. For
example, in the 1988-89 .kDP, the contribution of external financing,
Government resources and own funds was 51 per cent, 43 per cent and
6 per cent, respectively, to the total budget for industrial projects.

(iv) Concessional Lending Terms and Debt Conversions: Since Government
regulations concerning the on-lending of public funds for industrial
projects are poorly monitored and enforced, the local currency portion of
the loan is often treated as an equity contribution. Moreover, the loans
are provided on highly concessional terms, are easily rescheduled and often
converted into equity contributions. The repetition of such practices
implies that investment funds can effectively be treated as grants. Debt
conversions in the 1987-88 budget included Tk 527 million for Bangladesh
Oil, Gas and Minerals Corporation (BOGMC), Tk 394 million for Bangladesh

(Footnote Continued)

remain relevant, the scale of intervention in the last two years is likely to have been lower
because of the partial divestiture of public enterprises and the gradual move towards market
pricing.
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Chemical Industries Corporation (BCIC) and Tk 356 million for Bangladesh
Sugar and Food Industries Corporation (BSFIC).

(v) Access to Financial Credit: In addition to investment financing
through the ADP, public enterprises are often able to obtain working
capital and overdraft financing from the nationalized commercial banks.
Between 1982-86, the net amount of new loans advanced to the Bangladesh
Jute Corporation (BJC) and the Bangladesh Jute Mills Corporation (BJMC) to
cover working capital and operating losses were Tk 5,260 million, of which
98 per cent were provided by the nationalized commercial banks. As both
the BJC and the BJMC have negative net worth and are losing money
continuously, the repayment of loans is unlikely in the foreseeable future.
The Government intended to provide a budget transfer to cover the interest
cost of new loans to the two corporations, to render explicit the
assistance granted to the two corporations. The problems for the textile
industry are similar, where the losses of poorly performing mills are being
covered by cross-subsidies within the Bangladesh Textile Mills Corporation
(BTMC) and by debt relief, which transfers the financial burden to the
budget. The BTMC made a net loss of Tk 1,560 million over the period
1980-89.

Agricultural subsidies

337. Subsidization to agriculture has declined as subsidies on fertilizer
sales and foodgrain sales have been largely eliminated. That is,
procurement prices have become more closely aligned with world prices
helped by the fall in world prices (see Chapter V for greater details).
Fertilizer subsides were eliminated in 1986-87, due in large part to a
50 per cent reduction in the international price of urea. However, a high
rate of subsidy is still provided on the sale of seeds by the Bangladesh
Agricultural Development Corporation (BADC). The magnitude of this subsidy
was calculated to be 60 per cent of the variable costs for cereal and jute
seeds (on the basis of the difference between BADC's sale price and the
procurement price paid by BADC to the outgrowers). In fiscal year 1987,
the Government provided Tk 1.6 billion in subsidies to irrigation and minor
irrigation equipment but the magnitude of these subsides has also been
reduced.

60The large subsidy on seed sales by the BADC inhibits the private sector from
producing quality seeds by providing inadequate profit margins. This may be responsible for
the shortages in the availability of seeds.
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Interest Rate Subsidies

338. Several programmes provide loans at below market interest rates
generally through the nationalized commercial banks (NCBs) and specialized
institutions like the Bangladesh Krishi Bank (BKB) (Table IV.25). The cost
of reduced interest rates is supposed to be reimbursed to the banks by
allowing them to refinance loans through Bangladesh Bank at preferential
rates. An estimate based on the four largest preferential programmes for
1985 (for agriculture, jute exports, other exports and small and cottage
industry term loans) indicated that the annual cost of interest rate
subsidies was about Tk 1,150 million. The average interest subsidy on
agricultural loans has been estimated to be about 5 per cent. (World Bank
Report No. 7545-BD, p.24, 130.)

Direct Tax concessions

339. In 1987-88 company income tax rates were reduced to 40 per cent for
publicly traded companies (from an existing level of 55 per cent), to
45 per cent for industrial companies (from 60 per cent), and to 55 per cent
for non-industrial companies.

340. Exporters of various products are entitled to an income tax rebate,
varying in percentage according to their export performance. The rates are
fixed by the National Board of Revenue from time to time. Table IV.17
indicates how the extent of rebate is related to the performance of the
exporter. The extent of reductions range from none, when exports are less
than 10 per cent of total sales, to 60 per cent of income tax leviable on
export sales when exports are more than 40 per cent of total sales
(Bangladesh Gazette). These benefits are extended to the category of
"deemed exporters" described in Section 3(x).

341. Income tax concessions and accelerated depreciation allowances
related to the location of industrial enterprises are described in Section
4(v) on regional assistance. In general, there are liberal investment
allowances for tax assessment, the deductibility of interest on loans and
relief from double taxation. It is possible that the system of allowances
favours capital intensive investments and introduces a bias towards debt
financing.

61There is evidence that the spread of refinancing facilities is inadequate to cover
the full cost of subsidies, making the banks reluctant to extend subsidized loans (World Bank
Report No. 7545-80, p 24).
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Indirect Tax Concessions

342. The indirect tax concessions have been described in Sections 2(ii)
and 2(iv) on tariff concessions and VAT, respectively

(v) Pricing and marketing arrangements

343. Public enterprise pricing policies have involved the use of elaborate
controls to insulate consumers from rising producer costs, and some
producers from increasing input costs. Under recently, cabinet and line
Ministries retained administrative pricing for sugar, urea, TSP, DDT,
newsprint and paper, but there were plans to end such controls. The
administered prices are meant to be determined on the basis of costs plus a
fixed return on equity but have invariably fallen behind cost increases and
led to losses for the concerned public enterprises (Table IV.26). In
1987, an Expert Committee on Pricing Policies for Public Enterprises
recommended that competitive pricing based on international prices be
introduced for internationally traded goods, and administered prices be
retained only for a select group of commodities.)

344. The price of sugar, a supply constrained commodity produced by the
public sector monopoly, Bangladesh Sugar and Food Industries Corporation,
has been almost double the world price. This is made possible both by
quantitative restrictions on its import and by high operative tariffs
ranging from 60 per cent to 100 per cent.

345. In the case of urea, in the production of which Bangladesh is likely
to have a comparative advantage, the uniform ex-factorv administered price
is calculated on the basis of the average cost of all urea plants
(excluding Chittagong Urea) plus a 5 per cent margin. Implicit subsidies
in the administered price have been eliminated by recent adjustments in
world prices.

346. Natural gas, the main raw material and energy source for key
industries has been underpriced but prices have been increased steadily in
recent years to reduce the subsidy element.

347. In the agricultural and food sector, pricing, marketing and
distribution mechanisms have been operated by the State. The Government is

62Over the period 1981 to 1987, real prices for public goods declined by an average of
2.8 per cent per annum. (World Bank, 6616, 1987; p. 123.)

63The IPO 1991-93 states that "Sugar if necessary. may be allowed to be imported in
accordance with the procedure to be determined by the competent authority in due course."
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increasingly relying on open market sales as a stabilization instrument
along with domestic procurement as a means to provide real support prices
to growers. Currently, open market sales are undertaken through grain
dealers when the market price goes above the procurement price by
15 per cent in the case of rice and 20 per cent in the case of wheat. All

foodgrain imports and some local production is distributed through the
monetized or non-monetized channels of the PFDS. The cost of fertilizer,
seeds and irrigation is subsidized, though to a declining extent. (Details
of the system are provided in Chapter V.)

348. In the input market, the Government's policies sometimes discriminate
against the private sector by providing public enterprises preferential
access to raw material markets. In the case of sugar, the Government
banned the sale of raw cane, the main raw material, to the private sector
manufacturers who used the raw cane to produce gur, a sugar substitute, in
competition with public mills. The ban has been imposed in mill zones
which are designated areas around the mills where farmers benefit from
credit and input programmes.

349. The minimum export prices for jute and the marketing arrangements are
described in Chapter V.

(vi) Regional assistance

350. Bangladesh divides the country, for administrative purposes, into
less-developed and least-developed areas. Taxes and duties on imports and
production are lowered i:, relation to the area's level of development. For
example, operative rates of duty on capital machinery are 10 per cent for
use in developed areas, 7.5 per cent in less developed areas and
2.5 per cent for use in least-developed areas. There are also reduced fees
for investment licenses and import permits for industries set up in
backward areas.

351. In addition, the normal tax holiday of five years for new industries
is extended to seven, nine and twelve years for businesses locating in less
developed areas, least developed areas and special economic zones.
(Industrial Policy, 1991) Accelerated depreciation allowances, normally at
the rate of 80 per cent of the actual cost of plant and machinery in the
first year of operation and 20 per cent the following year, are allowed up
to the rate of 100 per cent if a unit is located in a less developed area.

64Though public enterprises sometimes face higher costs. as for instance, in the case
of imports through aid and barter trade, as described in Chapter IV.
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352. Industries located in less developed areas are also provided with
concessional credit. From July 1986 to December 1989, while commercial
rates of interest were between 16 and 18 per cent, interest rates on term
loans to less developed areas were the following: 10 per cent for small
andcottage industries; other loan rates ranged from 10 to 13.5 per cent
depending on the area, the borrower's debt equity ratio, and whether the
project used domestically-produced capital goods. Over the same period,
loans given to less developed areas, like the Chittagong Hill Tracts, "in
pursuance of socioeconomic objectives,' were charged between 5 and
13 per cent. In January 1990, as part of a new interest rate policy, the
range for credit to all less developed areas was put at between 8 and
13 per cent, while commercial loans were charged a maximum rate of
18 per cent.

353. Industries in less developed areas which cannot be supplied with
natural gas are provided with a subsidy on the use of the more expensive
fuel oil by the concerned Ministry. (Industrial Policy, 1991)
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Annex IV.1
Seven steps to import for an industrial consumer

1. An initial letter of credit (L/C) for the import of capital machinery
and spares for setting up a new industrial unit, either under self-finance
or under loan, does not require an import registration certificate or a
pass book (IPO, paragraph 15.1c). The following steps describe how a
letter of credit may be obtained for the subsequent import of raw
materials, packaging materials and spare parts.

2. An industrial consumer must register with the concerned sponsoring
agency, which could be the Bangladesh Export Promotion Zone Authority
(BEPZA) for industries located in the Export Promotion Zone (EPZ), the
Bangladesh Small and Cottage Industries Corporation (BSCIC), the Department
of Textiles or the Board of Investment (BOI) for all other private
industries (Chapter VII of the Industrial Policy for 1991). The
industrial consumer presents to the sponsor:
(a) a valid membership certificate from the registered local Chamber of

Commerce and Industry or any Trade Association established on an
all-Bangladesh basis;

(b) a valid trade license issued by the local authority; and
(c) the initial (or renewal) fees for the Import Registration Certificate

for the concerned financial year, with the fees depending on the
annual import values. The registration and annual renewal fees have
been fixed at:

I. Annual imports up to Tk 500,000 - Initial: Tk 500, Renewal:
Tk 500.

II. Annual imports up to Tk 1.5 million - Initial: Tk 1,500,
Renewal: Tk 1,500.

III. Annual imports up to Tk 5 million - Initial: Tk 3,000,
Renewal: Tk 3,000.

IV. Annual imports above Tk 5 million - Initial: Tk 5,000,
Renewal: Tk 5,000.

The registration and annual renewal fees for indentors and exporters are:
Indentors' Registration Certificate - Initial: Tk 20,000, Renewal: Tk 5,000
Exporters' Registration Certificate - Initial: Tk 1,000, Renewal: Tk 1,000.

1The Industrial Policy states that Government permission is not necessary to set up
industries and for balancing, modernization, replacement or expansion (BMRE) of existing
industries with an entrepreneur's own funds, or with funds from private banks o private
financial institutions. But sponsorship seems to be essential to be able to import (Chapter
VIII; Industrial Policy 1991).
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3. On receiving the sponsor's recommendation along with (a), (b) and
(c), the Chief Controller of Imports and Exports (CCIE) issues the
(i) Import Registration Certificate (IRC) and (ii) pass book, which are
sent back to the sponsoring agency for delivery to the entrepreneur. For
the first time importer, (iii) a specific letter of authorization is also
issued by the concerned Import Control Authority on the orders of the CCIE.

4. The import entitlement for industrial raw materials, packaging
materials and spare parts required by the industrial consumer is set by the
concerned sponsoring agency after inspection of the factory and "in
accordance with prescribed rules" (Industrial Policy 1991, Chapter VIII).
This entitlement is then entered in the pass book.3

5. The importer takes (i), (ii) and, where applicable, (iii) to a bank
authorized to deal in foreign exchange. along with an indent issued by a
registered indentor, evidence of insurance cover (purchased from a
Bangladesh insurance company) and a completed Letter of Credit
Authorization (LCA) form. LCA fees of 2.5 per cent are required on the
value of imports above Tk 75,000. The bank then issues a Letter of Credit

2The Pass Book shows the name, address and IRC number of the industrial consumer, the
items of raw and packaging materials, and spare parts that can be imported, their ITC
classification, and the value of entitlement of each item, the entitlement is the yearly
requirement of raw materials, packing materials and spares, as determined by the sponsoring
authority.

3Chapter VIII of the Industrial Policy 1991 states that the pass book would be issued
by the sponsor and that the entitlement would be specified in US dollars - presumably to
eliminate the need for revisions due to exchange rate changes. Up to January 1992, the pass
book was still being issued by the CCIE and the entitlement continued to be specified in
taka.

There are several exceptions to the use of indents for imports. Imports up to
Ik i million can be made against pro-forma voicess obtained directly from the foreign
supplier even if the concerned foreign supplier has appointed a local agent in Bangladesh.
But the foreign supplier is required to certify tnat the price quoted does not include any
commission for anybody. For import involving the cases listed below. the pro-forma invoice
may be used :. obtain a letter of credit authorization provided the supplier confirms that he
does not have an agent in Bangladesh and that the price quoted does not include any
commission for anybody:

- machinery and spare parts;
- the import by foreign multinational companies of proprietary items (raw material ,

packing materials and spare parts) manufactured by their parent companies;
- proprietary items imported from a foreign firm by a Bangladesh industrial enterprise

or assembling unit. if the enterprise was earlier established as a joint venture or technical
cooperation or where the provision of proprietary items is part of the agreement with the
foreign company;

- raw materials and packing materials against a back-to-back letter of credit by
export-oriented industrial units operating under the bonded warehouse system (described in
detail in the next section);

- books. journals and periodicals;
- steam coal, hard coke. limestone. dolomite and bauxite;
- import of raw materials and packaging by recognized pharmaceutical units; and
- raw materials and components by recognized industrial units in the electronics

sector.
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(L/C) to the importer, and sends copies to the concerned Registration Unit
of the Bangladesh Bank, which in turn sends copies to the concerned Import
Control Authority. For imports under cash foreign exchange, the time

limit for opening an L/C after the date of registration of the LCA with the
Bangladesh Bank is 120 days, while imports under foreign aid and barter
arrangements etc. have more flexible time limits. The shipment of goods
should take place within 17 months in the case of machinery and spare parts
and 11 months in the case of all other items from the date of issuance of
the LCA form by a bank or the registration of the LCA form with the
Bangladesh Bank. Again, time limits for imports under foreign aid and
barter arrangements are more flexible.

6. The sponsor monitors the actual performance of the new industrial
unit. If the performance is found to be satisfactory, then the sponsor
recommends regularization. If the sponsor has doubts about the performance
of the unit, then a second "ad hoc prior to regularization" monitoring is
recommended.

7. Once the CCIE receives the recommendation for regularization, it is
endorsed in the pass book. This implies that in future the industrial
consumer does not need to obtain permission Lo import from the sponsor and
the CCIE, and can directly approach its bank to open an L/C. subject to
payment of renewal fees for the Import Registration Certificate for the
concerned financial year and the filing of income-tax returns. If the
importer requires an enhancement of the entitlement, a recommendation from
the sponsor is required and the steps 4.5 and 6 (listed above) need to be
repeated. The pass book list of items is not exhaustive. For items not
specified in the pass book, the unit can apply to the sponsor, which after
due examination can make a recommendation to the CCIE. If the item is not
on the control list, then the CCIE allows import of the item; if the item
is on the control list the CClE needs to consult the Ministry of Commerce.

There is no minimumor maximum length of timefor processingLCA forms. Usually
formalities are completed and the L/C opened within 15 days (GATT. L/5622.p.7)

If shipment cannot be made within the period of validity due to circumstances beyond
the control of the importer. an extension may be granted for the minimumperiod considered
necessary

The CCIEalso monitors the imports. but purelyforstatistical reasons.

The pass book remainsin the custody of the importer's bank.

The enhancement could be needed either because additional capacity has been stallede.
international prices of inputs have increased or because the taka has deprecated.
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V. TRADE POLICIES AND PRACTICES BY SECTOR

(1) Overview

354. Bangladesh has, in recent years, witnessed spectacular growth in
non-traditional exports while traditional exports have been virtually
stagnant. To an extent these developments are attributable to shifting
comparative advantage, but domestic and trade policies applied by
Government in the various sectors, as well as developments in the
international trading environment, have been extremely important.

355. The exporting successes have been confined to two main product
groups, readymade garments and frozen seafood. Efforts are now being made
to broaden the export base and reduce import needs by, first of all,
facilitating the development of backward linkage industries, e.g. textiles
to feed the garment industry. Where a significant raw material base
already exists, as for instance in wet blue leather, Government policy is
encouraging a move to higher value added items, such as semi-finished
leather and leather products. Steps are also underway to improve
productivity by the application of modern technology and indigenous
research and development, e.g. in shrimp culture and foodgrain production.
More generally, an attempt is being made to develop labour intensive export
industries to take advantage of changes in the international division of
labour.

(i) Agriculture

356. The continuing importance of agriculture in Bangladesh is
demonstrated by its contribution to GDP. In 1989-90 it is estimated to
have ac mounted for 39 per cent of GDP, compared with 49.5 per cent in
1979-80, and the Bangladesh Economic Survey estimates that about
85 per cent of the population depends, directly or Indirectly, on
agriculture for its livelihood. The performance of the agricultural sector
has a strong influence on overall economic growth, since large sectors of
industry rely on the crops and fisheries sectors as a source of inputs.
Processing of agricultural raw materials, particularly jute, but also of
sugar, cotton, hides, tea and fisheries products, constitutes the core of
industrial activity.

357. Most of Bangladesh's soil is rich and able to support intensive
cultivation. In areas with irrigation facilities, which account for one

1Task Forces Report on Industry, 1991, p. 6.

2Fourth Plan, p. II-2.
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quarter of the cultivated area, three crops can be grown during the year.
As many as 60 percent of the man hours worked in Bangladesh are spent in
agricultural production. Yet yields, particularly of food crops, fall
short of attainable levels. One problem is that holdings are fragmented:
about 70 percent of farms are less than two acres in size, and holdings
usually consist of small non-contiguous plots. Furthermore, sharecropping,
the predominant system of land tenure in Bangladesh, is likely to have been
inimical to investment in the long-term productivity of land. Tubewell
irrigation, which has been crucial for agricultural growth, has a limited
future. During the 1989 drought, many tubewells dried up totally. In
areas of heavy usage, tubewell water levels have declined at the rate of a
metre per year.

358. The primary emphasis of development efforts has been to replace
traditional, unstable agriculture, characterized by primitive technology
and overwhelming dependence on weather, by a modern farming economy capable
of sustained growth. Government interventions include the setting of
procurement prices for rice, wheat, sugarcane, tobacco and cotton, and of
issue (i.e. ration) prices for rice, wheat, white sugar and edible oil
distributed under the Public Food Distribution System (PFDS). The
insulation of domestic prices of foodgrains from international prices is
made possible by the existence of a State monopoly over their import, while
other foodstuffs, such as sugar, tobacco products and fish, are subject to
import restrictions or high tariffs or both. The Government also sets the
prices of inputs, such as certified seeds distributed by the Bangladesh
Agricultural Development Corporation, and the ex-factory and wholesale
prices of fertilizer. Procurement and input prices are directed at
providing incentives for output expansion and supporting farm incomes,
while issue prices are set to help achieve the objectives of food security
and price stabilization. The budgetary cost of the public food
distribution system in 1990-91 was Tk 3,370 million which was 5.1 per cent
of total Government expenditure.

(ii) Industry

359. The industrial sector's share of GDP has remained a little less than
10 per cent since independence and may even have declined in recent years.
The growth of the sector has been a disappointing 4 per cent in the period
1985-90.3

3Fourth Five Year Plan, p.II-2.
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360. The 1991 industrial policy document continues a trend, in existence
since the early 1980s, of a gradual move away from import substituting
industrialization, based on State control and ownership, towards a greater
degree of market-directed, export-oriented industrialization reliant on
private enterprise.4 It has four major elements: first, to reduce the
regulation of the private sector; secondly, to limit the rôle of the
public sector, in some cases by the privatization of public enterprises;
thirdly, to encourage foreign direct investment; and, finally, to provide
special incentives to export-oriented enterprises. Apart from steps
towards deregulation, 57 enterprises in the jute and textile industries
were sold to the private sector during 1982-83, followed by the
denationalization of several banks. These trends were reaffirmed in the
Revised Industrial Policy of 1936, which specified that private investment
would be prohibited only in seven sectors. The IVth Five Year Plan
(1990-1995) put forward a list of industries identified as having "good
investment prospects" in Bangladesh. These include the garment and
agro-industrial sectors; leather goods; engineering products,
particularly electronics; and a variety of miscellaneous items
(Table V.1).

361. The levels of assistance to different industries vary greatly and are
difficult to quantify. Rates of protection, both nominal and effective,
range widely among manufacturing branches, due to the disparate tariff
structure, the variable incidence of quantitative restrictions, selective
eligibility for investment or export incentives and the incidence of
smuggling.

362. Despite extensive privatization, many key industries are still under
State control. Most public enterprises benefit from considerable direct
and indirect assistance (see Chapter IV). Disinvestments through open
tender have already been planned in the steel and engineering, chemical,
sugar, and chemicals industries (Table V.2). But the privatization
programme has not been unambiguously successful. Of the 497 units which
have been privatized, only about 44 per cent continue to be in production

4The initial change of direction towards greater private ownership was made in the "New
Industrial Policy" of 1982.

5The policies regarding foreign direct investment have been described in Chapter III,
and the incentives for export-oriented industries in Chapter IV.

6(1) Arms, ammunitions and other defence equipments and machinery, (2) Production of
nuclear energy, (3) Security printing (currency notes) and minting, (4) Forest plantation and
mechanised extraction within the bounds of reserved forests, (5) Ai. transportation and
railways, (6) Power generation (except through private generators), transmission and
distribution, and (7) Telecommunications.)
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(Table V.3). In general the divested units did not display clearly
superior performances vis-a-vis State-owned enterprises.

363. In both the public and private sectors, as many as 50 per cent of the
industries are reported to be "sick" and are only kept alive by
Government-enforced availability of credit. The reasons for "sickness"
include low demand, technological backwardness, overcrowding of investors
in the same line of production and overexpansion of capacity made possible
by previous access to easy credit, although in the period, 1985-89,
capacity utilization rates improved in the cotton yarn, sugar, cement,
fertilizer and chemicals industries (Table V.4). A Committee chaired by
the Secretary, Ministry of Industry, is examining applications for
assistance from firms claiming to be sick. The Committee is expected to
both identify the reasons for sickness and recommend appropriate
rehabilitation measures where deserved. (Ministry of Industry, 1992)

(iii) Nominal rates of protection

364. As noted in Chapter IV, while operative tariffs in Bangladesh can be
high (up to 350 per cent), a wide range of products, particularly capital
goods, raw materials, spare parts and other industrial inputs, benefit from
exemptions of one kind or another. Tables AV.1 show the operative nominal
tariffs applied on a sectoral basis; Table AV.2 shows the coverage of, and
levels of rates applied under, tariff exemptions by major product group.
Exemptions -an reduce operative tariff rates from averages approaching
100 per cent to as low as 7 per cent.

(iv) Effective rates of assistance and industrial performance7

365. This section examines the effective rate of assistance (ERA) offered
to, and the performance of, different industries.

6The Task Force Report on Industries, 1991, identifies the following reasons for the
limited success of the divestiture programme: (i) divestitures were often made to
individuals with no entrepreneurial background; (ii) the divested units inherited the
disadvantages of the public sector, such as a large and inefficient labour force and an
unviable wages policy.

7This section is based on the "Employment and Small Scale Enterprise Policy Planning
(ESEPP) Project 1986-89," executed by the Harvard Institute for International Development in
the Bangladesh Planning Commission and led by G.S. Sahota. The Project is the only
significant work of its kind on the manufacturing sector. Some of the results of the study
have been reported in Sultan Hafeez Rehman, M. Shahe Emran and Mustafizur Rahman (1991).
"Trade and Industrialization in Bangladesh Reconsidered," paper presented at the UNU/WIDER
Conference on "Trade and Industrialization Reconsidered," held at the OECD Centre in Paris.

8The effective rate of assistance measures the assistance provided through both trade
and domestic policies, and quantifies the impact of taxes, subsidies, price distortions,

(Footnote Continued)
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366. The manufacturing sector has been highly assisted during Bangladesh's
history (Table AV.3). There is also evidence that levels of assistance
offered to industry have been significantly higher than those offered to
agriculture and services.9 Within manufacturing, consumer goods industries

were more highly assisted than capital goods, which in turn were more
highly assisted than intermediate goods (Chart V.2 and Table AV.4). No
significant difference seems to exist between the level of assistance
offered to large and small scale industries. 10

(Footnote Continued)
etc., on producers. Given the importance of non-trade policies in Bangladesh (see
Chapter IV), the ERA is likely to be a more revealing measure than the effective rate of
protection.

9G.S. Sahota, "An Assessment of the Imact of Industrial Policies in Bangladesh", The
Bangladesh Development Studies, March-June 1991.

10Large-scale and medium-scale enterprises (where the Government continues to play a
significant rôle) are concentrated in the textile, chemical, pharmaceutical, food and metal
products branches. Small-scale and cottage industries are widespread in food manufacturing
(e.g. rice and flour mills) textiles (handloom weaving) and wood products. Large-scale
enterprises employ relatively capital-intensive production technology, most of which must be
imported.
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Chart V.1
Effective rates of assistance (ERA) in Bangladesh
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367. The trend growth rate of manufacturing value added over the period
1974/75-1988/89 was 3.5 per cent per annum, compared to overall economic
growth of 3.8 per cent over the same period. Thus the sector did not
display a strong growth rate over the period in either absolute or relative
terms, despite strong policy bias in its favour. The estimated annual
rates of growth for consumer, capital and intermediate goods industries
were 1.4 per cent, 2.8 per cent and 8.5 per cent, respectively
(Table AV.3). Thus the least assisted intermediate goods sector grew
rapidly while the highly protected consumer goods sector virtually
stagnated. According to estimates of total factor productivity growth,
the capital goods sector performs best with over 50 per cent of firms
registering a positive cumulated total factor productivity growth
(Table AV.5).

368. Chart V.1 and Table AV.6 also show considerably higher assistance to
import-substituting industries than to export-oriented industries.

369. A second study estimates the effective rate of assistance to selected
export products, on the basis of value added and computing different
elements of the assistance. Overall, finished leather appears to have been
the most highly-assisted industry, followed by readymade garments. The
export promotion benefit (XPB), which was a cash compensation based on the
difference between official and secondary market exchange rates (see
Chapter IV), provided a large part of the total assistance. Since the
differential between the two markets narrowed in recent years, and the XPB
has now ceased to exist, the level of assistance is likely to have
declined. Negative effective assistance was provided to frozen fish,
mostly due to lack of compensation for taxes on fuel purchased
(Table AV.7).12

370. Export-oriented industries have grown faster than import substituting
industries (see the following sections). Furthermore, comparisons of total
factor productivity growth reveal that most of the industries experiencing
positive factor productivity growth were in the export oriented sector, for
example textiles, garments, leather, light engineering (electronic goods)

11It may seem contradictory that the intermediate goods sector grew fast while the
consumer and capital goods sectors stagnated. The reason is that the intermediate goods
sector is dominated by chemical fertilizers, an agricultural input, which accounts for almost
half the output of this sector and has been the fastest growing industry, with a more than
five-fold increase between 1973/74 and 1988/89.

12This information is based on A. Rab (1989), "Value of Bangladesh's Policies to
Promote Exports", in which estimates of ERAs íor a sample of firms in different
export-oriented industries are presented. The results do not appear comparable to those of
the HIID study.
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and related products. While 42 per cent of the export oriented industries
experienced cumulated total factor productivity growth greater than
1 per cent per annum, the corresponding percentage of import substituting
industries was only 34 per cent (Table AV.8).

371. No systematic relationship seems to exist between economic incentives
measured by ERAs and performance, indicated by the growth rates of value
added and total factor productivity. 13 Most of the sectors that grew in
importance, e.g. food processing, readymade garments, modern cotton
textiles (in terms of capacity), leather and leather products, and
pharmaceuticals are all labour-intensive while fertilizer is based on
domestic gas resources.

(2) Foodgrains

(i) Overall situation

372. Foodgrain availability in Bangladesh has roughly kept pace with
population growth in the period 1981-91, but the per capita level has not
increased (Table V.5). Imports have varied, in the period, between 8 and
16 per cent of gross domestic production. In most years, a high proportion
of imports (between 52 and 97 per cent) has been aid-financed.

(ii) Growth performance of the main crops

373. Rice and wheat account for almost all the cereal production in
Bangladesh, with shares of 93 and 6 per cent respectively in total output
of foodgrains in recent years. Rice accounts for two thirds of the value
added in agriculture and three-quarters of the total area under
cultivation. 14 Record foodgrain production was achieved in 1989-90, with a
13 per cent increase in output over the previous year. The increase in
output was attributable to the increase in acreage under foodgrain
cultivation (in response to higher prices), improved availability of
irrigation equipment and Government policies to encourage fertilizer use

13The absence of a systematic relationship has also been revealed by econometric
studies conducted within the HIID-ESEPP Project.

14Three crops are typically grown each year: the aus crop is harvested in summer, the
aman crop in autumn and the boro crop, which is grown on irrigated land in winter, is
harvested in spring. The aman crop accounts for about half the rice production and the boro
crop for about a third.
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and provide credit. Foodgrain output in 1990-91 is estimated to be close
to the previous year's level.15

374. There was an eleven-fold increase in wheat production from
0.1 million tons in 1976-77 to 1.10 million tons in 1980-81. Subsequently,
production levelled off and actually declined after 1984-85. While the
initial increase was attributable to rapid increases in both yield and
area, the recent stagnation is due to the decline in yields by as much as
15 per cent from their highest level in 1983-84.

(iii) Government policies

375. The objectives of Bangladesh's foodgrain policy are to increase
production and productivity, and to ensure the availability of food at
moderate and stable prices to consumers.16 These two objectives are not
easy to reconcile, given budgetary constraints. Attempts to increase
production by maintaining high food prices run the risk of increasing
Malnutrition, unless mechanisms are devised to moderate the effects of
price increases on the poorest consumers.

376. The Government uses three main forms of intervention in the foodgrain
market: the Public Food Distribution System (PFDS), which includes
domestic procurement, rationing, open market sales, and relief;
subsidization of the key variable inputs; and control of trade.17

(a) The Public Food Distribution System

377. During 1985/86-1989/90, food aid, commercial purchase and domestic
procurement accounted for 56 per cent, 25 per cent and 19 per cent

15The aman output remained as high as in the previous year. The efforts of the
authorities to provide adequate supplies of diesel, fertilizer and other inputs, despite the
difficulties created by the Middle East crisis, as well as the early announcement of an
increase in rice procurement prices, helped achieve an increase in boro production. Cyclone
damage to the boro crop was limited.

16The attainment of "self-sufficiency in foodgrain production" is often stated to be a
major objective, as for instance in The Fourth Five-Year Plan (p.V.A-8). But the Task Force
Report on Agriculture argues that "too much of a fetish" should not be made of this
objective, since the implementation of a successful industrial strategy would make possible
the export of industrial products and the import of food (Report of the Task Forces, Volume
II, p.104.). The central question is whether or not Bangladesh has a comparative advantage
in agriculture.

17Before the unification of the exchange rate, food grain imports and raw jute (not
jute product) exports, were transacted under the official exchange rate rather than the SEM
rate. In effect, the Government lowered the cost of food grain imports and discouraged raw
jute exports (in favour of jute product exports.)
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respectively, of all food grains acquired by the Government (Chart V.2).
There are, however, significant differences between rice and wheat. For
rice, food aid, commercial purchase and domestic procurement accounted for
15 per cent, 28 per cent and 57 per cent respectively, during
1985/86-1989/90, while the corresponding percentages for wheat were
72 per cent, 24 per cent and 4 per cent, respectively. The composition by
source of Government acquisition of foodgrains is given in Table V.6.

378. With the exception of 1981, the procurement price paid by the
Government has remained consistently below market prices during the period
1980-90 by an average of 9 per cent for both rice and wheat (Chart V.3).
The distribution price of food grains in the non-statutory rationing areas
is fixed at 10 per cent above the procurement price, and in the statutory
rationing areas at 15 per cent above the procurement price, while in other
areas foodgrains are distributed free. 18 The budgetary subsidy on the PFDS
has averaged about Tk 2,000 million per year in the 1980s, but was
significantly lower at Tk 500 million and Tk 400 million in 1986/87 and
1987/88, before increasing again in 1988/89 (Table V.7).

18The cities of Dhaka, Chittagon, Khulna, Rajshahi and the towns of Narayangonj and
Rangamato constitute the statutory rationing area. The rest of the country constitutes the
non-statutory rationing area.
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Chart V.2
Composition of Government acquisition of foodgrains,
1985/86-1989/90
Per cent
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Source: Report of the Task Forces on Bangladesh Development Strategies for the
1990s Volume II, Part B, p.177.
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Chart V.3
Trends in foodgrain procurement, market and ration prices
in Bangladesh, Fiscal Years 1980-92
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Producer prices

379. The Government procures about one-quarter of the marketed surplus of
foodgrains at prices which take into account the input prices and provide a
margin for profits. A uniform countrywide price for a particular crop
season is set, based on estimated average costs of production plus a
10 per cent markup. The procurement prices, which are intended to be
floor prices, are announced prior to the planting season in order to insure
producers against the possibility of a price collapse.

380. A comparison of procurement prices with border prices (Table V.8)
indicates whether domestic producers are being implicitly subsidized or
taxed with reference to international prices.20 In the case of both wheat
and rice, there was an implicit taxation averaging 15.8 per cent and
8.7 per cent, respectively, during the fiscal years 1981-90 (Chart V.4).
While rice did receive a significant nominal subsidy in the fiscal years
1987 and 1988, wheat has been taxed in every year except 1988. But the
evidence does seem to suggest that the rate of nominal taxation is being
gradually reduced and prices are being brought in line with international
prices.

19According to the ministry of Agriculture, the procurement price is set by a
high-level committee headed by the Minister of Food with subsequent approval from the
Cabinet. The estimates of average cost are made by the Agro-Economic Research Unit of the
Ministry of agriculture through sample surveys.

20The rate of subsidy/taxation is calculated as the difference between procurement and
border prices as a percentage of border prices. There are two problems with this measure.
First, this is a nominal measure because it does not take into account taxes or subsidies on
inputs. Some idea of the real or effective subsidies/taxation may be obtained from the
discussion below of input prices and production subsidy equivalents. Secondly, the measure
may understate the amount of support because open market prices, which are in general higher
than procurement prices, are also influenced in the upward direction by Government
intervention. But the limited storage facilities imply that the procurement system sometimes
fails to provide an effective floor price. For example, the market price has tended to
remain seasonally below the procurement price in good harvest years like in 1981.
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Chart V.4
Producer subsidies for rice and wheat in Bangladesh,
Fiscal Years 1981-90
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Source: The World Bank, Bangladesh, Recent Economic Developments and Short-term
Prospects, 1989, Food Planning and Monitoring Unit, Government of
Bangladesh and GATT Secretariat estimates.

Consumer prices

381. Domestically procured foodgrains and all commercial and food aid
imports are distributed through the public distribution system, which
covers about 15-20 per cent of the national food needs. The system
operates through two broad channels (Table V.9): (a) monetized: a network
of ration shops sell grain to well-defined categories of recipients at
administered prices which are periodically changed. This includes
Statutory Rationing, Palli Rationing, Palli Chakki, Essential Priorities,
Other Priorities, Large Employers, Flour Mills, Open Market Sales,
Marketing Operation and Free Sales. (b) non-monetized: relatively
disadvantaged groups receive foodgrains in exchange for labour or free.

This includes the Food-for-Work Program, Vulnerable Group Development,
Canal Digging, Test Relief, Gratuitous Relief.

382. A comparison of the ration prices with border prices, inclusive of
handling cost, indicates whether domestic consumers are being implicitly

21subsidised or taxed with reference to international prices. 21 The average

21The rate of subsidy/taxation is calculated as the difference between consumer prices
(defined as border prices plus handling cost) and ration prices as a percentage of the
former. Since many consumers buy foodgrains on the open market at prices which are usually
higher than ration prices, this measure may exaggerate the extent of subsidization.
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rates of subsidy to consumers on wheat and rice in the period 1981-90 were
27 per cent and 21 per cent, respectively (Chart V.5). While consumers
received a positive subsidy every year on wheat, consumers were implicitly
taxed on rice in 1987 and 1988 when they were not allowed to benefit from
the reduction in international prices. In general, there is evidence that
the extent of subsidy to consumers has been declining over the period.

Chart V.5
Consumer subsidies for rice and wheat in Bangladesh,
Fiscal Years 1981-90
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Source: The World Bank, Bangladesh, Recent Economic Developments and Short-term
Prospects, 1989, Food Planning and Monitoring Unit, Government of
Bangladesh and GATT Secretariat estimates.

383. The Government has attempted to reform the PFDS. In particular,
efforts have focussed on: lowering progressively the subsidy element to
relatively higher income groups by raising the ration issue price so as to
approach the procurement price and by changing the mix of the foodgrain
ration in favour of wheat, the world price of which is currently lower.
redirecting a greater portion of the ration distribution to the poorer
segments of the population; and using a fraction of the Government grain
stocks for open market sales to stabilise foodgrain market prices.

384. Open market sales as a percentage of the total distribution system
rose from 8.5 per cent in 1982 to 14.5 per cent in 1989. But the market
rice and wheat prices rose seasonally between 6 per cent and 11 per cent
above the minimal annual average, while the annual price increase averaged
7 per cent per annum between 1980 and 1988.
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(b) The input market

385. The Government allocates a substantial share of development
expenditure to agriculture. The share of agriculture in the Annual
Development Plan (ADP) declined from 29 per cent in the 1980 fiscal year to
25 per cent in the the 1989 fiscal year. Agriculture research and
extension services are being strengthened to promote the greater use of
modern inputs (see Chapter IV.4).

386. The provision of "seeds, water and fertilizers" is central to the
Government's agricultural strategy (see the Fourth Plan, p.V.A-15). In
recent years, the rôle of the Bangladesh Agricultural Development
Corporation (BADC) in the distribution of inputs has been progressively
reduced, with a significant shift in activity from the public to the
private sector, as follows:

- Seed policy has been liberalised and one half of all the seed sales
are now conducted by the private sector. By 1989, the BADC had
ceased to have a monopoly on the import of vegetable seeds, and its
share of imports of other types of seeds has continued to decline.
At present, only 5-6 per cent of paddy seed and 25 per cent of wheat
seed are being supplied by the BADC. (Ministryy of Agriculture, 1992)

- BADC's monopoly of shallow tube well (STW) imports was abolished in
1978-79, and the preferential 15 per cent duty on STW engines,
previously reserved for the BADC, was also extended to private sector
imports. Deep tube well (DTW) sales were allowed in the private
sector for the years 1983-84. In 1988, there was a comprehensive
deregulation. The restrictions on the installation of tubewells and
the policy of standardization (i.e. the practice of giving farmers
access only to Government-approved engines) were abolished. Small

irrigation equipment was exempted from all import duties and the
private sector was allowed a greater rôle in the import and trade of
agricultural inputs. There was also a commitment, as part of aid
conditionality, to reduce subsidies on two cusec DTWs from the

prevailing 70 per cent to 45 per cent by March 1991 and then to
30 per cent by October 1991, and to dispose of all publicly owned
STWs and low lift pumps (LLPs) by July 1992.22

22According to the Ministry of Agriculture, all deep tube-wells already acquired by the
BADC are being sold to farmers at a 70 per cent subsidized price. Once the stock is
exhausted, there will be no further subsidy on tube-wells.
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- Fertilizer distribution, which was once completely controlled by the
Government, has been almost completely privatized, with private
wholesalers lifting about 99 per cent of all domestically produced
fertilizer from nine transit distribution points, including the
factories. (Task Forces Report on Agriculture, 1991, Volume 2,
p.123) A New Marketing System (NMS), introduced in 1978, transferred
most of BADC's distribution functions to a network of private
dealers. The NMS aimed at improving farmers' access to fertilizer,
particularly in outlying areas, at ensuring fair delivery prices by
promoting competition among dealers, and at reducing overall
marketing and distribution costs. (WB 8874, p.4). All urea and TSP
fertilizer trade is now conducted by the private sector, even though
fertilizer sales in general have been supported by the Government.

The Government is committed under an agreement with donors to
withdraw the subsidy on fertilizers by 31 March 1992, and to fix the
price of locally produced urea at the export parity price, and the
prices of largely imported TSP and entirely imported MP at the import
parity price. At present the administered wholesale prices of urea,
TSP and MP provide subsidies of 27 per cent, 28 per cent and
31 per cent, respectively, when compared with the relevant
international prices. (Ministry of Agriculture, 1992)24

- The procurement and distribution of pesticides has been completely
privatized. There is no element of subsidy on finished pesticides or
their ingredients. (Ministry of Agriculture, 1992) However, quality
control on pesticides is administered by the Plant Protection Wing of
the Department of Agricultural Extension.

- The agricultural sector has been receiving concessional credit at a
rate of interest of about 16 per cent, which has been about
2 per cent lower than the prevailing commercial rates of interest.
But it has been estimated that the average interest subsidy on

23For instance, in 1989/90 a Government rehabilitation programme involving the
distribution of fertilizers along with other key inputs helped fertilizer sales rise to
record levels. Again in 1990/91, the increase in fertilizer use was attributable to the
prompt action taken by the Government to ensure availability in the face of high diesel
prices caused by the Middle East crisis.

24According to the Task Forces Report on Agriculture, since 1988, ex-factory prices
have been between Tk 3,954 to Tk 5,257 per ton depending on the factory. During this period
the world price (the relevant one being the f.o.b. Gulf price) fluctuated from month to month
between US$75 and US$130, or approximately Tk 2,400 to Tk 4,680 per ton. Thus actual traders
were sometimes subsidised and sometimes taxed, and to the extent that the domestic market was
competitive, so were the farmers. (Task Forces Report on Agriculture, 1991, Volume 2, p.
123).
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agricultural loans is about 5 per cent, after the low rates of
recovery are taken into account. 25 However, recently certain reforms
have been implemented which have restricted the refinance facility
with Bangladesh Bank and tightened the lending policies.

387. Input prices seem to have increased in pace with the procurement
price (Chart V.6). On the whole, the evidence suggests that in the past
the nominal taxation of rice and wheat was in part offset by the
subsidization of their inputs. The elimination of the subsidies on inputs
is being accompanied by a reduction in the implicit taxation of output, so
it seems reasonable to assume that farmers will face international prices
for both inputs and outputs in the near future.

25World Bank Report No. 7545-8D, Bangladesh: Public Expenditure Review. 1989.
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Chart V.6
Agricultural input prices relative to foodgrain procurement
prices, (rice and wheat)
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(iv) Trade restrictions (Table AV.1)

388. Foodgrain imports are undertaken directly by the Government under aid
programmes or commercially, as noted above. The OTTS indicates that both
rice and wheat are on the restricted list, but rice alone is mentioned
explicitly in the Control List (IPO 1991-93) as importable only by or with
permission from the Ministry of Food.

389. The statutory rate of duty on both rice and wheat is 30 per cent but
both are subject to a general exemption which allows them to be imported
duty free. The statutory rate of duty on other cereals, such as rye,
barley, oats and millet, is zero. The average operative rate of duty for
all grains is 8.2 per cent.

390. Duties and taxes are in general low on agricultural inputs.
Presently all manufactured fertilizers, such as TSP, MP and zinc sulphate,
are imported without any taxes or duties. There is also no duty or tax on
finished pesticides or their ingredients, but quality control equipment and
packing materials are subject to an import duty of 20 per cent. Only the
seeds of wheat, potato, maize and vegetables are currently being imported
and these are not subject to any duties or taxes. The imports of diesel
engines for power tillers, shallow tube wells and low lift pumps have
recently been exempted from import duties.

391. Sanitary regulations and health standards for food imports have been
described in Chapter IV.

(3) Tea

392. Loose tea is a traditional export of Bangladesh. Two-thirds of tea
production is exported. Tea production and exports remained constant in
the last half of the 1980s; and exports declined as a percentage of the
total from 6 to 3 per cent over the course of the decade. Tea exports in
1990-91 were estimated to be US$55 million (Table V.11). The industry
employs about 100,000 workers.

393. Plantation and production of processed tea are the two main
activities in the private sector. In the public sector, green leaf
production has been promoted through development projects implemented by
the Bangladesh Tea Board. But the tea industry is under great strain due
to the higher costs of inputs including labour. Other factors depressing
the industry are high interest rates and debt in regard to land development
tax. Tea processing factories have not been modernised and research and
development activities have not delivered the expected results.



C/RM/S/24A
Page 137

794. In 1980, the Bangladesh Tea Rehabilitation Programme (BTRP) was
launched with financial and technical assistance from the EC. It involved
the balancing, modernization, replacement and expansion of 79 existing
factories. The Government also provided a planting subsidy of Tk 72,000
and a replanting subsidy of Tk 82,000 to each planter. Loans were provided
through the Krishi (or agricultural) Bank at the concessional rates of
9-13.75 per cent for development and 13.75 per cent for working capital.
(Bangladesh Tea Board, 1992)

395. Export policy aims to create more value added by exporting packet
tea. Various incentives, including those available to other exporters, are
available for this. Until January 1992, tea producers received an export
promotion benefit of 100 per cent. The EPO for 1991-93, lists among
promotional measures, the serving of Bangladesh tea in international trade
fairs and the setting up of display and sales centres in potential markets
of Eastern Europe. The Tea Policy for 1989-91 specifies special
arrangements regarding the import of fertilizers for tea gardens and the
provision of domestically produced fertilizer at concessional rates.

396. Tea may not, generally, be imported. However, tea for blending is
importable by recognised tea exporting units with clearance from the
Bangladesh Tea Board.

(4) Oilseeds, fats and oils and their products

397. Vegetable oils from oil seeds are the main sources of fat in the
average Bangladeshi diet, and the present consumption is only 25 per cent
of the level recommended by WHO/FAO. (Fourth Five Year Plan, p.V.A-20)
Bangladesh has sought to achieve self-sufficiency in oilseeds production,
but is still heavily reliant on imports. Output has been fairly static;
between fiscal years 1984 and 1988, production actually fell from 484,000
to 448,000 tons due to adverse weather conditions. Rape seed accounts for
almost half the total production.

398. Imports of oilseeds and edible oils have grown in recent years in
response to the liberalization of import policy. Imports of edible oil
tripled from 100,000 to 300,000 tons between Fiscal Year 1984 and 1988, and
in 1989/90 were valued at about US$218 million. The increase in imports
may have dampened the incentives for domestic production.

399. Oilseeds and oleaginous fruit are subject to operative rates of duty
between 20 and 60 per cent (average 53 per cent), while vegetable oils are
subject to operative rates of duty between 40 and 100 per cent (average
72 per cent) (Table AV.1).
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400. Import prohibitions apply to animal fats such as lard and lard
stearin. Restrictions apply to certain forms of crude soybean oils, crude
palm oil, palm kernel oil, palm stearin and coconut oil. Each may only be
imported by recognised edible oil refineries within their Pass Book
entitlements with prior permission from the Chief Controller of Imports and
Exports. 26 Purity tests, including those for radioactivity levels, are
obligatory for palm oil, palm olein and palm stearin. No oilseeds or
edible oils may be exported, except for kapok seeds.

(5) Sugar

401. Sugarcane is an important crop and sugar milling and confectionery
are leading food-processing industries. The State has full control over
sugar milling through ownership of the Bangladesh Sugar and Food Industries
Corporation and an import monopoly on sugar. Procurement prices to sugar
cane growers based on an assessment of the cost of production, are well
below market levels. Domestic production is subject to excise taxation at
the rate of 10.50 per cent.

402. The sales price of sugar produced by the public sector monopoly,
Bangladesh Sugar and Food Industries Corporation, has been almost double
the world price. This is made possible both by quantitative restrictions
on its import and by high operative tariffs ranging from 60 per cent to
100 per cent.

403. According to the Import Policy Order 1991-93, raw sugar and sugar
products are importable only by recognized industrial units or the
pharmaceutical industry within the entitlements specified in their
passbooks.

(6) Tobacco

404. Tobacco production, supported by Government procurement prices and
protection against imports, finds a ready market inside the country.
Import of cigarettes, cigars, etc. is banned but pipe tobacco may be
imported. Raw tobacco may be imported, at duties ranging from
10-30 per cent, only by cigarette manufacturing industries with clearance
from the Ministry of Agriculture (Table AV.1).

26Coconut oil is importable by recognised industrial units up to three times their Pass
Book entitlements but within a Tk 1 million limit. Imports of coconut oil by the soap
manufacturing industries must contain free fatty acid not less than 1 per cent. IPO -1991-93.

27The IPO 1991-93 states that "Sugar if necessary, may be allowed to be imported in
accordance with the procedure to be determined by the competent authority in due course."



C/RM/S/24A
Page 139

405. Imports of leaf tobacco must have a certificate attesting that the
tobacco is free from ephestia elutella, or that this pest does not exist in
the country of origin.

(7) Fish, shellfish and products

406. Fisheries as a whole contributed 3.5 per cent to Bangladesh's GDP in
1989-90. The total catch of fish during 1990-91 was estimated to be
893,000 tons, and valued at Tk 27,248 million, an increase of 5.4 per cent
over the previous year's catch, valued at Tk 25,750 million. About
1.2 million persons are directly engaged in the entire fisheries sector, of
whom 695,000 are engaged in inland fishing. Within this product group,
shrimp production has been one of the most dynamic and successful,
generating about 12 per cent of total export earnings in the last few
years. Export earnings were Tk 4,776 million, an increase of 6 per cent
over the previous year, with shrimps contributing 94 per cent to sectoral
export earnings, with frog legs and fish making up the rest (Table V.12).
There are 93 shrimp processing plants (all are domestically owned, with 5
in the public sector) which employ 20,000 people.

407. The cyclone of April 1991 had a particularly devastating effect on
the fisheries sector. Total losses amounted to more than Tk 880 million.
The loss of stock of finished goods and raw materials was over
Tk 550 million, and severe damage was also suffered by the infrastructure,
such as the plants and other installations of the Marine Fisheries
Laboratory and the Bangladesh Fisheries Development Corporation, mechanised
and traditional fishing boats, and the coastal seed farms. Relief and
rehabilitation operations are being undertaken. A proposal from the
Bangladesh Frozen Fish Exporters' Association to write off the interest on
loans for the year 1990/91 has not borne fruit.

408. In recent years the growth of processing and freezing plants has
outpaced shrimp production, resulting in rates of capacity utilization
which are as low as 12 per cent (Table V.13). The expansion in capacity is
attributed both to exaggerated expectations and to the easy availability of
concessional credit. But a central problem is that yields for shrimp
production are among the lowest in Bangladesh, at about 108 kilogrammes per
hectare compared to 450 kilogrammes in Thailand and 1,476 kilogrammes in
Singapore (Table V.14). The difference arises because Bangladesh continues
to rely on extensive methods of production involving the collection of wild
fry from the coastal estuaries while the other countries have begun to use
intensive scientific culture applying modern technology and feed.

409. Recognizing this problem, the Government has initiated attempts to
develop shrimp culture. In the 1988-89 ADP Budget, the allocation for
fisheries amounted to Tk 643 million, of which about one-third was
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allocated to a donor financed shrimp culture project. The EPO for 1991-93
lists three measures to assist frozen foods (designated as a "Thrust
Sector"):

(a) The Ministry of Commerce has decided to lease 33 acres of land
suitable for shrimp culture to 33 entrepreneurs. The supply of
shrimp larvae and infrastructural facilities for the
introduction of semi-intensive culture, are to be provided.

(b) The development of private hatcheries is to be encouraged in
order to increase the supply of larvae.

(c) Banks will continue to provide long-term concessional credit.

410. Previously, until 1988-89, imports of fresh fish required clearance
and those of processed, dried or frozen fish were prohibited. Currently,
all fish is freely importable at operative rates of duty ranging from 0 to
150 per cent (average of 98 per cent). But fish imports have been
negligible. Export of shrimps, other than processed and frozen, is banned
to ensure supply for the higher value-added frozen fish sector. The export
of frogs and frog legs has been banned, presumably for environmental
reasons. Recently the US Food and Drugs Administration had started
checking each consignment of shrimps from Bangladesh due to the alleged
presence of cholera bacteria after the cyclone of April 1991. This has led
to significant delays in payment in the largest market for Bangladeshi
shrimps. The checking was stopped in January 1992 when it was established
that the fear was unfounded.

(8) Jute

(i) General situation

411. Jute is the most important cash crop in Bangladesh, and, after rice,
the largest crop in terms of area under cultivation. The largest
industrial activity, accounting for about a third of manufacturing output,
is the processing of jute into a variety of manufactures. Jute now
accounts for about 30 per cent of total export revenue and was, till
recently, the most important export commodity (Table V.15). The jute
processing sector provides about 10 per cent of total employment in the
economy and 12 per cent of the GDP. The livelihood of about 25 million
people, almost a quarter of the total population, is affected by
jute-related activities in agriculture, marketing, manufacturing and trade.
About 90 per cent of jute products produced in Bangladesh are exported.

28Jute exports have declined from about 500,000 tons in 1981/82-1982/3 to an estimated
(Footnote Continued)
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Chart V-7
Public and private jute mills in Bangladesh: export prices
in relation to average unit production cost, 1982-91
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412. Bangladesh accounts for as much as three-quarters of the world
production of jute and half of the exports of jute manufactures. including
sacking, hessian, twine and carpet backing cloth. However, the long-term
viability of jute as a principal export is doubtful. Between 1985 and
1989, the unit costs of Bangladesh jute mills were consistently greater
than export prices; losses of Tk 6.5 billion were about 20-27 per cent of
the sales revenue in the period. This poor financial performance was due
mainly to large wage increases in the face of stagnant export prices and
the inability of mills to modernize their production structure because of
Government policies aimed at protection employment (see below).

413. Bangladesh faces stiff competition from the more efficient Indian
industry and the long-term future of the trade is constantly threatened by
synthetic substitutes (see Chart V.8 on the relative costs of the Indian
and Bangladeshi mills). The cost of petrochemical-based substitutes is the
major determinant of longer-term price trends in the international market,
even though Bangladesh prices influence world prices in the short run.

(Footnote Continued)
325.000 tons in 1989/90. The share of jute in total exports has declined from three-quarters
to one-quarter over the past decade (Table V.15). Raw jute and jute goods accounted for
23 per cent and 77 per cent of total jute export earnings in 1970/71 compared to 32 per cent
and 68 per cent respectively in 1989/90. Since 1973. world jute imports have declined at an
annual rate of 1.3 per cent while jute product prices have increased only at a rate of
1.5 per cent per annum, which implies a decline of 5 per cent per annum in real terms.
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Recent efforts have focused on improving quality with a view to
diversifying into other textiles and manufacture based on jute, including
paper and carpet backing.

Chart V.8
Prices and unit costs for jute products in Bangladesh
and India, 1991
Taka per ton
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414. Raw jute production was a record 8.7 billion bales (3,480 lbs) in
1985/86. declined significantly in the next two years to 4.4 billion bales
but had recovered slightly since 1989 in response to higher export prices.
The jute yields compare favourably with those in other producing countries
but the susceptibility of the yield to weather conditions makes such
comparisons difficult. However, the area under cultivation has continued
to decline as farmers have switched to rice production in response to
higher prices of the aus crop, which is harvested in summer and the growing
season coincides with that of jute.

415. As part of its wider policy of denationalization, the Bangladesh
Government has returned a number of jute mills to the private sector since
1982/83. But the public -ector still plays a dominant rôle in Jute
manufacturing, marketing and trading. Of the 64 jute mills in operation at
the end of 1991, 31 mills, accounting for 60 per cent of total jute
manufacturing capacity, are publicly owned under the Bangladesh Jute Mills
Corporation. The Government also owns a minority share of about
43 per cent of all private mills, implying Government control of
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three-quarters of the equity of all jute mills. The private jute mills
seem to be slightly more efficient than the public sector mills but do not
seem to have performed significantly better in financial terms, perhaps
because they operate under the restrictive policies described below
(Table V.16).

416. Almost all raw jute is now marketed by the private sector. In
1989-90, of the total exports of raw jute, Bangladesh Jute Export
Corporation accounted for 31.5 per cent of exports.

(ii) Government policies

417. Since world demand and prices have been stagnant since the early
1970s, there was a need for policies to facilitate adjustment to reduced
capacity and costs, and increase efficiency and international
competitiveness. Instead, the industry was locked in a tightly controlled
policy environment to protect production and employment targets. This led
to large excess capacity and employment in the mills, creating
inefficiencies and loss in competitiveness in both the public and private
sectors. The policy environment includes a combination of restrictions and
assistance, with the following main features:

(a) Restrictions on mill closures

418. To protect employment, the Government keeps all mills in operation,
regardless of their financial performance, by financing their losses
through bank credit. Exports are rationed among mills according to their
operating capacity, thus protecting the market shares of inefficient mills.
Occasionally legal action is taken against those who close their mills.

(b) Access to Finance

419. The jute sector is financed under a system of mandatory credit
provided to all mills, traders, exporters and spinners. No legal action is
taken against defaulters and the controls on misuse of credit are weak.
Between 1982-86, the net amount of new loans advanced to the Bangladesh
Jute Corporation (BJC) and the Bangladesh Jute Mills Corporation (BJMC) to
cover working capital and operating losses was Tk 5,260 million, of which
98 per cent was provided by the nationalised commercial banks. As both the
BJC and the BJMC have negative net worth and are losing money continuously,
the repayment of loans is unlikely in the foreseeable future. Since 1989,

-This section is based in part on a study undertaken for the World Bank.
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the Government has made budget transfers to cover the interest cost of new
loans to the two corporations. The outstanding debts of the sector as a
whole to the nationalised commercial banks were Tk 32 billion as of
December 1990, which was about a fifth of -heir portfolio. Interest rates
paid by the mills on both cash credit (i.e. credit for working capital) and
export credit are lower than the rates the banks are allowed to charge for
commercial loans.

(c) Minimum Export Prices

420. The Government implements an Export Price Check (EPC) policy to
maintain minimum export prices for raw jute and to control foreign exchange
transactions. FPC prices are set by a committee of representatives of the

Bargladesh Bank, Bangladesh Jute Corporation, Bangladesh Jute Association
and Bangladesh Jute Exporters Association for various qualities of jute.
They are occasionally changed according to the market conditions, cost of
producing jute and the stock position in Bargladesh. Export of raw jute
below the EPC price is not allowed unless special permission is obtained
from the Bangladesh Bank.

421. The prices for jute products are set by KEBICO, a Central Sales
Committee of representatives of the Bangladesh Bank, Bangladesh jute Mills
Association, Bangladesh Jute Manufacturers Corporation and Bangladesh Jute
Spinners Association. Exports below the minimum prices are illegal unless
permission is obtained from KEBICO. It is reported that the process of
obtaining permission is slow and sometimes leads Lo loss of export orders.
The minimum export price is adjusted periodically according to changes in.
the price in Calcutta (indicative of prices in India. the main rival
producer), the stock position in Bangladesh and the world prices of
synthetic substitutes.

422. The rationale for the minimum prices is to prevent competitive
undercutting by individual exporters of raw jute and jute products, which
could lead to an erosion of Bangladesh's market power in this sector. It
is, however, believed that the minimum price does not prevent a reduction
in export prices because of (a) competition from synthetic substitutes, and
(b) the widespread use of over-invoicing in the jute trade.

423. The Government thus attempts to exert a strong a cartel-like
influence in the marketing of raw jute and jute products through KEBICO.
In addition to monitoring the minimum import price, KEBICO. as noted above,

_____ _________

these charges are not very resporsive to market ca-dtions. For instance. the EPC
price remaired urc;larged for 22 Acev-s5'cm 2aruary MAPS tc Cc:',:bOr :A
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also rations demand among the mills a:-cording to their operating capacity.
All domestic sales and export orders which are received through barter
arrangements, international tenders and Special Trade Agreements (STA), and
private exports exceeding certain limits have to be handled by KEBICO.31
The combination of this with other restrictive measures is likely to
protect the market shares of non-viable mills, leading to erosion of
competition and deterioration of efficiency in the jute industry.

(d) Wage and employment policy

424. The wage determination process is rigid. Wages in the public sector
mills are determined by the Central Government, irrespective of the
financial position of the enterprises. Unions ensure that the private
sector obtains matching wage increases. Since 1982-83, real wages
increased by 4 per cent per annum in the jute industry, while real
productivity fell by 4 per cent. Social and political pressures also
explain the overmanning in mills. The worker/loom ration in Bangladesh is
about 45 per cent higher in the BJMC than the ratio achieved in India
(Table V.17).

(e) Export subsidies

425. On 1 July 1989, an export cash subsidy scheme was introduced, in lieu
of the XPB entitlement, for exports of jute goods exports at the following
rates (based on f.o.b. value): (1) 10 per cent for sacking;
(2) 15 per cent for hessian and yarn; (3) 20 per cent for carpet backing
and other non-traditional jute goods (IMFEA 1991, p.38). This scheme is to
be phased out gradually as the public sector jute mills are restructured.
The aggregate jute export subsidy was projected to be cut to Tk 2 billion
as assistance is withdrawn from public sector mills that fail to achieve
specified efficiency standards.

(f) Export prohibitions

426. Occasionally, temporary bans have been placed on the export of raw
jute to ensure adequate supply to the jute manufacturing industry. One
such ban, in October 1984, is claimed to have led to the bankruptcy of
250 exporters (Bangladesh Jute Association). Jute seeds are not allowed to
be exported.

31These limits are 1,500 tons for hessian, 1,000 tons for sacking, and 300 rolls for
cbc.
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(g) Proposed policies

427. The 1991 Industrial Policy states that an attempt would be made to
create an internal market for jute products by discouraging industries
which produce goods made from jute substitute synthetic fibres, like
polypropylene bags. High tariff rates were also to be imposed on related
products in these areas. In addition, the use of jute bags was to be made
compulsory for packing products like foodgrains, sugar, cement and
fertilizers. (Industrial Policy for 1991, Chapter IX, item 5.) It is not
clear what steps have been taken in these directions.

(h) Other regulations

428. Exports of raw jute require an inspection certificate issued by the
Bangladesh Jute Export Corporation. If required by the buyer, an
inspection certificate for jute goods is issued by the Directorate of
Inspection for Jute Goods. GSP certificates are issued by BJEC and BJMC
for raw jute and jute goods, respectively. An export licence fee of
Tk 10,000 per licence is charged on exports of jute manufactures. In
August 1984, the export licence fee on exports of jute carpet was reduced
from Tk 10,000 to Tk 1,000 (Bangladesh Bank, Annual Report 1984-85; p.16).

(9) Textiles and clothing

(i) Garments

429. In the last decade, Bangladesh has emerged as a major garment
exporter. Between FY 1982 and FY 1990, exports rose from US$7 million to
US$620 million. Some 55 per cent of the exports were to the US,
35 per cent to Europe and and the rest mainly to Canada, Sweden and Norway.
By quantity Bangladesh was the tenth largest supplier to EC and to Canada,
and the seventh largest to the US. By 1988, garment exports had overtaken
jute manufactures as the most important manufactured export and now employ
over 300,000 people.32

430. Both the success of this sector and the limitations imposed on its
growth are attributable in large part to the Arrangement Regarding Trade in

32The textiles and clothing industries combined account for nearly one third of
manufacturing value added, employs one million people (which is 7 per cent of total
employment and 50 per cent of the total industrial employment) and satisfies 85 per cent of
local demand for cloth.
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Textiles (or the MFA). First, the Arrangement ensured market access for
Bangladesh, as international intermediaries, faced with binding quota
restrictions in their own countries, relocated part of their trade in
Bangladesh. The industrial technology required for entr 4 into the trade
was labour-intensive, simple and well known in Bangladesh. But then, the
possibilities of continued growth in certain categories was curtailed when
Bangladesh was itself subject to quotas under the Arrangement.35

431. Table V.18 shows the items subject to quotas in. the U.S. market 36
the levels of the quotas and the extent to which they were filled in the

37year 1990. Limits (commonly, a 6 per cent maximum) on annual import
growth are incorporated in the bilateral quotas. Most recently, shop
towels, of which Bangladesh is the largest supplier to the US, with over
15 per cent of the market, have also been subject to quotas, a measure
which is expected to result in a loss of US$30 million on export earnings.
Anti-dumping duties are also being levied. However, over 25 per cent of
Bangladesh's exports to the US remain quota free, including cotton
underwear, baby wear and gloves and mittens of man-made fibres.

432. The rôle of Government policy has been important in creating an
environment in which exporters could take advantage of the available
opportunities without being fettered by import restrictions or taxes.

33Under the MFA, textiles means tops, yarns, piece-goods, made-up articles, garments
and other manufactured products (being products which derive their chief characteristics from
their textile components) of cotton, wool, man-made fibres, or blends thereof, in which any
or all of those fibres in combination represent either the chief value of the fibres or
50 per cent or more by weight (or 17 per cent or more by weight of wool) of the product.

34Bangladesh's key advantage is its low-cost labour. It is estimated that at the low
end of the shirt market, Bangladesh was US$8-9 cheaper than Hong Kong and US$3-4 cheaper than
Sri Lanka in 1990. But recently the US Trade Representative's Office is acting on complaints
from the US trade union and human rights groups regarding the use of child labour in garment
manufacture. If abuses are found, it could mean the loss of GSP facilities in the US and the
imposition of additional duties of 20 per cent.

35Import restrictions in major markets forced the closure of half the shirt factories
in Bangladesh in the mid-1980s.

36Products subject to quotas in Canada are the following: (1) men's and boys tailored
collar shirts; (2) jackets (MBWGCI); (3) trousers, shorts, overalls; (4) Coveralls
(MBWGCI); (5) Winter outerwear (MBWGCI); (6. Blouses and shirts (WGCI) (MB - other than
tailored collar); (7) Co-ordinates, athletic sets sportswear.

37Quotas are allocated to factories on the basis of past performance, while 10 per cent
of the quota is reserved for producers using indigenous raw materials. The utilization of
quotas is monitored by the Export Monitoring Unit of the Export Promotion Bureau, but the
allocation is actually performed by the Bangladesh Garment Manufacturers and Exporters
Association.

38In 1989, the Government announced its first ever textile policy which set as its
objective the achievement of self-sufficiency and development of export potential in textiles
and textile goods.
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The facilities have included provision for bonded warehouses, back-to-back
letters of credit for raw material imports, access to subsidized credit
and, till recently, export performance benefit entitlements (see
Chapter IV, Section 3 for a description of these measures.)39

433. Domestic value added in exports is low. Almost no backward linkages
exist between the ready-made garment industry and domestic textile
producers. Very little domestic fabric is used in the export sector.
Imports represent three quarters of gross exports of the ready-made garment
sector; one quarter of this is capital goods and half are raw materials
and intermediate inputs.

(ii) Weaving, spinning

434. The two principal stages of processing in the textiles industry are
spinning which converts fibre into yarn and weaving which converts yarn
into unfinished (grey) cloth. Following the denationalization of textile
mills since 1983, Bangladesh Textile Mills Corporation (BTMC) with 43
enterprises accounts for 60 per cent of total textile yarn production,
40 per cent of cotton spinning capacity and 5 to 7 per cent of domestic
fabric production. ).

435. The Task Forces Report on Industry (1991) identifies the main
production problems facing the textile industry as (a) inadequate
infrastructure, e.g. interruption and fluctuation in electricity supply,
(b) poor management and undisciplined trade unionism, and (c) outdated
technology, particularly in the areas of dyeing, finishing of fabric and
quality weaving. In a bid to remedy these problems, the Government has
allocated an increasing share of funds under the ADP to the textile sector
in recent years, accounting for 24 per cent of the allocation for industry
in the financial year 1988/89, in order to complete balancing, modernizing
and replacement investments on a number of textile mills.

436. The majority of weaving activity is performed on handlooms in
small-scale and cottage industries. Handloom production provides
three-quarters of the country's cloth supply, most of which is cotton.
Powerlooms favour the production of non-cotton cloth and are typically used

39Rahman, et al (1991) claim that "No less important, at least until 1988, was the
additional income (often abnormally high) made possible by selling surplus cloth and
accessories (raw materials imported duty-free) in the domestic market. This was of course
outright smuggling. The market for textiles teing highly protected (over 150 per cent
nominal tariffs) at the time, permitted abnormal rents to be extracted from the sale of cloth
imported duty-free as raw materials into the ready-made garment industry. This provided a
steady source of income augmentation to an otherwise low value-added industry...Nearly 100
factories were black-listed by the Government but were later pardoned."
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in the export sector. Leakage into the domestic market from textiles
imported duty-free by readymade garment manufacturers as raw materials,
have been a major source of disruption to the domestic textile industry.
The industry has actually suffered a decline in output in the 1980s despite
an expansion of capacity.

437. Poor quality cotton, imported under government-to-government
contracts, has led to the spinning of low quality yarn. Private sector
mills have complete freedom in their pricing arrangements, while price
controls on yarn produced by the public mills has led to inefficiencies in
the domestic spinning industry. The BTMC made a net loss of
Tk 1,560 million over the period 1980-89. Inefficient mills within the
public sector survived thanks to a system of cross subsidization practised
by the BTMC, and the BTMC itself was only able to continue due to the
availability of easy credit from the nationalised commercial banks (see
Chapter IV.4).

438. Despite Government procurement prices for cotton and ambitious plans
to expand output, local production of cotton is still limited. Domestically
grown cotton provides less than 5 per cent of industrial requirements.
Public sector mills often import under high-cost commodity aid agreements
and barter trade while the private mills have greater recourse to the open
market (see Chapter IV.2). In fiscal year 1987, prices for raw cotton
varied between Tk 8.83/bale at competitive prices to Tk 11.86 by aid and
Tk 16.68 by barter trade.

(a) Trade policy

439. Policy towards textiles and clothing differs markedly. Of the 71 HS
4-digit categories whose import into Bangladesh is banned, 33 are in the
textiles sector. These include woven fabrics of silk, carpets and textile
floor coverings, articles of apparel and clothing accessories, woven
fabrics of metal thread and woven fabrics of metallized yarn. In another
14 HS 4 digit categories, at least some items are subject to bans. Six
categories are subject to restrictions which either allow imports only for
certain categories of users, e.g. denim can only be imported by exporters
using the bonded warehouse facility and combat cloth by the Defence
Services, or limit the total value of imports, e.g. an individual importer
may not import more than Tk 1 million worth of cotton yarn in a single
financial year.

440. The average operative rates of tariff on various articles of textiles
are given in Table AV.1: concessions and exemptions are shown in
Table AV.2. Effective rates of assistance vary considerably across product
groups and are further affected by smuggling. It has been estimated that
the average realised effective rate of assistance (ERA) in the yarn and
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textile producing sector was only 25 per cent of the expected EPA because
of smuggling. Handloom production tends to be less assisted than powerloom
products and the domestic spinning industry. Effective rates of protection
have been estimated as negative for certain products for the domestic
market and strongly positive for export products.

441. An important concession for exporters in the readymade garment,
hosiery and specialised textile sector operating under the bonded warehouse
system is that they are allowed to import essential inputs even of banned
and restricted items, without requiring permission from any authority. (IPO
1991-93, paragraph 13)

442. In addition, as described in Chapter IV, the system of back-to back
L/Cs for producers of readymade garments, specialised textiles and hosiery
operating under the bonded-warehouse system, has effectively given
exporters duty free excess to their input requirements and eliminated the
need to obtain prior permission from the Chief Controller of Imports and
Exports. However, there are some restrictions defined by the conditions of
export under MFA agreements. First, it is required that value added in
Bangladesh not be less than 30 per cent and this amount be repatriated to
Bangladesh. Secondly, import fabrics cut into pieces or sizes, cannot
be imported under this system. Fabrics have to be imported in regular and
continuous lengths of 20 yards or greater. (IPO 1991-93, paragraph 13)
There are also restrictions on the import of knitted fabrics.

443. While the use of back-to-back L/Cs has been been very effective in
case of ready-made garment exports, their use has been limited in the case
of specialised textiles and hosiery industries because (i) it has not been
easy to find foreign suppliers who are ready to supply materials on
deferred payment basis against back-to-back L/C arrangements for these
industries, and (ii) these exporters do not find it easy to import raw
materials, complete production and execute the order within the deadline
usually available for the export order, which is 120 days.

444. Only selected importers may import second hand clothing. Imports are
limited to blankets, sweaters, ladies' cardigans, men's jackets, men's
trousers and shirts of synthetic or blended fabrics. Each importer may
import only up to a value of Tk 50,000 per year. A certificate of

40UNIDO, Bangladesh: Strengthening the indigenous base for industrial growth",
industrial Development Review Series, 25 April 1989; Table 2.14.

41As noted in Chapter IV, this measure to increase the domestic value added content of
exports may hinder the maximization of export earnings and the diversification of exports
into higher quality products.
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cleanliness is required for textile imports and imports of used clothing
must be accompanied by a fumigation certificate.

(10) Leather

445. Exports of cow and goat leather are the third largest export earner
for Bangladesh, contributing US$179 million in 1989/90 and US$134 million
in 1990/91. The only "traditional" export that has shown some dynamism,
leather exports maintained their share of total merchandise exports between
1981/82 and 1988/89 (Table V.19). While wet blue leather accounted for
almost all the export earnings in 1981/82, crust and finished leather
accounted for 54 per cent of export earnings in 1988/89. The quantities
produced in 1988/89 were 91,000 square feet of wet blue, 57,000 of crust
and 4,000 of finished leather. Almost 85 per cent of the total leather
production is exported.

446. Bangladesh is in a position to compete with other emerging producers,
such as Thailand and China, since it has lower direct labour costs which
compensate for its lower labour productivity. From the point of view of an
OECD buyer, leather footwear production in Bangladesh, allowing for
expatriate management and shipping costs, could result in a 35-40 per cent
per unit cost saving, while for a producer in South Korea, relocating
production to Bangladesh would reduce unit costs by 15-20 per cent. But a
major problem is the reliance on imported raw materials, particularly,
processing chemicals

447. Leather goods have been designated a "thrust" sector under the recent
export policy and are therefore entitled to all the facilities available to
such sectors (see Chapter IV.3). Under the Government's industrial
restructuring programme, the Balancing, Modernization, Rehabilitation and
Expansion Scheme, 20 medium sized tanneries have been selected to receive
investment funds in order to enable them to produce leather through the
crust and finished stage. Of these 11 have already received funding form
the Asian Development Bank, which is providing a total of US$10 million for
the project.

Wet blue leather is leather which has only undergone the preliminary stages of
processing while crust and finished leather are products of more advanced stages of
processing. The production of wet blue leather can be undertaken on a small scale and with a
minimum of capital investment, but its value added component is very small relative to more
advanced stages of processing. Crust or finished leather, although still simple forms of
manufacturing activity, employ technology and materials that are both costly and difficult to
obtain indigenously.

43W. van der Geest and K. Rahman, 199!, "Trade Diversification in Bangladesh,"
UNCTAD-SPLDC.
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448. In mid-1990, the export of wet-blue leather was banned. The
measure was designed to encourage a move into higher value-added products
but, at least in the short run, the loss in earnings from wet blue leather
exports has outweighed the benefits to the more processed products, in
terms of cheaper availability of inputs. Earnings in 1990/91 were
19 per cent below the earnings in the preceding year. The levels of
capacity utilization were 66 per cent for wet blue, 71 per cent for crust
and only 11 per cent for finished leather. The low level of capacity
utilization is attributable to the difficulty of marketing finished
leather, which is more a highly refined product than wet blue or crust,
which are essentially commodity items.

449. All items of footwear, gaiters and the like, with the exception of
metal spiked sports footwear, are banned from import. The average
operative rate of duty on footwear ranged from 20 per cent to 100 per cent
and averaged 98 per cent, while the operative rate of duty on leather
travel goods was a uniform 100 per cent.

(11) Petroleum and natural gas

450. In the energy sector, Bangladesh has actively promoted the
substitution of imported oil with domestically produced natural gas, as a
response to high energy prices in the 1970s. Bangladesh has extensive
reserves of natural gas (proven reserves are 370 billion cubic metres) and
produced 4.4 billion cubic metres in FY 1989. Forty-five percent of this
was used for power generation and 37 per cent for fertilizer production.
(Economist Intelligence Unit, Country Profile 1991-92) Domestic natural
gas now supplies 60 per cent of commercial energy needs, up from less than
40 at the beginning of the decade; imported oil has dropped from 60 to
40 per cent of domestic energy consumption reducing the share of oil in the
import bill by as much as 50 per cent.

451. The investment programme for natural gas has declined in real terms
in the 1980s, with the allocations increasing in nominal terms from

44Earlier wet blue exports had been subject to subject to an export duty of 5 per cent
and excluded from XPB entitlement in order to encourage leather processing.

45The technology of leather good production implies that marketing of finished leather
can be facilitated by closer vertical relations between final producers and tanneries.
Product specifications, e.g. colour and texture, must closely match the requirements of the
user industry and this can only be ensured if the users either provide the necessary
chemicals or closely monitor the processing. There is thus a strong argument for replicating
the arrangements which have been so successful in the garment industry. The Indian leather
industry experienced rapid growth of local value added from 37 per cent in 1984 to
57 per cent in 1988. largely as a consequence of successful vertical integration between
tanneries and final producers.)
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Tk 1,428 million in 1980/81 to Tk 2,259 in 1988/89. The decline reflects
the success of Bangladesh Oil, Gas and Minerals Corporation (BOGMC) in
meeting its targets.

452. As a result of price increases for natural gas in recent years, the
BOGMC has become a significant net contributor of resources to the
Government budget. Gas tariffs were increased by 15 per cent for most
consumer groups in mid-1988, but the price of gas to power, fertilizer,
small industry and residential consumers was still below the long run
marginal cost of supply by 10.7 per cent, 2.7 per cent, 9.2 per cent and
15.0 per cent respectively. Subsequent price increase are likely to have
reduced these implicit subsidies.

453. Bangladesh Petroleum Corporation distributes petroleum products.
Specific duties are levied on imports (Table IV.8). The duty on petroleum
oils and oils obtained from bituminous minerals is Tk 5,000 per ton. The
Government has earned substantial revenues in recent years by maintaining
domestic petroleum prices above border prices. In 1987, gasoline and
diesel prices exceeded c.i.f. prices by about 200 per cent and 115 per cent
respectively. The export of petroleum and petroleum products, except
naptha and furnace oil, is banned.

(12) Fertilizers and mineral products

(i) Fertilizers

454. Fertilizer consumption has increased rapidly since independence, with
an average annual growth rate of over 9 per cent. The Bangladesh Chemical,
Industries Corporation, a public enterprise, controls all fertilizer
production (as well as cement production and paper mills). Between Fiscal
year 1985 and 1990, over the course of the Third Five Year Plan, fertilizer
output doubled thanks to the availability of large reserves of natural gas
at favourable extraction costs. (Fourth Five-Year Plan, VI-4) In fiscal
year 1988/89, total fertilizer production was close to 1.5 million tons,
with 1.4 million tons of urea and 0.1 million tons of triple
superphosphate. Domestic prices, especially for urea, are substantially
lower than world market prices (Table V.20).

455. Given the favourable natural gas cost, Bangladesh is likely to have
comparative advantage in urea production for the regional Asian market.
There is also evidence of the emergence of production capacity in excess of
domestic needs. Although, Bangladesh is usually a net importer of
fertilizer, in fiscal year 1989, Bangladesh exported 465,000 tons of urea,
representing nearly one third of production and 4 per cent of total
exports. But the capability of selling urea competitively in the
international market on - sustainable basis has yet to be established. A
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move towards domestic pricing based on the export parity price to Asian
markets, rather than the current ex-factory pricing formula based on the
estimated costs of production, is likely to encourage efficiency in the
industry.

456. Even though fertilizer production is subsidized through price
controls on inputs. mainly natural gas, output prices have been kept low to
stimulate farm use. Until recently, the Bangladesh Agricultural
Development Corporation (BADC) was in charge of wholesale purchasing and
importing of fertilizers. During the Eighties, various measures were taken
to open up the distribution of fertilizers to competition and reduce
subs' - on both inputs and outputs (see the section on foodgrains for
details or the deregulatory measures and the extent of price intervention.)
The Government had committed itself to deregulating the fertilizer
marketing system by 1992.

457. Aid has financed the majority of fertilizer imports. The transaction
price of fertilizers under tied aid has tended to be higher than the world
price due to pre-conditions set by donors, such as the use of national
carriers with higher transportation costs.

458. While fertilizer import used to be a State monopoly, there are now no
restrictions on the import of fertilizers. Manufactured fertilizers can. be
imported duty free, while other fertilizers are charged an average
operative rate of duty of 17 per cent.

(ii) Cement

459. Price controls were recently removed on cement. In 1988/89, BCIC
produced 344.000 metric tons of cement: public sector output satisfies
15 per cent of domestic demand. In 1988/89, imports which had tripled
since 1984/85, were 1,893,000 metric tons.

460. Private sector imports of cement require preshipment inspection
certifying that the quantity of the consignment is as declared in the
shipping documents. (IPO 1991-93) Articles of asbestos cement and
cellulose fibre cement are banned, as are all ceramic sanitary fixtures
except bath tubs. Certain glass products, including glass utensils, are
importable only by the foreign exchange earning hotels. The average rate
of operative tariffs on mineral manufactures like cement and ceramics is
91 per cent while that on glassware is 93 per cent.
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(13) Chemicals

(i) Pesticides

461. Under the Agricultural Pesticides Ordinance No. 11 of 1971, the
import, manufacture, formulation, sale, distribution and use of pesticides
are regulated. The procurement and distribution of pesticides has been
completely privatized. There is no element of subsidy on finished
pesticides or their ingredients. 47 However, quality control on pesticides
is administered by the Plant Protection Wing of the Department of
Agricultural Extension.

462. Within a list detailing all approved pesticides, finished pesticides
are freely importable but raw materials for their manufacture are
importable only by recognized manufacturing units within their quota.
Imports are subject to registration, specific labelling requirements, and
storage use regulations. Importers must furnish invoices within seven days
of release from customs to the Director of the Plant Protection Wing. Each
pesticide container must be in good condition and be marked with the
correct technical name of the contents. The container must also show the
manufacturer's name, net weight or quantity of contents and a cautionary
note with instructions for safe handling and use of the product.

(ii) Pharmaceuticals

463. A National Drug Policy was first announced in June 1982. This
entailed the promulgation of a new drugs control ordinance identifying
certain drugs as essential. The ordinance removed from the market some
1700 drugs which were considered to be harmful, useless or non-essential.
The drug policy tolerates trade names but aims at gradually changing to
generic names (see Chapter IV.4 on Patent Regulations in Bangladesh). The
Government restructured its production unit into a limited company, now
called the Essential Drugs Company. A consequence of the drug policy was,
predictably, a significant reduction in imports and an increase in domestic

47Ministry of Agriculture, 1992.

48In Bangladesh, prior to the restriction,, nearly Tk 1,500 million were spent on 3,500
different brands of drugs and medicines. Nearly a third was spent on vitamins, cough
mixtures and enzymes which are all regarded as non-essential. It was argued that if the
import and manufacture of these items was banned, there would be little impact on general
health (Task forces Report on Human Resource Development, 1991, p.194).
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production. There has also been a shift in the composition of drug
availability towards essential drugs and some increase in price levels.

464. The Bangladesh Ministry of Health and Family Planning publishes an
annual list of proprietary drugs and medicines of specified foreign origin
which have been approved and registered with the drug administration and
may be imported into Bangladesh, subject to the terms of the current import
policy.

465. The average operative rate of duty on medical. and pharmaceutical
products is 41 per cent. However, special duty exemptions are provided on
pharmaceutical raw materials and packing materials. These affect
52 per cent of the tariff lines in the category of chemicals, and reduce
the effective rate of customs duty on the relevant items to an average
level of 8.4 per cent from a sectoral average of 57.7 per cent
(Table AV.2).

466. All dyes, chemicals and pharmaceuticals are required to be marked
with a full description of the product, including quality and code numbers.
Drugs and pharmaceuticals must be covered by a special certificate and by
two copies of a technical brochure. Special regulations govern the marking
of patent and proprietary medicines. Drugs and medicines considered
poisonous or dangerous must be marked according to a prescribed form
showing the ingredients.

(14) Capital goods and electrical, equipment

467. Bangladesh is heavily reliant on imports of capital goods, which
amounted to almost a third of all imports in 1989/90. In 1985, the latest
year for which such figures are available; the ratio of imports to apparent
consumption was 48 per cent for engines and turbines, 74 per cent for
agricultural machinery and equipment, and 70 per cent for radio, television
and communication equipment.

468. Over the last ten years, Bangladesh has developed a small electronics
industry. There are about one hundred medium and small-scale companies
producing various electronics goods (mostly private and several in joint
venture with foreign companies). Having been designated as a priority

49The number of manufacturers in Bangladesh is about 170, with 8 multinationals
controlling 75 pee cent of the pharmaceutical market. It is claimed that the multinationals
have refused to transfer technology completely, to profit through transfer pricing and to
sell non-essential drugs. On the other hand, local pharmaceutical companies in the absence
of a meaningful share of the market have failed to develop and produce drugs of an acceptable
standard (Task Forces Report on Human Resource Development, 1991, p.194).
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sector for export, the industry is entitled to all the normal export
incentives, including duty refunds. Most components are imported and
assembly operations revolve around radio receivers, television sets and
cassette recorders. Local production of transformers, coils and printed
circuit boards is increasing.

469. Government policy is faced with a dilemma: there is little chance of
the development of a domestic capital goods sector without some measure of
assistance, but where this assistance takes the form of protection through
bans on imports and high tariffs, user industries suffer a decline in
competitiveness. The Government has sought to resolve this dilemma by
providing high rates of tariff protection in principle, but in practice
reduced their impact through a variety of concessions (Table AV.2).
Where it has failed to do so, the private sector has often resorted to the
expedient of smuggling (see the Task Force Report on Industry, p.14). As a
consequence, there is evidence to suggest that the. sector was suffering
from negative effective rates of protection (op. cit.. The Task Force report
also identifies infrastructural problems, the lack of adequately trained
personnel and the limited research and development as factors retarding the
development of this sector). As noted earlier, the effective rates of
assistance to capital goods were significantly lower than those for
consumer goods.

470. Nevertheless, a large number of items in the capital goods sector,
consisting of both electrical and non-electrical machinery, are banned or
subject to restrictions. Some of these are presumably for reasons of
security, e.g. nuclear reactor machinery and apparatus for isotopic
preparation can only be imported by the Bangladesh Atomic Energy
Commission, and radio transmitters and broadcast receivers are importable
by Government agencies and the private sector only with permission from the
Ministry of Posts and Telecommunications. Other restrictions are intended
to maintain standards, e.g. the import of second-hand or reconditioned

50The National Computer Soard has been set up to formulate poIc -es and oversee the
introduction of computer technology into the country.

.Special exemptions or capital machinery affect 53 per cent of the tariff lines in the
non-electrical machinery sector and 22 per cent of the tariff lines in the electrical
machinery sector. with the effect of reducing the effective rate of customs duty on the
relevant items to a uniform 10 per cent from the sectoral average leve-s of operative duty of
65 per cent and 79 per cent, respectively. Special exemption for spares of machines affect
49 per cent and 18 per cent of the tariff lines in the categories of non-electricai and
electr cal machinery. respectively. and reduce the effective rate of customs duty on the
relevant items to a uniform level of 80 per cent from sectoral averages of 65 per cent and
79 per cent, respectively. Special exemption for elect-:onic products affect 47 per cent of
the tariff lines in the category of electr cal machinery. and reduce the effective rate of
customs duty on the relevant items to an average level of 38.6 per cent from a sectoral
average of 55 per cent.
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engines and gearboxes is only allowed for certain types of vehicles,
weights and measures can only be imported with prior permission from the
Bangladesh Standards Institution, and boilers with permission from the
Chief Inspector of Boilers. (IPO 1991-93)

471. But most of the bans and restrictions are imposed primarily to
protect domestic production from foreign competition. These include bans
on the import of ceiling fans, certain spares and accessories used in jute
mills, band saw machines, hand-operated plastic moulding machines and
certain specifications of lathes. Also in this category are the bans on
the import of the following items of electrical machinery: electric
ballasts for use in fluorescent lights, certain specifications of electric
bulbs, fluorescent tube lights, transformers and insulators, and most
types of accumulators.

472. Computer equipment imports by both the public and the private sector
require the permission of the National Computer Committee, while foreign
firms engaged in the computer trade need the permission of the Chief
Controller of Imports for the import of a single consignment exceeding
Tk 1 million in value. Video cassette players and recorders are only
importable by registered industrial units in the sector up to tle level of
the entitlement specified in their pass books. (IPO 1991-93)

(15) Transport equipment

473. Bangladesh is also highly dependent on imports for its needs of
transport equipment. In 1985, the ratios of imports to apparent
consumption were 81 per cent for motor vebicles arid 58 per cent for motor
cycles and bicycles. Except for a three-wheel vehicle named Mishuk, no
technological development as a result of formal local R&D efforts has taken
place in transport vehicles. Design engineering capabilities are
restricted to development and fabrication of bus bodies, ship hulls and
railway coaches.

474. Operative tariff rates range from duty free access for invalid
carriages, tanks, warships and aircraft imported by Bangladesh Biman
Airline. low levels of 5 per cent, on tractors in CKD condition. to
350 per cent on motor cars. In general aircraft are subject to operative
rates of tariff between 0-30 per cent, ships and boats to between
0-60 per cent and motor vehicles lo between 0-350 per cent.

475. Four-wheel drive vehicles and motorcycles in CKD or SKD condition may
be imported only by industrial units up to the entitlements specified in
their passbooks. Second hand (used, reconditioned) jeeps, buses and trucks
may not be imported, other second hand motor vehicles may be imported if
they are less than six years old. Suppliers of second-hand vehicles are
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required to guarantee the supply of necessary spares for a period of three
years from the date of shipment. Engine driven three-wheel autorickshaws
up to 100 cc and all three wheeler autorickshaws with bodies are banned.
Parts of bicycles may not be imported. Imports of aircraft, ships, oil
tankers and trawlers require Government approval. (IPO 1991-93)
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VI. TRADE DISPUTES AND CONSULTATIONS

476. Bangladesh has never been involved, directly or indirectly, in any
trade disputes in any GATT or related forum, including the MFA.

477. Two consultations in the framework of the Sub-Committee on Trade of
Least Developed Countries in the GATT Committee on Trade and Development
were held in 1984 and 1985. These consultations gave the opportunity for
Bangladesh to discuss trade barriers existing in, and efforts to liberalize
them undertaken by, its trading partners. Issues raised included tariff
and non-tariff measures applied to agricultural and industrial exports from
Bangladesh, the status of GSP treatment and the position regarding exports
of such products as jute and garments which are of major concern to
Bangladesh.

1GATT documents COM.TD/LLOC/6 and 9


